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Chair of the MCC Board of Directors

Development effectiveness is more than a principle we believe in. It also drives our
practices as we partner worldwide to create opportunities for sustainable eco-
nomic growth and for improving the human condition. In these resource-constrained
times, we owe it to ourselves and our partners to ensure that our development invest-
ments deliver maximum effectiveness. I have believed in this goal throughout my pro-
fessional career, and I am proud of the work underway through the U.S. Government’s
Millennium Challenge Corporation, whose Board I chair, to practice a new standard
for aid effectiveness that demands accountability.

Development is an essential pillar of our national security, alongside defense and diplo-
macy, and MCC offers a non-traditional approach to making it as effective as possible.
MCC helps partners transition from aid to investment. By creating powerful incentives
for sound democratic and economic governance, MCC effectively encourages partner
countries to deepen their political will and reform their policies at the national, sector,
and institutional levels so they can mobilize their own domestic resources for long-
term economic growth and self-sustaining progress. MCC also advances the concept
of country-owned development, tapping partners to lead and implement their devel-
opment strategies to reflect broad-based and inclusive input from government, civil
society, the private sector, and citizens—both men and women. And, MCC is commit-
ted to monitoring, evaluating, and measuring the performance of both partners and
projects, as an essential component for achieving better results and lasting impact.

From the compacts it has completed to its groundbreaking work on independent
evaluations that rigorously measure impact, MCC is increasingly seen as the proving
ground for what is possible in development. Because of its commitment to continuous
improvement and learning, MCC pushes itself and offers incredibly valuable lessons
to the rest of the U.S. Government and other donors on practicing effective develop-
ment. Through selectivity based on policy performance, country ownership, and a
focus on delivering results and impact, MCC challenges us all to make sure develop-
ment works to solve problems, change lives, and create a future of greater freedom,
democracy, opportunity, and dignity.

Message from Secretary of State
Hillary Rodham Clinton

I am confident that MCC will continue to deliver development effectiveness in ways
that empower countries toward self-sufficiency and toward that day when they will

no longer need assistance. With ongoing support from Congress, development
experts, and the American people, we can—and will—help our partners build strong
public institutions and civil societies, generate robust private sector investments and
mutually-beneficial trading relationships, and afford their citizens a chance, through
their own hard work, to forge better lives for themselves and their families. Ultimately,
effective development, grounded in these principles and practices, serves our shared
interests and advances our common prosperity.

Hillary Rodham Clinton, Chair

“In this Administration under President Obama, we’ve tried to put
forth a new policy on development that really focuses on results, and
MCC has been one of the foundational institutions that has given us
the base for moving forward... MCC’s model showcases some of our
best thinking about how to do development for the 2ist century, and
has helped to set the stage for the Administration’s approach for
development, because at a time when we must look for the way to
maximize the impact of every dollar that we spend on development,
we often turn to MCC for information and inspiration.”
—Secretary of State Hillary Rodham Clinton during her visit to MCC,
November 27, 2012
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Daniel W. Yohannes
Chief Executive Officer

he U.S. development community is united in the common purpose of delivering

foreign assistance as effectively as possible. We owe effective solutions not just to
the world’s poor who seek a better life of greater opportunity, but also to the American
taxpayers who rightfully demand a return from their investment of tax dollars. In
these challenging economic times, the pursuit of efficiency in development depends
on the pursuit of effectiveness.

For our part at the Millennium Challenge Corporation, we are setting a new standard
for aid effectiveness, pushing ourselves, our partner countries and others in devel-
opment to embrace the principles and practices that deliver results and sustainable
impact. Our work is grounded in selectivity, country-owned development, account-
ability, transparency, and a focus on results. These are central to our model and to our
values. As we practice these principles, we are learning more about what works and
what does not work. We are committed to incorporating this learning into a process of
continuous improvement to find and implement the optimal solutions for delivering
sustainable development that changes the lives of the world’s poor in positive ways and
creates conditions for economic growth that benefit all of us. We have been—and will
remain—scrupulous and rigorous in evaluating our programs and impact in order to
improve our processes and outcomes moving forward.

I believe we are on the right track. I have met with farmers and entrepreneurs in
Ghana and Benin who are capitalizing on efficient ways to get their produce to market
or register their small businesses, boosting their incomes and their quality of life. I can
never forget the students in El Salvador who are gaining the skills to compete through
MCC-funded technical training or the students in Namibia who now have a textbook
of their own to read. I am impressed with the range of policy reforms our partner
countries have made to sustain their investments, from the reforms Lesotho made in
land administration to the ones Armenia made in water resource management. These
are just a few examples that showcase the continuum of results MCC partnerships
around the world are making possible.
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The principles we practice at MCC are fueling a wholesale rethinking about what
works in development among others in the field. I am thrilled that the innovations
of MCC’s model—and the results we see underway—are inspiring and influencing
the development community to adopt many of MCC'’s key principles and practices.
Through ongoing learning and sharing lessons and best practices, we are helping to
make the discipline of development even stronger and more impactful.

The world’s poor deserve this. The American taxpayer and all our stakeholders in
Congress, the private sector and nongovernmental organizations demand this.
Ultimately, we expect this accountability of ourselves as we lead the way in setting a
new standard for development effectiveness through the principles we will continue to
refine and practice.

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

(As of September 30, 2012)

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

1 HiLLARY RODHAM CLINTON, CHAIR
Secretary of State

2 TimoTHY F. GEITHNER, VICE CHAIR
Secretary of the Treasury

3 AMBASSADOR RON KIRK
U.S. Trade Representative

4 DR. RAjIV SHAH
Administrator, U.S. Agency for
International Development

MCC’s Senior Management

(As of September 30, 2012)

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

5 DANIEL W, YOHANNES
MCC Chief Executive Officer

6 MARK GREEN
Senior Director, U.S. Global Leadership
Coalition

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

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

7 ALAN J. PATRICOF
Founder and Managing Director,
Greycroft, LLC

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

and Finance
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Total Compact Investments by Sector

(As of September 2012)

11% PROGRAM ADMINISTRATION
& MONITORING

32% TRANSPORT (ROAD, WATER & AIR)
8% GOVERNANCE

4% HEALTH, EDUCATION
& COMMUNITY SERVICES

10% ENERGY

5% BANKING & FINANCIAL SERVICES

12% WATER SUPPLY & SANITATION

18% AGRICULTURE

Definition: Compact
Refers to time-limited, five-year grants approved by MCC’s Board of Directors and awarded to countries that meet MCC'’s eligibility criteria.

MCC: A NEW STANDARD FOR AID EFFECTIVENESS
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Amount in $ millions

Total

SECTOR Amount
TRANSPORT (ROAD, WATER & AIR) $2,922.9
AGRICULTURE $1,604.3
WATER SUPPLY & SANITATION $1,110.8
BANKING & FINANCIAL SERVICES $451.1
ENERGY $945.6
HEALTH, EDUCATION & COMMUNITY SERVICES $374.0
GOVERNANCE $734.9
PROGRAM ADMINISTRATION & MONITORING $996.8

$9,140.4

Dates to Note during Fiscal Year 2012

October 2011: Completion of Benin’s compact
November 2011: Signing of Indonesia’s compact
February 2012: Signing of Cape Verde’s second compact

February 2012: Completion of Ghana’s compact

OPOOE
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May 2012: Signing of Zambia’s compact

June 2012: Reinstatement of Malawi’s compact

August 2012: Termination of Mali’s compact

September 2012: Completion of El Salvador’s compact
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Compact Portfolio Financial Status

(In Millions of Dollars)

Country EIF Date Months Remaining Time Elapsed Compact Amount Cgr:';li‘:::ie‘:\ets %Cfn?:\?t‘tz z:ict Digt:l:::;?rt\iev:ts % Ochi:g‘uTsi::e“ts
Compact Information Cumulative Progress
MADAGASCAR Jul-05 0 100% 85.6 85.6 100% 85.6 100% ‘
HONDURAS Sep-05 0 100% 205.0 204.0 100% 204.0 100% |
CAPE VERDE | Oct-05 0 100% 110.1 108.5 99% 108.5 100% |
GEORGIA Apr-06 0 100% 395.3 387.2 98% 387.2 100% ‘
VANUATU Apr-06 0 100% 65.4 65.4 100% 65.4 100% |
NICARAGUA May-06 0 100% 112.7 112.7 100% 112.7 100% ‘
ARMENIA Sep-06 0 100% 177.7 176.6 99% 176.6 100% |
BENIN Oct-06 0 100% 301.8 301.8 100% 301.8 100% |
GHANA Feb-07 0 100% 547.0 540.0 99% 540.0 100% ‘
EL SALVADOR Sep-07 0 100% 460.9 432.3 94% 4323 100% |
MALI Sep-07 0 100% 460.8 434.0 94% 428.7 99% ‘
MOROCCO Sep-08 11 82% 697.5 598.9 86% 360.0 60% |
LESOTHO Sep-08 11 82% 362.6 311.3 86% 195.7 63% |
MOZAMBIQUE Sep-08 11 82% 506.9 427.2 84% 202.0 47% ‘
TANZANIA Sep-08 11 82% 698.1 645.8 93% 344.9 53% |
MONGOLIA Sep-08 11 82% 284.9 247.5 87% 163.2 66% ‘
BURKINA FASO Jul-09 21 65% 480.9 146.2 30% 138.9 95% |
NAMIBIA Sep-09 23 62% 304.5 212.5 70% 104.9 49% |
SENEGAL Sep-10 35 42% 540.0 48.4 9% 12.8 26% ‘
MOLDOVA Sep-10 35 42% 262.0 127.8 49% 24.7 19% |
PHILIPPINES May-11 43 28% 433.9 160.9 37% 45.0 28% ‘
JORDAN Dec-1 50 17% 275.1 148.3 54% 15.4 10% |
INDONESIA TBD 60 0% 600.0 0.0 0% 0.0 0% |
MALAWI TBD 60 0% 350.7 0.0 0% 0.0 0% ‘
CAPE VERDE Il TBD 60 0% 66.2 0.4 1% 0.3 80% |
ZAMBIA TBD 60 0% 354.8 9.4 3% 13 14% ’
GRAND TOTAL 9140.4 5932.6 65% 44521 75%

8 MCC: A NEW STANDARD FOR AID EFFECTIVENESS
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% of Compact Commitments Targets Oct'11 Performance Disbursements Targets Oct'11 Performance
Disbursed Oct'11 to Sep'12 to Sep'12 against Targets Oct'11 to Sep’12 to Sep'12 against Targets
Year-to-date Performance
100% 0.0 0.0 0.0 0.0
100% 0.0 0.0 0.0 0.0
99% 0.0 0.0 0.0 0.0
98% 0.0 0.0 0.0 0.0
100% 0.0 0.0 -0.1 0.0
100% 0.0 0.0 0.0 0.0
99% 0.0 0.0 21.0 0.0
100% 4.4 0.0 39.2 0.0
99% 22.8 6.7 340% 148.7 154.3 96%
94% 17.6 42.2 42% 137.1 161.0 85%
93% 9.8 37.5 26% 140.1 148.9 94%
52% 122.5 147.3 83% 163.7 258.2 63%
54% 65.7 84.7 78% 84.2 123.6 68%
40% 46.5 51.8 90% 105.2 199.5 53%
49% 30.0 30.0 100% 129.6 2211 59%
57% 120.5 116.5 103% 96.4 116.6 83%
29% 13.6 197.3 7% 64.2 118.0 54%
34% 44.0 104.4 42% 524 74.2 71%
2% 38.5 203.6 19% 7.3 29.7 24%
9% 115.5 126.3 91% 17.5 43.0 41%
10% 133.9 117.3 114% 36.5 52.1 70%
6% 148.3 237.1 63% 15.4 35.1 44%
0% 0.0 0.0 0.0 0.0
0% 0.0 0.0 0.0 0.0
0% 0.4 0.0 0.3 0.0
0% 9.4 0.0 13 0.0
49% 943.3 1502.6 63% 1260.0 1735.2 73%

Compact totals are approximate and displayed net of any amounts de-obligated.
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Estimating Compact Beneficiaries and Benefits

Under MCC’s results framework, beneficiaries are defined as an individual and all participating in a project and individuals expected to increase their income as a result
members of his or her household who will experience an income gain as a result of the project. Before signing a compact, MCC estimates the expected long-term

of MCC interventions. We consider that the entire household will benefit from income gains through a rigorous benefit-cost analysis. MCC may reassess and modify
the income gain and counts are multiplied by the average household size in the its beneficiary estimates and/or the present value of benefits when project designs
area or country. The beneficiary standard makes a distinction between individuals change during implementation.

Projected Beneficiaries and Income Benefits by Compact.’

Estimated Long Term Estimated Long Term
Estimated Number Income Gain Over the Benefit/ Estimated Number Income Gain Over the Benefit/
Compact 1 n ; 0 Compact N n f ;
of Benef ies Life of the Project Cost Ratio® of Beneficiaries Life of the Project Cost Ratio®
(PV of Benefits)? (PV of Benefits)?
Armenia 426,000 $295,500,000 1.7 Malawi 4,484,000 $2,209,300,000 9.2
Benin 14,059,000 $409,600,000 1.8 Mali 2,837,000 $393,600,000 1.2
Burkina Faso 1,181,000 $156,300,000 0.5 Moldova 414,000 $259,900,000 1.5
Cape Verde | 385,000 $149,500,000 1.8 Mongolia 2,058,000 $314,800,000 1.7
Cape Verde Il 604,000 $148,200,000 1.6 Morocco 845,000 $907,200,000 1.8
El Salvador 795,000 $366,700,000 1.0 Mozambique 3,325,000 $542,300,000 1.5
Georgia 143,000 $301,300,000 1.0 Namibia 1,063,000 $240,500,000 11
Ghana 1,217,000 $690,300,000 17 Nicaragua 118,000 $83,500,000 0.9
Honduras 1,705,000 $237,300,000 15 Philippines 125,822,000 $483,300,000 1.6
Jordan 3,657,000 $800,300,000 4.1 Senegal 1,662,000 $863,300,000 22
Lesotho 1,041,000 $376,000,000 15 Tanzania 5,425,000 $1,335,800,000 2.6
Madagascar 480,000 $123,200,000 1.7 Vanuatu 39,000 $73,800,000 14
Total for All 173,787,000 $11,761,500,000 19
Compacts*

NOTES:

1. These estimates do not include the projected beneficiaries of projects or activities that have been terminated or suspended by MCC (Madagascar, Honduras, Nicaragua, and Armenia). In the case of Madagascar, the estimates account
for the compact’s early termination.

2. The Present Value (PV) of Benefits is the sum of all projected benefits accruing over the life of the project, typically 20 years, evaluated at a 10 percent discount rate. Estimates are reported in millions of US$ in the year that the ERR
analysis was completed. Because the PV of benefits uses a discount rate, these figures cannot be compared directly to the undiscounted financial costs of MCC compacts, but must be compared to the PV of costs instead.

3. The benefit/cost ratio is calculated by dividing the PV of benefits by the PV of costs. The PV of costs is the sum of all projected compact costs evaluated at a 10 percent discount rate.

4. Column totals may not equal the sum of the individual rows due to rounding.

10 MCC: A NEW STANDARD FOR AID EFFECTIVENESS
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Compact Completions during Fiscal Year 2012

BENIN

MCC and the Government of Benin recognized that a poor investment climate and
lack of dynamic private sector activity impeded sustainable economic growth and
poverty reduction. The compact sought to address problems related to insecurity

of property rights, lack of access to capital, an inefficient judicial system, and a lack
of competitiveness at the Port of Cotonou, all of which constrained investment and
economic growth. The five-year, $307 million compact was signed in February 2006,
entered into force in October 2006 and ended in October 2011.

POLICY REFORMS

® Passage of the rural landholding law in October 2007 has been a key step in devel-
oping the legal and policy framework for strengthening property rights in Benin.

e The 2007 National Microfinance Policy complements other compact projects by
articulating the government’s commitment to ensuring that financial services are
accessible to low-income households and micro enterprises, enhancing the profes-
sional status of this sector and improving its integration into the financial sector.

¢ The Code of Civil, Commercial Administrative and Social and Accounting
Procedure was enacted in February 2011 to modernize the procedural rules of
courts, speeding case processing and enhancing efficiency in the justice sector.
The code went into effect on February 28, 2012.

e MCA-Benin supported the passing of decrees creating the new Business
Registration Center management and regulating formalities required for business
registration and operation.

¢ The government took numerous steps at the Port of Cotonou to reduce cor-
ruption and receive certification under the International Ship and Port Facility
Security Code.

OUTPUTS
¢ The Port of Cotonou is now expanding its capacity, improving security and increasing
efficiency due to MCC-funded assistance. Modernized port services and investments by a
competitively selected private port operator are making a significant contribution to Benin's
long-term economic growth potential. Fees from the private sector concessionaire will
allow the Port Authority of Cotonou to make additional investments to supplement the
MCC project.

DELIVERING RESULTS | WWW.MCC.GOV

® Average time for treating an application for microfinance institution authorization
is 42 days, down from 90 days in 2006.

® 294 rural communities had approved rural landholding plans.

¢ Improved case management systems and a complete overhaul of Benin’s outdated
civil procedures code, new primary courthouses, a Legal Information Center, and
a new court of appeals should reduce the time and cost of enforcing contracts and
improve the overall efficiency and quality of the judicial system. MCC’s support
completed the construction of five new courthouses. These investments in the
justice system, along with improvements in alternative dispute resolution and in
streamlining and modernizing the process for formal business registration, are
important steps toward improving the business climate in Benin.

PRELIMINARY OUTCOMES AND EXPECTED IMPACT
¢ The Port of Cotonou is a key trading hub for neighboring countries, including Niger,
Mali, Nigeria, and Burkina Faso, and is the driver of economic growth in Benin.
By the end of the compact, the volume of merchandise flowing through the port
increased from 4 million metric tons in 2004 to nearly 7 million metric tons in 2010.
Over the next 20 years, increased growth resulting from MCC'’s investments is
expected to benefit the country’s entire population.

SUSTAINABILITY AND PARTNERSHIPS

e MCC and the European Union collaborated in developing and implementing judi-
cial reform projects from the start of the compact to avoid duplication, maximize
value and influence Government of Benin policy reforms.

¢ The Government of Canada launched a program supporting the microfinance sec-
tor in Benin, including a component designed to follow and continue MCC'’s work
with the Ministry of Finance’s Microfinance Supervision Unit.

® Requiring the concession management of the MCC-financed operating terminal at
the south wharf, and requiring the concessionaire to make complementary invest-
ments, are important factors in the sustainability of the port investments.

n
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X GHANA

The Government of Ghana focused its MCC compact on increasing the production
and productivity of high-value cash and food staple crops in certain areas of Ghana
and on enhancing the competitiveness of Ghana’s export base in horticultural and
other traditional crops. The five-year, $547 million compact was signed in August
2006, entered into force in February 2007 and ended in February 2012.

POLICY REFORMS

® Ghana’s parliament passed landmark legislation in June 2010 to promote access to
improved seed varieties, certified fertilizer and pest-free plant material. This current
law, which took 12 years to pass, brings Ghana’s legislation into conformity with
the protocols of the Economic Community of West African States on these issues,
opens up the opportunity for higher yielding varieties to be used in Ghana and helps
support the modernization of Ghana’s agriculture sector.

e The Lands Commission Act, Act 767, 2008 was published in the Government of
Ghana Gazette on December 12, 2008 to restructure the five public land sector
agencies into a single agency.

¢ The Axle Load Policy was approved by the Cabinet and an official action plan pre-
pared. The new Road Traffic Regulation has incorporated the requirements of the
policy and the action plan.

¢ The Policy on Fuel Levy was approved by the Cabinet to ensure a sustainable road
maintenance regime.

OUTPUTS

® 250 school blocks were rehabilitated and constructed.

® 66,930 farmers were trained in commercial agriculture.

® 5,729 land parcels have been surveyed, and 1,481 land parcels have been registered.

¢ Investments in post-harvest infrastructure have resulted in installing 10 cooling
facilities.

® Nearly 14 kilometers of the N-1 highway—renamed the George Walker Bush
Motorway—were rehabilitated to link Accra, the capital city, with a major port, the
international airport and the country’s major agricultural regions.

® Over 357 kilometers of feeder roads have been completed in rural areas, linking
them to markets and social service networks.

® 134 rural banks across Ghana have been connected to the national payment system
through a satellite-based wide area network.
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PRELIMINARY OUTCOMES AND EXPECTED IMPACT

¢ As of March 2012, the N-1 highway is facilitating the effective movement of 51,055
vehicles per day and expediting the transport of perishable high-value horticultural
exports by reducing travel time at peak hours from 60 minutes prior to construction
in 2009 to 19 minutes on the nearly 14 kilometers of MCC intervention and reduc-
ing wear on vehicles from rough roads. The number of vehicles per hour at peak
hours has increased slightly from 4,021 to 4,078. Annualized average daily traffic has
increased greatly from 27,737 to 51,055.

¢ Enrollment in all schools affected by the education activity increased from 37,733
prior to commencement of construction in 2009 to 41,019 at compact closeout.

¢ The construction of 392 water points, including boreholes, pipe extensions and
small-town water systems, was intended to improve health and reduce the incidence
of illness and loss of productivity due to unsafe drinking water and reduce the time
and effort spent fetching water. Prior to construction in 2010, the distance from a
potable water source was an average of 1,190 meters. Following completion of the
activity, the distance had been reduced to 522 meters.

SUSTAINABILITY AND PARTNERSHIPS

e MiDA (or the Millennium Development Authority that implemented Ghana’s
MCC compact) attracted VegPro, a Kenyan vegetable exporting company known
for working with small and mid-size farmers, to the irrigation scheme in the
southern region. VegPro secured the lease of 1,050 hectares adjacent to the hect-
ares that will be served with the MCC-financed irrigation perimeter. VegPro will
source some of its vegetables from MiDA-trained farmers, who receive water from
the irrigation scheme. VegPro also will potentially employ up to 800 people on its
1,050-hectare farm. MiDA is working with Syngenta, a Swiss company, to provide
agricultural inputs for farmers served by the irrigation scheme in the southern
region. Working with these two companies helps to ensure the sustainability of
MCCs irrigation investment.
MCC, MiDA and the UN World Food Program (WFP) identified opportunities for
MCC-funded farmers to be suppliers for WFP’s Purchase for Progress initiative.
This innovative program is designed to respond to food security needs in develop-
ing countries by providing a structured market for smallholders as they transition
to commercial agriculture. WFP is purchasing grain from MiDA-trained farmers
through two grain buyers linked to the compact program.

MCC: A NEW STANDARD FOR AID EFFECTIVENESS
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MCC and the Government of El Salvador focused the compact on improving the lives
of Salvadorans through strategic investments in education, public services, agricul-
tural production, rural business development, and transportation infrastructure. The
largest of the compact’s components, the Transportation Project, unified El Salvador’s
Northern Zone with the rest of the country, enabling new economic opportunities for
rural households, lowering transportation costs and decreasing travel times to mar-
kets. The five-year, $461 million compact was signed in November 2006, entered into
force in September 2007 and ended in September 2012.

POLICY REFORMS
e El Salvador s legislature passed a decree that enabled the transfer of revenues from
traffic fines, license plates and other fees directly to the national road maintenance
fund. This decree significantly increased the prospects for sustainability of the road
system through appropriate road maintenance.

OUTPUTS

® Over 33,000 households have benefited from a connection to the electricity
network.

e MCC improved the access of 7,634 households to improved water and of 7,190
households to improved sanitation.

e MCC funded the construction, rehabilitation and/or equipping of 22 educational
facilities, with 30,632 students participating in MCC-supported educational
activities.

e MCC funding has assisted about 17,500 producers by providing training, seeds,
equipment, and technical assistance. MCC funding has supported work to improve
25,400 hectares under production on which producers have planted short-season
vegetables and fruits and improved pasture lands.

e The FIDENORTE investment program has granted 44 loans to small- and medium-
sized businesses in the Northern Zone to develop new projects in agriculture, tour-
ism and handicrafts, amounting to more than $7.5 million.

PRELIMINARY OUTCOMES AND EXPECTED IMPACT
e MCC financed the rehabilitation and construction of more than 220 kilometers of
road (equivalent to the distance between Washington and Philadelphia), three large
bridges and 20 smaller bridges in northern El Salvador to help improve connectivity
with the rest of the country. This east-west highway in the north stretches close to
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the borders with Guatemala in the west and Honduras to the east, and the improve-
ments are anticipated to reduce travel time by 50 percent (12 hours to six hours).

® Based on the preliminary findings of an impact evaluation, within one year of
receiving assistance, dairy farmers increased their annual productive income by
an estimated $1,850 on average compared to those who did not receive assistance.
These farmers sold a larger volume of milk and more secondary dairy products than
farmers who did not receive assistance, even when controlling for their baseline
sales. Handicrafts producers did not realize an increase in income compared to pro-
ducers who did not receive assistance. However, on average, each artisan receiving
assistance employed over one month of additional full-time labor relative to those
who did not receive assistance.

SUSTAINABILITY AND PARTNERSHIPS

e FOMILENIO (which implemented EI Salvador’s MCC compact) and the Kriete
Foundation agreed to continue support for young people through the scholarship
program.

e MCC is committed to funding sustainable projects, and Salvadorans in the
Northern Zone will have reliable access to electricity thanks to a public-private part-
nership between the Government of El Salvador and AES Corporation. The contract
required AES to ensure all operations and ongoing maintenance of the transmission
lines in accordance with local law and industry best practice.

¢ In partnership with Super Selectos, a national chain of grocery stores, USAID
provided a Global Development Alliance grant of $500,000 to El Salvador Produce, a
commercial cooperative society composed of 20 fruit and vegetable producer orga-
nizations established with the support of the MCC-funded Productive Development
Project. The grant was used to build cold-storage and transport for the commercial-
ization activities of El Salvador Produce.
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Results in Agriculture and Irrigation

210,851

farmers trained

3,551

enterprises assisted

117,150

hectares under improved
or new irrigation

181,994

hectares under production

$83.8

million in agricultural
and rural loans

Results as of September 2012
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Armenia. Margarita Grigoryan.

IRRIGATING A PATH TO PROSPERITY

Margarita Grigoryan, a farmer in the Armenian town of Khoronk,
used to support herself and her family on an agricultural income of
about $1,000 per year. Prior to MCC’s investment, Margarita grew
wheat and other low-value crops. Yet, her income was insufficient
to provide for her family, and her ability to expand operations and
increase her income was limited by an unreliable canal to irrigate
her crops.

That was until Armenia’s MCC compact overhauled the country’s agri-
cultural sector by improving irrigation infrastructure, training farmers,
providing access to credit, and strengthening water user associations.

While she once described the canal that irrigated her land as noth-
ing more than broken pipelines with significant water shortfalls,
Margarita now celebrates a rehabilitated canal that works. “I now
can plan my growing season more effectively because I have confi-
dence that my farm will receive an appropriate amount of water on
a predictable schedule;” she said. Because of the compact, Margarita
and other farmers benefited from loans and training in advanced
agricultural practices. Margarita applied for a loan to set up her own
greenhouse, where she is growing cucumbers and green beans that
helped her double her annual crop production.

Today, Margarita’s income increases make it possible for her to pro-
vide for her family and grow her business. The Irrigated Agriculture
Project is projected to generate an average increase of 150 percent in
farmers’ incomes over 20 years from a baseline of $310 per year.

MCC: A NEW STANDARD FOR AID EFFECTIVENESS



Results in Roads

El Salvador. Raul Armando Vaquero.

ACCESSING OPPORTUNITY

For the past 35 years, Raul Armando Vaquero, a dairy farmer from
the small town of Cuyuiscat in El Salvador’s Northern Zone, needed
a horse and carriage to transport the cheese and milk he sold to cus-
tomers around Metapan. In winter, swollen rivers prevented Raul and
his employees from even reaching markets.

Today, Raul faces a different reality. The construction of the Northern
Transnational Highway, funded through El Salvador’s $461 million
MCC compact, has created unprecedented opportunities for the
residents of the Northern Zone, including dairy farmers like Raul.
The Northern Zone historically has been cut off from the rest of the
country, contributing to widespread poverty that affects more than
half of the region’s families.

MCC has financed the rehabilitation and construction of more

than 220 kilometers of road—equivalent to the distance between
Washington and Philadelphia—along with 23 bridges. This east-west
highway, which connects to major border crossings with Guatemala
and Honduras, allows cargo to be transported more easily. It allows
the people living in the Northern Zone to readily access social ser-
vices and jobs.

With the convenience of the Northern Transnational Highway, Raul
now has access to markets in the winter and has significantly reduced
delivery time in all four seasons. He can drive to Nueva Concepcion,
a larger city with bigger markets, and deliver a fresher, higher quality
product. “We now live in a new Northern Zone,;” said Raul. “We are
now living in a land of opportunity”

DELIVERING RESULTS | WWW.MCC.GOV

MILLENNIUM CHALLENGE CORPORATION
ANNUAL REPORT 2012

4,646.8

kilometers of roads
under design

3,005.5

kilometers of roads
under works contracts

1,712.1

kilometers of
roads completed

Results as of September 2012
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Results in Property Rights and Land

Lesotho. Villagers from Khubetsoana.

70 SECURING TITLE TO A BETTER FUTURE

Residents from Khubetsoana face a more secure future because of the
legal and regulatory security of a land title.
reforms adopted

Until now, tens of thousands of people have lived on unregistered
land plots in unplanned settlements around Maseru, the capital of

2 Lesotho. Formal procedures to access land were difficult to navigate,
O 3 7 5 7 forcing many citizens simply to occupy land or purchase it informally
stakeholders trained to construct housing.

Part of MCC’s $363 million investment in Lesotho is changing this

bleak reality and reforming the country’s land sector by registering
5 y 73 8 3 8 O 9 and surveying urban land parcels. The compact incentivized major
rural hectares mapped policy changes in the legal and regulatory framework for land admin-

istration to sustain these reforms, including a new Land Act that sets
out regulations to improve tenure security, provide market-value

1 1 4 81 8 compensation in case of expropriation and establish the legal basis for
3 5 3 land regularization and titling in informal settlements. Because his-
rural hectares formalized toric legal changes in Lesotho removed the minority status of married

women, joint land titling is now possible too. This is an important
step forward for gender equality and economic development.

21 O y 4 4 5 For the communities that live around Maseru, including villagers

urban parcels mapped from Khubetsoana, these reforms toward more secure property rights
are making a difference as they receive formal leasehold titles to land
for the first time. And Basotho are using their land titles as collat-

eral to access credit and other services, paving the way to economic
3 8 3 71 2 growth and self-sufficiency. Between 50,000 and 75,000 households
urban parcels formalized could potentially benefit.

Results as of September 2012
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Results in Water and Sanitation

Ghana. Residents of Chanzeini.
BENEFITING FROM SAFE, CLEAN DRINKING WATER

The residents of Chanzeini, a village in the Tamale area of northern
Ghana, long struggled without access to safe drinking water. For
years, women and children had to cross a busy highway to fetch
water. They then stepped barefoot into the reservoir’s muddy water,
often next to livestock, potentially exposing themselves to the devas-
tating Guinea worm disease.

$36.1

million in feasibility
and/or detailed
design contracts signed

$440.1

million in construction
contracts signed

Part of Ghana’s $547 million MCC compact helped change that

by promoting awareness and eradication of Guinea worm in the
north, training water and sanitation officers and expanding access to
potable water in rural areas. Because of this investment, Chanzeini’s
residents are now using a standpipe to draw safe, clean drinking
water. Relieved of the daily burden of traveling far to fetch water,
they now have more time to devote to work and studies. They are no
longer forced to drink dirty water, and their health is improving as
they avoid water-related infectious diseases. Women and children no
longer risk injury by crossing a busy highway to fetch water. In total,
the MCC compact funded the construction of 392 water points in
Ghana, including in Chanzeini.

10,674

persons trained in hygiene
and sanitary best practices

852

water points constructed

11,756

sanitation systems
constructed

Results as of September 2012
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Results in Education

830

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

1,734

instructors trained or
certified through MCC-
supported activities

298,254

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

33,381

additional primary/second-
ary/tertiary school female
students enrolled in MCC-
supported educational
facilities

29,953

primary/secondary/ter-
tiary/vocational school
graduates in MCC-
supported educational
facilities

Results as of September 2012
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Namibia. Tunomukwathi Angula.

TRANSFORMING TRAINING INTO A DREAM JOB
“A dream come true!” Those were Tunomukwathi Angula’s emotional
words when she received her tour-guide certificate. The 26-year-old
woman is one of 47 Namibians who successfully completed a training
course funded by MCC that allows graduates to lead tourist groups
through the country’s deserts and national parks. The class included
13 women as well as members from the Ovahimba, a vulnerable
indigenous minority group.

For 14 months, Tunomukwathi and her classmates learned a variety
of skills for working in the tourism industry. They studied crucial
topics like English, flora, fauna, and geology. During their skills and
competency training, the students needed to prove themselves in
their future professional environment by working for three months
in Namibia’s vast rural areas, surrounded by beautiful landscapes and
abundant plants and animals.

Within two weeks of her graduation, Tunomukwathi received a job
offer with a Namibian tour operator. Almost half of the students in
her class found employment with Namibian tour operators either

during the course of the training or within weeks of its completion.

The grant that trained Tunomukwathi and other students is part of
Namibia’s $304.5 million MCC compact. The compact’s Education
Project is linked to the Tourism Project, which aims to improve the
management and infrastructure of Etosha National Park, enhance the
marketing of Namibian tourism and develop the capacity of commu-
nal conservancies to attract investments in ecotourism and increase
revenues. MCC is investing in the Namibian tourism sector—the

country’s second-most lucrative industry after mining—because of its potential to drive economic growth and reduce poverty. The Tourism
Project is expected to benefit more than 168,000 people and raise household income almost $44 million over the next 20 years.
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Results in Energy

lanzania. Martha Besisila. over & million
estimated number of
beneficiaries who will
benefit from MCC’s
energy investments
just in lanzania,

El Salvador, Ghana,
Mongolia, and Malawi

POWERING ECONOMIC GROWTH

Many Tanzanians struggle to turn on the lights. Less than one in five
households is connected to the electrical grid, which experiences
frequent blackouts and power surges. This cripples businesses and
households. For some villagers in Hogoro in the Dodoma region,
however, the reality is far brighter. An American company worked
with MCC and the Government of Tanzania to make sure the lights
come on and stay on. Pike Electric, of Mount Airy, North Carolina,
competed for and won an MCC-funded contract valued at $17.9 mil-
lion to install power lines, part of MCC’s $206 million investment in
Tanzania to rehabilitate and expand the nation’s power grid.

e 33,000

households in

El Salvador benefiting
from a connection to
the electricity network

This means Martha Besisila’s home in Hogoro is now connected to
electricity for the first time. Pike Electric is constructing approxi-
mately 250 miles of transmission lines in Dodoma. As Pike com-
pletes sections of low voltage lines through its MCC-funded con-
tract, new customers are lining up in TANESCO’s office, the national
electricity utility company, to request a connection. For Martha
(second from the right)—and other households like hers benefiting
from the lines Pike installed—gone are the days of kerosene lanterns,
candles and generators spewing diesel exhaust.

1,950

households in El Salvador
benefiting from access to
isolated solar systems

Pike’s role in lighting the way to a reliable power supply for Martha
and her neighbors is helping reduce poverty and promote economic
growth. Reliable electricity creates a healthier alternative to charcoal
and other fossil fuels, generating environmental and social benefits.

3,000

kilometers of new electricity
lines MCC will finish
constructing in Tanzania in
2013, which are expected

to impact nearly

1.5 million beneficiaries

It allows entrepreneurs to start and grow small businesses. And it
gives students the option of studying at night.

Results as of September 2012

DELIVERING RESULTS | WWW.MCC.GOV 19



-

MILLENNIUM CHALLENGE RPORATION
AN EPORT 2012

OR DEVELOPMENT EEEECTIVENESS

ARNING AND ADAPTING IN ORDER TO DO WHAT!WE DO BE ERM
! f e

:tMCCZ A NEW STANDARD FOR AID EFFECTIVENESS
=
%



From promoting good governance to launching a redesigned Threshold Program,
empowering our partner countries, focusing on results, and sharing what we have dis-
covered along the way, MCC demonstrates a firm commitment to learning and improv-
ing what we do in order to make U.S. development assistance as effective as possible.

REFINING THE COMMITMENT TO GOOD GOVERNANCE
Modernizing the country selection system to further incentivize governance
reform: In fiscal year 2012, MCC made some changes to our annual country selec-
tion process to take advantage of expanding data related to economic and political
governance, new findings in economic growth literature and lessons from our initial
years. We reaffirmed our commitment to using third-party data to assess countries’
policies in the categories of Ruling Justly, Investing in People and Economic Freedom
but refined our scorecard in several key ways. First, MCC took advantage of innovative
data in the fields of Internet freedom, access to credit and gender equality to add new
indicators to the scorecard. Second, we strengthened the U.S. Government’s com-
mitment to promoting democratic rights by adding a hard hurdle related to political
rights and civil liberties. Third, we incorporated economic findings that suggest there
is not one “recipe” for economic growth by allowing for more flexibility within the
scorecard while still maintaining the emphasis on competition and selectivity.

After our first year using the new scorecards, we have already seen results. Freedom
House reports an increase in the number of foreign governments requesting guidance
on how to strengthen press freedom. Several countries, such as Cote d’Ivoire, Sierra
Leone, Senegal, and Niger, are working with the International Finance Corporation to
assess or eliminate legal restrictions against women’s participation in their economies.
Across the board, the new scorecards have given the U.S. Government, MCC and

our indicator institutions increased opportunity to discuss policy performance with
foreign governments eager to compete for MCC eligibility.

Holding partner countries accountable: Fiscal year 2012 was unique in that it demon-
strated the full spectrum of how MCC approaches selectivity in compact country partner-
ships. In two very different circumstances, MCC demonstrated how to hold countries
accountable for maintaining a commitment to democratic governance.

In late March 2012, the military in Mali seized control of government buildings and
forced the democratically elected government from office. Mali’s MCC compact was
mere months from completion, but in keeping with our commitment to partner only
with countries that uphold democratic governance, we began the termination process
almost immediately. Acting with due regard for the intended beneficiaries, MCC pursued

CONTINUOUSLY LEARNING | WWW.MCC.GOV
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a responsible, orderly wind-up of all projects. Families participating in the irrigation pro-
gram were protected from the negative consequences of an early ending, but the shell of an
unfinished airport terminal in Bamako will stand as a reminder of what might have been in
the absence of the military coup.

A SNAPSHOT FROM MALI

“There is currently a large American organization helping Mali to put
an end to poverty, difficulty and suffering, in a place called Alatona.
Some people dared to say that Alatona had become paradise. Thank
you, MCA-Mali, for achieving something that makes all Malians happy.
Thank you, MCA-Mali, for helping the poor; this continued to when

it was time to start farming. They brought money for plowing. They
brought money for planting. They brought money for weeding. They
brought money for cutting the rice for harvest. Each home you visit
you think is better than the one before, because you find contentment
and happiness and joy and calm and peace and laughter and people
eating food they like and as much as they want. How can we say
thanks to MCA-Mali who have done something the likes of which has
never been seen in Mali since independence? Thank you, MCA-Mali, for

keeping your promises. Thank you, MCA-Mali, for doing good work.”

Excerpt from a letter of appreciation dated February 11, 2012, by Aburu Sabu Sangare, an Alatona resident
who benefited from the compact’s irrigation project implemented by MCA-Mali. The letter, which was
written prior to the coup that led to the termination of Mali’'s compact, shows enthusiastic support for the
work then in progress.

By contrast, the experience with Malawi shows how holding countries accountable
for good governance can contribute to policy reform. Fiscal year 2012 began with
Malawi’s compact on hold due to concerns about the negative trends in democratic
governance in that country; in March 2012, MCC suspended Malawi’s $350

million compact. When President Banda came to office following the death of
President Mutharika, she declared she would address the concerns that had led MCC
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to suspend the compact. By June 2012, we had witnessed new laws, new patterns of
action, respect for human rights, and a stronger, more consistent economic policy. As
a result, MCC’s Board reinstated Malawi’s compact, demonstrating that with political
will and purposeful action a country can restart an MCC compact.

Incentivizing policy reforms during compact development and implementation:
A commitment to sound policies drives not only MCC'’s country selection but also
increasingly the development and implementation of compact programs. The con-
straints to economic growth analysis for Ghana’s proposed second MCC compact,

for example, was done within the context of the U.S.-Ghana Partnership for Growth,
which emphasizes the importance of strong policies and institutions for economic
growth. The constraints analysis, conducted jointly by Ghanaian and U.S. Government
economists, identified the unmet demand for reliable power as a binding constraint to
growth. Subsequent analysis found that without sector-wide and institutional reforms,
further investments in infrastructure would not be sustainable and the deterioration
of sector assets would continue. This analysis prioritized a set of institutional, regula-
tory and structural reforms for the sector, as well as steps to increase the operational
efficiency of key power sector entities. Due to the clear messages and joint analysis
about the role of reforms in improving Ghana’s access to reliable power, institutional
and policy issues have formed the centerpiece of consultations with stakeholders and
will be the anchor of Ghana’s MCC compact.

In Moldova, two examples of policy and institutional reform include the Water User
Association Law (2010) and the Water Law (2011), both of which are critical to the
compact’s Transition to High-Value Agriculture Project. These two laws, which have
been passed and implemented, provide Moldova with the policy framework to support
the sustainability of the soon-to-be rehabilitated irrigation systems as well as enhance the
country’s overall water resource management. With regard to the Water User Association
Law, MCC and the Moldovan team concluded that the sustainability of the irrigation
systems to be rehabilitated through the MCC compact would best be served by placing
responsibility for their management in the hands of end-users, rather than having the
state-owned water agency continue to play that role. The new Water User Association
Law transfers responsibility for the operation and maintenance of state-owned irrigation
systems to water user associations, clarifies the rights and responsibilities of these associ-
ations and includes the need to set cost-recovery tariffs. The approach has been embraced
by the state-owned water agency and applied to other irrigation systems. With regard

to the Water Law, the sustainability of high-value agriculture depends on reliable water
resources. MCC used climate modeling to identify the risk of climate impacts on water
availability over the long term. The lack of water resource planning and monitoring added
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to this concern. MCC assisted the Government of Moldova in developing a modern
Woater Law based on a system of water rights and integrated water resource management.

APPLYING THE NEW THRESHOLD PROGRAM

A targeted policy focus: During fiscal year 2012, MCC began implementing the
redesigned Threshold Program with four countries—Tunisia, Honduras, Niger, and
Nepal. For these countries, participation in the new Threshold Program represents an
opportunity, as well as a challenge, to demonstrate their commitment to the policy areas
underlying MCC’s eligibility indicators, specifically Ruling Justly, Investing in People and
Economic Freedom. Through the Threshold Program, MCC will support our partners’
efforts to undertake policy and institutional reforms to address their binding constraints
to growth. The program will place the responsibility for design and implementation on
our partner countries and will be based on rigorous analytical work, beginning with a
constraints analysis. A country’s performance under the Threshold Program will help

to inform compact eligibility decisions, as these programs will provide information to
MCC’s Board of Directors about a country’s ability to implement critical reforms and
on MCC's opportunity to reduce poverty and stimulate long-term growth.

Definition: Threshold Program

Refers to country-driven partnerships that assist countries in becom-
ing eligible for an MCC compact by supporting policy and institution-
al reforms that target binding constraints to economic growth

Before the launch of the new Threshold Program, MCC financed 23 Threshold Programs in 21 countries, total-

ing nearly $495 million. Eight of these countries were selected as compact-eligible and signed compacts.

BUILDING CRITICAL COUNTRY CAPACITY

Putting MCAs front and center: Beyond compact investments that help the poor,

an often overlooked benefit of MCC'’s operations is how we contribute to building the
capacity of a core group of country nationals, the MCAs and implementing entity staft.
These professionals are provided with a unique opportunity and resources to implement
large-scale development projects, address practical challenges firsthand and become
experts in the field within their own countries and the region.

For example, MCC'’s contribution to the human capital of our partner countries was
highlighted during the 2012 annual conference of the International Association of
Impact Assessment (IAIA) in Porto, Portugal. The IAIA is the leading global net-
work on best practices in the use of environmental and social impact assessment
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for decision-making on policies, programs, plans, and projects. MCA representa-
tives from Lesotho, Senegal, Mali, Morocco, and Mozambique attended this global
conference and presented case studies that highlighted the successes and challenges
they encountered as part of their work with MCC. The sessions they led were well-
attended, and the presenters demonstrated the valuable skills and expertise they
brought to and refined through their work on MCC compacts. After their presenta-
tions, the MCA representatives were surrounded by practitioners from other coun-
tries, seeking advice and practical recommendations for challenges they face with their
own development initiatives. Urging occasional participation in professional confer-
ences such as IAIA is a way for MCC to encourage MCA representatives to take stock
of what they have accomplished, expand their professional network and be recognized
for their expertise. This empowers them to become even more effective at what they
do in the context of the five-year MCC investment and beyond.

Definition: MCA or MCA entity
Refers to the accountable entity in a partner country responsible for
implementing the MCC compact

MCC also helps translate professional capacity building into institutional capacity
building in partner countries.
¢ The Gender Equality and Economic Rights Activity in Lesotho’s compact works to
sustain the rights women achieved with the passage of the Legal Capacity of Married
Persons Act. MCA-Lesotho worked closely with the Ministry of Gender and Youth
to develop a sustainability plan that will change the ministry’s role in relation to other
ministries and civil society to engage in policy reviews and institutional reforms
throughout the country. Building the capacity and expanding the role of the Ministry
of Gender and Youth is helping promote gender equality in Lesotho well beyond the
life of the compact.
¢ In Morocco, we see the government applying the MCC model—transparency,
accountability, a focus on results, and standard-setting—to its own operations. The
Minister of Agriculture and Maritime Fisheries, for example, described the Morocco
Compact’s Fruit Tree Productivity Project as the Government of Morocco’s model
for farmer aggregation. The Minister of Finance and Economy credited MCC on
several occasions for inspiring participative public consultations in the design and
implementation of newer Moroccan government programs. And the Minister of
Handicrafts is bringing MCC's high standards on social and environmental impact
assessment to bear in broader Moroccan government investments.
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® Residents of rural areas in Ghana have poor access to basic community services
such as potable water, sanitation, schools, and electricity. In the past, community
services were delivered through the central government’s direction, with little input
from local governments or beneficiaries. In the last few years, however, the govern-
ment committed to a decentralization strategy to empower local governments and
beneficiaries in the hopes of delivering community services more efficiently. A major
obstacle to successfully implementing this strategy is a lack of adequately trained
specialists in local governments. Lack of capacity at the local level to conduct public
procurement results in leakage, misuse and suboptimal use of public resources.
To address this issue, the Ghana Compact’s Procurement Capacity Activity was
designed to strengthen the capacity of various procurement entities within the
Ghanaian government to procure necessary goods, works and services with greater
economy, efficiency and effectiveness. To this end, an extensive training program on
international standards was developed and implemented. Five institutions of higher
learning and three training institutions incorporated the training materials created
through the activity in their curriculum, and 163 students from these institutions
already completed one year of courses. Additionally, more than 1,250 potential pro-
curement professionals completed internships in public service institutions, leading
to job opportunities for more than 200 interns. The Procurement Capacity Activity
was undertaken through an agreement with the Public Procurement Authority,
which is continuing the activity after the compact ended.

Building stronger monitoring and evaluation (M&E) capacity: M&E capacity

in our partner countries is strengthened through working closely with MCAs and
implementers to comply with MCC'’s rigorous standards of monitoring and evalua-
tion. In many countries, MCC'’s focus on results is a new way of doing business, so
the standard M&E budget template for all compacts includes M&E training. This is

to ensure that project implementers in partner countries learn about and are able to
use best practices in M&E during the compact and in their jobs after the compact.
Training materials on economic analysis, impact evaluation and M&E information
systems have been developed for all countries to use. In-country trainings can be open
to participants outside of MCA, including partner country government employees. In
El Salvador, the president’s unit for monitoring and evaluation sent staff to an MCA
MA&E training in preparation for their role in conducting monitoring post-compact
after the MCA is closed. In addition, MCC regularly schedules “M&E colleges” for
MCA counterparts to engage with us and one another on common challenges and
best practices in collecting and reporting performance data as well as designing and
conducting rigorous evaluations.
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SHOWCASING AMERICA’S GENEROSITY

Respecting country ownership does not mean overlooking the need to recognize America’s generosity in the field. In January 2012, MCC revised its strategy to ensure
that all MCC-funded projects clearly and visibly acknowledge and communicate that MCC’s investments are made possible through the generosity of the American
people. The new branding guidelines make prominent use of the American flag and highlight MCC'’s core principles of country ownership and partnership. The key ele-
ments of the revised strategy are new MCA logo requirements (for compacts that enter into force or are signed after January 2012) that provide more consistency and a
more prominent use of both the American flag and the country’s flag, requirements for durable plaques on infrastructure and works projects, more clarity on roles and
responsibilities within MCC and MCAs, and the required inclusion of marking and branding in MCA communications strategies.

Country MCA Name Website Country MCA Name Website

Burkina Faso MCA-Burkina Faso http://www.mcaburkina.org/ ( : \ Mozambique MCA-Mozambique http://www.mca.gov.mz/en/
Jordan MCA-Jordan http://www.mca-jordan.gov.jo/ Namibia MCA-Namibia http://www.mcanamibia.org/
Lesotho MCA-Lesotho http:/www.mca.org.ls/ Philippines MCA-Philippines http:/www.mcap.ph
Moldova MCA-Moldova http://mca.gov.md/?site=0 Senegal MCA-Senegal http://www.mcasenegal.org/
Mongolia MCA-Mongolia http:/www.mca.mn Tanzania MCA-Tanzania http://www.mca-t.go.tz/
Morocco Age;gjrcllz E?(;‘;?gsriat http://www.app.ma/
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TRAVELING OUR RESULTS CONTINUUM
To set a new standard for aid effectiveness, MCC applies rigorous and transparent meth-
ods to measure that investments perform throughout the entire continuum of results.

We track policy reforms associated with our investments, like reforms to ensure that
the roads we finance are maintained and that conditions are improved for a new busi-
ness to formally register or get its products through customs.

We assess inputs and outputs that indicate whether projects are on track, like how
much money we have invested in a given quarter and the number of farmers trained
or the kilometers of new roads built.

We measure outcomes as programs reach completion, like increased traffic volume on
improved roads—signaling more commerce—or if farmers are growing more high-
value crops to sell.

And, because the ultimate result MCC is committed to producing and attributing to
our programs is increased incomes among the poor, we turn to independent impact
evaluations to determine if the income gains we seek are a direct result of our invest-
ments. We hire outside firms for these evaluations that apply scientific methods to
determine if our investments actually did increase household incomes. In fact, since
our inception in 2004, MCC has invested in over 120 independent evaluations, and
more than 40 percent are rigorous impact evaluations. This commitment to incorpo-
rating impact evaluations of investments into operations establishes MCC as a recog-
nized leader within the international donor community.

POLICY
PERFORMANCE

POLICY AND
INSTITUTIONAL
REFORMS

INPUTS OUTPUTS OUTCOMES ULTIMATE

IMPACTS

FEEDBACK
AND LEARNING

MCC EFFECT BUILDING CAPACITY FINANCIAL SUPPORT  GOODS AND SERVICES PRODUCED  OUTCOMES AND IMPACTS LESSONS LEARNED
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ADVANCING LEARNING AND ADAPTING PRACTICE

Putting principles into practice: MCC’s model is based on a set of core principles
essential for effective development assistance—good governance, country ownership,
focus on results, and transparency.

The MCC Principles into Practice series, for example, offers a frank look at what it
takes to make these principles operational. The experiences captured in this series
inform MCC’s ongoing efforts to refine and strengthen our model. Through the imple-
mentation of the U.S. Global Development Policy, which emphasizes many of the prin-
ciples at the center of MCC'’s model, we hope this series allows others to benefit from
and build on our lessons. For example, the World Bank designed its new Program-for-
Results financing instrument in part on MCC’s model. Program-for-Results links dis-
bursements to achieving results that are tangible, transparent and verifiable. Program-
for-Results specifically mentions MCC as a defining influence, drawing on such MCC
lessons as the link between transparency, accountability and results and the distinct
definitions of results during different times in the project cycle.

The Principles into Practice series also offers insights into MCC'’s experience with
the technical and operational approaches we use to support poverty reduction
through economic growth. Consistent with MCC'’s focus on results, we are commit-
ted to learning from our experiences and applying lessons learned to our programs.
Consistent with MCC’s commitment to transparency, and in the spirit of ongoing
collaboration with other development practitioners, MCC will share this learning
publicly, even when it reflects challenges that MCC and partner countries faced.

Ongoing learning in key practice areas includes:

Learning in Agriculture: MCC’s willingness to invest in country-determined and
integrated agriculture projects, which include large infrastructure elements, puts us at
the forefront of promoting food security since the signing of our first compact in 2005.
With the opportunity to set their own development priorities, 21 of 25 partner coun-
tries choose food security-related investments. By the end of the fiscal year, MCC'’s
investments in agriculture, rural development and food security total approximately
$4.4 billion among compacts that have entered into force. Together, these investments
contribute significantly to the United States’ global efforts to reduce poverty and
under-nutrition, increase food security, empower women in agriculture, and promote
climate smart/resilient agriculture.

We remain committed to learning and being held accountable for how well MCC'’s
program outputs—such as farmers trained, loans disbursed, hectares under improved
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as programs complete.

The Fourth High Level Forum on Aid Effectiveness in Busan, South Korea, in late 2011 provided an important opportunity to elevate the international dialogue on

the effective delivery of foreign assistance. MCC was part of the U.S. delegation to the forum, and our approach to development effectiveness took center stage. We
showcased our work to deepen aid effectiveness by promoting country-driven strategies that reform policies, build stronger institutions and propel a comprehensive
continuum of results from initial inputs to impacts. Reflecting a firm commitment to transparency, MCC publishes the economic analyses that inform our investment
decisions, each compact’s five-year budget, expected results, data on ongoing program progress, and our growing body of findings from independent impact evaluations

irrigation, and kilometers of roads built—ultimately translate into increased household
incomes and well-being for beneficiaries. Independent impact evaluations are under-
way for MCC-funded agriculture investments that address issues such as changes in
productivity, shifts to high-value agriculture, increased profitability of farm enter-
prises, and, ultimately, impacts on rural household incomes.

By the end of the fiscal year, MCC began preparing for the public launch of our first
set of impact evaluations, marking an important milestone for MCC and one that
showcases our commitment to results, accountability, learning, and transparency.
These first evaluations focus on farmer training and technical assistance in the agri-
culture sector, covering approximately one-third of the agriculture investments in five
countries—Armenia, El Salvador, Ghana, Honduras, and Nicaragua—and represent-
ing approximately 2 percent of MCC's total portfolio. This is the first set of completed
MCC-financed independent impact evaluations for compact programs, and we are

committed to applying the lessons learned from these early experiences to improve
the design of future MCC projects and evaluations as well as share the findings widely
in order to increase the effectiveness of development assistance more broadly. Key
lessons include:

e Agriculture projects pose unique challenges for evaluation and often will require
more time than originally allotted to evaluate changes in behavior, farm income
and household income.

¢ Integrated projects with large infrastructure components (irrigation) have
sequencing issues that must be monitored closely during implementation and
evaluation and lagged impact issues for which realistic expectations about the tim-
ing of results must be established.

e Starter kits and other in-kind technical assistance must be considered carefully
during program design to ensure that the content and delivery effectively target
binding constraints to farmer behavior change.

The Principles into Practice series currently includes papers on:

MCC'’s founding principles of country ownership and focus on results

the technical areas of property rights and land policy and irrigated agriculture

e |essons learned through MCC’s approach to gender equality in compact investments
the challenges of and solutions for doing impact evaluations in the agriculture sector &

The complete series is available at: www.mcc.gov/principlesintopractice.
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¢ A randomized roll-out, where control groups are eventually treated within the
compact period, as a compromise to a randomized controlled trial, where control
groups are never treated, limits MCC'’s ability to go back after compact completion
to further study impacts in a rigorous, conclusive way.

¢ Impact evaluations should address accountability issues and program impact and
also include design elements that help us learn what program components worked
and did not work for specific interventions—and why—to better inform the devel-
opment of future compacts.

Securing Land: In consultation with their citizens, civil society and the private sector,
13 of MCC’s 25 partner countries have sought MCC investments in property rights
and land policy because of the central role that land, natural resources and other real
property assets play in economic development. In many of these countries, land and
property rights remain informal, and governments at national, regional and local lev-

els lack the tools to effectively protect those rights and administer their land resources.

MCC is leading the way in helping partner countries introduce a variety of legislative
tools to formalize, protect and secure these informal rights. Through these efforts, our
partner countries are demonstrating that informal rights can be conclusively identified
and documented through careful design, careful planning, inclusive methodologies,
copious work, and adequate time. By helping countries document and protect all land
and property rights (including informal ones) and improving land governance at all
levels down to the village, MCC is helping put in place one of the most fundamental
tools for good land management and inclusive economic growth.

Building Infrastructure: MCC collaborates with partner countries to expedite

the development and implementation of infrastructure projects. In Tanzania and
Moldova, for example, road improvement projects have progressed from concept to
feasibility studies, design, procurement, and construction. During program implemen-
tation, we continue to collaborate by maintaining significant contact with MCA proj-
ect managers through regular calls, visits and training programs to identify risks and
solutions to problems that arise during multi-faceted infrastructure projects. When a
poor-performing contractor failed to meet significant milestones near the end of the
compact, MCA-Benin, with MCC’s assistance, was able to replace the problematic
contractor with a superior one in less than four months in order to complete on time
about $25 million in critical infrastructure improvements. In other countries, where
project completion often takes more than five years, MCC'’s intensive involvement has
accelerated works activities without sacrificing quality. This approach to infrastructure
implementation support and oversight advances the effectiveness of our development
assistance in both large and small construction programs.
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Supporting Gender Equality: Since the unveiling of our 2007 Gender Policy, MCC
has recognized that the distribution of growth outcomes matters and that poverty
reduction depends on addressing the persistent gaps created by social inequalities.
Good policy is not enough, however, and MCC has moved forward as a leader in
gender integration through the implementation of Guidelines for Gender Integration.
These guidelines provide explicit operational procedures, requirements and account-
ability mechanisms to ensure that gender is effectively integrated into compact
processes and deliverables. For example, one new requirement is the social constraints
to poverty reduction analysis, which a country completes following its constraints to
economic growth analysis. In the development of Benin’s second compact, economic
analysis and social and gender assessment staff worked together on a matrix that maps
out findings from both analyses and identifies the relationships between growth con-
straints by sector as well as gender and other social inequalities. Current MCC partner
countries are also increasing their understanding and performance on gender inte-
gration. In April 2012, MCA-Mongolia received MCC'’s first Country Commitment
Award for its achievements in gender integration in an early compact that did not
benefit from gender analysis in design. Other countries are also using the guidelines as
a tool to achieve more effective and equitable outcomes.

Enhancing Environmental and Social Performance: MCC’s commitment to health,
safety and the environment goes beyond upfront assessment and analysis of proj-
ects; it also looks to the long-term performance of MCC’s investments in poverty
reduction. Consistent with this commitment, we adopted the International Finance
Corporation’s Performance Standards on Environmental and Social Sustainability this
year as an integral part of our approach to ensuring that the projects we support are
environmentally and socially sound. In addition to providing a framework for manag-
ing environmental and social risks and establishing standards to protect the environ-
ment and people affected by the projects we support, adopting the IFC performance
standards aims to improve project performance and enhance development outcomes.
MCC’s integrated approach to environmental and social performance starts by engag-
ing partner countries at the earliest stages of project design and continues throughout
compact implementation, involving stakeholders at all levels, from cabinet-level envi-
ronmental ministries to implementers on the ground. Among MCC'’s partner coun-
tries, our work has strengthened government systems for environmental compliance,
encouraged more efficient use and management of natural resources and contributed
to an improved culture of worker health and safety.
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MAKING DEVELOPMENT WORK FOR U.S. ECONOMIC INTERESTS
MCC: Gateway to Opportunity
MCC serves as a gateway to opportunity into next generation emerging markets in
three tangible ways:
¢ Through policies: The MCC ‘seal of approval” means partner countries are “open for
business” MCC creates enabling environments for trade and investment that make it
easier for companies to expand into developing markets through pro-growth policy
reforms (including stamping out corruption) and upgraded infrastructure (includ-
ing roads and electricity grids).
¢ Through partnerships: MCC helps build strong trading and investment partners.
Our goal is not only to help poor countries rise out of poverty but also to create
stable trading and investment partners for the United States. MCC'’s approach aligns
with Secretary of State Hillary Rodham Clinton’s vision of 21st century economic
statecraft—using diplomacy and development to create American jobs and boost
the American economy. MCC’s assistance is building the next generation of markets
that want to buy American products and services.
¢ Through procurements: MCC procurements can help U.S. companies access new
markets. MCC reaches out to American businesses to inform them of MCC-funded
procurements, which are transparent and competitively bid.

According to the U.S. Global Leadership Coalition, America’s pros-
perity is linked with the global economy and dependent on trade
and economic growth:

e 95 percent of the world’s consumers live outside of the United
States, and America’s fastest growing markets—representing
roughly half of U.S. exports—are in developing countries.

e More than one out of five American jobs is tied to trade.

e For every 10 percent increase in exports, there is a 7 percent
increase in employment.

A Fit Approach

Well aware that the key driver of sustainable economic growth is the private sector,
MCC continues to integrate the private sector into compact development and imple-
mentation. In May 2012, we renewed our commitment to integrating a private sector
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perspective in our work by adopting a new private sector strategy that builds upon our
comparative advantages by developing improved processes to coordinate with com-
panies, expanding staff responsibilities and exploring specific partnerships to catalyze
greater private investment in partner countries. MCC'’s Finance, Investment and Trade
(FIT) team is responsible for executing this strategy and serves as the hub for motivat-
ing and tracking private sector-related activity. Collectively, these efforts will strengthen
the environment for private enterprise in MCC partner countries and integrate a busi-
ness focus throughout the MCC program cycle.

The Investment Opportunity Assessment is a new tool to guide private sector engage-
ment during compact development. It identifies when, where and how a partner coun-
try and MCC can engage the private sector around potential compact projects. This
ensures that opportunities to positively impact private sector activity are explored and
considered during compact development. In Ghana, for example, MCC is incorporating
private sector views and expertise early in the development of that country’s proposed
second compact, including holding a roundtable and one-on-one sessions with busi-
nesses. MCC held a forum with the business community to explore potential investment
opportunities through Benin’s proposed second compact. In Georgia and El Salvador,
businesses are helping shape the projects that MCC might fund, including identifying
key constraints to economic growth and proposing innovative solutions—like public-
private partnerships or co-investment mechanisms—to address those constraints.

Private Sector Strategy at Work
Examples of MCC'’s private sector strategy in action include:
¢ Innovation Grant Program in Zambia: The Zambia Compact supports a com-
petitive grant and partnership program designed to identify and provide assistance
for innovative partnership opportunities, particularly through private sector and
market-driven approaches. The objective is to increase and sustain the poor’s
access to quality water and sanitation as well as improve water use, sanitation and
hygiene practices among the poor. It is intended to strengthen tenure security and
capacity for community-based planning. The program also provides significant
access by women and vulnerable groups to project benefits and expands oppor-
tunities for entrepreneurship and income-generating activities related to water,
sanitation and drainage.
¢ As-Samra Partnership: The expansion of the As-Samra wastewater treatment plant
in Jordan is financed through a build-operate-transfer arrangement in partnership with
the Samra Wastewater Treatment Plant Company Limited (SPC), a private company
that built the existing plant and currently operates it under a concession from the
Government of Jordan. Through this public-private partnership, a $93 million MCC
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“MCC ... we believe has created a very important process for
evaluating countries and working with countries who want to go
through political as well as economic reform. And, in fact, the
Partnership for Growth ... builds on the MCC analysis ... So, we very
much embrace the MCC approach and see it as a critical part of our
overall development strategy.”

—Michael Froman, Assistant to the President and Deputy
National Security Advisor for International Economic Affairs,

at an event at the Center for Global Development, July 31, 2012

grant and the Jordanian government’s contribution help make the project both afford-

able to Jordan and financially attractive to SPC and local Jordanian banks, which are
investing more than $100 million in private debt and equity funding for construction.
This kind of public-private partnership helps ensure the long-term sustainability of
MCC'’s investment in Jordan.

Lesotho Health Facilities Management/ICT PPP: The Government of Lesotho and
MCC are funding the refurbishment and reconstruction of up to 150 health facilities

throughout the country and implementing various health informatics initiatives. These
include an electronic national health informatics system, an electronic medical records
system and an assets inventory and management system. To enhance the sustainability

and impact of these investments, the Ministry of Health intends to bring in a private

investor through a public-private partnership (PPP) to manage and operate the various
facilities and to equip them with information and communications technologies (ICT),

which will link the facilities to the rest of Lesotho’s health system. The Government of
Lesotho has engaged the International Finance Corporation as a transaction advisor
to structure, tender and award this ICT PPP opportunity, which will complement the
compact and expand the reach of MCC'’s investment. The PPP has the potential to

transform Lesotho’s health sector by facilitating e-health applications, embracing tele-

medicine and delivering modern medical services throughout the country.

PROMOTING DEVELOPMENT AS A PRINCIPLED DISCIPLINE
MCC: Influencing Policy and Practice

Promoting closer cooperation with the private sector is one way MCC is helping make
development assistance more effective. In addition, by sharing lessons learned, offer-
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ing expertise and steering the discussion in a number of hallmark initiatives, MCC is
pushing new standards of excellence for the development discipline overall. Here’s how:

U.S. Global Development Policy: President Obama turned to MCC’s key prin-
ciples to develop a U.S. Government-wide global development policy, one that
focuses on economic growth, selectivity, country-led planning, transparency, and
accountability for results. Speaking before the United Nations, the President recog-
nized MCC’s influence: “Building in part on the lessons of the Millennium Challenge
Corporation ... we will invest in the capacity of countries that are proving their com-
mitment to development.”

Partnership for Growth (PFG): MCC’s evidence-based decision-making, country
selection process and technical expertise served as the foundation for PFG. This
partnership between the United States and a select group of high-performing devel-
oping countries works to accelerate and sustain broad-based economic growth.
Feed the Future (FTF): MCC influenced the design and development of FTF’s
results and accountability framework. This involved defining core performance
indicators to better monitor U.S. Government investments in food security and
aggregate outcomes across countries and agencies. It meant coordinating whole-of-
government reporting on global food security performance. It also entailed applying
robust economic analysis during strategic planning and project design at USAID’s
Bureau for Food Security to emphasize rigorous impact evaluations of FTF food
security investments so as to validate results, test causal pathways and generate
evidence on the effectiveness of food security programs.

Transparency/Open Government efforts: In June 2012, the managing director of
Publish What You Fund said, “The MCC joined USAID and the State Department to
publish data on the Foreign Assistance Dashboard and is to date the only agency to
publish obligation and expenditure data—setting a strong precedent for transparency
in the U.S”

“Through the MCC, the US has shown that it can deliver develop-
ment 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.”

—OECD Development Assistance Committee (DAC) Peer Review 2011

MCC: A NEW STANDARD FOR AID EFFECTIVENESS
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Message from MCC'’s
. Chief Financial Officer

he Millennium Challenge Corporation is firmly committed to delivering the high-
est standards of financial accountability, transparency and reporting in support of
the Corporation’s focused mandate to reduce poverty through economic growth.

In 2012, MCC completed its eighth year of operations. Just as our operations

grow and the tools to support them are improved and expanded, MCC continues

to grow and improve our financial management capabilities to support those expand-
ing operations.

Accountability and transparency are at the very core of MCC—they are what we ask
of our country partners and attributes that we demand of ourselves. To achieve those
goals, MCC updated its financial accounting system in the past year and revised
critical processes for tracking and recording the grant activity we make through our
country compacts. I am extremely proud of the financial improvements we have
made and of the support delivered by our financial management professionals as we
continue to ensure financial accountability and transparency in the Corporation’s
financial reporting.

I am also proud to report that MCC, for the second year in a row, received an unquali-
fied or “clean” opinion on its financial statements. Clearly, we have continued to build
on our prior year results with improvements and enhancements to our financial
management processes and activities. MCC maintains a robust system of controls
overseen by senior leadership.

While our financial statements are in good condition, MCC'’s financial processes and
practices still have room for improvement. Our independent auditors identified one
material weakness and three significant deficiencies in MCC's internal controls. The
material weakness is related to the effectiveness of internal controls over financial
reporting. We will take aggressive action in FY 2013 to address the underlying causes
of this weakness. We will address the significant deficiencies, related to grant esti-
mates, monitoring funds and information systems controls, just as aggressively.
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I appreciate the continued support of the entire Corporation, with special thanks
to the Office of Inspector General, as we continue to work together in our quest for

excellence in financial management.

Chantale Yokmin Wong

Vice President, Department of Administration and Finance

Chief Financial Officer
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Financial Section

The Principal Financial Statements have been prepared to report the financial
position and the results of operations of the Millennium Challenge Corporation
(MCC). The Statements have been prepared from the books and records of the Agency
in accordance with formats prescribed by the Office of Management and Budget
(OMB) in OMB Circular A-136, Fi ial Reporting Requi) (revised 8/3/2012).
The statements should be read with the understanding that they are for a component
of the U.S. Government, a sovereign entity. The Agency has no authority to pay
liabilities not covered by budgetary resources. Liquidation of such liabilities requires
enactment of an appropriation. Comparative data for FY 2011 have been included.
MCC is presenting the following financial statements and additional information:

« Balance Sheets
Statements of Net Costs
Statements of Changes in Net Position
Statements of Budgetary Resources
Notes to Financial Statements

Audit of the Millennium Challenge Corporation’s Financial Statements, Internal
Controls, and Compliance for the Period Ending September 30, 2012 and 2011

Note that totals may vary slightly due to rounding

Agency Financial Report | Reducing Poverty Through Growth
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Balance Sheets

As of September 30, 2012 n thousands)

Intra-Governmental

Fund Balance with Treasury (Note 2) $ 5321289 $ 5875161

Advances — Federal (Note 5) 1,708 5,861

Total I $ 5,322,997 $ 5,881,022

Accounts Receivable (Note 3) 7,489 65

General Property, Plant, and Equipment (Note 4) 3,368 4,613

Advances — Public (Note 5) 154,253 192,187

Total Assets ~ $ 5488107  $ 6,077,887

Intra-Governmental

Accounts Payable — Federal (Note IF) 215 10,290

Contributions and Payroll Taxes Payable 716 528

Total Int 931 10,818

Accounts Payable — Non Federal (Note 1F) 16,757 14,979

Federal Employee and Veteran Benefits Payable 14 13

Accrual — Grant Liabilities (Note 11) 106,410 275,387

Accrued Funded Liabilities 6,293 8,531

Total Liabilities $ 130,405 $ 309,728

Unexpended Appropriations — Other Funds $ 5,346,633 $ 5,763,269

Cumulative Results of Operations — Other Funds 1,069 4,890

Total Net Position ~ § 5,357,702 $ 5,768,159

Total Liabilities and Net Position $ 5,488,107 $ 6,077,887

The accompanying notes are an integral part of these statements.

Statements of Net Cost

or the Years Ended September 30, 2012 and 2011 (

Compact Program Costs $ 1129720 $ 1,449,285

609 (9) Program Costs 21,734 28,825

614 (g) Program Costs 220 51

Threshold Program Costs 16,371 49,002

Due Diligence Program Costs 41,478 37,629

Audit Costs 5,165 4,087

Administrative Costs 96,306 91,81

Net Costs of Operations ~ $ 1,310,994 $ 1,660,690

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

For the Years Ended September 30, 2012 and 2011 (i ousands;

Beginning Balances

Appropriations Used 1,314,837

Donations and Forfeitures of Property (Note 1P) 275

$ 6,119

1,657,002

236
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Imputed Financing 2,061

2,223

Total Financing Sources 1,317,173

1,659,461

Net Cost of Operations (1,310,994)

(1,660,690)

Net Change 6,179

(1,229)

Cumulative Results of Operations 1,069

Beginning Balance $ 5,763,269

ions Received $ 898,200

4,890

$ 6,522,071

$ 900,000

Other adj -

(1,800)

Appropriations Received, net of adjustments $ 898,200

$ 898,200

ions Used $(1,314,837)

$(1,657,002)

Total Budgetary Financing Sources (416,637)

(758,802)

Total Unexpended Appropriations 5,346,633

5,763,269

Net Position  § 5,357,702

$ 5,768,159

The accompanying notes are an integral part of these statements.
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Statements of Budgetary Resources

For the Years En September 30, 2012 and 2011 (in sands)

L i balance brought forward, October 1 $ 1,264,708 $ 944,204

Recoveries of prior year unpaid obligati 11,068 4,152

Appropriations (Note 1C) 898,200 898,200

Total Budgetary Resources $ 2,173,976 $ 1,846,556

- |

Obligations incurred $ 413,288 $ 581,848

L i balance, end of year:
Apportioned (Note 9)

* Available 1,042,659 671,745

* Unavailable 718,029 592,963

Total I balances, end of year 1,760,688 1,264,708

Total Status of Budgetary Resources ~ $ 2,173,976 $ 1,846,556

Unpaid obligati brought forward, October 1 $ 4,609,454 $ 5,609,508
Obligations Incurred 413,289 581,848
Outlays (gross) (-) (1,451,890) (1,577,750)
Recoveries of prior year unpaid obligations () (1,068) (4,152)
Obligated Balance, end of year ~ $ 3,559,785 $ 4,609,454

Budget authority, gross 898,200 898,200
Outlays, gross $ 1,451,890 $ 1,577,750

The accompanying notes are an integral part of these statements.
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Notes to Financial Statements
(As of September 30, 2012)

Note 1—Summary of Significant Accounting Policies

A. Basis of Presentation

‘The accompanying financial statements have been prepared to report the financial
position, results of operations and budgetary resources for MCC as required by OMB
Circular No. A-136, Financial Reporting Requirements (revised 8/3/2012), for form
and content and in compliance with the Government Corporation Control Act (31
U.S.C. §9106). These financial statements have been prepared from MCC’s books and
records and are presented in accordance with the applicable requirements of OMB,
and the Secretary of the Treasury.

MCC’s accounting policies conform to and are consistent with generally accepted
accounting 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 principal financial statements are:

« Balance Sheets;

« Statements of Net Costs;

« Statements of Changes in Net Position; and
« Statements of Budgetary Resources

Financial statement footnotes are also included and considered an integral part of the
financial statements.

The presentation used for the Statement of Budgetary Resources (SBR) prior to FY
2012 has been revised to reflect a new format required pursuant to the OMB Circular
No. A-136, Financial Reporting Requirements, updated to better align with the
Department of the Treasury Standard Form (SF) 133. Circular No. A-136 requires
agencies to present both the FY 2012 and 2011 SBR in the same format. Accordingly,
even though beginning balances for the FY 2011 SBR were not changed, certain
reclassifications were made to the previously issued FY 2011 SBR to conform to the
new format.

B. Reporting Entity

MCC was formed in January 2004 pursuant to the Millennium Challenge Act of
2003, as amended, (Public Law 108-199). MCC’s mission is to reduce poverty by
supporting sustainable, transformative economic growth in developing countries
that create and maintain sound policy envi s. Assistance is i ded to

Agency Financial Report | Reducing Poverty Through Growth

MILLENNIUM CHALLENGE CORPORATION

provide economic growth and alleviate extreme poverty, strengthen good governance,
encourage economic freedom, and promote investments in people.

C. Budgets and Budgetary Accounting

MCC’s programs and activities are funded through no-year appropriations. Such
funds are available for obligation without fiscal year limitation and remain available
until expended. OMB apportions MCC program and administrative funds on an
annual basis pursuant to statutory limitations in the annual appropriations bill.
OMB segregates the apportionment of funds for administrative and audit oversight,
compact programs, due diligence programs, 609(g) programs, 614(g) programs

and threshold programs. MCC does not have any earmarked funds. Because of the
no-year status of MCC appropriations, unobligated administrative, audit, and due
diligence funds are not returned to the Treasury; however, unobligated balances as of
September 30 for these three categories of funds are transferred to the program fund
category for future obligation until expended.

D. Basis of Accounting

Financial transactions are recorded on accrual and budgetary bases in accordance
with pertinent federal accounting and financial reporting requirements. Under the
accrual 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 legal constraints and
controls over the use of Federal funds. The accompanying Balance Sheets, Statements
of Net Cost, and Statements of Changes in Net Position are prepared on the accrual
basis. The Statements of Budgetary Resources are prepared in accordance with
budgetary accounting rules.

E. Fund Balance with Treasury

MCC does not maintain cash in commercial bank accounts. Rather, MCC’s funds are
maintained by the U.S. Treasury. The U.S. Treasury processes all cash receipts and
disbursements for MCC. The fund balances with Treasury represent no-year funds,
which are maintained in appropriated funds that are available to pay current and
future commitments.

F. Accounts Payable

MCC records as liabilities all amounts due to others as a direct result of transactions
or events that have occurred. Accounts payable represent amounts due to Federal and
non-Federal entities for goods and services received by MCC, but not paid at the end
of the accounting period. Accounts Payable—Federal represents payable transactions
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with other Federal government agencies (USAID, Department of the Interior, etc.),
Accounts Payable—Non Federal represents transactions with non-federal entities.

G. Actuarial FECA Liability

The Federal Employees’ Compensation Act (FECA) provides income and medical cost
protection to covered Federal civilian employees injured on the job, employees who
have incurred a work-related injury or disease, and beneficiaries of employees.

Claims incurred for benefits for MCC employees under FECA are administered by
the Department of Labor (DOL) 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 is not funded by current appropriations.

H. Accrued Annual Leave

The value of employees’ unused annual leave at the end of each fiscal quarter is
accrued as a liability. At the end of each fiscal quarter, the balance in the accrued
annual leave account is adjusted to reflect current pay rates and leave balances. To the
extent that current or prior year appropriations are not available to fund annual leave
earned but not taken, funding will be obtained from future financing sources. Sick
leave and other types of non-vested leave are expensed when used and, in accordance
with Federal requirements, no accruals are recorded for unused sick leave.

I. Net Position

Net position is composed of unexpended appropriations and cumulative results of
operations. Unexpended appropriations are funds appropriated by Congress to MCC
that are still available for expenditure at the end of the fiscal year. Cumulative results

of operations represent the net differences between financing sources and expenses
since MCC's inception.

J. Financing Sources

Per note 1C, MCC funds its program and operating expenses through no-year
appropriations. Appropriations are recognized as an accrual-based financing source
at the time they are used to pay program or administrative expenses, except for
expenses to be funded by future appropriations.

K. Retirement Benefits

MCC'’s employees participate in either the Civil Service Retirement System (CSRS)
or the Federal Employees Retirement System (FERS). FERS was established by Public
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Law 99-335. Pursuant to this law, most U.S. Government employees hired after
December 31, 1983, are covered by FERS and Social Security. Federal employees hired
prior to January 1, 1984, were allowed to elect whether they desired to participate

in FERS (with Social Security coverage) or remain in CSRS. For employees covered
by CSRS, MCC contributes seven percent of their gross pay toward their retirement
benefits. Matching contribution of seven percent is required and automatically
deducted from employees’ gross pay. For those employees covered by FERS, MCC
contributes 1 percent of their gross pay to the Federal Thrift Savings Plan (TSP).
MCC also matches employee contributions up to an additional four percent of pay,
for a maximum MCC contribution of five percent of pay. Employees under CSRS
may participate in the TSP, but will not receive either MCC’s automatic or matching
contributions.

Federal employee benefits costs paid by the Office of Personnel Management (OPM)
and imputed by MCC are reported on the Statement of Net Cost.

L. Use of Estimates

The preparation of fi ial

assumptions that affect the reported amounts of assets and liabilities, the disclosure

requires to make estimates and

of contingent assets and liabilities 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.

Federal Accounting Standards Advisory Board Technical Release 12 (TR12),
Accrual Estimates for Grant Programs, provides procedures for estimating accruals
for grant programs. MCC has followed these procedures in developing its grant
accrual methodology to calculate and record the accrual for the MCC Compact
Grant Programs.

M. Contingencies

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

N. Judgment Fund

Certain legal matters to which MCC can be named as a party may be administered
and, in some instances, litigated and paid by other Federal agencies. In general,
amounts paid in excess of $2.5 thousand for Federal Tort Claims Act settlements
or awards pertaining to these litigations are funded from a special appropriation
administered by the Department of the Treasury, called the Judgment Fund.
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Although the ultimate disposition of any potential Judgment Fund proceedings
cannot be determined, management expects that any liability or expense that might
ensue would not be material to MCC's financial statements.

O. Custodial Liabilities

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 countries by advancing funds on an as-
needed basis to cover basic needs. Such funds provided to the countries are required
to be deposited in interest-bearing accounts, if legally feasible, until disbursed.

The interest earned on these accounts is remitted to MCC by the MCA and is then
returned to the Treasury’s general fund.

P. Donated Services

MCC may on occasion utilize donated services from other Federal agencies,
individuals and private firms in the course of business operations. The approximate
fair market value of donated services for FY 2012 was $275 thousand and FY 2011
was $236 thousand.

Q. Transfers with Other Federal Agencies

MCC s a party to allocation transfers with another Federal agency as a transferring
entity. Allocation transfers are legal delegations by one department of its authority
to obligate budget authority and outlay funds to another department. A separate
fund account (allocation account) is created in the U.S. Treasury as a subset of the
parent fund account for tracking and reporting purposes. All allocation transfers of
balances are credited to this account, and subsequent obligations and outlays that are
incurred by the child entity are charged to this allocation account, as they execute
the delegated activity on behalf of the parent entity. Generally, all financial activity
related to these allocation transfers (e.g., budget authority, obligations, outlays) is
reported in the financial statements of the parent entity, from which the underlying
legislative authority, appropriations, and apportionments are derived.

MCC allocates funds, as the parent, to USAID. In FY 2012 and FY 2011, USAID
transferred back to MCC budgetary authority of $10,499 thousand and $3,904
thousand, respectively. USAID receives these allocations as transfers-in and reports
quarterly to MCC as the child. MCC also transfers an administrative fee to USAID
for the purposes of administering the threshold programs. There were no transfers to
USAID in FY 2012 and FY 2011.
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R. Fund Categories

MCC allocates costs among these major program categories:

Compact funds comprise large, five-year grants for countries that pass MCC's
eligibility criteria.
609 (g) funds cover contracts or grants that facilitate the development of a

compact between MCC and a partner country.

614 (g) funds comprise research contracts for the purpose of improving data
related to eligibility criteria.

Threshold programs are smaller grants awarded to countries that come close to
meeting the eligibility criteria for compacts.

Due Diligence funds support the cost of assessing compact proposals and
providing compact implementation oversight.

Audit funds cover audits of MCC operations and programs; the USAID Office of
Inspector General (OIG) performs the audit work.

Administrative funds cover MCC operating expenses.

S. Advances

MCC has two major types of Advances associated with its compact agreements:

1. Advances to Contractors made on behalf of the MCA — MCC receives
a periodic reporting of advances from MCAs to their contractors. MCC
records corresponding entries to adjust advance and expense balances.

2. Advances to MCAs — MCC receives a periodic reporting of actual operating
advances via the compact quarterly reporting process. Based on these
reports, MCC adjusts advance and expense balances.

Note 2—Fund Balance with Treasury

The U.S. Treasury accounts for all U.S. Government cash on an overall consolidated
basis. MCC is appropriated “general” funds only and maintains these balances in the
Fund Balance with Treasury. The general fund line items on the Balance Sheet for
FY 2012 and FY 2011 consisted of the amounts presented in Exhibit 1. The balance
shown agrees with the balance shown in the Government-Wide Accounting System.

q Bl dand

The status of the general fund bal is ized by obli
Non-Budgetary fund balances in Exhibit 2.
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Fund Balance with Treasury as of September 30 (in thousands) Exhibit 3: Status of General PP&E as of September 30, 2012 (in thousands)
$ 5,321,289 $ 5,875,161
Total $ 5,321,289 $ 5,875,161 General PP&E

Leasehold Straight-line  8-10 years $ 10924 $ 7,619 $ 3305
Improvements

Status of Fund Balance with Treasury as of September 30 Other General Straight-line 5 years 139 76 63
(in thousands) PP&E

Total $ 1,063 $ 7695

Balance

Apportioned
* Available 1,042,659 671,745 Exhibit 4: Status of General PP&E as of September 30, 2011 (in thousands)

« Unavailable 718,029 592,963 ‘ ‘ ‘
Subtotal $ 1,760,688 $ 1,264,708

Obligated Balance 3,559,785 4,609,454 General PP&E

Non-Budgetary FBWT 157 999 Leasehold Straight-line  8-10 years $ 10924 $ 6402 $ 4522
Improvements

Reconciling Items 659

Other General Straight-line 5 years 139 48 91
$ 5,321,289 $ 5875161 PPRE

Total $ 1,063 $ 6,450 $ 4613

Note 3—Accounts Receivable, Net

Accounts Receivable reflects overpayments of payroll, travel and other MCC current Note 5—Advances
and former employee expenses. It also reflects substantiated disallowed MCA
expenditures. Total receivables at the end of FY 2012 and FY 2011 were $7,489
thousand and $65 thousand, respectively. Of the $7,489 thousand FY 2012 receivables,
$6,900 thousand is the result of an amount due from Ghana for the recapture of

the Agriculture Credit Program. Receivables that exist with foreign countries are
considered sovereign debt. MCC uses individual account analyses to determine when
accounts are uncollectible and therefore does not record an allowance for doubtful
accounts based on the total account balance.

Advances reflect amounts provided to compact countries and other Federal agencies
in accordance with formal compacts or inter-agency As of Septemb

30, 2012, MCC reported intragovernmental advances totaling $1,708 thousand and
nongovernmental advances totaling $154,253 thousand. As of September 30, 2011,
the amounts reported were $5,861 thousand and $192,187 thousand, respectively. The
$37,934 thousand net decrease in nongovernmental advances is comprised primarily

of the net effect of four compact closures, the addition of three new compacts and
fluctuations in Advance balances in ongoing compacts.

Note 4—General Property, Plant and Equipment, Net Note 6—Leases

MCC'’s property, plant and equiment (PP&E) costs are the associated leasehold
improvements made to its leased office space as well as general equipment costs. The
book value of all general PP&E for Fiscal Year 2012 and Fiscal Year 2011 was $3,368
thousand and $4,613 thousand, respectively. The status of the general fund balances
for General PP&E is summarized for FY 2012 and FY 2011 in Exhibit 3 and Exhibit 4,
respectively, below.

MCC leases office space in two adji locations in Washi D.C. These
operating leases are on ten-year (Bowen Building) 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 lease term.
The City Center building lease increases at a fixed level every three years until the
termination of the lease.

MCC also has short term leases for one corporate vehicle (through September 28,
2015) and for 18 copier machines (through September 29, 2017) utilized in both
buildings. The future lease payments due are depicted in Exhibit 5 below.
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housands)

FY 2013 $ 5726 $ 7668
FY 2014 5,783 7778
FY 2015 5,841 7,836

Total Future Lease Payments—Buildings $ 17,350 $ 23,282

FY 2013
FY 2014
FY 2015
FY 2016
FY 2017

Total Future Lease Payments—Equipment

Note 7—Intragovernmental Costs

The Statement of Net Cost reports the MCC’s gross cost less earned revenues to arrive
at net cost of operations. MCC has no earned revenue. Costs have been illustrated by
MCC funded programs. Threshold program costs have dropped because MCC has
signed no new threshold agreements since FY 2010 and there was no new threshold
funding in FY 2011.

Exhibit 6 shows the value of exchange transactions between MCC and other Federal
entities, as well as non-Federal entities. Intragovernmental costs relate to transactions
between the MCC and other Federal entities. Nongovernmental costs relate to
transactions between the MCC and non-Federal entities. MCC does not have any
exchange revenues. The Intragover: al and Nongover I Costs for FY 2012
and FY 2011 are depicted in Exhibit 6.

Ex ntra-governmental Costs (in thousands)

Compact 6,531 1,123,189 1,129,720

609(9) Programs 6,554 15,180 21,734

614(g) Programs - 220 220

Threshold Programs 1,491 14,880 16,371

Due Diligence 5,210 36,268 41,478

Audit 3,313 1,852 5,165

Administrative 18,980 77,326 96,306

Total—Program 42,079 $ 1,268,915 $ 1,310,994
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Exhibit 6: Intra-governmental Costs (in thousands)

Compact 4,518 $ 1,444,767 $ 1,449,285
609(g) Programs 3,531 25,294 28,825
614(g) Programs - 51 51
Threshold Programs 12,681 36,321 49,002
Due Diligence 5,153 32,476 37,629
Audit 3,871 216 4,087
Administrative 25,135 66,676 91,81

Total—Program 54,889 $ 1,605,801 $ 1,660,690

Note 8—Undelivered Orders at the End of the Period

Exhibit 7 presents Undelivered Orders, paid and unpaid, as of September 30, 2012 and
2011.

Exhibit 7: Undelivered Orders (in thousands)

Administrative 44,953 35,654

Audit m 840

609(9) 24,358 34,748

614(9) 4 224

Due Diligence 81,432 70,955

Compacts 3,399,289 4,297,756

Threshold 31,423 58,595
Total $ 3,582,770 $ 4,498,772

Note 9—Explanation of Differences between the
Statement of Budgetary Resources and the
Budget of the U.S. Government

MCC ensures that the information reported in its books is reflected within the
Budget of the U.S. Government. Since MCC's financial statements are published
before the President’s Budget, this reconciliation is based on the Statement of
Budgetary Resources column for FY 2011 and the FY 2011 actual data reported in the
FY 2013 budget submission. FY 2012 actual data will be published within the 2014
Budget of the United States to be published in February 2013. Exhibit 8 reconciles
the Budgetary Authority for the Combined Statement of Budgetary Resources and
the Budget of the U.S. Government based on the actuals published for FY 2011. The
MCC Budget Appendix can be found on the OMB website (http://www.whitehouse.
gov/sites/default/files/omb/budget/fy2013/assets/33_1.pdf). Go to International
Assistance Programs. The budget for FY 2014 will be published in February, 2013.
‘When published, it will be available on http://www.whitehouse.gov/omb.
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Exhibit 8: Reconciliation of Budgetary Authority for the Combined
Statement of Budgetary Resources and the Budget of the
U.S. Government (in thousands)

Combined Statement of Budgetary Resources $ 898,200

MILLENNIUM CHALLENGE CORPORATION

Exhibit 9: Reconciliation of Net Cost of Operations to Budget
as of September 30, 2012 (in thousands)

Budgetary Resources Obligated

Obligations Incurred $ 413,289

Deductions for Offsetting Receipts (1,000)

Recoveries of prior year unpaid obligations (11,068)

Budget of the U.S. Government 897,200

Gross Costs $ 1,310,994
Other financing sources 2,336

The $1,000 thousand difference is due to a USAID adjustment that was not made
prior to the cutoff for submitting changes to the Budget of the U.S. Government. The
adjustment related to an incorrect recording of $1,000 thousand as offsetting receipts
in the Budget.

MCC has disaggregated its Apportionment line on the Statement of Budgetary
Resources. Instead of one amount, the Apportionment line is shown with two
supporting lines—available and not available. MCC believes presentation of the
apportionment as one line does not reflect the actual availability of funds. MCC’s
implementing legislation requires that Congressional Notification be made before
apportioned funds can be made available for Compacts. MCC Apportionments are
reported on two lines: available and ilable. Unavailable balances represent
amounts for which Congressional notification has not been made. The FY 2011
amounts have been adjusted to reflect the FY 2012 format changes to the Statement
of Budgetary Resources.

Note 10—Reconciliation of Net Cost of Operations to
Budget

Exhibit 9 and Exhibit 10 reconcile the resources available to MCC to finance
operations with the net cost of operating MCC’s programs. Some operating costs,
such as depreciation, do not require direct financing sources. The exhibits illustrate
the reconciliation of Net Cost of Operations to Budget for FY 2012 and FY 2011,
respectively.
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Total resources used to finance activities $ 404,557

Total resources used to finance items not $ 909179
part of the net cost of operations

Less: Earned
Revenue

Total of net cost of i 1,244
that will not require or generate resources

Advance liquidation adjustment (3,986)

Net Cost of Net Cost of

Operations $ 1,310,994 Operations $ 1,310,994

Exhibit 10: Reconciliation of Net Cost of Operations to Budget
as of September 30, 2011 (in thousands)

Budgetary Resources Obligated

Obligations Incurred $ 581,848

Recoveries of prior year unpaid obligations (4,152)

Gross Costs $ 1,660,690
Other financing sources 2,460

Total resources used to finance activities $ 580,156

Total resources used to finance items not $ 1,079,290
part of the net cost of operations Less: Earned

Total of net cost of i 1,244  Revenue
that will not require or generate resources

Net Cost of Operations  $ 1,660,690 Net Costof $ 1,660,690
Operations
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Note 11—Accrual - Grant Liabilities
The $168,977 thousand decrease in grant liabilities was the result of:

« Decreases related to completed Compacts ($135,862 thousand). There were six
compact that had accruals in FY 2011 that did not have accruals in FY 2012.

« Decreases related to change in estimating methodology ($55,264 thousand).

« Increases related to Compact start-ups, $22,149 thousand. There were eight
compacts that had accruals in FY 2012 that did not have accruals in FY 2011.

In FY 2012 MCC modified its grant liability estimation methodology. MCC approves
MCA spending authority quarterly based on MCC approved financial plans developed
by each MCA. MCC discounts unused spending authority by a rolling average of
actual disbursements to calculate the estimated liability. The difference in the

grant liability between FY 2012 and FY 2011 was due to this change in the

estimation methodology.
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Independent Auditor’s Report
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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, 2012 AND 2011

AUDIT REPORT NO. M-000-13-001-C
November 15, 2012

WASHINGTON, DC

Financial information contained in this report may be privileged. The
restrictions of 18 USC 1805 should be cor d before any ir i
released to the public.
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Nevember 15, 2012

Mr. Daniel Yohannes

Chief Executive Officer
Millennium Challenge Corporation
875 15" Street, NW

Washington, DC 20005-2203

Subject; Audit of the Millennium Chall C tion's Financial
Intarnal Cantrols, and Complianca for the Period Ending September 30,
2012 and 2011 (Report No. M-D00-13-001-C)

Dear Mr. Yohannes®

Enclosed is CliftonLarsonAllen LLP's, final report on the subject audit. The Office of Inspactor

General (OIG) contracted with the independent certified public accounting firm of

CliftonLarsonAllen LLP, to audit the financial statements of the Millennium Challenge

Corporation (MCC) for the period ending September 30, 2012. The eomrau required that the

audit ba performed in accardanca with Unitad States Auditing
ment and Budget (OMB) Bulletin 07-04 35 arnemdad Audit

Office of
Requirements for Federal Financial Statements, and the GAC/PCIE Financial Audit Manual,

The dent Auditors d an d opinion on MCC’s FY 2012 Financial
Statements. The report stated that the financial statements referred lo above present fairly, in all
material respects, the net position of MCC as of September 30, 2012, and its net cost, changes
in net pos&lon and budgohry rasolirces for the fiscal year then ended, in confarmity with

principles in the United States of America. MCC's financial
statements as of Septernber 30, 2011 were audited by other auditors,

& 8 Ageucy for Intensmiven) Development
fice o 16 ector Danceal

1300 Painsyhyanria Ave, KW
Washmrabeas, DC 20523
‘i o ole.
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e i T RV T}npﬂqnhﬂdﬂdﬂﬁ,hm
thas scxpirchied Tirmirgg Tor de-bdig
Infcamraticn Systems Confrods Meed Imgeovemaent
Recommendation:
Wa ana not repaating the which ara included in the USAID OIG Rope Bed

M of Millgnnium l:h-lﬂ'ql Cnmwlhn"l Fcal Vear 3012 Compliance with Federal
Socarity M Act of 202" Audt Ropon MAO00- 130019, dated
Norprnibar 6. 2012,

hm«ummur mwlﬂctmbmumw
Eekriaagad Tt manEgerrn haed o bl of the
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MCC plans to complete its corrective actions by June 30, 2013, or have documented the
‘appropriale timeline in which actions will be completed.

The OIG A McC's ions for all 22 Please MILLENNIUM CHALLENGE CORPORATION [MSC)
inform us when final action has been achieved.

iate the tion and courtesies 1o our staff and lo the staff of
cﬁmuwwnnLLF during the audit. Please contact Fred Jones at (202) 216-6963, if you
have any questions conceming this repart, Table of Contents

Eepbember 30, 2012

AL S—

& S —

Deputy Assistant Inspector General
for Audit Exhibll T = 5ig Dol b
Millennium Challenge Corporation

Exhibl 3 ~ Siafus of Price Year's Sudt Findings and F

Exhibil 4 - Maragement's Fesponse o Findings Contained In Tw Indepandent
Steven Kaufmann, Chief of Staff Audtor's Report,
kaufmannsm@mee gov

Chantale Wong, Vice President of Administration and Finance MCC AMNUAL FINAMCIAL REPORT
wongey@mec.gov

Margaret Yao, Deputy Vice President of Administration and Finance
yaomi@mee gov

Patrick Fine, Vice President of Compaci Operations.
finepc@moc gov

Terry Bowie, Chief Financial Advisar

tibowie @mcc.gov

Etic Redmond, Assistant Depuly Chief Financial Officer
redmondeg@mee. gov

Arlene McDonald, Compliance Officer
medonaida@mee.gov
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@
CliftonLarsonAllen

INDEPENDENT AUDITOR'S REPORT

To the Inspector General
U.S. Ageney Tor |nternational Development

To the Board of Direttors
Millennium Challange Corporation

‘We have audlted the accompanying balance sheet of the Millennium Challenge Corparation
(MCC) as of Sepnmbe.' 30, 2012, and the related statements of net cost and changes in net
jposition, and the of resources (‘financial statemenis”) for the
yaar then endad, The objectiva of our audit was to express an apinion on the faimess of these
financial statements. In connection with our audit, we also considered the internal control over
financial reporting and considered MCC's compliance with laws and regulations. In our audlt, we
found:

= The financial statements are presented fairly, in all material respects, in conformity with
accounting principles generally accepted in the United Stales of America (U.S);

= One material weakness and three significant deﬁclemnes in internal control ever financial
npoﬂ‘ng and Domwa nee with laws and regulations:

« No 7 with d provisions of laws and
regulations tcstai

The following sections and axhibits discuss in more defail: (1) above conclusions, (2)
Management's Discussion and Analysis (MD&A) and other accompanying infermation, (3)
management’s responsibility for the financial statements, (4) our responsibility for the aud(t, (5)
managemant’s rasponse and aur evaluation of their response, and (5) the current status of priar
year's findings and recommendations.

Opinion on the Financlal Statements

In our apinian, the financial statements referred lo above, present fairly, in all material respects,
the financial position of MCC as of September 30, 2012 (FY 2012}, and its net cost: changes in
net position; and budgetary resources for the year then ended in conformity with accounting
principles generally accepted in the United States. The financial statements of MCC as of and
for the year ended September 30, 2011 (FY 2011) were audited by other auditors, whosa report
daled I 10, 2011, exp d an ungualified opinion on those financial statemants.
MCC reclassified certain financial statement line items of the bined of
resources (SBR) for FY 2011 to be i with FY 2012 p ion in with
accounting principles generally accepted in the United States. The other auditors raported on
the financial statements before these reclassifications. We have audited the reclassifications in
tha SBR. In our opinion, such raclassifications are apprapriate and have been properly applied.

MILLENNIUM CHALLENGE CORPORATION

Rieport on Intemal Control over Financial Reparting and Campliance

hmfﬂ and mawnﬂ we oorcadered MCC's mberal confesd over firancial

gnitmal conioli a5 & Bk for GIsgning o Ui precoduses for
nmumwwmmm-ulmm bufl not far B purpose of
CAMUESNG &N opEsen on e efeciveross of MOCTS ineenal conbiol of on managemenl s
assarion on mdeenal condrod included i e MDLA Accordingly, o o ROt SNpOBES BN OpNE
an e alfectiveness of BMCCs intemal confred or om management s ssscion on inbemal control
nchuded in e MOLA.

AMNMW!MMNMWM#:WMMM
manngesant of amployse. in the noimsl courss of p g thea
wunmﬂwwuammlmwun
inatan of deliciench hmummmm»unw
mu-mrdwﬂnm will it b
o cetncted and comected of 0 UMoly bask & sgnifzant deficiey & o fondol delcioncy, of
combination of Sehizkenciss in imeenal conteod Pl 3 33 Severs an & malevial weakrass, yet
mpaian enough e meds al ey therse chaiged with g

Dur conskdesslion of imemal coniol was for the limied purpess described above and was not

P e denlily al defickencies in inbermal confeod that might be siprificant delciencies or
matenial weaknasses However, we idenified a combiration of defchsncies in intermal conbrol
mmw1mmmhhlmlwmuﬂﬂmmm
described in Exhibll 2 that we 8 bo sigrifs

Mlumdﬂhﬁhﬂmmﬂmﬂ“wmmﬂfﬂdd
Requirements for Fadera! Financia? &

weakness daclised during e awdit with those mmkmummlhm
Fadesal Managen Mirancial Istegrity Azt (FUFLA} repsrt that relate 1o the firancial stalsments
Cur audd &d not dentily any matenal veskemas thal wees not entfied by MGG in their FMIFLA,
fija

We abe roled nen-reporiabis matiers Bal we comaunicaied o MCC and will inziude in &
S paiats FanegaEwnl bitel o MO o bo daled Nevmbed 17, 2012

Reporl on Complisnce and Other Matiers

hmﬂmwﬁw-uﬂ.mmmﬂm\l with
nmmmm:mmmmmwwmmmmmw
that @ roqunsd e be L] Akdng
SL‘ . maued by tha G Gmldhuﬁdiﬁ.ﬁwmmﬂlﬂn
Mmh b4 of cur gl was noll o provide on Gpinion on complance with
s and regulations, Accordingly, wo do not capross wuch an apnion.

Statun of Prior Year's Aude Fandings and Recommendations
‘W Bave reviewed the stabm of MOC's comsctive actiorn with respect 1o B K & and
prammendationg

included in pricd year's Indepeadent Auditer’s Repod daled Nove 13,
2011, The stahus of peicr your's fndings sed necommendalions & presonted in Edhibi 3
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pled inthe UE mm MOT's MDAA be peessnied b
S

do mol sapreas em opinion o ovide any on B i
wﬂﬂwﬂﬂhmmﬂtiwﬂ%ﬂw%iw
AN

Cthi Infermanan Inzkased in the Anfvadl Financisl Fiesort, sEwr T the frandisl stolerants,
m-mnmmmmummmmm‘mqn-
soquined pan of the Bnancial state Iaimeson Pos eet been dubjeced lo the
mumwmnumummm-mwu-m
no opirkon o them.

Eanagement's Responsibility for the Financial Stalements

WMo i roap far (1) praparing tha B in confionmity with
in the WS, [@) designing, mplementing, and
mhmmhmmm*mmmhmﬂmmd
FMFIA are med, and (5 phying with othar appl larws and

Auditor's Respansibility

W B0 fesporsible i conducting oo sull N Bictfdenee with susiing stndeids ganamly
wccapted in the LS. the standards spplicable to the Anancial sudies contairad in Govermmen!
Acing Stendards, Bawed by the Comptrsibe Canaral of the Lined Stabis. 85 OME Bullitin
0704, &5 amanded Those standeids reguie Bal vwe plan and padorm (he audd be oblain
P SONEDS EIMUREAC S BEaUT Whather the financial soabements aoe presanted faisy, in ol maberial
ll-lplﬂ nmmm-mmm-mmmnux W e el

B [ ding of nbamal conind over anﬂ
mwmmmrwnﬁnhﬂ () tassing with of
mmmﬁm-m-mm-mdmnnmmmm
mmmmurmmm mmmmﬂmmmh
cartain gthar b inithe Aol Financlal Repod.

In endar b fulill P i1} , o, 3 st bagke, ovidonco supporiing the
Hﬂﬁ‘ in ™ mmlm“wﬂ“

gt
thﬂmlmﬂwhmmmlﬂﬂwﬂﬂﬂ
contioks. e wernd the desgn of the peocess for

MILLENNIUM CHALLENGE CORPORATION

mu&guunmmmmndmm FIARBZMSNT
8} teated compliance with Wumhmwwrn T procadures
swlecied Sperd on e sudbors judgmant inchudng cur of riaks of
whmttvir chss b frud &0 nivse. W balev wo sttained
mnw-wm-mmwu-wm

W od raot evaiuate all intemal confeols ralevant to ral s ks alirved
the FWFLA_ such i3 those conbrois relevant b i H“’um ryi -Mdulw
aparabare. w-m”nmmmhmmrnummmnu
complance Bacauss of harent lmiations in rfemal conleod, misstaterants des o soor or
fraud, losses, o .y L=t oW and nat b detected. Ve also caution
MMWIMMIHMWBMWMMWMMM

wes in condiions or Fal the degres of complanco with conirol
lrlydlllmrlll Inlﬁ\nmmnwhﬂmmmrmhmh
ofhar purpoEs

Mﬂﬂﬂcmﬂhﬂwiﬂdlwwﬁﬂ“l&m Wiha limised out tests
of P of s lations that have 3 dvect and material
ql\wlmlll:ﬂ:‘u‘ M Ey O Bullolin 0704 that wo doamed
spplicatls 1o MCT s fnancial ststaments for the facal year anced Gegtember 30, 312 Wa
caution thal noncomplance with ks and reguisions may cocu? and nol be detecied by thew
ots and Mat sach taating may ot Be sufficient far olher puipises.

BCCs Commenia and our Evaluaiesn

Wunagessent concumad with all sur indisgs and
2 Tepen i peesanted in Extint 4,

This repot is infonded solaly for the information and usa of WEC managsmant, US. Agency for
infarmaticral Dewslopment (USAID) OFce of Inspacior Gensral, OMB, Bw Somemment
Accouniabity Office (GAQ], and the ULS. Congress, and i not ntended 1o be, and should not
b, wsed by anyora ofher fan thess spocliod partos.

CLIFTONLARSONALLEN LLP

Wﬂ

l'.‘ ]
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BLLEHSIUM CHALLENGE CORPORATICN
INDEPENDENT AUDITOR'S REPORT EXHIBIT 1
Soptember 30, 312

1. Inefective and Ineflicken] Intermelabonship smong
Comircds and Dada within MCC' lFImnr_I.lminMl

GAD Standerols fo Indornad Condad i the Feders) Govavnmand shebios Pal nbermal contol o ot
or avend, bul & sares of acons and activites that occur throughout an endly's cparations and
m-mn.ﬂuﬁm.m-mnhnn—mhmmumm
wppled B IyeT Huwrulm.nlptml
informaticn sysiem conbol should b ol an app e b with othar sysioms
wmqr-ntmmmmdlnunwmmwmulmm
dulributod Soma conbol aclivition inclade: conbols over informalion processing, mardgament
o buman capiial, ops d and ovonis, il Brmady g of
sransactiors and events, and app d dan of o, Wonik '_.ﬂtihh
Fﬂnlwd-dfwiwmlwh 1 4 i "lndlln '.I.

1] wagular
WNWmmuﬁthmmm
. tie procass of d . claussifying, varifying.
I'.I'Mm mwmhﬂmmmﬂlm1n

thicagh the | g process. Ench step in
Hmwm-&mmmlmﬂmmunﬂm-m

e syslom includes he cose fin wﬂhmlmﬂ
Imdnllﬂnl. 0 SUppot o nciuding and manual
m;mmmu ot , and support | ceficabed o the
> ey of system St

significant peogress this pur wmuﬂmmlgm accnual
mmuun
some manual p in it fi
“mm arfered and fi

postings, d) system lnbsrface amors, and &) oihers. This system defciency, combined
with inedequrte and UnBmely ooTeCTvE BODORS, Mg
record Imnsaclans omely  propery, and  DOCWImEy
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compunsating corirol b deluct and coreet e eirers, with he shear volime sed

of these d and marual), Baes i & Figh risk Bl erzes.
nmumwmmmmmn- O oudll i ntified
inslances whom s slusbon occuimed. Momsover, ths sysles deficmncy napatvely
impacts MOTs Emited stwll resourees.

O Ciroular A:-127, Financls! Mansgemes Sysfems, which is the govermmnt-wide
polickes and stardards Bswed pursuart fo FMFLA, states thal agencies are responsible
Tor i ‘mmmmm-m
providor o mplemant, cpoabe and mab don el aesum ot
Nvﬁmm&wmmmﬁhﬁdmﬁmnmun
: b d throug tha syilem’ We oycle. Furthermeen, sgencios sl
mmhmmmnﬂhmmmﬂmnmmhﬂmlnm

Akough MCC has made stides in improving i 6 3 process by
mmmhmmmmﬁ-whm»ﬁww-u
mmmnlm»hmmh proceas

i e 10 nirers evan hough camtain

mmmwm.wﬂmw-mmdmw
X Tral Eak fram me cone fimarcsl sysem and
MHMOMHMMHMH thﬂmlﬂﬁlﬂﬂm
wmm;u-mmmmmt workbosi ihen

ihe firs | skl ks froem thass daba inputs. Dus b sysies
issuss described in 18, abva, the inial balsrcs penerabed by the cone fnancial sysies
u“mnmmrh—lwum;mm.mmummu
petaieing o peior your I corect Beginning belances, In esdton, MCT pests similar
OTAz but for e ciment year b st o oomect snd Theas begs ared
mnmmuammmmmmmmmmmm
ane prep i iyl Cur sl whore MO missed poshing
mhﬁmfﬂmrﬂmmﬂmmmhmﬂmutlmm
2012 and Septambaes 30, 200

The workbook ulikzad in the @ ion of B fr ded not have data
Mm-dmd&mmhwmhmﬁhmwm
| outside of key MCC financial sialf, sach having
Mﬂrwmmrhhm Inﬂﬂlw hwhmmﬂh
speeaciaheats in tha workbook with varous g and linksges, the risks
of dats manipl alar d data ct Wioduce amers thal woukd be
m»wwmuummwrdmuuuumm

mmnmnmuznmmm-wmmhtwww
guestion the efectveness of supsrvisory reviews, of e implemeniation of Bese
s ds o ok of decumaniod evidonco of riniees.
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. Intoinal coniral b oefected by poopke 1L b it maiahy alsd pobiy saruak, syston, and With ragardhs 1o supereary foviws, o fotemimerd that MCC.
forma, Dt Wbout paophe al every B of BN crganization thal mpact neerral comsol
Cood haman capilsd policies ond proclioes ore critical intemal oninel @ reirosnmsesinl B. Dwwlop s L h dew prooess thal detnll specilic review
Factars. W urdoistend Bat MCC has mted stall and bas o o empeaaty year-and mmmm;ummmumuumuwmmuﬂ
firascial 38l who may rot be femiliar with the isner wordeg of MCC opentions. In and ralated FasEgemant Rt
niddiion, MOC wobes hairvily on mnbinod s in the peeparsbon and gerenbon of The
francial stabements. Tha conbract 32 kolds imes madtutonal g = The 3 i an affectve Nl reiew USing e CORQrahanEi MV pROCESs
nnes s of MCC wnd vmrkous Toes of edjustmarnns” Whmm!m-mlﬁ-lmlﬂlmmmm

four T and MICE purs the risk of are ltnlMl . cument year

nat bolng abie to produce kily p Simaoly without thass oy Eaginning balsrcos wmpfluymﬂldhhnmwdmmm:m
coniract stafl, recorced timaly. Sach management mevievws should be performes quarierly and ot year-
wndd Smaly with aviderce of mansgamant sign-olf signifying levels of tiviees pardamed

Rt ommandabicns

Wish regardh to financial a5l resource managemant, we recommand Tat MOC:
With regards lo tha cons i il sywinm, wo 4 thart MG
10, Cross-tain MCC francal stall on the fnancial

proceds i
1, Purfarm a comp iwa review and daterming whather the sarvce providers francial mmmuwhnwmmuuunmwhhw
7 i aptem i subsb By i P -ﬂ'-hhﬁrﬂhrﬂ sstements.
syilam s radu i aed maaling MCT fn
reperting resds, Aa part of this fevie. mmmlam
grants managemant system that fscuies en prog thal Fteraces with
the eons firancial systen is nosded.

| Irvestgate and comect the clumes o Ihe underlang Syster eirors and leaans that
pravent of delay the reconding, poCessing, and sumsanzing of scoounting TanSaCons,

Poevierwr USEOL ransscton posling medels o that all muling

mtccuntng lransactions
are included i The pomal aocounting processes. Manud adpstng pumal esines
mmmuﬂmmm:- unusual one-bme smiries. AN wlkd recuming
enires ol o curmently enlssed manmPy should have sandeed tnnsacton codes et
up to prevend posing eenors.

WiEh regards to the workbook, we recommaend hat MOC:

4. hmmmmhhm, wiad In praparing and g dng The
b pravant l oo g

] Uﬂlﬂﬂ-‘ihﬂimwmﬁmﬁ“m&lwm Agsign a
#a¥ and & Sesignate a3 P ¥ arl accountable for the workbook

Creats o kg = " by th woriBook, T dale of changs, B parsa
Nwhmw“:wm

. Imvggate e ule of sEarmatve aporcachis such &S T uss of & Tmancial satemess
geneinlan ofwane el o other Tnancal mansgement syatem Bat can nletoce with
tha 2l balance of tha Core fnancial systom 30 auscmatcaly goredwe tha frandial
swemants.
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BIEHIFIC ANT DEFICIENGIES
2 Waldation Contred over Grant Accrusl Estimates Needs io be Strengthensd

mwwmiummmpﬂpmmwmmm
e lakdty of B108 milkee Tor sxpendiires d by e Milennium Challangs A
[MCAs) but not yel pakd by MCC @1 Seplamber 30, 2012 MOC applied s rew grant accrual
mathodelogy for ®w firsl time ot Seplember 30, 2012 The st thvee quasters’ firancial
stalements acoruals were based on date calls. MOC revised i3 methodology in an efad fo
improve and stroamiing #w sccnal pocess employed I prise yoar. MCS rocognieed Tral geior
leﬁﬂmmﬂhlmﬂ“lmhm wad bated on the beat
nfarmaton Iﬂhﬂhlnhmhﬂmlnmmmh

gL laboa , bma = g 1o a high sk for
mTﬂhﬁMmmMmmﬂdmlﬂldmhhwpﬂﬂil
etniind i aeed make on tha appop gy for the grast
accrual sulimate

mmmm-wm—mmhmmm

WACIT ppraind & & fof anek MR Tha uwnised speedng
suthority ot the and of the gearer umhummummmm MCC
e MCA dnsrsement mis S50l the 1pending authsiity alsng wih the dalursement rales far
e last thise quarters bo delermins an aversgs falo, Tha avoiage fale & then sublracied
wpainst 100 percend i ke 61 8 I il i appied t e Unused SpENGng BUthenty in
eabeulaleneg the gran accraal estimale be dhe MOA

In meviewing the calculation of the mmlmmummmmm
noted many insiances of cakulaBon eroes, use of incomest

formvalas, cnied and missing o il mmwmmm
of ok back aralyss and of unusual T il any, 1o valicate The
muh-nmm-mm;mummmnmmmt
sccrual esSmates and analyzing whethes the past ane

he actual. Wa that this & a new n-mmmmm-mm
36 wpdate it Expenss Accrual Policy and Procedues and paform a iobust validation process.

FASAD Faderal Firarclal Accounting Technkcal Ralsase (TR 12, Accun! Estimales for Grant
Mm-u'nmﬂnmmmmn_mm
T Sha

'Illhh
Rt ssmimendabiodn
W ressemmand it MG
11, Pafarmn & grant scerual laok Back aoalysis on & quaredly bash for & sufciant parisd of

daln aralysis. Mobs that the soorusd lobdity seseunt i subject [ the rigio Sal sobuol
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subsequenl disbursoment amourt may be sgniicantly dlferont feem
astmate. mmmwmmmumnmmuu
ensune the valdity nnd sthodeh

12. Update ®a Espamis Azcrusls Policy and Procedurss i reflact the changs in the
mathadology. Al D minisum, Be pobcy bnd procedurnes should solude the Tolosng

[ w o the p and fow of information wed I develaping
‘grant scorusl esteraies.

boa of who (posiion 18} b responsibio o oach slep of the ostimalo as
el a8 the review and spereval procens folowed:

& hnwimdlhmlmbln#nh#mﬂhr
o data, the degres of calitesion within fhe

mnhmndll
d hmdﬂmhhﬁ:h Mhmdhmﬁ.
lenhading the fomsvsias nd othr

13M-mm¢¢mhhm.mwmw%m
AMEURE AEAAA Schusl Aag
mr«mmumwm Munmmmmm
e WACA nusits 89 data store b vakssts o sahands the cument metodalegy

14, Contirus o snhance the scenal mathesslogy by consisaring tw falewing:

B strattying Su MCAS based of vATSnCes i thisr spendng ralis ardor sieges in
the compact's ife cycle;

b Bodressng slaalio wiere the WICA snteeds £ quarterly soerdineg authe iy,

£ addeessing snmbons whele The compact has supered and there I8 no Spesding
susorty and dak are sl 0

d W) defailed L] of e o be usnd o compane
aganst the acoruad estmates,

& ofhar Bacion a8 desmwd necessany lo achieve an acceptable preceion of the
accrual ostimate.

% Monitoring Control cver Funds Provided to MCAR Needs Improvemant

OMB Circular A-173, Mansgemant Responsdaly for iniermal Confrod, $8atos Shat mandanng the

Mﬂhﬂmﬂmwmmmm#mlnm

mwmmﬂmmnrﬁmnpﬂﬂm

3 duties of Poriode should be integrated & pan of

mumtmmmuwmam

mﬂﬂ::hm B can bowel the
slctirn Wrdarrad houl the yeae

prates Ihe desgn, apkesestalin, ard e o

SYSIOM Can b SICRred a5 3n ONHNg Jssassmont

wmwmmﬂmhmmmlmmm

&3 8 pont in Bme progeam when @ point in Bme Fssessment is required Tor inslance, MCA
[ )
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‘Whan & couriry i swarded o grand (compact), it sels up it own local MCA scocusta bl eniiy te

mwnmumwnmmrnnumnmwmbm
WICAS.

A Aucdt Feports

MCAL aoe required fo obkain an anmul (or semb-anrual 8 sgreed wpon) Snancial audit
of the MGG funds By an indepandent audibor. Wa reviewed the audils covring B ol e
yoars foi 13 MOAS, which scoountied o & otal of 25 MCA sudl ropois. Similar o kst
years finging, 20 cit of 25 (or B0 parcent) Sudl repars wans nol ecelved tmaly o ware
aliady chay but Aot yat eceked as of July 20, 2012, ol teat date. Thers wen 15 sudit
raparts thal wes submitied bk, ranging fom I montha to § montha e, and 5 sust repars
s Bist ot it Fahd minging fam 1 mont i 3 Sonths s 8s of the tea dabs

khﬂlluﬂﬂﬁmm‘

mmrl;wﬂm;mmhmﬂ

MCA'y francul reports. Accordingly, MCT should andure that thass sudits ane parformed
and submitied timaly, revieed Smely. and comective aclions. ¥ any. ame implemanied
tmaky

Am-mmnmwwummmwmmmum
it B qualty

dedays.
Recommendations

15 M - A
mﬂﬂﬂhﬂ.*.lﬂl‘hmmrﬂm

and cparating eflectively, We
managament colaborate wih LIBAID DI to cary and document management o,
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iilities, and park dandards and the USAID OI0 ovesnight inkes with
PGS B2 thass MCA gudes,

18. MCC neads 1 bl s iy, s abeldy b mofslod aed iveire B
aunlty svd parfarmancs of the sudes snd the sus fiera 1o reck and conduet Ixllw-up
of caneclive solion plaea with The MCAS in 0 teely msener

B Final Quavievly Financia! Raport (G357

MEC regeios e MCA o submit a Schadule © [CPS paymanis only) of $a GFF final
WNHHﬂWnNmmthmMMMlM“MM
am i (o e sub iz of tha finel Snancisl seport. W mviresd beo BCAS
Mmﬂndmmrmﬂnmhlwmmd detwrsomant amount, and
the remaining Ealance from the final OFR fo0 what WMOC mpored. The firal OFRs were
mﬁmiwhlﬂhnﬁmrdlhrulmﬂ anmmn-w

and d by the MCAs in their final GFRs
MHMMNWWHSMIMMHMMPMM I o of the
mﬂmmmmhumm&mwnmumm
wn Meated, MOC proviced o B £5te
mwmmm:w* mﬂa 1 made batwaan the
MCA 8% MCT meanss, mw iﬂlﬂlimﬂ‘”miw
Hertrenr, Bafa ware i d Pu i that d 1o inceate ne
Sppolt of S0 RGN :""“
[ -] it i, B

MCC requires the MCA o perform a menthly reconciistion of the CPS moninly
= y Repsdl (of sk h*mnmmnm:mmmmn
recards, Comests d Ervough e e of 8 Payment Inquiry Farms
mnmmm-mmu—mmm WICC recabves copiss of The
FIF and a monihiy cermcadon betier from the MCA staling at reconcinbon was peroemed
and fhat e MCA recosds agree with the WEC meconds. The achml reconcilation is not
provided o MOC o lo tha 55P.

MOC & not taking of wolk In the MCAL f
upﬂﬂkumind'ﬂmilhmllm hmmﬂiﬁmhmd
MmthWthlemMmmdw

ararard and aup will halg 1o sap
mnmmummmmmmlmmmmm
reconc iaticn b the MCA inal OFF & 1o be documented and the tmeline for completon,

R smmshdanead
W neccmmond Pl MOC

17, Uiz the OFR3 and the maalhly recoeclialions o3 sonlonng tosk over e MCOA'S
frgncial reparing process and o MOTE validaticn of B2 francial moords. To be
effective as monlionng fteols, the re-designing of the OFR ferm and the developmant and
documentabon of B monly rconcilation Mooess should snaue Bhal relevant dets
and nfometion oen tepoeed by e MCAS ord reparted timaly.
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18, Ensure thal MICA reconcilislions ane piovided to MOC and reviewed o imastigate
marterial varances and make comections, i any.

18, Reguss (hi MCA ausd fems 10 losl The disign and elsciivemss of tha MOA'S inlomal
corirsl aver the OFFS snd Bw monthly reconciiation, and ie teat for the sccumey of The
Bl nind reconcibaion

20. Dwvnbop  and [ (0]
reconciistion betesen Bee MCA'S sl QFFE and MCC s resords.

&, Dxgired Compacis Mol Minancialy Closed-0uf

Ax of Juna 30, AN, o were s comgacts thal ospeoed, bl wen not feancaly
Thﬁluﬁmﬂihﬁnl?ﬂdmahﬂwmpﬁtwﬂl The Sme ot
h!rﬁdmhhhmmimﬂhﬁmwﬁllmm
obligations balance of over $17 millca m*—ﬁhdhﬁmuhhm
balanges o migchasaiied luncs in the ¥

Recammendations
‘ive recemmand that MOC
21, Timedy masess T MCA"S nesd B the nemaining compact fundy 5o that the fonds could
ba de-pbligated withie the limelng in B pobey and procedures sfler e compact
Lo oL Ch

22, Dovtbop anel # & Binenzial ¢

policy that t
chvme Sl pICERS o B Ananoial chote ol pencess. This gty Shousd clarty Layes
the timirg Tor de-oblg

A Info Sy & s Meed Imp

Al bainoss processes foday o impacted in some mepects by informafion systems
applcatons, polcng, ard conbrcls. Infarmabion fyilem i kay % Bnancial informalion colacticn,
clasalficaion, allecations, and meperiing.

infermaticn syslons. conlrols mesd bo In place b andars thal crfical daka, Fransachions and
PSS e mnnm&wmmmmmlﬁ:lm
aupp] sptem used B0 gan acceas b the it ererd i PP Cur
evabaaton of the genedal and spplication contioh of MCC's ey information lechnokgy
rfrasuciuny kantfied 1 folivaing control walimetsel, hien topether, conatiuty b sipnifesse

Sty Mandgerant
= MOC noods 4 MOE p d ok
MﬁmanwmwwsmmMm
Piguited in the MCC Exit Policy and Clesraccs Proceduses., Addiinaly, while B new
it process had bean d and the o Imph d. e process had not
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Boun ackeplod by the stakehokbes imubeed, Husan Ay s, ared Office of

MCC did nod properly 035035 syslem risks on the agency’s general suppod syslem.
MOCHat and MIDAS systom lor B fecal yoar. For exampls:

o WGT did rot maintain 8 current Authorzation to Oparaln (ATO) kor the MCTHat
Genoral Suppen System, The ATO eapired on June 8, 2072, without MGG
enmphiting & resulhenzston of the Sysies,

5 mumm-mm-mmwmmﬂdﬂ

@ WNMWMIMMH raflect the new dats center. The st
TevEson i e risk asesament wos daled Juns B, 2009,

Im mdcition, @ cument risk assessment for the MIDAS sysiem was not completed on an
annual basks.

MGG nesd 10 condust sysinm fied by the N
IMM&HHMIMTMM“ mmulmmzmm
for MCCHel reviewes only s conteol familes from NIET Spacinl Publization BI0-53,
Ravason 3: Accnas Contsols and Moda Protesion Howover, B aisaiarsen wak sl i
accordance with the MIST Specisl Publeation BO0-37, Revisien 1, risk managemest
Trarmerwnrk and conlifuous montoning

MOC nesd &6 antura all parsonnal recehe teoursy awarsrass Training. MOC & not
m.ummm»mmummunm In acidition, MOC dd nat
wslabitsh & reguired rumbaer of By 8 user must virw sech manth of year,

MOC did not fully implomant MIST Spocal Publcation B00-53, Rovisicn 3 nic il
infcemation syslem security policies. MOC was in the process of updating the Policy:
harrvar, # was nof finakeed

Tre WMCTHat sysbom socurity plan del nol sccuraboly refiact the cumont infsrmalion
HYRHT BT
Condingency Planning
= MCC did ol parfom testing of e MOCHs! contingency plen fer Fiscal Year (FY) 2012

The kast tesl was eonducted in Febeusry ef 2011; Fowever, the fest resuss and leasens
leatmed weis nol beemally decusenlid ard repensd ustil Haversber 2011

Aseeas Controly

» MOC msads i pedodically fiview network sccounts MO dd nat pararm quanarly
reipws of MCCHeE group memBersbips &3 dotumented within the WOC Access Coentrel
Procedures, In addticn, MOC did not revirer ratarork ascounti of wiers that had newer
legged il system,
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Cowsfpirmtion Masagament
= MCC needs © strergthen securty confrols sumsunding paich and configurabion
HOCI'-d.. hm“stlmnﬁInh
. our ewakuabon

WMH#MM MCC Boats that MCC did rot identify through
s ecans,

MEC did not by frack and maintain ther susat Asunt
Mﬁmfam-mﬂmmmmw mll‘ﬂ“m
imvpnicry. In eddlicn, MOC &d nol condud parnedis wal-ic-wall assa! nvenlories

MCC didl nat have o med changs Jures thal cosontss tpos of
m-mmumwunmmmumlwm
Conlguralon Control Board.

Thesa findngs highlight the WOC's kack of complance with ha MIST publcations, OMD
Circulars, and FISMA requisements a3 listed bekow:

OMB Clrcular ll-lm‘ ﬁwdﬁm L lon Py A 1ll, stabas
A shall b o peoge & pasure that adequaie seourty s provided
h':l 2 . , BReresd, oo dhsl d n ganatal
wmﬂmwm

The Faders! InSsmation Secsty M At of JO02 (FISMA) requires that asch agancy
davalap an agancy-wide Insmaticn sscuriy program that ckes:
. fucie: of harm that coukd resul fiom the

dmruption, modification, or dostreclon of
ﬁﬂlmﬁlm“lmﬂh

mﬂummm-nummmwmmm
risks te e Boceplable el ond Dddtess inormaticn secunity

wnnwummmmsmm

Plans for preniding adeguate informaticn securily for networks, Tacilties, informaticn

3 vth thae thar
m-mmmu rlmluurhn
Parisedie tusking and LE ifheecti
procesures, acices and mmuh,
o risk, MMMMHM’

A grocess of ph
mlwmﬂhhmwwm proteduti, 4o plstticns

the ceganization;
F'rmmbrmm Hm mnmwmm and
Plans and pesced ¥ il S
mmm—nummm
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By not alfectieh k g and ek g T policies and dh g i o d
mmnﬂlﬂllmlmmyhhmuﬂmmw wred

sy resull in impropes disclkeesuns o thelt without delection

Recommendation

W are nod repeating ar recommandabons which are included in the USAID OIG Report tihed
‘Aﬂﬂmﬂwhwm‘if“mmﬂ Complance with Federnl

W Act ol 2002, Audit Report M-000:13001-F. deied Nowember
4, 22
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B. Moy MCA BUOHE requIntments B ncude
testing and ropertng of odvances
Fansactions.

Ag reguieed by Aiefiting Shar and DWE Bulletin Mo, 0704, &3 omended, we
hawn sovieaed tha slalus of BOD coiectwa aclons wih mapecl lo e heSngs and
recommendutiang inclided In MCC's Rapad on Inlsensd Conirel for FY 2011, The following

I o | of et Eresgress MO has sade theough Seplember 30, 2017
hmthmmlﬂ

FY 2071 Findings. FY 3011 Recommandastions FY 2013 Sraban

|. MCC's Firwngaal P Parta by Clesad, mc.mmummﬁmmh
Ruaparting Neadi Firancial Repartieg MICA nudkions wilh 3 documont chsoussng
Impenarmant — Pracess il in drell, I v issusalerrons Pal have bed fo delays in
Maeral [ H Boma il | peocessng and cleaning the sudt plans
Wk Sanifiad in FY 2041 ard audd repors in & beedy manne.

il exisl i FY 2012 Disbursemaent

e are reported &

Lk

Partialy Clesod. Some
condtcns sherthied in
Y 2011 hill existin FY
2002 and are repariad

i1 WY

Pamaly Cletod Some
condibeag slenilied n
FY Ml bl eoied i FY
2012 and are reporied

sy Ssgrihcant
Deficancy {500,

rding
ummwrmmm-mu-
Bmelness and compisleness of the pudi
Cloged — New sccrual and I =il exist in FY 2002
al year-and for sach quaier gaing mathadelogy adopbed andl are raparted a
Paeveasd o i P 1=
& Prepane an MOT doveloped oobemate for Clsod 12, Conlinius 1o collaboraie with e CIG & Recom=anditon
- DasEd upen impiove communcations egadng sust | Closed. However,
madeling or aflemative that s besed on status and solutions f moving indiidual | certain conditions
MCC citaned data. s o compistion on & Gmely basis fanified in FY 2011

B Recond sdvancos m accordands mith wlill et i FY 2002
1 et e reported ws
50

T mwmlm
a0 pocer for advances.

mmwwnw ' J mhﬂ"-

qumupﬂuh \ Sarified in FY 2011

bl exist i FY 2012
el BT roported &S
managewent lether
)
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T4 FReview ther curment guideines for
ol CCPo ko i
Emelines it reasonatie and realstic. In
addiion, DOO shauld work chosely with

HemeE in onder b mondor MCC s reks of
[peobarrial mu satateT 8 .
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MILLENNIUM
CHALLENES SraReh i

CRTIE NTRIE O A

Mevember 13, W11

Mia Levwing, CPA, CISA, CGFM, Parror
LLP

1401 H Stroct, WW, Suite 770
‘Washmgion, [ 20005

D M, Loswing and Me. Taylor

mmmhﬂﬂuh&nﬁuwﬂmw? 2012. I resposse o it findings
B Sberial el ificant & ics, as well g the

peoomaendations, MOC had the fallswing comments:

Materis! Weshneis: Ineffective and Inefficlen? Intrereiationship Ameng Siftwarr, Personnsl,
Provedures, Crmtrols and Data witkle MOC's Finasoisl Mawapemeat Syifom

l. Peforms - ive peview and o ine wiwther the serviee provider's finascal
ks Ty in compliance with e fodemal financial maragement
wmwmuﬂcmmmﬂﬂdnumm-iu
scparsic grants senapement sysiom that faomct on progrem adminimestion that interfaces
with e corm financial systes is nesded. )
3 lmdmh:mﬁ#mmmmmdihiﬂmvﬂ
i g izing of: ding | -

ircladed in the sonmal sccousting processes. Manual sdjesting josmal entrics should be
mhmudmﬂmlhmmmumum:mm“

iy ertered by should have i m“bwmm
.I‘Hmdlhr«lliﬂﬂﬁ!uﬂ duseets used in i 1 the financial

changes.
uummmhmmehMrmlhpum& Asign & sadl
and @ deid b bl sk
(“mlluloﬂu ;‘I—p-ulh Adwonnk, the date of change. the pomon making the
change, and ihe changes made,
. Ievestigate the wse of ahemative spproaches such an the usc of & finsncis] sistement
Wmﬂmuuﬂufﬂﬂmﬂhlmmﬂmmhwﬂ“ﬂ
teial balance o the cone finamcial vrabees and saceasically pesne

78 Felipes Bt KON | Washingion D | 00052271 1 o (OZ SRRE800 1 FONE0 KRITD0 | wwmmer o
&1
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1. Develops tignaive fisancial revikn process thas dotails specills sops
mmwmmnmm»mwummmm
kit

s prinent row
X an effective review using e comprobonsive review prooess
&vﬂﬁpﬁlh mhsbmhﬂ'whmmmm“
d in e £ currenl year w
mwupuwmmgmm;mmﬂﬁd}—l
Such manapoment revicws should be performed quanerty and at year-end timaly with
mdwuwmmamm
1%, Croes-train MO Tnancial wall ob the financal setements prepantion prodes 1o cosure Thin
there s mone (ham one perss ke lod geable s can prepars the faancial sialements.

Resporms Evm ML
MUL concurs with recommendations | teoagh 10,

Kigwiiirant Peflcimey: Falidarion Comrol sver Grans Acorsal Extlmaies Nevds i be
Errengihened

11 Perfiorm the gran secrual ook back snalysis on a quarterly basin, The look back wabysh
mathadalogy sad results shauld provide MOU seflicien! information b expliin uauial
m&mw#m—nuwmﬁgmmmﬂ

el ih

Such sccrml methodology
thmwh-mu mlmhmwlumuﬂk
hart motual subrequent dishinement sccoent may be sigaificantly difforent from
SRS ' £ T mlhm—wmmnﬁmﬂw
drivirfaooe 1 ensure the valiiny ad o of the Ak
12, Update the Expenie Aocruaki Pelicy and Procedures 1o reflect the change in e

meethobodogs.

3. Cn—h-dnilupuuﬁpwmhh mam»wwum
requesl amount agained sdtual
mm»nuHhmﬂmecmmmummm hmlllNC.h
malits ao dats wioee 5o valkdste or cabancs e cerment methedology.

14, Comtinue i erhisce the sccrun] methodology.

Baporae from MU
MOC concurs with rocosmmendations 11 Sireugh 14,

Sigeeificant Defickency: Mamitoring Cowtrol sver Fands Provided ro Millenniam Chalienge
(HC AR Newds Ty

15 Hﬂcmmmmﬁmwﬂhﬂuuhmwm
s Firamial sl pr twility, neads and reqeinements. MO managerest
Mﬂm-ﬂhmﬂﬂﬁhbﬂﬁhﬂmmm

siliies. and perf; ) i WPRANDY OGS ovweeral ghit rodes with egards
10 hOCA amdis. _ .

16, MOC meodi 1o cvaluste s resources, capability, sad ability o monitor andl review the qualiny
and perfoemance of the sudits and the sudit linms, ko rack snd conduct follow-op o
eearective sction plars with the MOAs

17 wmwmmmw-mmﬂmﬁmﬁﬂ

lidating MOC's financial records. To be cffictive

43
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meonioring 100ls, e re-designing of the QFR. form and the devslopment and documeatation
of e mosihiy mlmmmﬂnﬂ refevant data and information am
reported by the MCAs and roporied timely.

|tmmummmumwnm‘ﬂwmdwwm
varasces kd make comections, il mny.

19, Require the MOCA sudit Firms 6o tes! th dosige and effectivencas of the MCA's imemal
control aver the F s and the montly reconciliation and i test foe the sccurscy of the
hﬂmmdmmiﬁlﬁm o

0. Develep and i il dures 16 o e compheie reconciliation
m‘;m.rmqmmm:m

21. Timely swsess the MCA"s noods For the ermudning compest fimds so that the fonds could be
Wuﬁhnhhhmhpﬂwyﬂmﬂﬂlﬂtﬂ”m
22, Delop and & & Foend il policy that the
emmmfmhﬁ-ﬂﬂwummgpdkyimﬂ:mwm
cxpeciol EEing for de obllgmion.

Egponse from MCC;
MOC concuns with secomemendations. 15 thoosgh 1.
). Repeat rocommendations from e FISMA Report.

Bespanse from MOC:
MO oomcrrs with recomimendations In e FISMA Report

MCC willl be addressing each dstioe &3 partof 8 hensh o action plas
mhhhhm“?fﬁ:!ﬂﬁmwhwu&wmcw
poeesibe
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