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MEMORANDUM
 

DATE: 	 February 28, 8 

FROM: 	 Richard C. Thabet, RG/A/Nairobi
 

SUBJECT: 	Memorandum Report On USAID/Kenya's Need For A Trust
 
Fund, Audit Report No. 3-615-86-6
 

TO: 	 Mr. Charles Gladson, Director, USAID/Kenya
 

This report presents the results of our review on the need to
 
establish a trust fund to finance local currency costs of
 
USAID/Kenya's Operating Expense Budget.
 

BACKGROUND
 

In 1976, the Agency (AID) established the Operating Expense
 
Account as a distinct budget category for internal management
 
purposes. This separate account was created to provide better
 
financial control and to facilitate separating the costs of
 
AID's basic operating functions from those costs directly
 
aELociated with programs. Operating expenses are used to pay
 
the salary costs of USAID/Kenya local national employees and
 
the support costs which include rents, utilities, furnishings,
 
equipment, in-country travel, supplies and services obtained
 
locally.
 

USAiL/Kenya oversees the operating expense budqet and provides
 
parti.al support to employees of the Regional Economic
 
Development Services Office, the Regional Financial Management
 
Center, USAID/Kenya, the Regional Inspector General's Office,
 
and the Regional Housing Office (RHUDO). RHUDO also receives
 
operating funds from program sources. In this report we use
 
the term USAID/Kenya to include all Agency operations in Kenya
 
including the regional offices named above.
 

AUDIT OBJECTIVE AND SCOPE
 

The objective of this audit segment was restricted to
 
addressing the establishment of a trust fund to finance certain
 
USAID/Kenya operating ana support costs. Thus, local currency
 
generated by Commodity Import Programs (CIP) would be
 
substituted for appropriated dollars.
 

The field work was done between March and June 1985. We
 
interviewed employees and reviewed records at USAID/Kenya. We
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also communicated with six other USAIDs to determine whether
 
they were making use of trust funds. During the period from
 
October 1, 1981 to September 30, 1984 a total of $18.6 million
 
in operating expenses was obligated. This report discusses the
 
feasibility of financing annual costs of approximately $1.3
 
million. Our audit was made in accordance with generally
 
accepted government auditing standards.
 

RESULTS OF AUDIT
 

At the time of our review, USAID/Kenya had not established a 
trust fund to pay operating costs with local currency generated 
from AID non-project assistance. The Foreign Assistance Act of 
1961, as amenoed, (FAA) requires the recipient country to 
establish a Special Account and make available no less than 10 
percent of generated funds for requirements of the U.S. 
Government. At the time of our review, USAID/Kenya had not 
opened negotiations for a trust fund because they believed t.hat 
the Government of Kenya (Government) would oppose it. 
Consequently, appropriated funds estimated at $1.3 million 
annually were spent for operating expenses. These expenses 
might have been financed with local currency generations, if 
the GOK approved and funded an operating expense trust fund. 

AID provides non-project assistance, in the form of commodities
 
financed through CIP and Public Law 480, to many countries.
 
When provided on a grant basis, this type of assistance usually
 
generates local currency funds used for different purposes.
 
Two pertinent sections of the FAA are particularly relevant.
 

According to parts of Section 609 of thn FAA, "...in cases
 
where any commodity is to be furnished on a grant basis under 
chapter 4 o1 part I under agreements which will result in the 
accrual of proceeds to the recipient country from the sale 
thereof, the President shall require the recipient country to 
establish a Special Account, and (1) deposit in the Special 
Account, under terms and conditions as mnay be aqreed upon, 
currency of the recipient country in amoaunts equal to suc:i 
proceeds; (2) make available to the United State Government 
such portion o tie Special Account i. ye e i teor mind uy t .e 
Presiaent to be necessary [~or the rpuu 1remeritS...5UC. partion 
shall not be le :3 thain I0 per centur ... .ni, (3) utilize t:.e 
remainder... or proyrams agreed to by the Unitec: Staten 
Government... " (Underscore added) . 

Sub-paragraph (h) Section 636, ot the FAA. states that "...the 
President shall take all appro__r iato n-tej) to assure that, to 
the MaXiii n extent ,,;2 lule , (1) coLInt: e;; rcoeivin(i _ :;_. stanc. 
under this Act contr ibutu locaul. t 0) mo ot tr.. co.onci cost 
contractual an( otuiir ,;oerv ici2.; ru:' l ea i 111 con, ,unIction wi%,,i
such Prograns, and (2) toreign currunc i~owneu y tThuni£fl 
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States are utilized to meet the costs of such contractual and
 
other services" (Underscore added).
 

Thus, when non-project assistance agreements are concluded with
 
host governments, local currency generated under these
 
agreements, can be used to pay certain Agency operating
 
expenses. For example, the CIP is often funded on a grant
 
basis with appropriated dollars. The appropriated dollars are
 
used to pay U.S. suppliers for commodities, equipment, and/or
 
machinery which are exported to a recipient country. Within
 
the recipient country, the equivalent of the U.S. dollar
 
disbursements is generatea as local currency. Since the
 
program, in this example, is on a grant basis, a host
 
government uses part of the locally generated currencies on AID
 
approved development projects. Likewise, a minimum of 10
 
percent of locally generates currencies shoula be used to pay
 
certain AID operating and support costs such as rents,
 
maintenance, in-country travel, and 3ocal salaries.
 

As a result of appropriated fund constraints, the Agency
circulated, on February 15, 1985, a worldwide cable (State 
046714) which reflected the Fiscal Years 1985 and 1986 
operating expense funding levels and urged missions to reduce 
appropriateo funa requirements. In part, it stated that "All 
missions that do not have trust fund arrartgements with the host 
country should initiate a serious aialogue tor obtaining such 
funds. As a minii-ium, any country having Cash Transfers or CIP 
Grants should be proviucing t.rust funas to Support a portion of 
our operating expense local currency costs...." 

Six countries within RIG/A's area o aunit responsibilities had 
signed trust funa agreel.ents with the respective U.SAI Ds whereby 
a perceritage or fixed amount of the locally generated 
currencies is provided to pay tor certain cos;ts. However, at 
the time ot our audit, USAID/Kenya had not negotiated a trust 
Lund agreement with the Government. U.SAI)/Kc:iya ot ticials told 
us that th1ey haa not purS uea the matter becaIu.e they bel ieved 
that Kenyan ol1. icial; wouoa oppose uch an arrangement. 

USAID/Kenya e.stimateal that the Comimodity liiport and Fe rtilizer 
Programs, which were siqrne, (IUl'ill( Fmj:;caJ Ycirs; 1984 and 1985, 
will generate the local currency (,qu iVaLdeCt 0 $53 .0 :111 io. 
We identili a cos;t; totalling about $1.0 nillion wh ich had boon 
paia with appropriatod I t1und;. Thu,,,, co.;t! could haivc bee1 pa id 
wita local currenciec had U.;AID/K(.-nya neot ialted a trunt 1fund 
agreement. 'hIIey 1Nc 1 tldf -d ;tiC.ItI i t em 'I.- l oca l. it 1a r i e., 
overt inc, local health i n;ura nce, I;evereli*ce pay, r c.l1tal1, 
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repairs, utilities, and local contracts. Thus, USAID/Kenya's

failure to negotiate such an agreement resulted in the
 
expenditure of limited appropriated funds. The successful
 
negotiation of an 
accord will alleviate certain constraints in
 
appropriated funds.
 

On March 20, 1985, we advised USAID/Kenya that, if a trust fund
 
was negotiated with the GOK, appropriated U.S. dollars could be
 
saved. Our draft report, submitted to USAID/Kenya in August

1985, made this a formal recommendation.
 

Negotiations were initiated in December 
1985 as part of the
 
Fiscal Year 1986 Commodity Import Program. The records show a 
number of meetings held between USAID/Kenya and the Government 
covering the procedures and mechanics of the trust fund. For 
example, at the initial stages, the Government did not quit,!
understand how the trust fund worked. After the appropriate
explanations werCe made, the Government expressed basic 
agreement with the procedures. in a ineeting hela on February
21, 1186, the first topic of discussion was the trust fund 
agreement. The Governmont representative stated that they 
unaers tooo tle All) position regarding tile estahliishuent of a 
trust fund into which counterpart Shilling:s woUld be deposited
to be used to cover the admini.- trative costs of bilateral 
mission. Thellhy 1:ca]ii zeuu that it was a conit ion to tie sign ing
of toe ESIP ag r,(.,iLiilt and (Aid not anticipate any difficulties
obtain i ngj ci ear inces for such an agrecement. Accordingly, we
have amended our original recommendation as follows. 

REC OMM :N DAT l ON 

We reconmihend that USAID/Kenya conclude negotiations with the
Governm(nt of KRnya on tile estab ]ishuiment of a trust fund to
 
cover local cur rency operiltinrg expense.
 

In reslpondi ng to our draft report, the Diirector, USAID/Kenya
agreed wi th oul r ecormenda t ion. As s ta ted previously,
negotiations with the Governunent of Kenya were progressing
sati.cla:ctori.ly at the time this report was released. According

USA]to a S ,/A (,r'a Of icjil , an mtat(,d $1.3 mi ll ion in 
operat i r(,. (-X!EII f:: wi21 be 1. nrneI t(j J.L (il cu IIfncy tru..t 
f unis. 

The OfI i c. il I( louhiI llpct.or G-nral For Audit in Nairobi 
bel ie-ve.:. that U8.;AI b /lc-nya I.; (-I I or t! to negotiate a tAU ust fund 

(mq . t to COV,' I (,I] ('Ll'urL ncy (,e)(-iting eXpense are [Lilly 
re ;]joniv( t.o Our I ( 0lI1'n ldiati(ol. ]lowuver, th is r'c-OIIm(lndatiol
will rem;wij n opn until ;LIc an agi(.eue nLt has,; been lilnalized. 
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We would appreciate written notice within 30 days of any
 
additional information related to action planned or taken to
 
implement the recommendation.
 



APPENDIX A
 

List of Report Recipients
 

No. of Copies
 

USAID/Kenya 5 

Assistant Administrator, Bureau For Africa (AA/A) 1
 

Assistant to the Administration for Management (AA/M) 2 

AFR/EA 1 

AFR/Controller 1 

Bureau tor External Affairs (AA/XA) 1 

Office of Legislative Affairs (LEG) 1 

OPA 2 

Office of General Consel (GC) 1 

Office of Financial Management (M/FM/ASD) 2 

PPC/Ci)I 1: 3 

IG 
 1
 

DIG/A 
 1 

IG/PPO 1 

IG/EMS/C&R 12 

AIG/I1 1 

IG/.C 1
 

IIC/Ii 
 1 

OtLhr I(G/As 1 


