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EXECUTIVE SUMMARY
 

Introduction
 

In recent years, Somalia's economy has been characterized by
 
rapidly increasing budget deficits, sharply rising prices and
 
severe balance of payments difficulties. This has led to a
 
critical loss of foreign exchange reserves and an inability to
 
sustain a level of imports essential to development.
 

In consideration of these problems, AID, on May 20, 1982,
 
entered into a grant agreement with the Government of the
 
Somali Democratic Republic (GSDR). The original gran. was for
 
$15 million. Amendment No. 1, dated September 8, 1982,
 
increased the funding to $18.5 million. The grant is to be
 
utilized through a Commodity Import Program (CIP) to provide
 
short-term balance of payments relief through the financing of
 
imports critical to the productivity of the Somali economy.
 

As of September 30, 1983, $18.5 million had been obligated for
 
this grant. Letters of Credit (L/Cs) totalling about $17.9
 
million had been opened. Local currency generated from these
 
L/Cs totalled about Somali Shillings (Sh.) 280 million. A
 
follow-on grant, 
August 28, 1983, 
this grant. 

referred 
for $16 mi

to 
llio

as 
n. 

CIP 
No L

No. 
/Cs h

2, 
ave 

was 
been 

signed 
opened 

oil 
for 

Purpose of Review 

The purpose of our review was to determine whether (a) the GSDR
 
was using AID-provided resources effectively and efficiently,
 
(b) the program was meeting its objectives and goals as stated
 
in program documentation, (c) USAID/Somalia personnel were
 
effective in program monitorship, and (d) applicable laws and
 
regulations were being complied with.
 

Findings, Conclusions and Recommendations
 

Although the program has been successful in generating local
 
currency from the import of CIP commodities, the use and
 
control of th-se funds war-ant more positive action on the part
 
of USAID and GSDR. The report contains four recommendations
 
requiring USAID action.
 

-- USAID needed to accelerate the programming and 
implementation of projects that will i%_e CIP generated 
local currency. Unless aggressive action is taken by 
both USAID and GSDR local currency generations could 
remain stagnant, thus delaying the utilization of these 
funds for development purposes. 



USAID indicated that delays in programming and implementation
 
of projects was due to time required to establish adequate
 
controls over the utilization of the funds. They also
 
mentioned that dialogue has been held with the GSDR in which
 
CIP generated funds have been earmarked in the GSDR 1984 budget.
 

We commend USAID. for these actions, but are still of the
 
opinion that USAID and the GSDR need to accelerate the
 
programming and implementation process. Unless this is
 
accomplished, CIP generated funds could remain idle for long
 
periods as has been the situation in the past.
 

For example, of the Sh. 280 million ($17.9 million) generated
 
by the CIP, about 50 percent still remained to be programmed.
 
Of the Sh. 142 million that had been transferred to projects,
 
only a small amount, less than Sh. 4 million ($.25 million),
 
had actually been spent. It is evident that more needs to be
 
done (pages 3 to 6).
 

-- The CIP program provided the importer the opportunity to
 
make windfall profits. We found that in some cases
 
private importers were making windfall profits of over
 
100 percent on CIP commodities. We believe these
 
profits are excessive and USAID should review this issue
 
with the GSDR to determine if a higher rate of exchange
 
should be used for the import of CIP commodities, thus
 
generating adOditional local currency for development
 
projects.
 

Responding to our draft report, USAID stated that the major
 
emphasis of the CIP was to get the GSDR to allow the private
 
sector to be involved in the development of the country and a
 
free market system. They stated that this is slowly being
 
accomplished by the CIP and that some commodities imported
 
under the CIP have caused prices to drop drastically. They are
 
not aware of any system by which they can deal in shilling
dollar transactions at other than the legal highest rate. The
 
importer has to make a profit and though USAID is concerned,
 
they really do not see how they can cnange the system to reduce
 
profits, or if they want to. High profits are needed to
 
revitalize the private sector participation in the recovery of
 
the economy, and thereby benefit everyone, including the rural
 
poor.
 

USAID further stated that they were instituting an end-use
 
checking system, and as additional information becomes
 
available, it will be discussed with the Ministry of Finance.
 

-ii
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BACKGROUND
 

Somalia is located on the Horn of Africa with an area of 63.8
 
million hectares. The country has a population of about 4.2
 
million: 60 percent are nomads, 20 percent are settled rural
 
awellers and 20 percent are urban. In addition, as a result of
 
its conflict with Ethiopia, Somalia has a huge refugee
 
population with some 500,000 living in camps. An additional
 

estimated 300,000 - 700,000 live with kinsmen or in the
 
countryside.
 

In recent years, Somalia's economy has had rapidly increasing
 
budget deficits, sharply rising prices and severe balance of
 
payments difficulties. This has led to a critical loss of
 
foreign exchange reserves and an inability to sustain a level
 
of imports essential to development.
 

The balance of payments constraint precludes the importation of
 

items critical to increased agricultural productivity. Other
 
inputs, such as agricultural equipment and spares, construction
 
machinery, and cement remain in short supply and are similarly
 
affected by foreign exchange shortages.
 

In consideration of the Somali economic problems , and to meet 
the objectives of the U.S. economic assistance program to 

Somalia, A.I.D., on May 20, 1982, entered into a grant 
agreement with the Government of the Somali Democratic Republic 
(GSDR). The original Commodity Import Program (CIP) grant was 

for $15 million. Amendment No. 1, dated September 8, 1982, 
increased the funding to $18.5 million. The grant is to 
provide short-term balance of payments relief through the 
financing of imports critical to the productivity of the Somali 
economy.
 

As of September 30, 1983, $18.5 million had been obligated.
 
Letters of Credit (L/Cs) totaling about $17.9 million had been
 
opened. Local currency generated from these L/Cs totalled
 
about Somali Shillings (Sh.) 280 million1 .
 

A follow-on grant, referred to as CIP No. 2, was signed on
 
August 28, 1983, for $16 million. No L/Cs had yet been opened
 
for this grant. gSAID/Somalia (USAID) officials stated that
 
they have importers' applications for about $35 million and
 

that L/Cs will be opened as soon as the grant's Conditions
 
PrecedentS/ have been met by GSDR.
 

1/ $1 = Sh.15.6 as of SepLember, 1983.
 
2/ Represents certain ccnditions that must be met by the GSDR
 
prior to any disbursement by AID.
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foreign exchange for commodity importation
The CIP provides 

from the U.S. and certain developing countries. Its purpose is
 

to assist the balance of payment stabilization program, as well
 

as to generate local currency for budget support and
 

foreign exchange is made

development projects. In Somalia, the 


a U.S. bank guarantee to a U.S. corresponding
available through 

Somalia (CSBS). The
bank of the Commercial and Savings Bank of 


foreign exchange is allocated by the GSDR (through a special
 

to private and public importers in priority areas

committee) 

set by the GSDR and USAID. The GSDR's policy is to give
 

the development of
priority to commodities which will assist in 

light industry for the
agriculture, agrobusiness, and small, 


first CIP grant, approximately 70

private sector. Under the 


sector.
percent of the funds were allocated to the private 


Under the second grant, the private sector is to receive 85
 

percent of the funds.
 

under this program are required to solicit
Private importers 

pro forma estimates (by telex or other means) from three or
 

by required documentation,
more suppliers. Supported the
 

financial application to the CIP special
importers submit their 

review and approval. Once the importer's
committee!/ for 


application is approved the committee notifies the importer in
 
amount of


writing of the approval, and determines the exact 


local currency to be deposited by the importer into the CIP
 

special account. The local currency covers the cost of the
 

foreign exchange and U.S. banking charges.
 

and provides the

After the importer deposits the local currency 


a copy of the bank deposit slip, the CSBS is

committee 


their U.S. corresponding
instructed 	in writing to advise bank
 

to issue L/Cs on 	behalf of the importcr. The importer is
 

all local banking charges. When the

responsible for 


importer is also responsible
commodities arrive 	in Somalia, the 


to pay all duties, port charges, demurrage, 	 clear the
 
or use the
the port within 90 	days, and sell
commodities out of 


commodities within a year.
 

commodities by

The public importers are required to procure 


for spare
in the United States, except
formal tender advertised 

parts for on-hand equipment. Public sector importers use the
 

financial applications and for
 
same procedures to submit their 


payment of 	local currency as the private importers.
 

plan, budget,

A CIPL unit was established in December 1982 to 


currency funds generated by the CIP
 
monitor and control local 


the first two
name was derived from 
program. 	 The unit's 

the CIP and P/L 480 programs.
letters of 


1/ The committee members are representatives of the Ministry of
 

of Industry, Ministry
of Commerce, Ministry
Finance, Ministry 

of Agriculture, Somali Development Bank, and USAID.
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PURPOSE AND SCOPE
 

The purpose of our audit was to determine whether (a) the GSDR 
was using AID-provided resources effectively and efficiently,
 
(b) the program was meeting its objectives and goals as stated
 
in program documentation, (c) USAID personnel were effective in
 
program monitorship, and (d) applicable laws and regulations
 
were being complied with.
 

We reviewed USAID's and the host government's records, reports
 
and correspondence. We held discussions with appropriate
 
officials of the GSDR and USAID. We visited selected importers
 
and banks in Mogadishu to review appropriate records and to
 
determine if AID funds were being used properly. We also
 
visited the port at Mogadishu to determine if there was any AID
 
distressed cargo!/.
 

Our review was made in accordance with the Controller General
 
Standards for Audit of Governmental Programs and accordingly
 
included such tests of the program, records, and internal
 
control procedures as we considered necessary in the
 
circumstances.
 

The period covered by our review was from May 1982 to
 
September 30, 1983. The audit was made during October and
 
November, 1983.
 

FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
 

USAID Needed to Take Aggressive Action to Accelerate
 
Progri'rminq and Implementation of Projects That Will Use CIP
 
Genera&ed Local Currency
 

USAID, in conjunction with the GSDR, needed to accelerate
 
programming and implementation of development projects using
 
CIP generated local currency. Realistic bench marks and target
 
dates should be established in order to measure the progress of
 
these undertakings.
 

Implementation Letter No. 1, dated May 23, 1982, required the
 
GSDR to submit a plan which identified the general activities
 
to be financvd by CIP local currency generations. In August
 
1982, the USAID accepted the GSDR proposed plan. The proposed
 
plan and its status as of September 30, 1983 are shown in
 
Exhibit I.
 

I/ Commodities which remain in the port over 90 days are 
considered distressed cargo. 
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As indicated in Exhibit I, implementation of the proposed plan
 
had been notably less than planned although the local currency
 
funds are available. During the audit, we queried USAID as to
 
the cause for the delay and what action they planned to take to 
implement these projects. The USAID responded in part:
 

"... since 1983 was the first year of the CIP program
 
they believe that it was more important to establish
 
appropriate controls on the use of the funds than to 
accelerate disbursements. Therefore, in September
 
1982, USAID signed a contract with Coopers & Lybrand
 
Associates (C&LA) a U.S. headquartered CPA firm with
 

offices ir. Nairobi, Kenya. The contract provided for 
C&LA to (a) develop an operational manual, (b) train
 
Ministry of Finance staff, and (c) provide technical
 
assistance to the CIPL unit. The CIPL unit, formally
 
established in December 1982, is responsible for
 
reviewing all requests for PL 480 and CIP generated
 
local currency.
 

"Rather than allocating blocks of loc , currency to
 

the various Ministries/Agencies, the GSDR and USAID 
decided to conduct reviews of individual proposals. 
To this effect, substantive guidelines were issued by 
the CIPL unit to improve and in many cases to teach 
budgeting principles. The establishment of this
 
system was time consuming." 

USAID further stated:
 

"... although a plan was presented in August 1982, no 
currency was actually generated for several months. 
Importers had to learn the program, get quotations and 
process the paperwork. 13y the time significant 
deposits were made, UST11) was preparing for the 
Consultative Group (CG) meeting to be held in Paris 
which w;as to define the Public Invsrtment Program 
(P 113) USAID fel t that CiI gonerat( d funds slhould be 
used to support tieI PIP and therefore did not pus-h for 

.xercir;,, until after the CG meeto lug,any reprograming 
which was poItpon(, I r(.,,, March 1983 uIti 1 October 
1983. During the iriterim ,,riod fund:s were 
transferred from the si,-,cia I account to (1) the 
Kismayo Port Project, t CT-I, Unit Ope rating(C) Ih 

Expense, and (3) t he- 2nr,, I i Dev.,] otv rn t Biari Loan. 

The transfer to USAI) Trust Fu n; via: he(d pend ing 
USAID '; requir,,nnt. It ha:, recent l- b'e:n effected. 

, ,"USAII) be] j(V tht futur'- prcqra,,:;,:ilri will be more 
reguloriz od. USAID giJrer to reflr,('t t hn. Ph 480 and 
CIP local curr(-ncy in the Somal i bud let to c7omp ]y with 
an IME requirement. 1nd;vid1ual [ ro jec.ts wil l be 
clearly identif ied in the natio:nal budget which is 
prepared annually in November. 



USAID made one 'final comment:
 

"In conjunction with the Consultative Group meeting
 
USAID will select developient projects from the PIP
 
and agrees to finance GSDR contribution from
 
counterpart funds. USAID has identified approximately
 
Sh. 400 million per annum under the 1984-86 PIP that
 
could be funded from CIP and PL 480 generations.
 
USAID believes that these major steps will lead to
 
more realistic programming and more rapid disbursement
 
of local currency while still maintaining proper
 
control over the use of the funds."
 

In our view, USAID's future plans for the use of local currency
 
generations appeared to be reasonable and the program's
 
objectives should be obtained through dggressive action.
 
However, two of the major disbursements of funds to the Kismayo
 
Port project and the Somali Development Bank have been
 
virtually unused by those recipients. In addition, more than
 
half (about Sh. 150 million) still remain idle and unprogrammed
 
in the CIP specia] account.
 

Unless aggressive action is taken, local currency generations 
will increase while disbursements stagnate. It is important to 
note that the follow-on CIP program could generate an 
additional $16 million (Sh. 250 million) . These additional 
funds, based on the slow use of available funds, could remain 
idle, for long periods of time. This would have an adverse 
effect .n meeting one of the objectLves of the program which is 
the development of the Somali economy. 

Conclusion, USA TD.ResJonse, RI(;,/A./N Comments, and Recommendation 

The CIP program has bee successful in generating local 
currency. but, unless these funds are programmed and spent in 
a timely manner, the program for developinig the Somalia economy 
will be delayed.
 

USATDPe ponu e 

In Lesporise to our draft report, USAIM indicated that meetings 
have bem held with HIOF and the CIP generated proceeds of 
Sh. 300 million have been earmorlked in the national bUdget for 
1984, approved by porliamunt- for deve]opim'nt project; unde r the 
PIP as woll as U1SAID trust funds. USAID further believes 
drlay,, in devi sinq a working, accoun tab e and duditable system 
at( hi,. , i-n t ong o t i La', inCa ,!',,d w-.ith no s stenu:; at 
all. 

The CIPL unit of the MOF is currently monitoring the progress 
of ob].i (jatc d proj ect s by approving budgets, monitoring of 
sJb1r1jelqMt. transfer; of fund; and monthly financial reports, 
monitoring 1 i-annual progress; reports, doing spot check audits 
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and conducting site visits. Benchmarks and target dates, when 
feasible, are written into the implementing letter which states 
when and how funds are tranferred and disbursed. The 

implementation letter includes a budget.
 

RIG/A/N Comnuwnts 

to adequate
We commend USAID on moving slowly make sure an 
system was in place before moving ahead. However, we are still 
of the opinion that aggressive programming and implementation 

so that the funds will be used in a timelyaction is required 

manner. This will take on more significance when Letters of
 

Credit are opened for CIP No. 2. At that time, an additional
 
$16 million (about Sh. 250 million) in local currency will be 
generated. This amount will be in addition to the Sh. 150
 

million ($9.6 million) now remaining in the CIP special account 
from CIP No. 1 generated funds.
 

USAID has indicated tnat certain funds have been earmarked for 
future developmeit purposes. This could be considered a step 

in the right direction, but the mere fact that these funds are 

eari-arked does not mean thcT will be utilized in a timely 

manner. For example, Sh. 75 million ($4.8 million) was 

transferi.ud from tihe CIP pc -al account to the 1ismayo Port 
July 1983. At tc time of our audit in Novemberproject in 

1983, the.s.e funds remaincd idle. Also, of the Sh. 50 million 
transferred to the Somali Development Bank in July, 1983, 
Sh. 45 million wer(! deposited in an interest bearing account, 
unused. Finally, about half of the generated funds remain 
unprogram:ned. It is evident uha t more nerds to be done. 

We ha-;e therefore ret ai ed our rocc 'menation, but have 
modified it to reflect the nc'd for more aggressive action. 

Recou'mencahtion 1!o. 1 

USAID, in conjunction with the 
GSDR, take aggressive action to 
program and implement dcv(lojpment 
projects. T1 hie.! projects should 
be close y hion to rd hy USA I!) to 
dete rm ine thit CJP local currency 
funds are utilized in a timely 
manne r. 

to MakeThe CI P 1,,:orJai iIJr i thv iH_0 rt, r t h( O)')01t un tyyi 


Wi i f] 1 :1oFt:.s
 

The Ci 1 ],' 1z1,V1 lwvp i( j the ,r ivate imp : t,-r tl(, opport unity 
to make prof it -: con:.,,i vot-i vel c.t iinated to range from 69 to 

123 percen . Those' r'xcvs. ye profits, while benefitting the 

importers, redLuced tLhe locoI currency that could have been 

available for J ve]opw.It. 

http:ve]opw.It
http:transferi.ud
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In Somalia there is a wide disparity between the official
 
exchange rate-,,-, ($1 =. Sh..5,.6) and the- market rate ($1 -_Sh.42)... 
Importers who participate in the CIP program make their
 
purchases at the official rate yet sell their products at the
 
market rate. This equates to an immediate profit of from 2 to 
3 times the importer's cost, insurance, and freight. Since 
there is no price control in Somalia on CIP commodities this 
situation will continue until the supply of scarce items meets 
the demand.
 

We tested five L/Cs to obtain some data on the profits which
 
private importers made on CIP commodities. The samples
 
included such items as vegetable seeds, tires and tubes, and
 
cement. The result showed that the gross profit ranged from 94
 
to 253 percent on CIF. Importers estimated that other costs,
 
such as duty, overhead, etc. could add an additional 25 to 130
 
percent to the CIF. This still leaves importers with a profit 
margin of about 69 to 123 percent. We believe that this is
 
excessive.
 

The CIP is the vehicle used to generate local currency.
 
Therefore, the more local currency generated the more funds
 
that will be available for development purposes. If private 
importers are making windfall profits it appears logical to us 
that they be required to deposit local currency for their
 
pu:chases at a highcr rate. This, in effect, would generate 
additional funds for development, yet allowing the private 
importer to still make a reasonable profit. 

Conclusion, USAID Response, RIG/A/N Comments, and Recommendation 

Private importers are ranking windfall profits of over 100 
percent on CIP commodities. To reduce these profits, USAID and 
CSDR should determine how local currency import rates can be 
increased to the CIP importers in the private secto>r. Under 
CIP No. 2, a small increase of from 5 to 10 percent in the 

exchange rate could generate an additional $800,000 to 
$1,600,000 in local currency. These additional deposits would 
provide additional funds for ,development purposes.
 

USAID Response 

In response to our draft report, USdID/Somalia stated that the 
major emphasis of the CIP was to get the GSDR to allow private 
sector to be involved in the development of the country and a 
free market system. This has slowly been accomplished by the 
CI, zind price of gonds assh tires and cement that were 
irriputed ulidej: tho Ci1, have caused prices to drop drastically. 
They bcliovo that the drop in prices of some commodities is a 
step in the right direction of providing goods at a lower cost 
to the Somalis. USAID further stated that they are not aware 
of any system by which they can deal in shilling-dollar trans
actions at other than the legal highest rate. They stated 



that the goals of the CIP is to provide balance of payments and
 
promotion of the private sector, free market. The importer has
 
to make a profit and though AID is concerned, they really do
 
not see how they can change the system to reduce profits, or if
 

they want to. High profits are, needed to revitalize the
 

private sector participation in the recovery of the economy,
 
and thereby, benefit everyone, including the rural poor.
 

USAID did state, however, that they were instituting an end-use
 
checking system, and as additional information becomes
 
available, it will be discussed with the Ministry of Finance.
 

RIG/A/N Comments
 

Low official exchange rates result in windfall profits for the
 

importer and at the same time reduce local currency
 
generations. We agree that USAID should make additional
 
analyses of importers' profits, as stated above, and discuss
 
these findings with the GSDR in order to determine whether an
 

increased local currency rate should be required for CIP
 

imported commodities. USAID may also want to seek AID/W
 

guidance on this matter. We are retaining our recommendation
 
until USAID has further opportunity to study the issue.
 

Recommendation No. 2
 

USAID make additional marketing
 
analyses of importers' profits and
 
(a) inform GSDR of their findings
 
and (b) if warranted, increase
 
pressure to have the official
 
exchange rate brought more in line
 
with the market rate for the
 
importation of CIP commodities.
 

USAID Needed to Dutermine Whether Interest Proceeds Received bv
 

the GSDR Ministry of Finance from the Somali Development Bank
 

Loan Conflicts with Sec. 609 of the Foreign Assistance Act
 

One of the projects financed through the CIP special account is 
a Sh. 50 million (about $3 million) loan made by the Ministry 
of Finance (MOF) to the Somali Development Bank (SDB) . The 
loan agreement, dated July 9, 1983, an, approved by USAID, is 

repayable in seven annual installments with interest at 5
 

percent per annum. Principal repayments were to be deposited
 

to the CIP special account. However, interest payments, which
 
could amount to ahout Sh. ]0.5 million ($.7 million) over the
 
period of the loan, were to be paid directly to the MOF.
 

We do not agree with this repayment policy because, in our
 

opinion, it may be in conflict with Sec. 609 of the Foreign
 

Assistance Act (FAA). This section states in part:
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from such Special
"That whenever funds 

Account are -used by- acountry t o -nake-loan s , 
all funds received in repayment of such 
loans prior to termination of assistance to 
such country shall be reused only for such 

as shall have been agreed to
purposes 

the United States
between the country and 


Government."
 

SDB provides that interest

The loan agreement between MOF and 


view, this

proceeds are to be made directly to MOF. In our 


intent of Sec. 609 of the
 
repayment procedure fails to meet the 


FAA, unless the USAID, who approve I the loan, fully intended 
If

that interest proceeds were to be paid directly to the 
MOP. 


so, this places USAID in the position of not having any control
 

over the use of the interest proceeds. This practice, in our
 

opinion, is inconsistent with the FAA.
 

Conclusion, USAID Res.ponse, RIG/A/N Comments, and Recommendation
 

review the provisions contained
We believe that USAID needs to 

determine repayment policy


in the loan agreement to if the 

the FAA. If


contained therein is inconsistent with Sec. 609 of 

amend the loan agreement.

so, then UShID should have the MOF 
should ensure that interest proceeds are

The amendment 
the manner asaccount in samedeposited to the CIP special 

an agreed-to purpose.
principal repayment and are used for 


USAID Re;sponse
 

In respo n.'e to our draft report, USAID stated that they will 

obt.in legal opinion from REDSO/RLA on the .interest proceeds 

from the SDB loan. When the opinion is received, appropriate 

action will be taken.
 

RIG/A/N Common ts 

retaining our original recommendation until USAID has
 
We arc 


obtain a legal

further opportunity to review the itiattor and 


opinion.
 

Recommendation No. 3
 

USAID should review the provisions 
in the loan agreement
contained 


and obtain a legal opinion to 
dctei,.jnQ if- it is in accord:nce 

609 of the FAA. if itwith Sec. 
is not, USAID should have the MOP 
amend tho loan agreement so that 
interest proceeds are deposited to 
the CIP special account. 
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Somal.i Development Bank Loan Activities Are Not Moving 

We found that of the Sh. 50 million ($3.2 million) Somali 
Development Bank (SDB) loan, Sh. 45 million ($2.9 million) had 
been deposited in an interest bearing account since August
 
1983. This does not meet the intent of the MOF loan, which is 
to provide loans to farmers and private agricultural industries
 
to finance agricultural inputs. This loan agi.eement was
 
entered into between the Ministry of Finance (MOF) and SDB and 
was approved by USAID.
 

We visited the Somali Development Bank (SDB) to review their 
accounting records and procedures. As of October 25, 1983, SDB 
had committed 26 loans totalling Sh. 12.7 million 
($.8 million). Of this amount, Sh. 3.2 million ($.2 million) 
had been disbursed. We noted, however, that the SDB had 
transferred Sh. 45 million of its Sh. 50 million loan from the 
MOP to an interest bearing account paying eight percent 
interest. SDB officials stated that the funds w.ould remain in 
the interest bearing account until needed. 

We question whether this approach is a positive step in meeting 
the MOF loan objectives. By depositing the funds in an
 
interest bearing account, the SDB is assured of a three percent 
profit, or about Sh. 1.4 million ($89,000) annually, without 
any financial risk. Therefore, the SDB may not be exerting its 
best efforts to make loans to farmers and other small 
recipients. This defeats the purpose of the MOF loan. 

It is impo:tant, therefore, that the USAID closely monitor the 
SDB loan activities to ensure that moPre loans are made to
 
farmers and private agriculture industries. Funds shoold not 
remain idle for an extendcd period of time in an inte.rest 
bearing account.
 

Conrlusion,_USAID Response, RIG/A/N Commennts, and Recomn.eond. t:ion 

USAID needs to improve its monitoring of the SDB's loan 
activities. The first semi-annual report is due in January, 
194. The report: should be? analyzed to determine if the SDL* is 
meeting the loan objective of making loans to farmers and other 
recipients to finance agLicultural inputs. Attention should 
also be given to any id1.e funds that. remain for extended 
periods in an interest.hearing account. If SDB is not meeting 
the MOP loan objectives, then action should be taken to reduce 
the amount of the MOP loan. 

In response to our draft report, USAID stated that a provision
 
was written into the loan agroomont with the SDD by which the 
bank will submit bi-annually progress and loan reports. The 
first such report is duo in early January and will be reviewed 
by the Mission. The outcomic of those reports will determine 



whether the bank will receive additional funds, and under what 
.-* conditions in future years. If it is found that the SDB 

mofud&-aintains -a large -portion o. an n 
bearing account, action will be initiated by the Mission to 
reduce the funds dnd prevent its occurrence under future loans. 

RIG/A/N Comments
 

We are retaining our original recommendation until USAMD has
 
further opportunity to review the matter.
 

Recommendation No. 4
 

USAID should determine that CIP 
generated funds are meeting the 
loan objectives and are n6t 
remaining idle in an interest 
bearing account. If funds are not 
being used, USAID should take 
action to reduce the amount of the 
SDD loan.
 

USAID Neoded to_Implement Its Managemrnnt Control Procc'dures 
Overr d ,Lettersn of Cred t 

USAID was not vcrifying that importers' deposits were proper-ly 
credited to the CIP special account in the Commercial Savings 
Bank. of Somalia (CSDS). Ile also noted that monthly L/Cs 
reports wr- not from in timely nor were-e recedved CSBS a manner 

they reconciled to USAID records.
 

CIP procodures provide that USAXD rece.ve copies of importers' 
deposit clips prior to the opening of L/Cs. However, USAID was 
unable to reconcile these deposits to its records because the 
CSB5 failed to provide the USAID with timely monthly bank 
sta"0C,1Jtts. Despite Crcqoent requests,, it was not until 
September 1983 that the USAID receivod the first bank state
mont. A reviem of the statement showt:.d that deposits had been 
made sinco Novel'ber 1902. 

Unless tho 6upositn aro reconciled to USAID's records, errors 
could occur without being detected resulting in funds being 
incorrectly credited to the CIP special account. 

As an oxample, we conliared the local currency deposited by 
importers, to the Ci!, special account. In two instances we 
foun' t, , ",, , , I not ("r'I" ecI the I *Orters' derlosit's to 
the L)ccinl tcc(,ouiL. The ount, totalled Sh. 6,782,496 
($434,775). We brotui.ito this matter to th; attention of the 
UEAID CII? unit who immediately notified the bank. The errors 
were subvcqucntly corrected. 

In accurdanau wih Implemo)Lation Letter No. 1, dated Mny 23, 
19.i2, C;. j was to oubmit to USAID monthly progress reports 
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detailing L/Cs issued and the U.S. dollar value. We found that
 
-hadf-r-bu received 1983- was hadone reportn d, been -n 'c monltlhs----in Augustu sAID although- remis s:L/Cs-in,-

obtaining this information sooner. Furthermore, USAID's
 
records were not reconciled to these reports because of lack of 
qualified personnel to make the reconciliation. 

Without monthly reconcili~tions, differences could occur 
between USAID and CSBS records. This would result in 
management using erroneous financial information to base 
further commitments of CIP funds.
 

To illustrate, we compared financial information contained in
 
the August 1983 CSBS report with USAID records and found
 
numerous differences. The differences consisted principally of 
L/C amendments that were recorded on USAID records, but CSBS 
had failed to report: to USAID. We pointed this out to USAID 
personnel and accompanied them to the CSBS section that handles 
L/Cs. USAID personnel showed CSBS the errors and requested 
that they be corrected in a revised report. The revised report 
had not been teceived at the time of our departure. 

Conclosion,_USAID Ros.Loi. anC, RIG!A/N Comnionts 

Management controls were needed to verify that importers' 
deposits were actually credited to the CIP special account. 
USAID also needed to reconcile L/Cs to USAID records on a
 
monthly basis.
 

Our draft report. contained a recommendation that USAID 
establish proccdurus to reconcile CSBS bank statements and L/Cs 
reports to USAID records on a rvonthly basis. 

USAID pel 

In response to our draft report, USAID stated that bank
 
statements and L/C reports arc now beinig furnished on a monthly
 
basis. USAID financial ledger has been reconiiled with CSBS 
bank stnterienvts and L/C reports through Novem1ber 1983, and will 
continue to beo dor.o on P mo:hly bavis. 

HoIG/AN_ Commen t 

vlewi of the actiou taken by USAID, we have deleted theIn 
recomrrindation contained in our draft report. 

We believe that C1i' programe should, whenever possible, "Buy 
America". if this pr;actice in followed, it aids the U.S. in 
its battlc against uneihmployment and balance of payments 
deiiclt w. ,w radc analysis of the source/o, igin ofa an 

co,'odit is for whieh /Cs wore opened (see Exhit 1! The
 

oC theirexhibit shows that about 5 percont the L/Cs had 
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source/origin in the U.S. We estimate that more than 80
 
percent of the commodities could have been purchased from the
 
U.S., some from depressed industries.
 

The principle cause for this low percentage of imports from the
 
U.S. is that importers are concentrating their purchases in
 
countries where prices are lower, yet failing to adequately
 
consider the quality of the product. While we understand the
 
profit motive, we believe that USAID should emphasize buying
 
American products. Thus importers should be required to
 
solicit more pro forma invoices from U.S. suppliers.
 

Conclusion, USAID Response, and RIG/A/N Comments
 

Because the U.S. is experiencing balance of payments problems
 
and high unemployment, it behooves the USAID to maximize the
 
purchase of U.S. products. We estimate that more than 80
 
percent of the CIP commodities could have been purchased in the
 
U.S. USAID, with the assistance of the appropriate AID/W
 
office, should take action which would ensure a greater
 
participation by U.S. suppliers in the CIP program in Somalia.
 

Our draft report contained a recommendation that USAID, in
 
consultation with the appropriate AID/W office, take action to
 
provide greater participation by U.S. firms in Lhe Somalia CIP
 
program.
 

USAID Response
 

In response to our draft report, USAID cited examples where 
importers requested pro formas from U.S. suppliers, but prices 
were not competitive. Such an example was the cost of cement 
which cost $95 per ton from the U.S. versus $63 and $60 from 
South Korea and Turkey, respectively. Thus, the impo.:cers 
purchased the cement from South Korea and TLrkey. USAlD also 
stated that requests for quot,,tionc for tires were sent to U.S. 
manufacturers as well as tire distrihutors with no response 
from tire manufacturers and few from the tire distributors. 
Thus, tires wore purchased from South Korea, which provided the 
low',° t pr ic( r;, and thee tires are opproved by the U.S. 
Departinent of Transportation. 

USAID did, however, further comment that in order to improve
 
U.S. suppliers ' tr,,ck record in sLupplying goods under the CIP, 
USAID will forward a list of all Somali importers' names, 
addresses:, and type of goods that importers wish to import to 
AID/-I for advir i scmonL in ti, Comimerce Busi ne;s Daily (CBD) 
and the All) Lxpoit (tjpportunity1uIlCt in. Also, a copy will be 
sent to the Department of Commerce for their assistance to 
contact U.S. manufacturers. USAID believes that this is all 
they can do to improve U.S. suppliers' participation in the CIP. 
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RIG/A/N Comments
 

In view of the action which USAID plans to initiate to
 
encourage more participation by U.S. suppliers in the Somalia
 
CIP program, we have deleted the recommendation contained in
 
our draft report. However, we suggest that USAID consider
 
including in future CIP agreements a provision which requires
 
the purchase of a certain percent of the commodities from the
 
U.S. This percentage can always be modified if found to be
 
unreasonable.
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EXHIBIT I
 
Page 1 of 1
 

GSDR Proposed Activity Plan and
 
Status as of September 30, 1983
 

Funds Pro-


Planned vided as of
 
Amount 9/30/83
 

Entity (Sh.Mill.) (Sh.Mill.)
 

Ministry of Agriculture--Irrigation
 
rehabilitation, reservoir construc
tion, flood control and agricultural
 
education Sh. 58.0 Sh. 0
 

Ministry of Livestock, Forestry and
 
Ranqe--Animal health initiatives, range
 
and forestry education, fodder improve
ment/production and livestock market
ing 40.0 0
 

Ministry of_ feaIth--Preventive medicine
 
and rural health delivery 15.0 0
 

Water Development Agency--Development 
of water supplies for human and animal 
consumption 20.0 0 

Settlement D"e-lopnmrnt Agency--Con
struction of. housing, schools, clinics, 
water supply and roads and support for 
agricultural development 7.0 0
 

Ministry of riarine Transnort anu lDrt--
Local cost:; associated with Kismayo 
Port rehabilitation . 25.0 75.0 

Ministry oF Pub lic Wo , -- Road 
ruhabil t,, ion and mainitenance 20.0 0 

Somali Development Bak--Loans to 
private entrepreneurs 28.0 50.0 
CIPL Unit Operating Expense 1.5 2.5 

USAlD--U.S. local curreny _costs 11.3 0 

GRAND TOTAL Sh. 225.8 Sh. 127.5
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EXHIBIT II
 
Page 1 of 1
 

Summary of Procurement by Source/Oriqin
 

Value
 
Country ($000) Type of Commodities
 

U.S.A. $6,195 New heavy equipment & spares, metal 
sheets, bars, plates, tractor spare 

parts, spare parts for sugar mill, pump 
spare parts, seeds, generators & water 
pumps, utility vehicles. 

South Korea 7,069 Tires & tubes, cement, batteries. 

Turkey 980 Cement. 

Italy *) 973 Channels for station & spares, spares for 
equipment, spares for sugar mill 

equipment, vehicles spare parts. 

Pakistan 703 Light rails & accessories. 

U.K. *) 541 Mill rollers, transmitters & receivers, 
battery charges. 

Brazil 519 Tractors, trailers[ ploughs. 

India 275 Spare parts for trucks, water pumps & 

pipes, chemicals for soap 

Taiwan 230 Chemicals for soap, yarn. 

Kenya 220 Cernnt, chemicals for paint. 

Japan *) 182 Truck spares. 

OTAL
 

*) Source/Origin waiver obtained 



APPENDIX A
 

LIST OF RECOMMENDATIONS
 

Page
 

6
Recommendation No. 1 


USAID, in conjunction with the
 

GSDR, take aggressive action to
 

program and implement development
 

projects. These projects should
 

be closely monitored by USAID to
 

determine that CIP local currency
 

funds are utilized in a timely
 

manner.
 

2
Recom'nrndationNo. 


USAID make additional marketing
 
analyses of importers' profits and
 
(a) inform G2DR of their findings 
and (b) if w'rranted, increase 

pressure to have the official 

exchange rate brought more in line 

with the market rate for the 

imporLation of CI1 commodities. 

Recommndal ion No. 3 9 

USAID should review the provisions
 
contai ned in the loan agreement 
and obtai-n a legal opinion to 
determine if it is in accordance 
wiLh Sec. 609 of the FAA. If it 

is not, 1hr1u], the MOFUSAJD havte 
alfncti th loaln ';r, puflent. so that 

intere=st proceds; are dcep'sited to 
the CIP special account. 

i I!o.Recowj. t'nda'- ti-'n 4 11 

USAID s;hould determine that CIP 
g 'n,rot, ( f itft:s are inI,,,t i nj the 

lo,11w 'jec ]',.'; and nU not 

rema inl jig i(d I i n an interest 

bearing account. If funds are not
 

being used, USA II) shouId take 
action to redcC the amount of the 
SDB loan.
 



APPENDIX B
 

LIST OF REPORT RECIPIENTS 

No. of Copies
 

Field Offices 
5
USAID/Somalia 


REDSO/EA 1 

AID/Washinqton 

AA/M 1 
AA/AFR 5 
AA/PPC 1 

2AFR/EA 
EXRL 1 
LEG/OD 1 
GC 1 
IG 1
 
M/FflI/AS D 2 

1OP.i 
1
PPC/E 

2PPC/E/J' IU 


