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MEMORANDUM FOR DIRECTOR, USAID/Zambip d M rs 

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

SUBJECT: Audit of Commodity Import Program in Zambia
 

The Office of the Regional Inspector General for Audit/Nairobi
has completed its audit of the USAID/Zambia Commodity Import
Program. Five copies of the audit report 
are enclosed for your

action.
 

The draft audit report was submitted to you for comment and
 
your comments are attached to the report. The report contains 
four recommendations.. Recommendation Nos. lb and 2a are
 
considered closed and 
 reuire no -curther action.
 
Recommendation No. la is resolved and will not be closed 
until
 
receipt of properly certified reports. necommendation No. 2b

is unresolved. Please advise me within 30 days of any
additional actions taken to implement Recommendation No. la,
and further information you might want us to consider on 
Recommendation iNo. 2b. 

I appreciate the cooperation and to staff
courtesy extended my

during the audit.
 



EXECUTIVE SUMMARY
 

During fiscal years 1980 
 to 1985, USAID/Zambia made six
 
Commodity Import Program agreements with the Government of
 
Zambia. These six agreements consisted of four loans ($65

million) and two grants ($25 million) $90
totalling million.
 
No agreements were signed after 1985.
 

The purpose of the Commodity Import Programs was to provide

foreign exchange needed to import commodities for the
 
Government of Zambia's economic development programs. Under
 
the programs, fertilizer, fertilizer raw materials, equipment,
 
spare parts, and petroleum products were imported into Zambia.
 
The programs also enabled the Government to generate local
 
currency revenues when 
the imported products were sold to the
 
Zambian public or 
 private 'sector. Those revenues, although

owned by the Government of Zambia, were 
to be used to finance
 
agriculture sector development activities agreed to by A.I.D.
 
and the Government of Zambia.
 

The Office 
of the Regional inspector General for Audit/Nairobi

made a program results and compliance audit of USAID/Zambia's
 
Commodity Import Programs. 
 The audit objectives were to (1)

determine if dollar resources were to
use procure eligible

commcditis, (2) determine whether commodities procured were
 
placed in productive use in Zambia as required by A.I.D.
 
regulations, (3) examine USAID/Zambia's controls over the
 
collection and disbursement of local currency revenues, and (4)

review USAID/Zambia's involvement 
in the programming of local
 
currency. The review of internal controls 
was limited to the
 
finding areas presented in this report. The 
audit focused on
 
the last three Commodity Import Program agreements for fiscal
 
years 1983, 1984, and 1985 with obligations totalling t40
 
million and expenditures of $39,068,101. The audit covered the
 
period from August 1983 through April 1987.
 

The audit showed that foreign exchange resources were used to 
buy eligible commodities and such commodities 
 were being

properly utilized intended
for purposes. We concluded,
 
therefore, 
that as regards the first two objectives of this
 
audit, USAID/Zambia successfully managed this program.

However, the audit showed that USAID/Zambia did not have

controls sufficient to ensure Commodity Import Program local 
currency revenues were accounted for, collected and disbursed. 
Finally, the audit showed that USAID/Zambia actively

participated in the programming process, however the timeliness 
of the process needed improvement. 

(i) 



Public Law 480 Title I food sales agreement required that Title 
I local currency revenues be used to fund self-help

activities. However, USAID/Zambia and the Government of Zambia

used the revenues to satisfy deposit requirements of Commodity
Import Program grant agreements. Unable to reconcile a

commingled Special Account, USAID/Zambia officials Aecided to

satisfy required Commodity Import Program revenue deposits with
 
Title I program revenues. In addition to violating Title I
 
agreement provisions, this transaction to offset Commodity

Import Program deposits with Title I funds resulted in double

counting and the lose of Kwacha 33,285,754 ($4,160,719) to
 
development activities. Recommendations are made to recover
 
the funds and to improve accounting controls.
 

Zambia's economy underwent high inflation - about 60 percent
during the year (April 1986 - April 1987) preceding this 
audit. During high inflation, prudent cash management practice

dictated careful consideration of the time value of money.
Commodity Import Program agreements &lways specified the time

local currency revenues were to be collected and A.I.D. Policy

encouraged the timely use of the 
 revenues. Nevertheless,
 
revenue collections were delinquent and agreement on the
 
specific uses of the revenues was not reached until after
 
revenues were collected. Deposits were delinquent because

USAID/Zaritia and the Government of Zambia did not effectively
track deposits, deposits were commingled with other" funds, and
USAID/Zambia was unable to reconcile the Special Account. 
Slowness in programming the funds occurred because the 
Government of Zambia lacked long-term planning capabilities and
USAID/Zambia wanted to maintain flexibility over the use of the 
funds. In addition, USAID/Zambia officials were concerned that
 
Zambia's inflation problem would be exacerbated by spending the 
proceeds. The effect of the situation. was that inflation 
reduced the value of the revenues available for development
activities. At the time of audit, Commodity Import Program 
revenues totalling Kwacha 95,895,568 ('$11,986,946) had already
lost Kwacha 42,480,850 (5,355,106) in purchasing power.
Recommendations are made to recover 
certain funds, to establish
 
a separate Special 
Account, and to improve the collection and
 
programming of funds.
 

(ii) 
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AUDIT OF
 

COMMODITY IMPORT PROGRAM IN ZAMBIA
 

PART I - INTRODUCTION
 

A. Background
 

During fiscal 1980 to
years 1985, USAID/Zambia made six
 
Commodity Import Program agreements with tile Government of
 
Zambia. These six agreements consisted ef four loans (*65

million) and two grants (*25 million) totalling $90 million. 
No agreements were signed after 1985.
 

The purpose of the Commodity Import Programs was to provide
foreign exchange needed to import commodities for the 
Governr!,ent of Zambia's economic development programs. Under
the programs fertilizer, fertilizer materials,raw equipment, 
spare parts, and petroleum products were imported into Zambia. 
The programs also enabled the Government to generate local 
currency revenues when the imported products were sold to the 
Zambia public or private sector. Those revenues although owned 
by the Government of Zambia, were to be used to finance 
agriculture sector development activities agreed to by A.I.D. 
and the Government of Zambia. 

B. Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Nairobi
made a program results and compliance audit of USAID/Zambia's
Commodity Import Programs. The audit objectives were to (1)

determine if dollar resources were used. to procure* eligible
commodities, (2) determine whether commodities procured weze 
placed in productive use in Zambia as required by A.I.D.
 
regulations, (3) examine USAID/Zambia's controls over the
 
collection and disbursement of local currency revenues, and (4)

review USAID/Zambia's involvement in the programming localof 
currency. The review of internal controls was limited to the 
finding areas presented in this report. The audit focused 
on

the last three Commodity Import Program agreements for fiscal. 
years 1983, 1984, and 1985 with obligations totalling $40

million and expenditures of *39,068,101, 
 The audit covered the
 
period from August 1983 through April 1987.
 

The audit was 
 made during April and May 1987 in Lusaka,
Zambia. Commodity irtiport Program agreements were reviewed. 
Selected USAID/Zambia and Government of Zambia records

applicable to those agreements were examined. Interviews were
 
held with responsible USAID/Zambia and Government of Zambia 
officials. Visits were made 
 to two Government of Zambia
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parastatal firms and three private companies to examine the
 
end-use of imported commodities. A review was also made of
 
USAID/Zambia's internal controls over the collection and
 
disbursement pf local currency,and a judgmental sampling of
 
transactions was performed. The audit was made in accordance
 
with generally accepted government auditing standards.
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AUDIT OF
 

COMMODITY IMPORT PROGRAM IN ZAMBIA
 

PART II RESULTS OP AUDIT
 

The audit showed that foreign exchange resources were used to
 
buy eligible commodities and such commodities were being
 
properly utilized for intended purposes. We concluded,

th.erefore, that as regards the first two objectives of this 
audit, USAID/Zambia successfully managed this program. 
However, Lhe audit showed that USAID/Zambia did not have 
controls sufficient to ensure Commodity Import Program local 
currency revenues were effectively accounted for, collected and 
disbursed. Finally, the audit showed that USA.D/Zambia
actively participated in the programming process, however the 
timeliness of the process needed improvement. 

Inadequate systevr, ancd accounting controls for monitoring the 
co].lection and disbursement of Comimodity Import Program local 
currency proceeds contribUted to the improper use of Title I 
local currency revenues to offset revenues due under the 
Commodity Tmport Program. in addition, the timing of the progra Jrig process, compounded by delays in cc lect ing-.

revenues, contri buted to a significant erosion in the 
purchasing power of the revenues. 

TrC' correct these situations, the report contains 

recommendations to improve accountability over collections and 
to improve the programming process.
 



A. Findings and Recommendations
 

1. Title I Revenues Used To Offset Deposits Required From 
Commodity Im])ort Programs 

Public Law 480 Title I. food sales agreements required that 
Title I local currency revenues be used to fund self-help 
activities. However, USAID/Zambia and the Government of Zambia 
used Title I revenues to satisfy deposit requirements of 
Commodity Import Program grant agreements. Unable to reconcile 
a commingled Special Account, USAID/Zambia officials decided to 
satisfy requir,. Cocmodity Import. Progran revenue deposits with 
Title I prociram revenuees. In addition to violating Title I 
agreoment provisions, this tr nsaction to offset Commodity 
Import Program deposits with the Title I funds resulted in 
double counting and the loss of Kwacha 33,285,754 

($4 , 160 ,19) J to development act i. viti cs 

We recomnieii.nd that USAID)/Z .,abia officials: 

a. 	 evlop a rNorandujm of Unders tanding with the Government 
of zamhi whereby the Cover;ament of Zambia will reimburse 
the Tj'itl.e I program Kwacha 33,265,754 to fund development 
related 1.f]f--hI(" p ra.ures identifi ed in the Title I. 
a.greement.l][; and] 

b. includ( i i any future 
a prov sion 

local curer ncy revenues 
Speci a. Account limrited 

Co modi ty Import Program grant 
that Commodity Import Program 
be deposited into a separate 
to Commodity Import Program 

revenues. 

Discusion 

USAID/Zainbia signed two Commodity Import Program grant 
agreements (in 1984 and 1985) with the Government of Zambia, as 
well as a .986 Title I sales agreement, all which generated 
local currency revenues. Under the Commodity Import Program 

1/ 	 The Ewacha local currency was actually generated during a 
period when the exclar.ge rate floated between Kwacha 2.07 
to JI.00 and 1'wacha 14.33 to $1.00. However, in April.,
1987 the Government of Zambia unilaterally fixed the 
exchange rate of Kwacha 8.00 to T1.00, which is the basis 
for the dol.lar actount: s shown here and throughout this 
report. 
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agreements, the local currency revenues generated by those
 
agreements were to fund development activities agreed to by

USAID/Zambia and the Government of Zambia. Under the Title I
 
sales agreement, the gerqerated local currency 
revenues were to
 
fund specific self-help measures identified in the agreement.
 
Unlike the Title I agreement, the Commodity Import Program
 
agreements required that the resulting local currency revenues
 
be deposited into a Special Account, as required by

legislation, to facilitate tracking the receipt and use af the
 
monies. Despite these provisions, Title I revenues were used 
to offset revenues due from the Commodity Import Program - a 
violation of the provisions of the Title I agreement.
 

As required by the Commodity Import Program agreement, a 
Special Account (No. 646), established in 1983 to record PL 480 
Title TI transact ions was used as the depository for the 
resulting local currency revenues. Rather than open a new
 
Special Account to record only Commodity Import Program
tran.,a,.tions, the Gov.nLwmant of ZaJlbia continued depositto 
revenu s from the Commodity Irnport Program, the T it].e I sales 
program and otheor progr miis into the sa-je Special Account thus 
commi 1 i ng Commodity import Program revenues with revenues 
from other soarces. This conmim iling was improper since the 
legislative rcqui,remcnt- for a special Account was intended to 
precludc copwri.ing i-g (scc E.xhibit 1). 

Beqinning in late 1985, U.ATD/zambia attempted to reconcile the 
funds: gener ate(] withI funis depow: i ted to the Special Account. 
The reconcil.iation was coraplicated by the commingling of 
revenues, unauthorized wi thdra&wal of funds, deposits from 
unidentified sources, Government of Zambia failure to submit 
requirud reports, and untimcly bank statements. 

The attempts at reconciliation continued until April 27, 1987. 
At that time USAIJ)/Zairibia officials, still unable to reconcile 
the account, forwarded a proposal to the Government of Zambia 
which they believed would "regularize the status of Account No. 
846." Under USAID/Zambia's proposal, "inappropriate deposits"
(deposits from the Title I program, other local currency
 
programs, and from unknown sources) totalling Kwacha 33,285,754 
($4,160,719) would be used to offset amounts owed 
 to the 
Special Account from the Commodity Import Program and other 
A.I .D. financed local currency generating programs. For 
example, }Kwacha 20.7 million ($;2,587,500) was used to offset a 
debt owed by Nitrogen Chemical of Zambia. Nitrogen Chemical., a 
parastatal had imported fertilizer under the 1984 Commodity
 
Import Programs and ncvvi paid.
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USAID/Zambia officials told the auditors that it was proper 
to
 
use the Title I local currency revenues to offset the Nitrogen

Chemical 
 debt. They stated that the Government of Zambia

should not have depositedthese funds into 
the Special Account,
 
but since the funds were there, they could be used to offset
 
this liability.
 

The position taken by USAID/Z ambia officials was unacceptable

for two reasons. First, the Title 
I agreement, under which 
those local, currency revenues were generated, required that 
such revenues be used to finance the self-help provisions
specified in the agreement. Second, authorizing heir use to 
pay liabilities incu)red under another A.I.D. program resulted 
in double counting and reduced the amount available to finance
Title I self-help measures. In this case, the amount available
for such development activities was reduced by Kwacha 
33;285,754 ( 4;160,719).
 

L'janaemen1- Conwents 

USA.ID)/Zamb a officials disagreed with the finding.
USAY/Zambl.a officials stated that the negotiated solution to
offset Commodity Import Program revenues with Title revenuesI 
was appropriate, The comments also-reflected the position that
the Govern Lntof Zambia had already used their own funds to
fully fund the sef-he].p measures called for by the Title I 
agreement: and suggested this recommendation be dropped from the 
final audit report. 

Office of Inspector General Comments 

We st i -. maintain the position that the negotiated offset
method used by USAID/Zambia and the Government of Zambia 
const O-uted a violation of the Title I agreement provisions.
Concerning the recommendation to recover the amount necessary

fund ,itle measures, thatto fully required I self-help we note
USAID/Zambia comments indicate that the Government of Zambia
has subsequently fully funded those measures from their own 
resources. Accordingly, we thisconsider recommendation
 
resolved and upon receipt of properly certified reports to that 
effect we will closed the recommendation. 

Management Comments
 

USAID/Zambia officials commented that they did not agree that
the recommndation to establish a separate Special Account for
Commodity Import Program proceeds would necessarily result in
improved management or accountability for local currency;
however they agreed to conform to the recommendation. 
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Office of Inspector General Comments
 

We consider this recommendation resolved and based on
 
USAID/Zambia comments the recommendation is closed upon.
 
issuance of the report.
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2. USAID/Zambia Needs To Ensure That Local Currency Revenues 
Are Collected and Programmed Sooner
 

Zambia's economy underwent high inflation - about 60 percent
during the year (April. 1986 - April ]987) precedLng this
 
audit. During high inflation, prudent cash management practice

dictated careful consideration 
of the time value of money.

Commodity Import Program agreements always specified the time
 
local currency revenues were to be collected and A.I.D. policoy

encouraged the timely 
use 	of the revenues . Nevertheless, 
revenue collections were delinquent and agreement on the 
specific uses of the revenues was not reached until after 
revenues were co] lected. Deposits were 
 delinquent because

USAID/Zambia and the Government of Zambia did not effectively
track deposits, deposits were commingled with other funds, and 
USATD/Zambia was unable to reconcile the Special Account.
Slowness in programming the funds occurred because th.e
Government of Zavbi.-a lacked long-term planning capabiiitie; and
USAID/Zambia wanted to maintain flexibility over the use of the
funds. In addition, Mission official were concerned that
Zambia's inflation problem would be eXacerbated by spending the
proceeds. The effect of the situation was that inflation 
reduced t:he 	 value of the revenues available for development
activitics. At the time of audit, Commodity Import Program 
revenues totalling Kwacha 95,895,560 (,"11,986,946) had already
lost Kwacha 1-2,400,850 (.$5,355,106) in purchasing power. 

Recommendation No. 2 

We recommend that USAID/Zambia officials: 

a. 	 develop procedures for ensuring that deposits are made 
timely, in accordance with agreement provisions. Such
procedures should include a provision that debtors present
USAID/Zambia officials with a copy of the deposit slip
since delays in receiving bank statements hindered quick:
follow-up on verifying deposits; and future agreements
should include a provision that delinquent debtors be 
assessed penalties and interest on late payments, which 
would en-ourage timely deposits.
 

b. 	 jointly develop with Government of Zambia officials 
programming procedures which res-ult in the programming of

local currency 
revenues prior to actual receipt, and have
 
the effect of reducing the time between receipt and
 
disbu rsement . 
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Discussion
 

Zambia experienced a 60 percent inflation rate. Prudent cash
 
management principles close to
dictated attention the
 
collection and expenditure of funds 
during such an inflationary
period. The longer funds remain unexpended during an 
inflationary period, the more the purchasing power of the funds 
decreased -- the lost purchasing power became a wasted resource. 

The Commod i t-,- Import Program grant agreements between 
USAID/Zambia -Ad the Government of Zambia contained pr.ovisions
about when local currency revenues were to be deposited. Under 
the 1984 ageenent, Section 5.7.(b) required that 1'... deposits
to the 	 Special Account for agricultural spare parts shall
became due and payable at the time request is made for issuance 
of Letters of Credit or Direct Letters of Commitment. Deposits
to the Special Account for fertilizer and fertilizer raw 
ma tori a Is 1 c payable in quarterly equalhe l 1 and 
installments, the first installment to be due eighteen months
from the da te of issuaice of the first Direct Letter of
Commitment a".nd the finial installment to be due twelve months 
later." Under the 1985 agreement, Section 5.7. (1.) was revised 
to read that "... deposits to the Special Accoun..t shall become 
due and payable at the time request is made for issuance of
Lett rs of Credit or Direct Letters of Commi tn:ent. " The. 
agreements contained no provisions for charging interest and
 
penalties to delinquent debtors.
 

A.I.D. Policy Determination No. 5, as amended in 1984, required
that local currency revenues from Commodity Import Programs be 
spent as closely as possible to the time the commodities were 
received. The 
purpose of the policy was to minimize the
inflationary or deflationary effects from delays in spending 
revenues.
 

As of April 22, 1987, deposits to the Special Account 
attributed -to the 1984 and 1985 Commodity Import Program
totalled Kwacha 119,069,602 ($14,883,709)2/ which constituted
 

2/ 	 The 1984 and 1985 Commodity ImporL Program grant
 
agreements actually provided commodities valued at about
 
$25 million to the Government of Zambia. The deposit

requirements totalling Kwacha 119,069,692 were based on 
exchange rates ranging from Kwacha 2.07 to $1;.00 up to 
Kwacha 14.33 to $1.00 during the period covered by the 
grants. As noted previously, in April 1987, the 
Governmert of Zambi.a unilaterally fixed an exchange rate
of Iwacha 8.00 to .,1.00 which the basis for dollaris the 
amount shown here. 
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full collection, of Commodity 
Import Program local currency
 
revenues as reconciled in USAID/Zambia's April 27, 1987
 
proposal to the Government of Zambia. Of this amount, Kwacha

23,174,.104 (1:2,-896,763) had been disbursed for agreed to

development ,ctivities, leaving a balance of Kwacha 95,895,567
(*ii,986,946).I
 

An analysis of the dates local currency revenues were 
due to be
deposited and the dates deposits were actually made revealed
 
that most of the funds deposited into the Special Account 
were

delinquent deposits. Some funds were deposited as much as 13
months late even though USAID/Zambia officials were attempting
to reconcile since late 1.985. For example, on April 22, 1987,
kwacha 118,518,709 (t14,814,838) was deposited by Zimco Ltd., a
parastatal, to cover del.inquent payments under the ].985

Coimmiocity Import Program and .an A.1 .D. cash transfer grant 
program.
 

Our analysis of deposits also showed that as of April 22, 1987,
chasi:ng po'er the hand,
the pu . of Kwacha deposits on totalling

Kwacha 95,895,567 (.;11.9(6,946), had declined the cquivalent ofKwacha 42,040,850 (t ,355,106). This purchasing power loss was
attribut ale to the 60 1:-cent inflation rate occur ring in
Zalbia between the time deposits we're due and April 22, 1987. 
The I . 42,840,850 (4;5f355,106) purchasing power loss could 
have been mi n i ie.ed if USAI D/Zd.-mbia and the Government of
Zambia had imple<ranted a system to monitor and ensure timely
deposits and then done more timely programming of the use of

local currency revenues. The audit showed however that during

this period, USAID/Zarnbia was unable to reconcile deposits 
 to
the Special Account- and even though USAID/Zambia had continuing

dialogue on programming with the Gove~nrnent of Zambia,
agreement on specific use awaited the receipt of deposits.
Thus, the expenditure of funds was further delayed.
 

Regarding USAID/Zamobia's practice of not doing earlier
programming of funds use, USAID/Zambia officials stated that
several factors were involved. Those officials told us the
Government of Zambia did not have the capability for doing thelong-term planning would required. havethat be They however
initiated actions to improve this planning capability. The
officials also stated that they preferr-ed the flexibility of
having unprogrammed funds available to induce Governmet of

Zambia officials to take cert:ain actions. USAID/Zambia
officials also stated that they were opposed to 
programming the 
use of money merejy to beat the rate o2 inflation and they were 
concerned about the effect on Zambia's 
inflation which would
 
result from spending the revenues.
 

- 10 



RIG/A/N believes that USAID/Zambia's comments regarding

flexibility, programming merely to beat inflation, and concerns
 
about the effect on inflation have validity. RIG/A/N does not
 
suggest 
 money be expended solely to beat inflation and
 
recognizes the potential effect spending local currency

procee'ds could have on inflation. However, RIG/A/N believes
 
advance planning on, the use of funds before receipt is a common

and appropriate to the ofpractice minimize loss purchasing 
power due to inflation.
 

Malnagement Comnents 

US?,ID/Zambia officials agreed with our recommendation to 
develop proc,. ures for ensuring that deposits are made tirely,
in accordance with agreement: provisions. Their response- aiso 
presernted the sysLems and procedures to be adopted. 

Office o f ",r : -- ----InCsp e o-mnt 

We closely reviewed the procedures to be incorporated in future 
agreemcnts and helieve they will resolve problems encountered 
in earlier programs. Accordingly, this recommendatjion is
considered resolved and closed upon issuance of the report
baSed on USAID/ / amhiia xpresed commi tmen to incorporate such 
procedures in future agreements. 

Ma nag,e vn CCommentiI:s
 

USAID/Zamhia officia.s i n general disagreed with the
recommendation to develop programming procedures which result 
in the programming of l.ocal currency revenues prior to actual 
receip: and have the effect of reducing the time between 
receipt and disbursement. Concerning this "pre-programming,"
the officials stated that programming all funds "when an 
agreement is -signed is actually counterproductive." The 
response also reiterated the position presented .in the report.
 

Office of Inspector General Comments
 

We do not disagree with USAID/Zambia's position that it could
be counterproductive to pre-progr_,m all the funds at the time 
agreements are signed - usually one to two years prior to 
actual receipt of the funds. This position was not taken by us
in the report and, as such, is an inappropriate argument.
However, we continue to believe that funds managers shou.d,
prior to actually receiving the funds, begin doing the the
analytical work and formulating specific plans for using the 
funds - especially in periods of high inflation. Our
 
recommendation is merely that USAID/Zambia 
develop, document,
 
and implement procedures to that effect.
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B. Compliance and Internal Control
 

Compliance
 

The audit disclosed that Commodity Import Program local
 
currency revenues had been ,improperly offset with local
 
currency revenues generated by Public Law 480 Title I sales
 
(See Finding No. 1). Recipients of the Commodity Import
 
Program did not make timely deposits to the Special Account
 
(See Finding No. 2).
 

The audit also disclosecl that USAID/Zambia did not require the 
Government of Zambia to deposit Commodity Import Program local 
currency revenues in a Special Account separate from other 
local currency revenues. Rather, Commodity Import Program 
local currency revcnues were commingled with revenues from 
other progqrams such as Title I sales and cash transfers. Based 

- Inspector LegJJon a lega. og n ion f1om the A . T.D. 's General 
Counsl. --,- det-ermined that a sepdrate Special Account was 
required for Commodity lnmport Program local currency revenues. 
A reconmonenation 
Finding 11o. 1). 

was made to establish such an account (See 

Nothing else came to 
and untested jtems 
rCguJ.ations and acgreo

our 
did 

ments. 

atten
not 

tion that 
conform 

would 
to a

indicate 
pplicable 

tested 
laws, 

Interal Controls 

USAID/7ambia and the Government of Zambia did not have adequate 
accounting systems to ensure that local currency revenue 
deposits were made as required by Commodity Import Program 
agreements. 'This resulted in an inability to reconcile 
deposits to the Special Account (see Finding No. 1). The 
review of internal controls was limited to the finding areas 
presented in this report. 
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STO AMEMBASST NAIROBI IMMEDIATE 2378
 
BT
 

SUNCLAS SECTION 01 OF 07. LUSAKA 01312 

.- FOR RIG/A
 

E.O.' 12356: N/A

SUBJECT: USAID/ZAMBIA COMMENTS ON'DRAFT AUDIT REPORT
 
NO 3-611-88-XII (CIP)
 

REY: 87 LUSAKA 4281
 

1. USAID APPRECIATES T3E OPPORTUNITY TO CO,4MENT ON 

THE DRAFT AUDIT REPORT. WE ARE PARTICULARLY PLEASED 
THAT OUR F/RLIER CCMIENTS ON REFTEL EAVE 'BENTA ENINTO CONSIDERATION :]Y RIG IN: (1) NARROWING THE 
FOCUS OF' -RECOM,-lIDA2IONS
TO THOSE AREAS ORI3INALLY

IDENTIrID IN THE REPORT AUDIT FINDINGS (RAF); AND
,(2) MAKING MINTION, ALBTIT ONLY ONE SENTENCE,. TEAT


TH AUDIT SHOWED THAT FOREIGN ECEANGE RESOURCES
 
WERE USED TO BUY ELIGIBLE COMMODITIES AND SUCH
COMMODITIES WERE IIING PROPERLY UTILIZED FOR4.INTENDED PURPOSES. "'V 
 BELIEVE THIS STATEMENT,

THOUGH 3R IEF, IS VERY SI2NIFICANT SINCE THE AUDIT
COVERED.SIX CIPS, FINANCING USDOLS 9J MILLION OF
EZUIPMNT, SPARES, I7R]ILIZER, PERTII!ZEpR RAW 
MATERIALS, ANIMAL F 
D AND PETROLEUM IN A DIFFICULT
 

LDC SITT]N4. THE AUDIT DID NOT FIND THE TYPES 
 OF
DIFFICULTIES eHICH HAVE ?LA0UD ESF PROIRAMS

ELSEWEERE, SUCH AS PROCUREMENT PROBLEMS, A LACK OF

:FINANCIAL ACCOUNTABILITY OF DOLLARS PROVIDED TO

FINANCE IMIORS, FAILURE TO OBSERVE A.I.D.
 
REGULATION PROCEDUIRES, PROGRAMMATIC OR
, 

ADMINISTRATIVE INEFFICIENCIES OR ANY TYPE OF

CORRUPTION. 
WE BELIEVE THE OBVIOUS IMPLICATION IS
THAT THESE TYPES OF PROBLEMS WERE AVERTED BY GOOD

MANAGEMENT OF'THE ZAMBIA CIPS.O
 

PART ONE OF OUR COMMENrS DEALS WITB FACTUAL OR
LOGICAL ERRORS CONTAINED IN THE BODY 
OF THE REPORT.

PART TWO WILL PROVIDE OUR COMMENTS SPECIFIC TO THE
 
REPORTS REC OMMENDAT IONS.
 

.2.:EXECUTIVE SUMMARY PA3E 
III: TIE DRAFT REPORT
 
iSTATES: "PUBLIC LAW 48Z TITLE I FOOD SALES
 
AIE2EM2NTS }{ERUIRED THAT TITLE 1 
LOCAL CURRENCI
 

-RIV.ENUES BE USED TO FUND SELY-HELP ACTIVITIES"
 

TOR: 13:37
 
CU: 04582
 
CHR,:AID.......
 

DI T: AID
 
ADD:
 

l
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COMMENT: IN FACT, THE AUTHORIZYD USE OF LOCAL
 
CURREN'CT IS CONSIDERABLY BROADER.,, 
THE 1985 ZAMBIA-"

PL 80 T ITLE I AGREEMENT STATES: 
 THE PROCEEDS...
 

SET FORTH IN THE A-GREEMENT, &ND: FOR DEVELOPMENT IN
yTHE AGRICULTURAL AND RURAL-SECTORS IN A MANNER
 
DESIGNED TO INCREASE THE ACCESS OF THE POOR IN
 

' ZAMBIA TO AN .DEQUATE NUTRITIOUS AND STABLE FOOD
4pSUPPLY* 
 THIS SAME ERROR ALSO APPEARS IN A NUMBER
 
OF OTHER PLACES.IN THE TEXT.
 

3. EXECUTiVE SUMMARY PA3E 1II': THE DRAFT REPORT
STATES: 
 UNABLE TO RECONCILE A COMMINGLED SPECIAL
 
ACCOUNT, USAID/ZAMBIA DECIDED TO SATISFY REQUIRED

COMMODITY *IMPORT PROGRAM REVENUE DEPOSITS WITH TITLE
 

SI PROGRAM REVENUES."
 

COMMENt THE FACT THAT THE ACCOUNT WAS "COMMINGLED"
IS IRRELEVANT. 
 FURTHER, TO POSIT THAT USA1,D/ZAMBIAK

.AS UNABLE TO RECONCILE A "COMMINGLED" SPECIAL
ACCOUNT 
IS IRRELEVANT AND MISLEADINg, AND ULTIMATELY
 
SINCORRECT. 


I..PAGE 7: 
 THE DRAFT REPORT STATES: "RATHER THAN
RESTRICT THg SPECIAL ACCOUNT TO 
COMMODITY IMPORT
PROGRAM TRANSACTIONS, USAID/ZAMBIA ALLOVED THE

GOVERNMENT OF ZAMBIA TO DEPOSIT REVENUES FROM THE
TITLE I SALES PROGRAM AND OTHER PROGRAMS...;"
 

CLARIFICATION: ACCOUNT NO 846 WAS ORIGINALLY 

A ESTA-LISEED IN 1983 TO CONTAIN TITLE II REFLOWS. 
THF CIP REFLOWS VERE DEPOSITED TO THE ACCOUNT
SUBSEQUENTLY. 
 THE STArEMENT A-BOVE IS MISLEADIN9,AS

THERE WAS NEVER A POSSIBILITY OF "RESTRICTING' THE

ACCOUNT-TO CIP DEPOSITS, BECAUSE TITLE II REFLOWS
WERE ALRFADY IN THE ACCOUNT. FURTHERMORE, THE

IMPLICATION OF THE ABOVE STATEMENT (USAID/ZAMBIA
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ALLOWED...) IS MISLEADING, INSOFAR AS IT IMPLIES A
 
CONSIDERED AND DELIBER&TE ACT. OBVIOUSLY,

USAID/ZAMBIA HAS 
NO IMMEDIATE CONTROL OVER NRRONEOU."
TEE "...... ,_ CO.......... 


PTHE TITLE I IMPORTERS TO DEPOSIT FUNDS TO ACCOUNT
PNO. 846 (AT LEAST THROU H THE 185L PROGRAM); In
 
WE INSTRUCTED:THEM TO DEPOSIT THE REFLOYS IN THE GRZ
 
GENERAL REVENUE ACCOUNT. (NOTE: STARTING WITH THE
1 86 PROGRAM, THE MISSION SWITCHED FROM ATTRIBUTION
 
TO PROGRAMMING REFLOWS AND CONSEQUENTLY INSTRUCTED

:IMPORTERS TO MAKE DEPOSITS INTO THE SPECIAL ACCOUNT.)
 

5. PAGE 8: THE DRAFT REPORT STATES: "..STILL'UNABILE 

>TO RECONCILE THE ACCOUNT...."
 

COMMENT: USAID QUESTIONS WHAT RIG MEANS BY
 
RECONCILE THE ACCOUNT 
 IN THIS INSTANCE. WE HAD
 

DETERMINED THE DEPOSIT REQUIREMENT FOR THE CIP

iPROGRAM, AND KNEW WHAT DEPOSITS H&D BEEN MDE, AND 

BY EXTENSION, THE SHORTFALL IN DEPOSITS. 
 WE KNEW
WHAT TITLE I (ERRONEOUS) DEPOSITS HAD BEEN MADE, HAD
 
DETERMINED THAT THE DEPOSIT REQUIREMENT WAS ZERO, 

RAND THAT THE EXTANT DEPOSITS WERE EXTRANEOUS. THE 

ACCOUNT, THUS, WOULD SEEM TO HAVE BEEN RECONCILED,

AND THAT RECONCILIATION INDICATED THAT THERE WAS A
 
SHORTFALL OF CIP DEPOSITS, AND A COLLECTION OF
 
(ERRONEOUS) TITLE I DEPOSITS.
 

6. PAGE 10: THE DRAFT REPORT STATES: "DEPOSITS WERE
,IDELINQUENT B CAUSE...DEPOSITS WERE COMMINGLED WITH

OTHER FUNDS. 


COMMENT: "'THE"TWO-PHENOMENI,"'ARE"CAURSALLT" INDEPENDENT.. 

i'? REQUEST THAT THE DRAFT REPORT BE MODIFIED TO 

-CORRECT THE*ERRORS, IN ACCORDANCE WITH THE ABOVE.
 

S'PART TWO
 

RECOMMENDATION IN0 WE ARE PLEASED THAT
1 (A'):

.OUR COMMENTS (REFTEL), AS'WELL AS EXTENDED
 
DISCUSSIONS'WITH RIG/A STAFF, HAVE RESULTED IN SOME


jMODIPICATION'OF"THIS RECOMMENDATION FROM" ITS EARLIER
FORM; HOWEVER, -WEREMAIN IN DISA"REEMENT WITH THE
RECOMMENDATION. ONCE AGAIN, BRIEF"BACKGIAOUND 
INFORMATION WILL EXPLAIN THE BUDGETARY-ATTRIBUTION 

'PROCESS INVOLVED WITH THE PL 480 PROGRAM. 

' 

TITLE I
:REFLOWS (PRIOR TO 1986)WERE ATTRIBUTED TO TUE GRZ 
[DEVELOPMENT BUDGET. UNDER OUR SCENARIO, 'THE

tATTRIBUTION PROCESS"IS (DUE TO THE FUNGIBILITY 'OF"RESOURCES) TANTAMOUNT TO CONCLUDIIIG THAT A CERTAIN 
PORTION OF DEVELOPMENT BUDGET EXPENDITURES'IN FACT 
HAVE- BEEN FUNDED AS A RESULT OF OUR PL 480 PROGRAM
((I-Y, iiBi TITLE'I SALES PROCEEDS TO BE PLACED'IN THE'

1GRZ'GENERAL REVENUE ACCOUNT). THIS CONCLUSION IS
BAAED ON OFFICIAL'DOCUMENTATION POSITING SUCH. 
AT
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THIS POINT, IT'IS USEFUL TO EXAMINE EXACTLY WHAT
HAPPENED REGARDING SXLF HELP MEASURES. 
 IN 0OMPLETE
COMPLIANCE WITH PROVISIONS OF TITLE I AGREEMENTS, "
 
THE GRZ HAS- ALREADY SATISFACTORILY .UNDED_ALL.
REQUIRED SELF 'HELP-MEASURES.FROM THE-GRZ IENERA.L 
 ..
REVENUE ACCOUNT. THIS WAS.EVIDENCED BY MINISTRT OF
FINANCE LETTERS TO USAID OUTLINING THEIR ATTRIBUTION
 
OF'TITLE I FUNDS. 
 THUS, THE BUDGET ATTRIBUT ION
PROCESS AND THE DEVELOPMENT ACTIVITIES REQUIRED BY
AID HAVE ALREADY BEEN COMPLETED. IT IS TOTALLY
 
INCORRECT AT THIS POINT FOR RIG TO RECO1MEND THAT

THE GRZ RIEIMBURSE THE TITLE I KWACHA 33,285,754.57.
 TO FUND' SELF HELP MEASURES (AND OTHER ALLOWYD.PURPOSES) IDENTIFITD IN THE TITLE I AGREEMENT
BECAUSE THE ,RZ HAS ALREADY FUNDED THEM. 
AT THIS

POINT, DRAWING. KWACHA OUT OF PHE SPECIAL'ACCOUNT AND
THEN DEPOSITING THOSE FUNDS IN TFE ,,NERAL RFVFENUE
FUND FOR PL*430 AGR'ED PURPOSES WOULD 'IEANDOUBLECOUNTING OF SELF HELP MEASURES, I.E., THE 3,RZ YOULD. IBE SPENDING K66 MILLION INSTEAD OF K33 MILLION ON 

. 

AGREED PURPOSES. WHILE SOME TITLE I MONEY
ERRONEOUSLY iENT INTO THE SPECIAL ACCOUNT, THE -RZ
WAS STILL ABLE TO FINANCE SELF HELP MEASURES FROM

OTHER SOURCES OF REVENUE, I.E., THE FUN3IBILITY OF.
MONEY ARGUMENT. 
THE ATTRIBUTION PROCESS, BY
DEFINITION, GIVES THE ,XRZ FLEXIBILITY IN THEIRNORMAL DAY-TO-DAY OPERATIrNs OF TRANSFERRING FUNDS

IN MEETING BOTH PLIB0 AND'CIP' OBLIGATIONS; THEY
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ACCOMPLISHED THIS. 
 UNDER ATTRIBUTION, dE ONLY LOOK 

FOR SELF HELP RESULTS AND WE GOT THEM.
 

i7 UNDER 
 CIP PROGRAMMING OF COUNTERPART, VE REQUIRELOCAL CURRENCY DEPOSITS EQUIVALENT TO THE VALUE OF
THE SALE OR IMPORTATION OF CIP-FINANCED

COMMODITIES. 
 ALL THE LOCAL CURRENCY WAS DEPOSITED.

THUS, WE STILL DIS-AGREE CATEGORICALLY WITH RI-S
INTERPRETATION


:/AND OF THE RELEVANT CIP GRANT A3REEMENT,THIS -RECOMMENDATIOn AND MUST RESTATE OUR EARLIER 

POSITION IN REFTEL. SECTION 5.7, USE OF LOCAL
CURRENCY OF THE FY 1984 CIP STATES QUOTE: (A) THE
GRANTEE WILL ESTABLISH AND MAINTAIN A SPECIAL
ACCOUNT IN THE BANK OF ZAMBIA AND DEPOSIT THEREINCURRENCY OF THE GOVERNMENT OF THE REPUBLIC OF ZAMPIA
IN AMOUNTS FQUAL TO PROCEEDS ACCRUING TO THE GRANTEE
OR ANY AUTHORIZED AIENCT THEREOF AS A RESULT OF THESALE OR IMPORTATION OF ELIGIBLE ITEMS. UNQUOTE.
N.B. THE GRANTEE (Oil MOF ON BEHALF OF THE'-RZ) ITASTHE OBLIGATION TO ESTABLISH THE ACCOUNT AND INSURETHAT DEPOSITS ARE UP TO DATE. 
 ONCE AGAIN, THE GRZBROUGHT REQUIRED DEPOSITS UP TO DATE.
 

TO SUMMARIZE THE SOLUTION, THE GRANTEE, MCF, MADETHE SPECIAL ACCOUNT DEPOSIT AS REQUIRED BY THEPROGRAM AGREEIENT. THE NEGOTIATED SOLUTION INVOLVEDCREDITING THE 
SPECIAL hCCOUNT WITH DEPOSITS Y
RECIPIENTS OF PL 483 ASSISTANCE WHICH WERE DUE TO 

THE GRZ (GENERAL REVENUE FUND), 
BUT HAD BEEN
INADVERTENTLY DEPOSITED INSTEAD INTO SPECIAL ACCOUNT
81-6. 
 WHEN WE DISCUSSED THESE DEPOSITS, THE MINISTRT

OF FINANCE CHOSE THE ALTERNATIVE OF LEAVING THEM
ACCOUNT 845 AS A CREDIT AGAINST TEE GRANTEE'S 

IN
 
OBLIGATION TO DEPOSIT K33.28 MILLION TO COVER THE
VALUE OF RAW MATERIALS IMPORTED UNDER THE 1984 CIP.TO COMPLETELY SETTLE THE GRANTEE'S DEBT, THE MOF
DEPOSITE AN ADDITIONAL K3.4 MILLION. THIS
 
NEGOTIATED SETTLEMENT BETWEEN THE MOF (ON BEHALF OF
THE GRANTEE) AND USAID CLEARED THE TOTAL OBLIGATION
 
OF THE GRANTEE TO DEPOSIT KWAC9A EQUAL TO THE
PROCEEDS OF IMPORTATION UNDER THE Fr 1981 CIP. THE

MOP AND NCZ (A CIP OFIMPORTER FERTILIZER RAWMATERIALS WHICH DID NOT MAKE A SPECIAL ACCOUNT
:DEPOSIT) ARE CURRENTLY FINALIZING A LOAN AGREEMENT tTO T.AKE CARE OF 'NCZ'S INTER-AGENCY DEBT TO THE 
MINISTRY OF FINANCE. 
AS WE SEE IT, ,THE GRANTEE (OR HAS'GRZ) SETTLED'OBLIGATION TO DEPOSIT ITSEe CORRECT AMOUNT OFCOUNTERPART INTO THE'SPECIAL ACCOUNT. 
 ON BEHALF OF

THE GRZ THE MOP SQUARED THE ACCOUNT BY: (1)
SDISCRETfONARY USE OF PL 480 DEPOSITS IN ACCOUNT 846INSTEAD OF THE GENERALREVENUE FUND AND (2)"TOPPINg ,UP" THE DIFFERENCE WITH MILLIONA K3.I DEPOSIT.CURRENT ARRANGEMENTS TO THE 

THE
SETTLE ACCOUNT BETWEENT IIMOF AND ANY ORGANIZATION WHICH MAY (OR MAY N34FAVE 'DEPOSITED 
TOO MUCH (OR TOO LITTLE) ARE PART OF
 

, ,:4 .L...J<4 UN.LA.SI AE A 00PT12/03 

5 of 13 

Jj 

" 

cf 

"
 

r 

C 

http:UN.LA.SI


UNCLASSIFIED LUSArA Z1312/07 
 P ge6dfi..1
 

'THE NORMAL DAT-TO-DAY OPERATIONS OF THE -RZ. AG.INTHE GRANTEEHAS FULFILLED 
ITS OBLIGATIONIAND MADE
 
THE COUNTERPART DEPOSITS WITH GRZ OWNED LOCAL -L.....C.URRENCY;, ...THE..CONCERN- :THAT.-: THE 
REIMBURSE PL 480 SELR HELP MEASURES IS INCORRECT AND 
-TOTALLYCOUNTERPRODUCTIVE BECAUSE THE SFLF HELP
MEASURES IN QUESTION HAVE BEEN ACCOMPLISHED, USING 

OF -R.IG --- GR Z-: SHOULD.. 

GRZ FUNDS APPLIED TOWARDS THOSE MUTUALLY AGREED
ITEMS INCLUDED IN THE PL 4-0 AGREEMENTS. THEY AREHISTORY BECAUSE THE GRZ ALREADY FUNDED TEEM. WE 
SUGGEST THAT THIS RECOMMENDATION BE DROPPED FROM THE 
FINAL AUDIT REPORT. 
9. RECOMMENDATION I (B): WE BELIEVE, AS DISCUSSED ETLENGTH WITH RIG/A/NAIROBI AUDITORS AND IN REFTEL,

THAT THE-ESTABLISHMENT IN ZAMBIA OF ADDITIONAL

COUNTERPART FUND ACCOUNTS IS, AT WORST, 
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COUNT IRO'UCTIV.E; 'AND AT BEST, .OF V'ERYMARGINAL 

UTILITY .'bU]V.KEk'S'ONS FOR'THIS ARE S*TATED IN REFTEL 
BUT 	ART REPEATED-EH3RXYOTiTHE RECORD. -E STILL
BELIEVE'THAT THE CURRENT .MTSSION ACCOUNTING.
 

: PROCEDURES ARE ADEQUATE TO TRACK'BOTrTH- DEPOSITS'
 
"AND'THE WITHDRAWALS"FROM'SPECIAL ACCOUNT"NO."'81.6 OF
 

, 	 COUNTERPART FUNDS FROM WHATEVER SOURCE. WE REMAIN'
 
CONVINCED THAT SETTING UP MULTIPLE ACCOUNTS -WOULD-BE
 
OF MARGINAL'VALUE AS'A MANAGERIAL TOOL; IN FACT,
 
'THIS 'WOULD CREATE MULTIPLE MANAGE-MENT, ACCOUNTIN3
 
'AND'TIME/USE PROBLEMS FOR USAID AND MORE'IMPORTANTLY
 
FOR'THE GRZ.'- BY DESIGN, PROGRAMMING OBJECTIVES 'FOR
 
ALL AGREEMENTS ARE THE SAME. REGARDLESS OF SOURCE,
 
FUNDS ARE PROGRAMMED INTO AG SECTOR ACTIVITIES ON A
 

'&. FIRST-IN, FIRST OUT BASIS, AND MATCHED WITH THE
 
A REEMENT'THAT GENERATED THE COUNTERPART. MULTIPLE
 
S"ACCOUNTING WILL" 1NOREASE THE USAID/ZAMBIA'WORKLOAD,
AND 	SIGNIFICANTLY RPT SIGNIFICANTLY INCREASE THE
 
"ACCOUNTING AND PAPERWORK WORKLOADS OF THE ALREADY
 
OVER-BURDENED GRZ 11INISTRY OF FINANCY AND BANK OF
 
-ZA'MBIA. IN ADDITION, USAID DOES NOT LOOK FORWARD TO
 
.ATTEMPTING TO RESOLVE. THE INEVITABLE PROBLEMS OF
 
1"HOVING"A-DEPOSIT FROM'THE WRONG'SPECIAL ACCOUNT TO
 
'THE-"CORRECT'SPECIAL ACCOUNT@
 

EQUALLY-IMPORTANTLY, WE ARE CONCERNED ABOUT THE
 
, "PRECEDENT FOR OTHER DONORS THAT WILL BE SET IF/WHEN

"USAID CONVERTS FROM A UNITARY TO A MULTIPLE SPECIAL
 
ACCOUNT MANAGEMENT STRUCTURE. IT IS PRECISELY THIS
 
*WELL-FOUNDED FEAR'OF MULTIPLE DONORS EACH WITH
 
MULTIPLE ACCOUNTS THAT LED THE GRZ (RIGHTLY, F
 
CONSIDER) TO RESTRICT SPECIAL'ACCOUNTS TO ONE PER
 
DONOR' IF AT ALL POSSIBLE.
 
FINALLY, TO REPEAT, 'OUR DOLLAR PROGRAM' IS TOTALLY
 
INTEGRATED TOWARD THE DUAL GOALS OF INCREASING
 
A3,RICULTURAL PRODUCTION AND'RURAL INCOMES, AND WE 
NEED A SINGLE COUNTERPART FUNDS ACCOUNT TO ALLOW THE
 

'SAME REINFORCING PROGRAMMATIC-AND MANAGEMENT
 
-INTEGRATION OF'COUNTERPART FUNDS. 'IN SUMMARY, WE DO
 
"NOTBELIEVE THAT k MULTIPLICITY OF SEPARATE SPECIAL
 

"'ACCOUNTS WILL PROVIDE SUFFICIENT' BENEFITS AS A 
"CONTROL'MEASURE TO JUSTIFY"THE LOSS OF RESOURCE
 
-INTEGRATION'AND THE COSTS OF MAINTAINING'SUCH A,
 

(' 	 CUMBER'SOME"SYSTEM IN LIGHT OF .OUR STRAIGHTFORVARD 
LOCAI' CURRENCY"PROGRAMMINGO - . . ' 

: ECOMr1ENDATION."1'(ByoA PE' IMPLEMENTE'. :-HOWEVER, WE 
BELIEVE THERE.'IS'NOTHING'TO BE GAINED'BY WITHDRAWIN3 
THE BALANCE OF CIP'"LOCAL CURRENCY FROM ACCOUNT NO. 
816 AND REDEPOSITING IT,IN 'A NEV ACCOUNT; IN 'THE 
DOZ. 'FOR ONE'THING, ALL 'CIP 601' AND CIP, 602 LOCAL 

"CURRENCY'HAS 'BEN GENERATED AND' DEPOSITED.
 
ADDITIONALLY, t ALIr C.IP 601 'LOCAL CURRENCY HAS BEEN
 
PROGRAMMED AND'EXPENDED .WPT EXPENDID. THE CURRENT.
 
BALANCE IN' THE' CIP 602 SUB3 ACCOUNT IS
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K29 34110i4'.9. "AN ADDITIONAL K 3.21 MILLION HAS
'BEEN' PROGRAMMED" AND IS EXPECTED TO BE RELEASED 

; PRIOR TO 4/30/88, WHICH WILL BRING THE BALANCE DOWN 
TOK269131t1 . 49. Cl-COUNTERPART- FUNDS-:PROJECTS F OR. 
K20 MILLION PLUS (COOPERATIVE STORAG.E) AND 30 

* MILLION' (WHEAT PRODUCTION DEVELOPMENT) ARF..CURRENTLY 
IN THE DEVELOPMENT STAIES. IT IS ANTICIPATED THAT 

$ .RELEASES TO THESE ACTIVITIES (K 50'.MILLION PLUS)
WILL'BE MADE CIRCA 7/88. THESE ACTIVITIES WILL DRAO
THE CIP, 602 ACCOUNT DOWN COMPLETELY. ESTABLISHING A 
NEW ACCOUNT FOR THE CURRENT BALANCE REMAINI." (K29 

> MILLION) WHEN THE ENTIRE BALANCE IS PROJECTED TO BE 
-EXPENDED PRIOR TO AUGUST, '1988 IS NOT WORTH' THE
'TROUBLE AND IS A SIGNIFICANT WASTE OF BOTH USAID AND 

-!GRZ" STAFF TIME. FINALLY USAID'HAS NO FIRM PLANS AT 
-'THIS TIME FOR ANOTHER CIP FOR ZAMBIA. THEREFORE,
THE TIME AND EFFORT SPENT SETTING UP A NEW CIP 
SPECIALACCOUNT WOULD MOST LIKELY NOT HAVE ANY REAL' 
BENEFITS, CERTAINLY NOT IN THE SHORT RUN, AND VERY
IOSSIDLY NOT IN THE LON" RUN. OUR RECOMMENDATION IS 
THAT THIS RECOMMENDATION BE REMOVED FROM THE FrAITJ REPORT, SINCE WE INTEND TO FOLLOW AFRICA BUREAU 

" GUIDANCE 01. THE ESTABLISHMENT OF SPECIAL ACCO[UNTS IF
AND WHEN THE -MISSION DEVELOPS ANOTIE}I CIP. 

S10. RECOMMENDATION 1 (C): WHILE 'OT IN A-REEMENT 
THAT THE RECOMMENDED COURSE OF ACTION WILL 
-'NECESSARILY RESULT IN IMPROVED MANAGEMENT OF OR 
ACCOUNTABILITY FOR LOCAL CURRENCY (FOR THE REASONS 

"STATED I4 PARAGRAPH 9 ABOVE), 'USAID/ZAMBIA WILL 

{ 

. 

- C 
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FOI;OW'AFRICA'_BUREAU GUIDA'NCE 0i THE ESTABLiISHMENT
C"OF SEPARATE SPECIAL'ACCOUNTS FOR ANY NEW. CIP 
"AlREEMENTS. 

Ii-RECOMMENDATION 2 (A): 'WE CONCUR AND-WILL 
IMPLEMENT THIS RECOMMENDATION. ON ANY FUTURE CIP'S,

> WE WILL CARRY OUT THE FOLLOWIN- PROCEDURES, OR
-SIMILARLY EFFECTIVE ARRANGEMENTS, IN FULL COMPLIANCE 
"WITH-THE AUDIT RFCOMMENDATION . 

-AArFOlV-PUBLIC'_SECTOR- PURCHKASES FINANCED DY-DIRECT 
.LETTERS OF' COMMITMENT: WE WILL REQUIRE THAT
DEPOSITS OF"LOCAI-CURRENCY BE MADE IN ACCORDANCE"WITIl THE'?ROVISIONS OF THE GRANT PRIOR TO REQUESTING 
THE"AID/1"ASHINGTON OFFICE OF FINANCIAL MANAGEMENT TO
ISSUE -THE DIRECT LETTER OF COMMITMENT. ARRANGEMENTS
WILL BE MADE WITH A COMM1?RCIAL BANT IN LUSAKA TO 
RECEIVE"THE DEPOSIT ON BEHAL OF TIHE a-RZ 'AND TO"TRWNSFER THE FUNDS' TO THE SPECIAL ACCOUNT 
ESTABLISHED AT THE BANK *OF ZAMBIA FOR TiIE CIP. 
USAIDW ,'IL 1 'REQUIRE THE IMPORTER TO PRODUCE THE 
RE*CEIPT' OF DEPOSIT AT THE APPROPI1IITE COMMERCIALBANK PRIORP TO APPIROVIN4 THE FINANICING REQUEST 01' THE 
GRZ.' WE WILIALSO REQUIRE EVIDENCE FROM THEPARTICIPATING COMMERCIAL BANK THAT THE FUNDS HAVE
BEEN TRANSFERRED INTO THE SPECIAL ACCOUNT AT THE 
BANK'OF ZAMBIA. USAID WILL MAINTAIN ITS OWN 
ACCOUNTING'SYSTEM TO RUN PARALL%'L TO TIHE CURRENT GRZ
SYSTEM-UNDER WHICH USAID RELIES ON RECEIPT OF 
SSTATEMENTS FROM THE EOZ. THE PROPOSED SYSTEM WILL

THUS" ELIMINATE THE POSSIBILITY OF LATE REPORTING OR
UNKNOWN DEPOSITS, EVEN IF THE BOZ ONCE AGAIN 
EXPERIENCES PROBLEMS SUCH AS A MAJOR COMPUTER 
BREAKDOWN. 

D-•FOR PRTIVATE-ORPUBLIC"SECTOR PURCHASES FINANCED
BY''A'NK"LETTERS-OF "COMMITMENT AND COMMERCIAL LETTERS

-,OF'CREDIT: WE WILL 'REQUIRE '.THAT DEPOSITS OF LOCAL
,,."CURRENCY' BE* MADE' IN ACCORDANCE WITH PROVISIONS OF 

'4'$THE"GRANT PRIOR TO AUTHORIZINGTHE PARTICIPATING-LOCAL COMMERCIAL BANT TO ISSUE A LETTER OF CREDIT. 
,"''THIIS"WILL EASILY BE ACCOMPLISHED THROUGH THE NORMAL'AID BANK.L/COM AND COMMERCIAL"LETTEROF CREDIT 

.PROCESS"AS FOLLOWS. FIRST." USAID WILI *APPROVE 'A 
FINANCING" REQUEST FROM THE 'MOF TO ESTA.LjISH A BANKi* LETTEROF COMMITMENT AT A COMMERCIAL BAN,~ IN THE
t i "SA CERTAIN"NUMBER OF LOCAL COMMERCIAL BANKS 
WILL *E'APPOINTED BY THE MO\KI' ZE 'TB7SPECIAr'ACCOUNT
ESTABLISHED FOR THE CIP AT THE BANK OF ZAMBIA AND<PROVIDE USAID*WITH MONTHLY REPORTS 'OF BOTH DEPOSITS 
RECEIVED FROM'. IMPORTERS AND TRANSFERS OF FUNDS TOE SPECIAL ACCOUNT. 

'.' 

" 
. 

-" 

, 

C 

THIS PROCEDURE WILL ALLOW USAID TO MAINTAIN ITS 'DWN'
ACCOUNTING SYSTEM TO KEEP TRACE OF DEPOSITS, THUS 

~ UNOLASSfIED LU,~SAKA 9 IM2/35 
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';ELIMINATING ANY'POSSIBILITY OF DELINQUENT OR 
) INCORRECT 'DEPOSITS. , 

12".' RECOMMENDATION'2 '(B): IN GENERAL WE.'DISAGREE 
WITH7THIS RECOMMENDATION., PRE-PROGRAMMING OF LOCAL 
.......

CURRENCY'Y' AS THE :PHRASE IS COMMONLY.UNDERSTOOD, IS
 
INOT7APPROPRIATE IN ZAMBIA. 
 THE'GRZ BUDGETARY
 
q PROCESS.CAN CHARITABLY BE DESCRIBED AS SOMEWHAT 

CHAOTIC. ATTUOUGH'SOME IMPROVFMENTS HAVE BEEN MADE

AND".E"CAN EXPECT OTHERS IN.DUE COURSE, THE CENTRAL
 
'BUDGETARY:PROCESS. IS NOT SOPHISTICATED ENOUGH TO
 
PROGRAM MUCH COUNTERPART*THROUGH THE BUDGET. 

PRE-PROGRAMMING COUNTERPART IN LARGE AMOUNTS 
VIA A
RIGID OR"SEMI-RIGID LISTING OF-DISCRETE ACTIVITIES 

TO BE"FUNDED WOULD BE TANTAMOUNT TO A SHADOW IUD.ET,

SOMETHING WE WOULD LIKE 
TO AVOID. ALTHOUGH WE ARE
WORKING WITH THE-GRZ 'TO MORE FULLY INTEGRATE OUR 

(AHD.OTHER DONORS')- COUNTERPART INTO THE BUDGETARY
 
PROCE'SS, WIE 
HAVE A LON'x WAY TO GO. SETTING UP A
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PARALErL'PR'OGRAM ING:'STRUCTURE WOULD MOST LIKELY

?EHINDER'THE ATTAINMENTOF THAT.GOAL. 

.
 

AS 1E'OINTED-OUT- NUMEROUSYTIES TO THE'RI %A
 S'ADITORS;"PROGRAMM.ING ALL COUNTERPARf WHEN 
AN -
AGREEMENT"IS SIGNED'IS ACTUALLT COUNTERPRODUCTIVE.,

'PROGRAMMING.OF LOCAL CURRENCY IN ZAMBIA WOULD HAVE
 

} TO INVOLVE"SOME 'FORMALIZATION.'-O USAID--3RZ

'AGREEMENT"THAT THE FUNDS VILL BE USED FOR SPECIFIC
 
PURPOSES. 
 TYPICALLY, COUNTERPART FUNDS ARE.
" GENERATED ONE TO T4O YEARS AFTER AN' AREEMENT 'IS
 

"SIGNED'.' " NEITHERUSAID NOR 
 THE GRZ WOULD FIND IT 
'VERY.USEFUL'TO'FIND THEMSELVES IN A POSITION OF


). HAVING' AGREED TO USES OF. COUNTERPART THAT NO LONGTRMAKE"SENSE WHEN IT IS'TIME TO' SPEND THE FUNDS. .'
 
/ 'WE"BILIEVE THAT AT THE 
 ROOT OF THIS RECOMMENDATION
 

ISTHE' RIG/A' IMPRESSION THAT USAID DOES NOT

1AGGRESSIVELY PROGRAM COUNTERPART FUNDS. 
 WE WOULD


LIKE TO 'POINT 'OUT THAT PROGRAMMIN' CAN BE A STATIC

OR A'DYNAMIC PROCESS; OBVIOUSLY WE HAVE CHOSEN THE
LATTER. 
FOR EXAMPLE, WE ARE CURRENTLY IN THE

PR'OCESS'OF"'DEVELOPING TWO NEW COUNTERPART FUNDS 
PROJECTS"TOR'"WHEAT PRODUCTION DEVELOPMjENT (K' 30 

JJ 
MILLION)' AND- FOR RURAL COOPERATIVE STOR&IE (: 20 .-PLUS TMILLION). ' WE INTEND TO CONTINUE.THIS PROCESS,

DEVELOPING'"PROJECTS TO ASSIST ZAMBIA'S DEVELOPMENT

IN"TH'E'GRI-CULTURAL 'AND 
 RURAL"-SECTORS 
II THE CONTEXT


'OF.'OUR" APPROVED STRATEY. FURTHERMORE, WE
 
"ANTICIPATE"EXPENDING ALL OF THE COUNTERPART FUNDS
CURRENTLY' AVAILABLE DURING FY 
 S 1988 AND 19 9 RFO.. -

A NUMBER OF' REASONS (THE POSSIBLE PHASE DOW!N 'OFTHE

USAKID/ZAMBIA PROGRAM DUE TO BROOKE AMENDMENT

CONSTRAINTS, THE -NEED TO PROGRAM COUNTERPART FUNDS
RATIONALLY TO CONTINUE DEVELOPMENT ACTIVITIES DURIN,
SUCH A PERIOD, *AND THE NEED, -ALAITTEDLY' SOMEWHAT 
 '
 -TIME CONSUMIN," TO DEVOTE THE TIME AND PROFESSIONAL
 

," EFFORT TO ENSURE THAT THE ACTIVITIES ARE SOUND,"

IMPLEMENTABLE'AND APPROPRIATE), USAID/ZAMBIA DOES*

NOTAND CANNOT CONSIDER A DRASTIC INCREASE IN TH.
 
CURRENT RATE OF EXPENDITURE OF THE RESOURCE..

'USAID WILL"CONTINUE TO PROGRAM COUNTERPART FUNDS AS 

i 

I
RAPIDLY AS POSSIBLE, AND WILL ACCELERATE PROGRAM
 
APPROVAL'WHeREVER POSSIBLE. 
 IN FACT, SOME
PREPROGRAMMING IS ALREADY"BEING DONE 
 E. ,
THE E115
J MILLION GENERATED UNDER THE ZAMBIA AUCTION PROGRAM 
SUPPORT (ZAPS) PROGRAM 611-0757. YET WE CANNOTPRECLUDE REACHING TARGETS OF OPPORTUNITY FOR 

). BENEFICIAL PROGRAMMING WHICH MAY ARISE AT A LATER 
DATEBECAUSE'WE CHOSE rO PRE-PROGRAM ALLFUNDS WHEN


'THF'AGREEIMYNT WAS SIGNED. 'IN ADDITION 'TO JUDICIOUS 
PPROGRAMMING, RESTRAINT IN AVOIDING, DUMPING OF4 
COUN.TERPART INTO THE ECONOMY JOR THlE 
SAKll rF SPE.ED
SIS EMINENTLY JUSTIFIABLE' IN FIGHTING INFLATION IN2 

~ ~k"' *-~'UNCLASSIF~IED 
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SZAMBIA. ' IT' IS A FACT THAT A PRIMARY CAUSE OF 

'INFLATION 'HERE* IS' THE RAPID, -UNCHECKED GROYTH OF THEMONET 'SUPPLYI- PRUDENT: ECONOMICS IN ZAMBIA DICTATES' 
~ TOUGTFUPRGRAMI~G ITOHIGHLY PRODUJCTIVYEAC!IVTIES-LINSTAD OF.-aASTTr-E-PENDITU Es-cJUST-.TO - .i~i.BEAT- INFLATION"'.' IN! SOME.*USAI-D *PROGRA.S(E.a. ,,

SINDIA *AND 'LLOS) ," THE ,COUNTERPART FUN'DS ACCOUNTS HAVEAPPROPRIATEtLYBEEN' "FROZEN" , OR "STERILIZED", INSORDER TO DAMPEN THE' GROWTH OF THE MONEY SUPPLY. YOU 
SIMPLrD0 NOT.-BEAT' INFLATION BY FUELING IT,' AND'CONCERNS.:ABOUT'RAPIDLY SPENDrNGCOUNTERPART TO ":PREVlNTTHERKDUCTION'IN THE'REAL"VALUE OF OUR LOCAL .. 
'CURRXN:CYCANNOT':AND" WILL NOT .BE THrE DRIVIN.",-, .OR '. :

FORCE BEHIND'-OUR'COUNTERPART FUNDPROGRAMMIN."' HOWEVER, WE WILLCONTINUE TO REQUIRE'THATTHE-ANALU IC AL 'BACKGROUND WORK ESSENTIAL"TODEVELOPMENT OFSOUND AND APPROPRIATE ACTIVITIES BE
'DONE. 

:J13.RECOMMENDATION2 (0): USAID HAS IN, PLACE TVOMA'JOR PROJECTS, ZAMBIA AGRICULTURAL "TRAINING, 
PLANNINGAND' INSTITUTIONAL DEVELOPMFNT (ZATPID II,
S611--0207) AND HUMAN AND INSTITUTIONAL RESOURCES
!DEVELOPMENT (HIRD, 5 11- 320 6)v"IN TE,RAL PARTS . OF'WHIICH ARE- IDENTIFICATION OF TEE SPECIFIC TRAIINi'NEEDS AND' INSTITUTIONAL NE]DS OF TUE GOVERNMENT OF

X'ZAM.BIA TO PERFORM LONG TERM PLANNING RELATIVE'TO".'DEVELCPMENT ACTIVITIES," -PRIMARILY IN THE
AGRICULTURAL SECTOR, BUT ALSO. IN THE NATIONAI-
COMMISSION FOR'DEVELOPIENT PLANNINg, CENTRAL 

'. 
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STATISTICS-OFFICE AND THE MINISTRY OF YINANCE.

SUGGEST THAT THIS RECOIMENDATION HAS ALREADY BEEN

WE
 

FULLY IMPLEMENTED, AND SHOULD EE DELETED FROM THE
 
AUDIT" REPORT.

14. RECOMMENDATION 2 (D): THE ZATPID II (611-0207)

PROJEOTIS-STRUCTURED TO "PROVIDF THE GOVE NMENT OF
'ZAMBIA WITH LONG TERM PLANNING CAPABILITY.
 
LONG-TI]M TECiHNICAL ADVISORS ARE WORKING IN 
THE
 
MINISTRY OF ARICULTURF AND WATER DEVELOPMlENT
 
(PLAU,
NINGDIVISION), THE 
 CENTRAL STATISTICS OFFICE


A1D] THE NATIONAL 
 COMMISSION FOR DEVELOPYiENT' 
PLANNING. -OUR APPROVED STRATEGY IS RESTRICTED TOTHE AGRICULTURI!-L' SECTOR. AND PERIPHERAL WJI LINKED 
SUB-S*1,CTORS SUCH AS SMALL-SCALE E ITERPRISE 
DE:VELOPMENT IN PURAL APEAS. TE2 GOALS OF*TE ZATPID
PROJECTTT 17 F AND TEE HIRD PRCJTCT AP FENTIRELY. l CONRUN .iTT H] AMBIT OF THIS R-COY' ENDATION I N TFE CON TB,3'
OF 0 Fh STRATE,,Y. COPIES OF h}T PROJECT PPP'F.S FORTHE TWO PROJi2TS (ZA TPI D Ii AND EID) 1Ay ip
OPTAII E IN T _HYDSO/',iSA LIBRt&PY. WE RFCO,, ND 

1]S """TEAT '1.. 1 I , N,1.T1ON D.,T DEL ,TEDFROM T-E FINAL
 
AUI.IT .PORT.HARE 
BT
!I13! 2 
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REPORT DISTRIBUTION
 

Mission Director USAID/Zambia 

AA/AFR 

REDSO/ESA 

AFR/SA/ZMBL 

AFR/CONT 

AA/XA 

XA/PR 

LEG 

GC 

AA/1M 

M/FM/ASD 

SAA/S&T 

PPC/CDIE 

IG 

DIG 

IG/PPO 

IG/LC 

IG/ADUI/C&R 

AIG/I 

RIG/I/N 

IG/PSA 

RIG/A/C 


RIG/A/D

RIG/A/N 

RIG/A/S 

RIG/A/T 

RIG/A/W 

RFMC/Nairobi 
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