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Foreword
The Millennium Challenge Corporation (MCC) has chosen to produce an alternative to the
consolidated Performance Accountability Report called the Agency Financial Report (AFR) for Fiscal
Year (FY) 2009.
The MCC AFR is prepared in accordance with policies prescribed by the Office of Management and
Budge t (OMB) in its circulars A-11, Part 6, Section 230 and A-136, and also satisfies the
requirements of the CFO Act, as amended by the Reports Consolidation Act of 2000 (Pub. L. No 106531), the ATDA (Pub. L. No 107-289), and the Government Corporations Control Act (31 U.S.C. §
9101 et seq.). It presents an overview of the Financial and Performance results of the Millennium
Challenge Corporation for fiscal year ending September 30, 2009 and provides management
assurances required under the Federal Managers Financial Integrity Act (FMFIA) of 1982 (Pub. L. No.
97-255).
MCC will prepare and submit its FY 2009 Annual Performance Report with its Congressional Budget
Justification in accordance with the above policies and it will be available on MCC’s public website at
www.mcc.gov no later than February 4th, 2010.
The MCC AFR contains the following:
•
•
•
•

Messages from MCC Chief Executive Officer and Chief Financial Officer
Management’s Discussion and Analysis
Financial Section
Other Accompanying Information
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I am pleased to present the Millennium Challenge Corporation’s (MCC) 2009 Annual Financial Report. Since
its creation in 2004, MCC has reached many milestones in the foreign assistance arena and is recognized as an
innovative United States Government agency that contributes effectively to country-led and results-focused
development aid around the world. MCC builds institutional capacity through “smart aid” programs with
partner countries that practice good governance, fight corruption, invest in healthcare and education, and
promote competitiveness through country-determined investments in such priority areas as infrastructure and
agriculture. In 2009, MCC continued to demonstrate a serious commitment to fight poverty and promote
economic growth in partner countries, while providing prudent stewardship of the resources received from the
United States Congress.
By the end of fiscal year 2009, MCC signed 19 compacts and 21 threshold agreements, committing over $7
billion to worldwide poverty reduction through results-driven programs built on measureable and transparent
objectives. MCC development programs have trained more than 87,000 farmers to boost productivity and food
security, and more than 1,100 kilometers of roads are under construction to facilitate access to markets, schools,
and health clinics.
I am also pleased to report that MCC, once again, received an unqualified audit opinion on its financial
statements from the independent audit firm of Cotton and Company, LLP. Furthermore, I certify with
reasonable assurance that MCC’s accounting systems and internal controls are in compliance with the
provisions of OMB Circular A-123, Management Responsibility for Internal Control; the Federal Financial
Management Improvement Act; and Sections 2 (Internal and Administrative Controls) and 4 (Financial
Systems) of the Federal Managers’ Financial Integrity Act.
Going forward, MCC will continue to build on its results to date and to reinforce its mission to reduce global
poverty through economic growth in sustainable ways that makes a meaningful difference in the lives of the
world’s poor.

Darius Mans
Acting Chief Executive Officer
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Message from the Millennium Challenge Corporation’s Chief Financial Officer
I am pleased to report that the Millennium Challenge Corporation (MCC) received a clean audit opinion on its
financial statements from the Office of Inspector General once again this year.
As a small U.S. Government corporation, MCC is not subject to the requirements of the Chief Financial Officers Act.
Yet, we choose to follow the professional standards it incorporates along with other good government reforms
applicable to the executive branch.
As MCC has matured and evolved in fulfilling our mission as an innovative and resultsdriven American resource in the fight against global poverty, we have worked
effectively to match our administrative and financial capabilities to the task. We
developed a new security policy and redesigned all network security controls, bringing
MCC’s systems into full compliance with federal laws, reducing system-wide risks, and
producing a safer, more stable and capable computing platform to support MCC’s
business goals. In addition, we continued the development of the MCC Integrated Data
Analysis System (MIDAS) to improve financial reporting and further integrate
programmatic, performance, and financial information. MIDAS has already improved
the timeliness and use of financial and performance data to manage program costs and
support decision-making. During FY 2010, we will explore options for further
integration of our financial management system, and we will establish the policy,
framework, and identify the tools for a comprehensive document management program.
The FY 2009 Independent Auditor’s Report cites only one material weakness in MCC’s controls over mission
activities and support. This report also identifies four significant deficiencies. MCC agrees with all the proposed
recommendations to address these issues. Six of the FY 2009 audit recommendations, involve financial management
issues with MCC’s oversight of its compact and threshold programs. MCC plans to work closely with our
development partners, in compact countries and at USAID, to develop action plans to address and resolve these
findings during the current fiscal year. During FY 2009, MCC also resolved 26 open items from the FY 2008 Federal
Information Management Security Act (FISMA) audit, including items that dated back to the FY 2005 FISMA audit.
The FY 2008 a udit findings necessitated major capital outlays to correct system security issues. By contrast, the FY
2009 FISMA audit included relatively minor compliance items, such as changes to security plans, procedures, and
policies. MCC already closed two of the FY 2009 findings and developed a plan and schedule to close the remaining
20 items by April 2010.
MCC’s achievements in FY 2009 a nd the continued progress we plan for FY 2010 will provide the financial,
administrative, and technology support essential for successful program development and implementation. This is
fundamental to achieving real results toward MCC’s goal of sustainable poverty reduction through growth for the
benefit of the world’s poor.

Michael Casella
Acting Vice President, Administration and Finance
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Systemic poverty adversely
affects the lives of millions
around the world, and MCC
addresses this global
challenge with smart,
innovative, long term bilateral assistance through
programs that enhance
America’s standing and help
stimulate a healthy world
economy in which our
country can prosper.

FY 2009

MANAGEMENT DIS CUS S ION AND ANALYS IS
OUR MISSION AND PROGRAMS
The Millennium Challenge Corporation (MCC) is a United States
Government entity whose mission is to reduce poverty through
economic growth in developing countries that create and maintain
sound policy environments. MCC is based on the principle that aid
is most effective when it reinforces good governance, economic
freedom, and investments in people. MCC partners with developing
countries that take responsibility for their development needs and

MCC Appropriations at a glance

accept the highest standard of accountability for those dollars.

(in millions)

Fiscal Year

Annual Funding

2004………………………...994

2005……………………...1,488

2006……………………..1,752

2007……………….……..1,752

2008…………………..…1,557

2009……….…………….…875

MCC selects countries that are eligible for a Millennium Challenge
Compact, a multi-year agreement between MCC and an eligible
country, to fund specific programs targeted at reducing poverty and
stimulating sustainable economic growth. To become eligible to
receive a compact, MCC evaluates a country’s performance on
seventeen (17) independent and transparent policy indicators in

TOTAL…………………………8,418

three categories: ruling justly, investing in people, and economic
freedom. Countries that have demonstrated significant
improvement in policy indicators but do not qualify for a compact
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grant may be eligible for threshold program assistance. Threshold programs are smaller grants
designed to help improve a country’s performance on specific indicators.
Since its inception in 2004, the MCC’s total commitment to fighting poverty worldwide has
resulted in 19 compact agreements signed with 12 countries in Africa, three in Latin America,
three in Eurasia, and one in the Pacific, totaling over $6.8 billion. Senegal is the latest country to
sign a compact agreement with MCC in September 2009. In addition, MCC has a total of 21
threshold programs, including MCC’s first Stage II threshold program, totaling an additional
$470 million.

In FY 2009, MCC made significant progress across several sector activities such as: agriculture,
roads, and irrigation and has continued to expand its presence in the international foreign aid
arena. Exhibit 1 shows the FY 2009 worldwide participation in MCC programs.
Exhibit 1: Worldwide Participants in MCC Programs
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COMPACT PROGRAMS
A compact is a multi-year grant agreement between MCC and an eligible country to fund
specific programs aimed at reducing poverty by stimulating economic growth. It is a mutual
promise between the United States Government and a partner country, each with specific
responsibilities to fulfill. After compact signing, “entry into force” is the point at which funds are
obligated and implementation of the compact program begins. Examples of potential compact
programs are:
 Community services such as schools;
 Skills training and health clinics;
 Infrastructure improvements for roads, ports and pipelines; and
 Agribusiness development projects.

Exhibit 2 shows an historic distribution of MCC compact funds by region and country from FY
2005 to the present.

Agency Financial Report

Page 5

Millennium Challenge Corporation

FY 2009

Exhibit 2: Historic Distribution of MCC Compacts Funds (in millions)

MCC COMPACT REGIONS
COUNTRY
Madagascar
Cape Verde
Benin
Ghana
Mali
Mozambique
Lesotho
Morocco
Tanzania
Burkina Faso
Namibia
Senegal
Georgia
Armenia
Mongolia
Honduras
Nicaragua
El Salvador
Vanuatu

Africa

Total

5,125.4

Eurasia

Latin
America

109.8
110.0
307.3
547.0
460.8
506.9
362.6
697.5
698.1
480.9
304.5
540.0
395.3
235.7
284.9
215.0
175.0
460.9

915.9

850.9

Pacific

Signing

April 18, 2005
July 4, 2005
February 22, 2006
August 1, 2006
November 13, 2006
July 13, 2007
July 23, 2007
August 31, 2007
February 17, 2008
July 14, 2008
July 28, 2008
September 16, 2009
September 12, 2005
March 27, 2006
October 22, 2007
June 13, 2005
July 14, 2005
November 29, 2006
65.7
March 2, 2006

Entry Into Force
July 27, 2005
October 17, 2005
October 6, 2006
February 16, 2007
September 17, 2007
September 22, 2008
September 17, 2008
September 15, 2008
September 15, 2008
July 31, 2009
September 16, 2009
April 7, 2006
March 27, 2006
September 17, 2008
September 29, 2005
May 26, 2006
September 20, 2007
April 28, 2006

65.7

MCC has committed over 75 percent of its compact grants to projects in 12 African nations.
These countries are already experiencing the impact of our programs through the improvements
noted in communities where MCC projects are unfolding. In Ghana, MCC funded the
construction and rehabilitation of schools in 30 districts, providing students and teachers with
safe structures, potable water, latrines, and furniture. In Morocco, MCC funded the construction
of landing sites for boats that will increase incomes for approximately 25,000 of Morocco’s poor.
In Benin, MCC invested $36 million to establish a comprehensive property registry, critical for
poverty reduction.
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THRESHOLD PROGRAMS
MCC’s Threshold Program assists countries to address policy weaknesses and to push them over
the “threshold” to compact eligibility. Eligible countries must demonstrate significant
commitment to improve policy performance on the 17 indicators that MCC uses to select
partners for compact funding. Threshold programs generally last two to three years.
Occasionally, a second, or “Stage II,” threshold program may be approved and is designed for
countries whose eligibility for a threshold program has expired but have yet to meet the compact
eligibility criteria, or a country that has successfully implemented a threshold program and
continues to pursue a policy reform agenda. MCC’s authorizing legislation allows the use of up
to ten percent of appropriated funding for the threshold program.
Exhibit 3 provides a list of current threshold countries, the date of the signed grant agreement,
and the amount of the grant.
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Exhibit 3: Current MCC Threshold Programs (in millions)

MCC THRESHOLD COUNTRIES
Africa
Burkina Faso
Malawi
Tanzania
Zambia
Kenya
Uganda
Sao Tome &
Principe
Niger
Rwanda
Albania
Ukraine
Moldova
Kyrgyz Republic
Albania II
Paraguay
Paraguay II
Guyana
Peru
The Philippines
Indonesia
Jordan
Total

Latin
Eurasia America

SIGNING DATE
Pacific

12.9
20.9
11.2
22.7
12.7
10.4

2005
Jul 22
Sep 23

2006

2008

2009

May 03
May 22
Mar 23
Mar 29

8.7
23.1
24.7

Nov 09
Mar 17
Sep 24
13.9
45.0
24.7
16.0
15.7

Apr 03
Dec 04
Dec 15
Mar 14
Sep 29
34.6
30.0
6.7
35.6

147.3

2007

115.3

106.9

May 08
Apr 13
Aug 23
Jun 09
20.7
55.0
25.0
100.7

Jul 26
Nov 17
Oct 17
2
9

4

5

1

Since inception in 2004, MCC has signed 21 threshold agreements with 19 countries, totaling
$470.2 million. About two-thirds of this funding has targeted the Control of Corruption and the
Rule of Law indicators. The United States Agency for International Development (USAID) is the
primary implementation partner in all but one of the threshold programs; the United States
Department of Treasury and the Department of Justice also are involved in the implementation of
threshold programs. Two former threshold countries (Burkina Faso and Tanzania) have signed
an MCC compact, and another six threshold countries are in various stages of compact
negotiations. In December 2008, Liberia was selected as a threshold country and is currently in
the process of developing its threshold program, and Timor-Leste was reselected as a threshold
country.
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Whether it is for improving delivery of health systems in Peru, increasing transparency and
fighting corruption in procurement processes in Kenya, or implementing e-procurement systems
in Albania, MCC is striving to help countries meet compact eligibility criteria through the pursuit
of policy reform.
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GOVERNANCE AND STRUCTURE

Led by a Chief Executive Officer (CEO) appointed by the President, MCC is responsible for the
stewardship of the Millennium Challenge Account (MCA) that receives funds appropriated by
Congress. MCC is governed by a public-private Board of Directors (Board) comprised of the
Secretary of State, Secretary of the Treasury, U.S. Trade Representative, the USAID
Administrator, MCC’s CEO, and four individuals from the private sector who are appointed by
the President with the advice and consent of the U.S. Senate. The Secretary of State is the Chair
of the Board and the Secretary of the Treasury is the Vice Chair.

While MCC is not a Chief Financial Officers (CFO) Act agency, and is therefore not subject to
the CFO Act of 1990, it adheres to the requirements and principles applicable to such agencies
and prepares an annual Agency Financial Report (AFR) in accordance with Office of
Management and Budget (OMB) requirements and guidance.

MCC is a small organization limited to 300 Washington, DC employees distributed among seven
departments: the Office of the CEO, the Office of the General Counsel, the Department of Policy
and International Relations, the Department of Congressional and Public Affairs, the Department
of Compact Development, the Department of Compact Implementation, and the Department of
Administration and Finance. Exhibit 4 depicts MCC’s organization structure.
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Exhibit 4: The MCC Organizational Diagram

PIR
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At the end of FY 2009, MCC employed 282 staff members at its Washington, DC offices and 35
staff members at overseas locations. MCC has been successful in attracting top candidates from
the public and private sectors and has maintained an organizational structure with a high
percentage of senior staff and a low percentage of administrative support personnel.

During the intense period of compact development and implementation start-up, MCC contracts
with external consultants for limited engagements. MCC also uses contractors for oversight,
supervision, monitoring, and evaluation assistance. As MCC continues to increase its presence in
the foreign assistance arena its staffing levels need to keep pace with the growing demands of
compact and threshold programs. Exhibit 5 details MCC historical and projected staffing needs.

Exhibit 5: MCC Headquarters and Overseas Staffing Levels
Employees

FY 2007

FY 2008

FY 2009

FY 2010

FY 2011

Authorized FTE

310

321

336

342

379

HQ Staff
Overseas Staff

257
10

274
21

247
35

285
38

314
42

Total

267

295

282

323

356
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In July 2009, MCC launched the MCC 2015 Conference, an organizational review intended to
examine its achievements, strengths and weaknesses. In this review, MCC staff and management
looked toward the future, challenging themselves to identify the most effective ways to achieve
MCC’s mission of reducing poverty through economic growth. The organizational review is a
careful process of reflecting on MCC’s many accomplishments, developing and documenting a
common view of MCC’s constraints, confronting those issues that encumber MCC’s forward
progress, and taking necessary actions.

The MCC 2015 Conference challenged its participants to reaffirm their belief in and desire to
maintain MCC’s mission of generating economic growth to reduce poverty. Similarly, the group
soundly affirmed the need to uphold MCC’s three core principles: policies matter, ownership
matters, and results matter. This initiative will continue during the weeks and months ahead.
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FINANCIAL PERFORMANCE AND ANALYSIS
FINANCIAL STATEMENTS HIGHLIGHTS
For FY 2009, MCC received an unqualified or “clean” audit opinion from the Office of Inspector
General (OIG) on its financial statements. Cotton & Company, LLP, MCC’s independent
auditor, issued its Independent Auditor’s Report that cites one (1) material weakness in MCC’s
controls over mission activities and support. In addition, the auditors did not disclose any
instances of non-compliance, as required to report under Government Auditing Standards and
OMB Bulletin 07-04.

While MCC is not a CFO Act agency, MCC adheres to the requirements and principles imposed
upon such agencies by the CFO Act, the Government Management Reform Act of 1994, and
other pertinent laws and regulations. As such, MCC prepares annual financial statements for
audit and presentation to OMB and other stakeholders. MCC’s comparative financial statements
present MCC’s financial position and its changes during the reporting period, its cost of
operations, and its budgetary resources and their status for the fiscal years ending September 30,
2009 and September 30, 2008.
BALANCE SHEETS
The balance sheets present amounts of future economic benefits owned or managed by MCC
(assets), amounts owed by MCC (liabilities), and amounts that constitute the difference (net
position).
ASSETS AND UNEXPENDED APPROPRIATIONS
As of September 30, 2009, MCC reported total assets of $6.7 billion, an increase of $100 million
from September 30, 2008. This increase is primarily the result of funds appropriated by
Congress that had not been expended as of the end of the year. At fiscal year-end, MCC held
$6.6 billion in unexpended appropriations, of which $5.9 billion has been obligated for MCC
programs.
MCC’s Fund Balance with Treasury constitutes the vast majority (99.3 percent) of total assets.
Because MCC neither owns any of its facilities or other real property nor has any capital leases
for office space or its information technology (IT) equipment, MCC has very few capital assets
Agency Financial Report
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in relation to total assets. The capitalization thresholds are $200,000 for IT equipment and
$50,000 for other fixed assets. As of September 30, 2009, MCC reported fixed assets of $6.95
million, composed solely of leasehold improvements. The leasehold improvements are for
enhancements made to leased office space at MCC headquarters in Washington, DC.
LIABILITIES AND NET POSITION
As of September 30, 2009, MCC had approximately $64 million in liabilities, which were
amounts owed to its vendors, contractors, trading partners, and employees. MCC’s ratio of
assets to liabilities as of September 30, 2009, was 105 to 1, which represented a decrease from
the 2008 ratio of 156 to 1.
MCC’s overall net position as of September 30, 2009, was $6.6 billion. During FY 2009,
MCC’s net position increased by $82 million (1 percent) from September 30, 2008. During this
period, MCC received $875 million in appropriated funds and expended approximately $765
million. The available appropriations that are reflected in MCC’s positive net position represent
the resources necessary to fund future Compacts and are indicative of a lag between
appropriation, commitment, and expenditure of Compact funds.
STATEMENTS OF NET COST
The Statements of Net Cost are designed to show separately the components of the net cost of
MCC’s operations for the period.
PROGRAM COSTS
During FY 2009, MCC incurred $794 million in net program costs. As of the end of FY 2009,
MCC had cumulatively disbursed $38.9 million in advances to MCA (Millennium Challenge
Account) accountable entities and other Federal Government agencies.
STATEMENTS OF CHANGES IN NET POSITION
The Statements of Changes in Net Position report the change in net position during the reporting
period. Net position is affected by changes to its two components: Cumulative Results of
Operations and Unexpended Appropriations. Cumulative Results of Operations amounted to
$4.9 million as of September 30, 2009, and $6.8 million as of September 30, 2008. This balance
is the cumulative difference, for all previous fiscal years through 2009, between funds available
to MCC from all financing sources and the net costs of MCC.
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STATEMENTS OF BUDGETARY RESOURCES
The Statements of Budgetary Resources and related disclosures provide information about how
budgetary resources were made available and their status at the end of the period. The Resources
section of the statements present the total budgetary resources available to MCC. The Status of
Resources section of the statements displays information about the status of budgetary resources
at the end of the period. The total amount displayed for the status of budgetary resources equals
the total budgetary resources available to MCC as of September 30, 2009. For 2009, MCC had
total budgetary resources of $1.8 billion. MCC’s incurred obligations decreased by 62 percent
($2.8 billion in FY 2008 to $1.05 billion in FY 2009).
The following section provides additional details pertaining to MCC’s use of the funds
appropriated by Congress.
STATUS AND USE OF FUNDS
MCC’s programs and activities are funded by Congress

Exhibit 6: Annual Funding by Fiscal
Year

through annual no-year appropriations. Since its
establishment, MCC has received total funding of more than
$8.4 billion, including $875 million in FY 2009 (see

Annual Funding (in

Exhibit 6).

Fiscal Year

As of September 30, 2009, $56 million of MCC’s realized

2004

$ 994,000

2005

1,488,100

2006

1,752,300

2007

1,752,300

2008

1,557,000

2009

875,000

Total

$8,418,700

resources represented the balance of apportioned funds

thousands)

available for obligation. While MCC receives no-year
funding, OMB apportions, per congressional limits, the
amount of funds that MCC may obligate for administrative
purposes. Administrative costs include personnel salaries
and benefits, leases, rentals, travel, and other miscellaneous
expenses. For FY 2009, OMB apportioned $95 million for
MCC to use for administrative purposes. During FY 2009,
MCC obligated approximately $88.5 million in
Administrative Funds, or 93.2 percent of the total amount
apportioned by OMB.
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MCC classifies appropriations in six fund categories:


Administrative. Funds appropriated by Congress and apportioned by OMB for the purpose
of operating expenses.



Millennium Challenge Compact. Funds approved by Congress, apportioned by OMB, and
obligated by MCC to cover compacts between MCC and partner countries.
−

Compact Implementation Fund (CIF). Funds approved by Congress and
apportioned by OMB. CIF funds represent a portion of the funds agreed to in a
compact and are made available at the time of compact signing for the purposes of
speeding implementation between compact signing and entry into force. MCC
uses authority provided in section 609(g) of its authorizing legislation to provide
these funds to a partner country.

−


Grants. Funds apportioned by OMB for grants and cooperative agreements.

609(g). Funds approved by Congress and apportioned by OMB to fund contracts or grants
for the purpose of facilitating the development and/or implementation of a compact between
MCC and a partner country.



Due Diligence. Funds apportioned by OMB and used by MCC to cover costs associated
with assessing compact proposals developed by eligible countries and providing compact
implementation oversight.



Threshold. Funds appropriated by Congress, apportioned by OMB, and used by MCC to
assist countries in meeting selection criteria for MCA eligibility. Such countries are
considered “on the threshold” of qualifying for eligibility for an MCC Compact.



Audit. Funds appropriated by Congress and apportioned by OMB for audits of MCC
operations and programs. The USAID OIG is responsible for conducting MCC audits.
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During FY 2009, MCC incurred total obligations of approximately $1.05 billion for all program
fund categories. Total lifetime obligations incurred by MCC since inception are approximately
$7.5 billion. As noted in Exhibit 7, Administrative Funds represent a small proportion of the
total funds provided by Congress, while in FY 2009 about 92 percent of MCC’s obligations were
for program operations. Should MCC not obligate the total amount of Administrative Funds
apportioned by OMB during the budget year, the excess (unobligated) amount is no longer
available for administrative purposes but “rolls over” and is subsequently available for program
purposes.

Exhibit 7: Obligations by Fund Category

Funds Category

FY 2009 Obligations (in
thousands)

Lifetime Obligations
(in thousands)

Administrative

$ 88,536

$371,897

Compacts (including CIF/Grants)

855,042

6,423,094

609(g)

32,767

92,441

Due Diligence

40,249

157,339

Threshold

31.214

486,293

Audit

2,744

12,871

Total

$ 1,050,552

$7,543,935
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Exhibit 8 shows funds obligated for compacts by country as of the end of FY 2009.
Exhibit 8: Compact Obligations

MCA/ Country
Armenia

Total Compact
Obligations
(in thousands)
$ 235,650

Benin

307,298

Burkina Faso

480,944

Cape Verde

110,079

El Salvador

460,940

Georgia

395,300

Ghana

547,009

Honduras

215,000

Kenya

100

Lesotho

362,551

Madagascar

109,773

Mali

460,811

Mongolia

284,911

Morocco

697,500

Mozambique

506,924

Namibia

304,478

Nicaragua

175,000

Senegal

5,000

Tanzania

698,136

Vanuatu

65,690

Total

$6,423,094

Note: Compact obligations listed are inclusive of
CIF and grant funds per Section 609(g) of the
Millennium Challenge Act of 2003, as amended.
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FINANCIAL MANAGEMENT SYSTEMS, INTERNAL CONTROLS, AND COMPLIANCE WITH LAWS AND
REGULATIONS
The National Business Center (NBC) is MCC’s financial management shared services provider
for financial and payroll systems. MCC is responsible for overseeing NBC and ensuring that
financial systems and internal controls are in place to fulfill legislated and regulatory financial
management requirements. The following sections present information on MCC’s financial
systems, controls, and compliance with key laws and regulations.
MANAGEMENT ASSURANCES
FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT OF 1996

The Federal Financial Management Improvement Act (FFMIA) requires Federal agencies to
implement and maintain financial management systems that are in substantial compliance with
(1) federal financial management systems requirements, (2) federal accounting standards, and (3)
the United States Standard General Ledger at the transaction level. Because MCC uses NBC for
financial management and reporting services, MCC relies upon NBC’s evaluations of its
financial management systems and its determinations of compliance with FFMIA. NBC issued
letters dated July 14, 2009 and October 1, 2009 stating that its auditor, KPMG, found no
weaknesses or significant deficiencies in evaluating NBC’s financial systems during the
Statement of Auditing Standards No. 70 (SAS 70) review. Exhibit 9 below displays these
letters.
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Exhibit 9: National Business Center SAS-70 Letters

Agency Financial Report

Page 20

Millennium Challenge Corporation

FY 2009

Agency Financial Report

Page 21

Millennium Challenge Corporation

FY 2009

Agency Financial Report

Page 22

Millennium Challenge Corporation

FY 2009

Agency Financial Report

Page 23

Millennium Challenge Corporation

FY 2009

FEDERAL MANAGERS’ FINANCIAL INTEGRITY ACT OF 1982 AND INTERNAL CONTROLS OVER
FINANCIAL REPORTING
The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) requires agencies to issue an
annual statement of assurance to the President and Congress on its internal controls. OMB
Circular A-123 provides the guidance (including additional requirements and a methodology) for
agency management to comply with FMFIA. Although OMB has determined that MCC is not
required to implement the full requirements of A-123, MCC seeks to follow internal controls
best practices by implementing a modified approach to its internal controls reviews. In lieu of
full annual A-123 reviews, MCC implemented a plan to conduct reviews over the course of two
years—fiscal years 2009 and 2010—and will continue this approach going forward.
The results of MCC’s A-123 assessment support the CEO to conclude with reasonable assurance
that MCC’s internal controls over financial reporting are in compliance with the provisions of
FMFIA, Section 2, and OMB Circular A-123. No material weaknesses were discovered during
the A-123 assessment; however, one material weakness was discovered during the annual
financial statement audit. MCC will be addressing significant A-123 internal control
deficiencies, specifically in controls over compact and threshold mission activities that may
create internal control weaknesses in future operations. MCC’s assurance is made on the basis of
its review of internal controls over financial reporting, in addition to assurance statements
provided by NBC.
FY 2009: MCC has made continued progress in addressing FY 2008 internal control
deficiencies during FY 2009. MCC established a working group to revise compact quarterly
reporting requirements and related approval process. The Division of Finance has also increased
its involvement in reviewing Quarterly Financial Reports (QFR) to ensure overall accuracy and
completeness. MCC is fully utilizing the Department of Treasury International Treasury System
(ITS), designed to make disbursements directly to foreign vendors in either U.S. or foreign
currency. This limits cash balances at the MCA’s permitted bank account. In addition, MCC
implemented the MCC Integrated Data and Analysis System (MIDAS) to assist with the
quarterly reporting and performance tracking process.
MCC engaged the services of an outside contractor to develop a business process, control
documentation, and recommendations to further improve its internal controls. As part of this

Agency Financial Report

Page 24

Millennium Challenge Corporation

FY 2009

process, the MCC’s Department of Administration and Finance (A&F) reviewed and updated its
Financial Management Policies and Procedures and process flow documentation.
Additionally, A&F established greater oversight over controls by establishing formal
mechanisms for resolving information technology system issues; developed a plan to meet
Federal Information Security Management Act of 2002 (FISMA) compliance requirements;
established an MCC-wide employee training program focusing on security awareness; and
decentralized budgets to MCC departments.
During the FY 2008 review, MCC tested key internal controls by participating in the NBC
testing of key controls that were relevant to MCC. For FY 2009, MCC did not directly test
NBC’s controls, but rather validated that the controls identified last year still meet the
organization’s objectives. NBC provided assurance to MCC that its auditor, KPMG, found no
weaknesses or significant deficiencies in evaluating NBC’s financial systems during the SAS 70
review. NBC also provided assurance that its processes and controls in place between October 1,
2008 and September 30, 2009 were adequate and effective to safeguard data from waste, fraud,
abuse, and destruction and that the auditors found no material weaknesses or significant
deficiencies in those processes or controls.
The following MCC business processes were tested in FY 2009:
o Contract and grants management process
o Fund management process
o Financial reporting process
o Budget formulation process
MCC has received recommendations for these processes and will work to correct the deficiencies
noted in the report. MCC will continue to improve its internal controls environment during FY
2010 by:
•

Strengthening the working groups that revise compact quarterly reporting requirements
and related approval processes;

•

Continued monitoring of the implementation of MIDAS to improve the quarterly MCA
reporting and performance tracking processes, while also supporting the centralized
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collection and storage of agency-wide financial and performance information in an
electronic warehouse where staff are able to access it readily to conduct current and
historical queries and develop financial and performance reports as needed; and
•

Conducting (through an independent contractor) a comprehensive internal controls
review.

COMPLIANCE WITH LAWS AND REGULATIONS
In addition to complying with FMFIA and OMB Circular A-123 requirements, MCC’s
management is also responsible for ensuring MCC’s compliance with other relevant financial
management laws and regulations. Principal among these are:


Prompt Payment Act;



Debt Collection Improvement Act of 1996;



Improper Payments Information Act of 2002; and



Federal Information Security Management Act.

PROMPT PAYMENT ACT
The Prompt Payment Act (Public Law 100-496), as amended, requires Federal agencies to pay
vendors transacting business with them in a timely manner. With certain exceptions, the Prompt
Payment Act requires agencies to make payments within 30 days of the later of (1) receipt of
properly prepared invoices or (2) the receipt of goods or services. For amounts owed and not
paid within the specified payment period, agencies are required to pay interest on the amount
owed at a rate established by the Department of the Treasury.
An agency’s performance under the Prompt Payment Act for any given period is most often
measured by the percentage of payments made within the specified timeframes out of all
payments subject to the Prompt Payment Act’s provisions. In FY 2009, MCC’s prompt payment
performance improved to 99.88 percent, a 0.5 percent increase over FY 2008’s 99.32 percent.
DEBT COLLECTION IMPROVEMENT ACT OF 1996 (DCIA)
In 1996, Congress passed the DCIA in response to steady increases in the amount of delinquent
debt owed to the government. Under the DCIA, all Federal agencies must refer past due, legally
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enforceable, non-tax debts that are more than 180 days delinquent to the Department of the
Treasury’s Financial Management Service (FMS) for collection through the Treasury Offset
Program. A debt is considered delinquent if it is 180 days past due and is legally enforceable. A
debt is legally enforceable if there has been a final agency decision that the debt, in the amount
stated, is due and there are no legal bars to collection action.
During FY 2009, MCC referred no debts to the FMS for collection.
IMPROPER PAYMENTS INFORMATION ACT OF 2002
An improper payment is any payment that should not have been made or was made in an
incorrect amount. Congress passed the Improper Payments Information Act of 2002 (Public Law
107-300) that requires agencies to review annually all programs and activities to identify those
that are susceptible to improper payments, estimate the annual improper payments in susceptible
programs and activities, and report the result of their improper payment reduction plans and
activities. OMB Memorandum 03-13 defines a program as susceptible to improper payments if
it has annual improper payments that exceed both 2.5 percent and $10 million of program
spending. MCC considers its improper payment risk to be below the OMB ceiling.
FEDERAL INFORMATION SECURITY MANAGEMENT ACT (2009)
In FY 2009, MCC’s Chief Information Office made substantial progress in the development of
new security policy and implementation of new information security controls. These major
initiatives were undertaken at significant expense and with the ultimate goal of improving the
security of MCC’s information technology infrastructure and ensuring compliance with FISMA.
This year MCC completed the following major initiatives:
•

Developed new information security policy that is compliant with the National Institute
of Standards in Technology (NIST) and OMB requirements;

•

Implemented two-factor authentication;

•

Implemented Federal Desktop Core Configuration Controls;

•

Encrypted all mobile devices;

•

Developed and deployed a new standard desktop software image;

•

Completed the Certification and Accreditation of the MCC Net General Support System;

•

Developed and delivered new security awareness training;
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•

Deployed new, secure, and standard hardware and software to all MCC personnel;

•

Deployed new, secure, and encrypted hardware and software and conducted training
overseas on new security systems and technologies in 18 countries; and

•

Designed and implemented new technologies to facilitate secure communications such as
the Citrix remote access system and the MCC Secure File Transfer system.

SUMMARY OF MATERIAL WEAKNESSES, NON-COMPLIANCE, AND CORRECTIVE ACTIONS
For FY 2009, MCC received one material weakness finding related to control over mission
activities and support. MCC reviewed and commented on its audit finding and provided current
status and corrective actions for the future. The section below summarizes the audit finding and
MCC’s corrective action plan.
CONTROL OVER MISSION ACTIVITIES AND SUPPORT (MATERIAL WEAKNESS)
Recommendation No. 1: Untimely Performance and Lack of Monitoring of MCA Audits
We recommend that the MCC Department of Compact Implementation and Division of Finance:
•

Strengthen the monitoring of the MCA audit process, from submission of the audit plan
through issuance of the audit report to ensure timely completion and sufficient time for
OIG review, prior to issuing the report to MCC for management comment.

•

Increase communication among the MCA’s, the audit firms, and the OIG to ensure all
parties are adequately informed of the progress of all audits in a timely manner. Ensure
that MCA’s understand the impact of these audits and how they affect MCC’s assessment
of overall controls and its financial statement audit.

Management Response
MCC agrees with the recommendations. MCC’s Fiscal Accountability (FA) Directors will work
with audit firms, MCA’s, and the OIG to ensure the timely completion and issuance of audit
reports in the future. MCC has established a comprehensive audit tracking table to monitor the
status of all MCA audits going forward, follow-up with MCA’s to ensure timely completion, and
provide notifications to the OIG on any issues or delays. MCC will stress to the MCA’s the
importance of timely audits as a part of MCC’s overall system of strong internal controls.
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Recommendation No. 2: Lack of Adequate Documentation to Support Transactions
We recommend that MCC management, in coordination with USAID, establish effective and
periodic communication with MCA and threshold mission personnel, to emphasize the need for
proper documentation to be maintained in the MCA files, and that these documents are readily
available and promptly submitted for inspection when requested.
Management Response
MCC agrees with the recommendation. MCC’s FA Directors will work with MCA’s to ensure
that documentation to support transactions is in good order and readily available. With regard to
threshold missions, MCC plans to meet with USAID management to discuss the lack of response
from the missions and determine what steps both MCC and USAID can take to avoid this issue
for future audits.
Recommendation No. 3: Improper Reporting of Re-disbursements
We recommend that MCC Department of Compact Implementation and Division of Finance:
•

Develop training for MCA Fiscal Agents to ensure proper reporting of re-disbursements
on the QFR’s to ensure the MCA is only requesting advances for immediate funding
needs.

•

Develop a tracking mechanism to monitor prepayments and to ensure that MCC and
NBC personnel are properly reviewing the quarterly submitted QFR’s for proper
reporting of both the projected needs for advancement of funds and actual redisbursements of previously advanced funds.

Management Response
MCC agrees with the recommendations. MCC has developed a report to monitor prepayments
and will work with NBC to ensure that the first in/first-out method is followed when liquidating
MCA advances. In addition, the FA Directors will provide training as needed to ensure that the
MCA’s provide accurate reporting of re-disbursements in their quarterly reporting submissions
to MCC. MCC wishes to note that with the implementation of the Common Payment System
(CPS), the use of advances is now limited to payment of MCA salaries and small dollar items.
CPS makes payments directly to vendors via the U.S. Treasury, eliminating the need for large
dollar advances to MCA bank accounts.
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LIMITATIONS OF FINANCIAL STATEMENTS
The principal financial statements have been prepared to report the financial position and results
of MCC’s operations pursuant to the requirements of 31 U.S.C. 3515(b). While the statements
have been prepared from the books and records of MCC in accordance with Generally Accepted
Accounting Principles for Federal entities and the formats promulgated by OMB and prescribed
by the Federal Accounting Standards Advisory Board, the statements are in addition to the
financial reports used to monitor and control budgetary resources that are prepared from the
same books and records.
The statements should be read with the understanding that they have been prepared for a
component of the U.S. Government, a sovereign entity.
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P ERFORMANCE S UMMARY – FY 2009
In accordance with the Government Performance Results Act of 1993 (GPRA), the Board
approved MCC’s Strategic Plan on November 8, 2005 covering FY 2006 to FY 2011. The
Strategic Plan defines MCC’s mission, which is to reduce poverty by supporting sustainable,
transformative economic growth in developing countries that create and maintain sound policy
environments.
The Strategic Plan defines four strategic goals for MCC:


Strategic Goal #1. Achieve sustainable, transformative development.



Strategic Goal #2. Support development of a sound policy environment for economic
growth and poverty reduction in the developing world.



Strategic Goal #3. Advance international development assistance practice by continually
improving MCC’s operational effectiveness.



Strategic Goal #4. Build MCC’s capabilities to achieve its primary strategic goals.
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FY 2009 IMPROVEMENTS TO THE PERFORMANCE FRAMEWORK
In FY 2009, MCC continued measuring for results under the same four strategic goals, but
further refined its objectives and indicators.
Exhibit 10: Performance Objectives

Strategic
Goal #1

Strategic
Goal #2

Strategic
Goal #3

Strategic
Goals #4

•Generate economic growth and reduce poverty in compact countries
•Achieve sustainability of successful projects in compact countries
•Improve compact countries capacity to meet basic human needs
•Improve country GDP growth
•Decrease percentage of the population living on less than $1 or $2 a day
•Improve compact eligible and threshold countries average country credit ratings
•Improve target percentage of compacts target met on time
•Improve the number of Conditions Precedents met on time

•Improve policy performance in ruling justly
•Improve policy performance on investing in people
•Improve policy performance in economic freedom

•Enhance MCA model recognition and support in the international community
•Enhance MCC country partnership

•Minimize the administrative costs of developing and implementing MCC compacts compared to the total value of
compacts
•Address and close Inspector General recommendations within agreed upon timeframes
•Achiieve high level of staff effectiveness and satisfaction.

The updates to the objectives (1) reflect a closer alignment to MCC’s four strategic goals; (2) are
more directly attributable to MCC, or within MCC’s control to achieve; and (3) are measureable
and achievable within the fiscal year. For example, the objectives of Strategic Goal #1 measure
the inputs and outputs across compact program sectors—roads, irrigation, agriculture, and rural
development. This new approach simplifies the data collection process so that performance data
can be readily obtained, measured, analyzed, and reported.
Details of MCC’s performance results will be provided in the Annual Performance Report
(APR), which will be available on the agency Web site at www.mcc.gov on February 4, 2010.
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HOW MCC MEASURES PERFORMANCE
MCC starts tracking performance on processes and outputs at the beginning of a compact’s term
and then continues to track high level outcomes and impacts at the end of the compact term, to
concretely assess how compact activities have affected poverty and economic growth.
As a Federal agency, MCC is committed to the principles of performance measurement
mandated under GPRA and applies this same focus to results for its compact programming.
MCC monitors progress towards compact results on a regular basis using performance indicators
that are specific to its Monitoring & Evaluation (M&E) Plan. The M&E Plan specifies indicators
at all levels so that progress
towards final results can be

CORE SECTORS RESULTS FY 2009 QUARTER 3

tracked at every step.
Sector

Measure

Target

Results

Agriculture

Loan Value

$14.6 – 17.8M

Met

Farmers Trained

59K – 73K

Met

Contract Value

$377 – 461M

Met

Kilometers Contracted

1,182 – 1,445

Not Met*

MCC measures the inputs and
outputs, processes, and

Roads

outcomes across a compact’s
core sectors.

By FY 2009 quarter 3, MCC
met all of its targets except for
projects in roads (kilometers
contracted) and irrigation

Irrigation

Contract Value

$80.5 - 98.3M

Not Met*

(contracts awarded), for which
data is still being compiled.

* Target not met as of FY 2009 Q3.
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Exhibit 11: MCC Sector Activities in FY 2009

The following are highlights of MCC’s performance results for FY 2009 in three key sectors:
agriculture, roads, and irrigation.

These three sectors (Transportation – Roads, Agriculture – Other, Agriculture – Irrigation)
account for 48 percent of MCC’s activities (see Exhibit 11) and their effect is most beneficial to
our partner countries to build capacity and promote development.
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Agriculture Projects Results: MCC exceeded the “number of farmers trained” target by
training 87,677 farmers by the 2nd quarter of FY 2009. MCC also exceeded the “value of
agricultural and rural loans” target by awarding $29 million in agricultural and rural loans.
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Roads Projects Results: MCC seeks to help countries improve competitiveness and reduce
obstacles in moving goods and products to markets. As of the 2nd quarter of FY 2009, MCC
exceeded its target by signing over $462 million in contracts for road works; however, MCC had
not achieved the target of kilometers of road works signed and under contract.

Agency Financial Report

Page 36

Millennium Challenge Corporation

FY 2009

Irrigation Projects Results: MCC’s performance in this sector is constantly monitored and
progress is still being compiled. MCC has $12.2 million in work contracted as of 2nd quarter FY
2009.

The composite tables above provide an overview of actual results in countries where compact
and threshold agreements are being implemented. This new approach provides for greater
transparency and better accountability of the work performed. MCC plans to provide similar
types of reporting for education, sanitation, and other sectors in the following quarters when data
becomes available. In addition, this data is available on the MCC Web site via user friendly
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spreadsheets that are updated on a quarterly basis. The achievement in these sectors satisfies the
requirements for Strategic Goal #1.
FY 2009 has seen major political difficulties among countries that were the first participants in
MCC compact programs. Political instability in Madagascar led MCC to terminate its compact
prematurely in March 2009. Disputes over manipulation of election results in Nicaragua raised
significant concerns with MCC’s Board; in June 2009, the Board suspended specific activities
and withdrew funding for the remainder of the compact. Honduras and Armenia also have seen
a loss of funding due to political tensions. All of these developments made it more difficult for
MCC to attain the objectives under Strategic Goal #2. However, MCC continues to follow the
principles that have produced much of its success in the development assistance arena: good
policy performance, tangible results, and country ownership. To that end, control of corruption
remains a significant priority for MCC. In partnership with MCC, countries such as Paraguay
and Malawi continue to improve policies by enacting stronger anti-corruption laws,
strengthening oversight institutions, opening up the public policy-making process to greater
scrutiny, and increasing investigations and prosecutions focused on corruption offenses.
Overall, most of MCC’s partner countries have improved their policy environment as measured
by MCC performance indicators (details will be provided in the APR report in February 2010)
and these highlighted measures enacted by our partner countries.

Agency Financial Report

Page 38

Millennium Challenge Corporation

•

FY 2009

In October 2009, Benin National Assembly passed new modernized codes of
procedures in commerce and administration; construction activities of nine new
courthouses are underway for the $34 million Access to Justice Project of the MCABenin Compact. The revised codes are now in line with recommended African Law
business practices.

•

Albania’s new enhanced procurement mechanisms in both the public and
private sector are making the process of doing business with the government more
transparent. Business registrations (18,000) recorded in one year through the new
National Registration Center system more than double the average of 7,357 per year.

•

In Burkina Faso, more than 17,000 students have been enrolled in schools
funded by MCC’s $12.9 million Threshold program. The program included the
construction of more than 132 three-room schools in 10 of the country’s poorest
provinces, teacher training, the construction of houses for children and literacy education
for the mothers of the children.

•

Malawi’s $20.9 million Threshold program is helping fight corruption through
the creation of effective legislation and strengthening the judiciary and independent
media, and expanding civil society organization’s oversight role.

•

At the beginning of FY 2009, Tanzania concluded a program that revealed
more than 633 corruption related stories which led to formal investigations,
administrative sanctions, and prosecutions.
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MCC obtained these results because of several key measures implemented during the last fiscal
year and continued in FY 2009.
MCC worked diligently in FY 2009 to fulfill the objectives of Strategic Goal # 3. During FY
2009, MCC teamed up with several international players to improve operational effectiveness.
The organization’s effort to enhance its MCA model recognition is gaining a broad range of
support in the international community. In October 2009, MCC and the Ministry of Foreign
Affairs (MFA) for the Government of Denmark signed a memorandum of understanding to
increase cooperation between MCC and MFA. The agreement, which is available on
www.mcc.gov, called for the parties to:
•

Support collaboration and share early lessons, best practices, and operational tools on
climate change and gender equality, and their integration into partner country program
to achieve sustainable economic growth

•

Identify opportunities for private sector and partner country program operation. They
also will share analysis and information on programs that enhance their support for
private sector development and on potential for complementary investments,
particularly in the area of agribusiness.

•

MCC and MFA will make available information on indicators used in assessing country
performance and the methodology used for country eligibility.

•

Seek to share their knowledge resources regarding impact evaluations strategies,
methodologies, and studies.

In November 2009, MCC signed an agreement with Agence Française de Development to
increase international development coordination between the two agencies and to make poverty
reduction efforts more effective in Africa and throughout the developing world. It is also a
signal of both agencies’ commitments to the ideas in the Paris Declaration on Aid Effectiveness.

Agency Financial Report

Page 40

Millennium Challenge Corporation

FY 2009

In December 2009, MCC signed an agreement with the United Nations World Food Program
(WFP) to coordinate efforts of the two organizations to reduce poverty and improve food
security. The agreement calls for the two organizations to build a framework to alleviate poverty
and improve food security in three major areas:
•

Agricultural production, markets, and food security;

•

Food security and poverty reduction policy; and

•

Integration of gender policies, HIV/AIDS prevention in agricultural activities.

MCC has significantly enhanced its image with other major international organizations. In
February 2009, the Senior Vice President of Oxfam America (an international relief and
development organization) commented at a public forum on foreign assistance and economic
development that “the change in orientation of development assistance brought by MCC will
have a lasting impact on reducing poverty from the ground up.”
In March 2009, Transparency International – USA (TI – USA) welcomed MCC’s publication of
its policy on Preventing, Detecting, and Remediating Fraud and Corruption in MCC Operations.
TI – USA recognized MCC’s leadership within the development assistance community in
articulating a comprehensive policy and calls for prompt implementation.
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For additional information on MCA’s and their operations, please see the Web links below.
MCA Online
Country

MCA
MCA
Armenia

Web Link
www.mca.am

MCA
Benin

www.mcabenin.bj

MCA
Burkina Faso

www.mcc.gov

MCA
Cape Verde

www.mca.cv

MCA
El Salvador

www.mca.gob.sv/fomilenio

MCA
Georgia

www.mcg.ge

MCA
Ghana

www.mida.gov.gh

MCA
Honduras

www.mcahonduras.hn

MCA
Lesotho

www.mcc.gov

MCA
Madagascar

www.mcamadagascar.org

Armenia

Benin

Burkina Faso

Cape Verde

El Salvador

Georgia

Ghana

Honduras

Lesotho
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Madagascar
MCA
Mali

www.mcamali.org

MCA
Mongolia

www.mca.mn

MCA
Morocco

www.mcc.gov

MCA
Mozambique

www.mcc.gov

MCA
Nicaragua

www.cuentamillenio.org.ni

MCA
Namibia

www.mca.gov.na

MCA
Senegal

www.mcc.gov

MCA
Tanzania

www.mca-t.go.tz

MCA
Vanuatu

www.governmentofvanuatu.gov.vu/mca-vanuatu

Mali

Mongolia

Morocco

Mozambique

Nicaragua

Namibia

Senegal

Tanzania

Vanuatu
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F INANCIAL S ECTION
In accordance with the OMB Circular A-136, Financial Reporting Requirements, MCC’s
financial statements are in the appropriate form and content for FY 2009. The tables below
outline the following financial statements:


Balance Sheets;



Statements of Budgetary Resources;



Statements of Net Cost;



Statements of Changes in Net Position;



Notes to Financial Statements; and



Independent Auditor Reports of the MCC’s Financial Statements, Internal Controls, and
Compliance for the period ending September 30, 2009 and 2008.
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BALANCE SHEETS
FY 2009

FY 2008

Assets
Intra-Governmental
Fund Balance with Treasury (Note 2)

$6,655,511,983

$6,546,857,481

6,474,444

9,485,386

6,661,986,427

6,556,342,867

90,363

54,672

6,953,153

8,127,205

32,422,386

33,093,266

$6,701,452,329

$6,597,618,010

Accounts Payable (Note 1F)

229,546

4,973

Contributions and Payroll Taxes Payable

467,304

376,093

Total Intra-Governmental

696,850

381,066

35,751

0

56,026,101

35,343,643

7,196,040

6,444,041

$63,954,742

$42,168,750

$6,632,548,466

$6,548,610,190

4,949,121

6,839,070

Total Net Position

$6,637,497,587

$6,555,449,260

Total Liabilities and Net Position

$6,701,452,329

$6,597,618,010

Advances (Note 5)
Total Intra-Governmental
Accounts Receivable, Net (Note 3)
General Property, Plant, and Equipment, Net (Note 4)
Advances (Note 5)
Total Assets
Liabilities
Intra-Governmental

Federal Employee and Veteran Benefits Payable
Accounts Payable (Note 1F)
Accrued Funded Payroll Liabilities
Total Liabilities
Net Position
Unexpended Appropriations – Other Funds
Cumulative Results of Operations – Other Funds

The notes are an integral part of these financial statements.
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STATEMENTS OF BUDGETARY RESOURCES
FY 2009

FY 2008

Budgetary Resources
Unobligated Balance – Beginning of Period

$962,304,024

$2,256,142,503

1,029,114

504,898

875,000,000
(679,000)

1,557,000,000
(10,810,404)

0

(70,611,700)

$1,837,654,138

$3,732,225,297

$1,050,551,545

$2,769,921,274

56,176,028

780,796,905

730,926,565

181,507,118

$1,837,654,138

$3,732,225,297

$5,583,344,174

$3,287,907,145

Obligations Incurred

1,050,551,545

2,769,921,274

Gross Outlays

(764,670,301)

(473,979,346)

(1,029,114)

(504,898)

$5,868,196,304

$5,583,344,174

$764,670,301

$473,979,346

Recoveries of Prior Years Obligations
Budget Authority:
Appropriations
Nonexpenditure Transfers, Net, Anticipated and Actual
Permanently Not Available (Note 8)
Total Budgetary Resources
Status of Budgetary Resources
Obligations Incurred
Direct
Unobligated Balance Available
Unobligated Balance Not Available
Total Status of Budgetary Resources
Change in Obligated Balance
Obligated Balance, Net – as of October 1, 2008
Unpaid Obligations, Brought Forward, October 1

Recoveries of Prior Year Unpaid Obligations, Actual
Obligated Balance, Net – End of Period
Unpaid obligations
Net Outlays
Gross Outlays

The notes are an integral part of these financial statements.
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STATEMENTS OF NET COSTS
Program

FY 2009

FY 2008

Program Costs (Note 7)
Compact
Gross Costs

$533,740,058

$226,498,265

0

0

533,740,058

226,498,265

15,693,976

9,768,972

0

0

15,693,976

9,768,972

120,372,199

118,903,902

0

0

120,372,199

118,903,902

28,922,102

17,338,771

0

0

28,922,102

17,338,771

3,792,544

2,304,181

0

0

3,792,544

2,304,181

91,746,536

85,782,157

0

0

91,746,536

85,782,157

Program Costs – Net of All Programs

$794,267,415

$460,596,248

Net Costs of Operations

$794,267,415

$460,596,248

Less: Earned Revenue
Net Program Costs
609 (g) Programs
Gross Costs
Less: Earned Revenue
Net Program Costs
Threshold Programs
Gross Costs
Less: Earned Revenue
Net Program Costs
Due Diligence Programs
Gross Costs
Less: Earned Revenue
Net Program Costs
Audit
Gross Costs
Less: Earned Revenue
Net Program Costs
Administrative
Gross Costs
Less: Earned Revenue
Net Program Costs

The notes are an integral part of these financial statements.
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STATEMENTS OF CHANGES IN NET POSITION
FY 2009

FY 2008

Cumulative Results of Operations
Beginning Balances

$6,839,070

Adjustments

$7,395,351
(1,671,357)

Beginning Balance, as Adjusted

6,839,070

5,723,994

$790,382,685

$460,060,774

205,266

0

1,789,515

1,650,550

792,377,466

461,711,324

(794,267,415)

(460,596,248)

Net Change

(1,889,949)

1,115,076

Cumulative Results of Operations

$4,949,121

$6,839,070

$6,548,610,190

$5,536,714,361

0

(3,621,292)

(39)

0

$6,548,610,151

$5,533,093,069

$875,000,000

$1,557,000,000

(679,000)

(10,810,404)

0

(70,611,700)

(790,382,685)

(460,060,774)

83,938,315

1,015,517,122

Total Unexpended Appropriations

$6,632,548,466

$6,548,610,190

Net Position

$6,637,497,587

$6,555,449,260

Budgetary Financing Sources
Appropriations Used
Other Financing Sources
Donations and Forfeitures of Property (Note 1P)
Imputed Financing
Total Financing Sources
Net Cost of Operations

Unexpended Appropriations
Beginning Balance
Adjustments
Correction of errors
Beginning Balance, as Adjusted
Budgetary Financing Sources
Appropriations Received
Appropriations Transferred In/Out
Other adjustments (Note 8)
Appropriations Used
Total Budgetary Financing Sources

The notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS (AS OF SEPTEMBER 30, 2009)
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 A-136, Financial Reporting Requirements, for form and content and in
accordance with Section 613 of the Millennium Challenge Act of 2003, as amended, and
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, the Secretary of the Treasury, and the Government
Management and Reform Act of 1994.
MCC’s accounting policies conform to and are consistent with Generally Accepted
Accounting Principles for the Federal Government, as promulgated by OMB and
prescribed by the Federal Accounting Standards Advisory Board.
MCC’s principle financial statements are:
 Balance Sheet;
 Statement of Net Cost;
 Statement of Budgetary Resources; and
 Statement of Changes in Net Position.
Financial statement footnotes are also included and considered an integral part of the
financial statements.
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 environments. Assistance is intended to 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. MCC has attained total appropriations of $875 million and $1.557 billion in
FY 2009 and FY 2008, respectively. OMB apportions MCC administrative funds on an
annual basis pursuant to statutory limitations in the appropriations bill. In addition, MCC
receives from OMB a separate apportionment of funds for administrative and audit
oversight, compact programs, due diligence programs, 609(g) programs and threshold
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programs. MCC does not have any earmarked funds. Because of the no-year status of
MCC appropriations, unobligated administrative, audit, and due diligence funds
(apportioned on annual bases) 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 at the beginning of the subsequent fiscal year.
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 Sheet, Statement of Net Cost, and Statement of Changes in
Net Position are prepared on the accrual basis. The Statement of Budgetary Resources is
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 in Treasury accounts. The Department of the 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 nonFederal entities for goods and services received by MCC, but not paid at the end of the
accounting period. In order to appropriately depict a comparable analysis of FY 2008
activity, MCC reclassified its Federal accounts payable balances separately from its nonFederal balances. Accounts payable reported at the end of FY 2009 were $56 million
(non-Federal) and $230K (Federal) and at the end of FY 2008 were $35.3 million (nonFederal) and $5K (Federal).
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 occupational disease, and beneficiaries of employees whose
deaths are attributable to a job-related injury or occupational disease.
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.
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MCC incurred no FECA liabilities during FY 2009 and FY 2008.
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. Annual leave is funded
from current appropriations. 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 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. MCC adjusted the FY 2009 beginning balance for unexpended
appropriations by $39 to account for an error correction.
J. FINANCING SOURCES
Per note 1.C, 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
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.
For those employees covered by FERS, MCC contributes 11 percent of their gross pay
toward retirement. Employees are also allowed to participate in the Federal Thrift
Savings Plan (TSP). For employees under FERS, MCC contributes an automatic one
percent of basic pay to TSP and matches employee contributions up to an additional four
percent of pay, for a maximum MCC contribution amounting to five percent of pay.
Employees under CSRS may participate in the TSP, but will not receive either MCC’s
automatic or matching contributions.
As of the end of FY 2009, MCC made retirement contributions of $116,000 to CSRS,
$2.58 million to FERS, and $1.01 million to TSP.
L. USE OF ESTIMATES
The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of

Agency Financial Report

Page 51

Millennium Challenge Corporation

FY 2009

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.
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 $2,500 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. 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 preCompact 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
funds. MCC received and deposited $213,000 and $1.61 million in interest remittances
as of September 30, 2009 and 2008, respectively. This reduction of interest remittances
is due to the full implementation of ITS with all MCC partner countries.
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 September 30, 2009 was $205,266. MCC did not utilize donated
services for FY 2008.
Q. TRANSFERS WITH OTHER FEDERAL AGENCIES
MCC is 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
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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, apportionments are derived.
MCC allocates funds, as the parent, to USAID. In FY 2009 and FY 2008, MCC
transferred budgetary authority of $33 million and $110 million, respectively, to USAID
to administer Threshold and Compact programs. 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 and
Compact programs. Since FY 2008, these administrative fee transfers are not reported
back to MCC.
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 theses balances in the
Fund Balance with Treasury. The general fund line items on the Balance Sheet for
September 30, 2009 and 2008 consisted of the amounts presented in Exhibit 13. The
status of the general fund balances is summarized by obligated, unobligated and NonBudgetary fund balances in Exhibit 14.
Exhibit 13: Fund Balance with Treasury as of September 30
September 30, 2009
(in thousands)

September 30, 2008
(in thousands)

General Funds

$6,655,512

$6,546,857

Total

$6,655,512

$6,546,857

Fund Balances

Exhibit 14: Status of Fund Balance with Treasury as of September 30
September 30, 2009
(in thousands)
Status of Fund Balance with Treasury
Unobligated Balance
Available
Unavailable
Obligated Balance
Non-Budgetary FBWT
Total

September 30, 2008
(in thousands)

$56,176
730,927

$782,006
181,507

$5,868,196

$5,583,344

213
$6,655,512

$6,546,857

NOTE 3—ACCOUNTS RECEIVABLE, NET
Accounts receivable reflect overpayments of payroll, travel and other MCC current and
former employee expenses. It also reflects substantiated disallowed MCA expenditures.
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MCC does not record an allowance for doubtful accounts as these expenses are deemed
wholly collectible. Total receivables as of the end of FY 2009 and FY 2008 were
approximately $90,000 and $55,000, respectively.
NOTE 4—GENERAL PROPERTY, PLANT AND EQUIPMENT (PP&E), NET
MCC’s PP&E costs are the associated leasehold improvements made to its leased office
space. MCC has made significant leasehold improvements to its office space and
amortizes the improvements based on the in-service (invoice) date of the improvement.
Amortization on that in-service improvement is calculated on a quarterly basis. The cost
of these improvements for both FY 2009 and FY 2008 was $10.9 million. Accumulated
depreciation was approximately $4.0 million and $2.8 million, respectively. The current
book value is $6.95 million and $8.1 million for the periods ending September 30, 2009
and 2008, respectively. The useful life of the improvements is based on the lease terms:
ten years for the Bowen building lease and eight years for the City Center building lease.
MCC’s capitalization threshold for all other general property, plant and equipment must
have an original cost of $50,000 or more and an estimated useful life of five or more
years. MCC’s software capitalization threshold defines a capitalized asset that has an
original cost of $200,000 or more and an estimated useful life of five years or more and
the information technology infrastructure capitalization threshold defines a capitalized
asset as having an original cost of $200,000 or more and an estimated useful life of three
years or more. These Thresholds reduce MCC’s administrative costs associated with
accounting for PP&E, and result in increased operational efficiency.
NOTE 5—ADVANCES
Advances reflect amounts provided to Compact countries and other Federal agencies in
accordance with formal Compacts or inter-agency agreements. In order to appropriately
depict a comparable analysis of 2008 activity, MCC reclassified its Federal advances
separately from its non-Federal balances. MCC reported $38.9 million ($6.5 million,
Federal and $32.4 million, non-Federal) and $42.6 million ($9.5 million, Federal and
$33.1 million, non-Federal) in advances as of September 30, 2009 and 2008, respectively.
NOTE 6—LEASES
MCC leases office space in two adjacent locations in Washington, 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 (1) corporate vehicle (through May 31, 2010) and
for eighteen (18) office copier machines (through January 31, 2012) utilized in both
buildings. The future lease payments due are depicted in the Exhibit 15 below.
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Exhibit 15: Operating Leases

Future Lease Payments Due (in dollars)
Fiscal Year

Bowen

City Center

Total

FY 2010

5,557,542

1,889,524

7,447,066

FY 2011

5,613,117

1,942,376

7,555,493

FY 2012

5,669,249

1,942,376

7,611,625

FY 2013

5,725,941

1,942,376

7,668,317

FY 2014

5,783,201

1,995,229

7,778,430

FY 2015

5,841,033

1,995,229

7,836,262

$34,190,083

$11,707,110

$45,897,193

MCC Copiers

Total

Total Future Lease Payments

Future Lease Payments Due (in dollars)
Fiscal Year

MCC Vehicle

FY 2010

5,009

55,821

60,830

FY 2011

0

55,821

55,821

FY 2012

0

55,821

55,821

$5,009

$167,463

$172,472

Total Future Lease Payments

NOTE 7—INTRAGOVERNMENTAL COSTS AND EXCHANGE REVENUE
The Statement of Net Cost reports the MCC’s gross cost less earned revenues to arrive at
net cost of operations. Costs have been illustrated by MCC funded programs. Exhibit
16 shows the value of exchange transactions between MCC and other Federal entities, as
well as non-Federal entities. Intra-governmental costs relate to transactions between the
MCC and other Federal entities. Public costs relate to transactions between the MCC and
non-Federal entities. MCC does not have any exchange revenues.

Compact

609(g)

Threshold

Due Diligence

Audit

Administrative

Exhibit 16: Intra-governmental Costs and Exchange Revenue (in thousands)

FY 2009
Total
(in
thousands)

16

-

5,683

6,601

2,022

14,512

28,834

19,089

Public

533,724

15,694

114,689

22,321

1,771

77,234

765,433

441,507

Total Program

$533,740

$15,694

$120,372

$28,922

$3,793

$91,746

$794,267

$460,596

IntraGovernmental
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NOTE 8—ADJUSTMENTS TO BEGINNING BALANCE OF BUDGETARY RESOURCES
At the beginning of FY 2008, $12.6 million of amounts appropriated under the Foreign
Operations, Export Financing and Related Programs Appropriations Act were rescinded.
The rescission was part of the across-the-board rescission enacted for FY 2008. MCC
was also subject to a mid-fiscal year 2008 rescission of $58 million. MCC was not
subject to any rescissions in FY 2009.
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
for FY 2008 and the FY 2008 actual data reported in the President’s 2010 budget
submission. Fiscal year 2009 actual data will be published in February 2010 within the
2011 Budget of the United States. No material differences were noted.
NOTE 10—UNDELIVERED ORDERS AT THE END OF THE PERIOD
Exhibit 17 presents Undelivered Orders, paid and unpaid, as of September 30, 2009 and
2008.
Exhibit 17: Undelivered Orders
Undelivered Orders
Administrative

2009
27,268,537

2008
27,302,437

Audit

1,131,689

2,180,340

609(g)

42,422,624

25,349,832

Due Diligence

60,123,947

49,203,177

5,563,885,135

5,242,750,204

148,518,787

238,174,754

$5,843,350,719

$5,584,960,744

Program
Threshold
Total

NOTE 11—RECONCILIATION OF NET COST OF OPERATIONS TO BUDGET
Exhibit 18 reconciles 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. This exhibit illustrates the reconciliation of Net Cost of
Operations to Budget.
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Exhibit 18: Reconciliation of Net Cost of Operations to Budget
Resources Used to Finance
Activities

Program Costs

Budgetary Resources Obligated
Obligations Incurred
Recoveries of prior year unpaid
obligations
Other financing resources

1,050,551,545

1,994,782
1,051,517,213

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

(258,466,266)

Net Cost of Operations

794,267,415

(1,029,114)

Total resources used to finance
activities

Total components of net cost of
operations that will not require or
generate resources

Gross Costs

Less: Earned Revenue

-

1,216,468

$794,267,415

Net Cost of Operations
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S UMMARY OF F INANCIAL S TATEMENT AUDIT AND MANAGEMENT
AS S URANCES
In accordance with the requirements of OMB Circular A-136, MCC is required to prepare a
summary of its financial statement audit. The FY 2009 Independent Auditor’s report cited one
material weakness in MCC’s controls over mission activities and support. MCC resolved its FY
2008 material weakness. Exhibit 19 provides a summary of the status of MCC Financial
Statement Audit Material Weaknesses.
Exhibit 19: Summary of Financial Statement Audit
Audit Opinion

Unqualified

Restatement

No

Material Weaknesses

Beginning
Balance

New

Resolved

Consolidated

Ending
Balance

Quality Control Over
Financial Reporting
Controls over Mission
Activities and Support
Total Material
Weaknesses

1

-

1

-

0

0

1

-

-

1

1

1

1

-

1
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