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AUDIT OF LOCAL CURRENCY CONTROLS
IN ZAIRE

AUDIT REPORT NO, 3-660-37-3
DECEMBER 3, 1986



MEMORANDUM FOR Dennis Chandler, Director, USAID/Zaire

DATE: December 3, 1986 (VQJthx%%ngbﬁr

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

SUBJECT: Audit of Local Currency Controls in Zaire

This report presents the results of audit of USAID/Zaire's
control over local currency proceeds. Please advise us within
30 days of any additional information relating to action
planned or taken to implement the report's recommendation. Ve
appreciate the cooperation and courtesy extended to our staff
during the audit.

Background

The Agency for International Development in fiscal years 1984
through 1986 signed five agreements with the Government of
Zaire under which the U.S. Government provided essential food,
raw materials and agricultural eguipnent. The food and raw
materials were provided through three concessional Title I
sales agrecaents anmounting to  $%5 million. Agricultural
equipment was provided through two Commodity Import Progranm
grants totalling $20 million.

Both the Title 1 sales and program grants provided two
immediate benefits tou the Government of Zaire. First, the
sales and grants provided much needed food, raw materials, and
agricultural equipment on hnighly concessional sales terms or
frce of charge. Second, the Government of Zaire was able to
generate recvenues, by selling those products, in Zaire, to help
finance development projects and activities in the agriculture,
transportation, public works, hcalth, and human resource
sectors.

The revenues accruing to the Government of Zaire, were commonly
referred to as local currency proceeds (sometimes called
"counterpart funds"). The Title I sales agreements and
Commodity Import Program agreements, signed by USAID/Zaire and
the Government of Zaire, required that such proceeds be
deposited in special accounts and used for development
activities mutually agreed upon by both parties to the
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Audit Objectives and Scope

The Office of the Regional Inspector General for Audit/Nairobi
made a financial and compliance audit of USAID/Zaire's control
over and usc¢ of local currency proceeds. The audit objectives
were to (1) examine USAID/Zaire's accountability for the
generation and expenditure of local currency proceeds, and (2)
review USAID/Zaire's involvement in the programming of local
currency proceeds. The audit covered local currency prcceeds
generated under the following loans/grant agreements as of July
31, 19¢g6.

Date oz Dollar Amount

Type of Agresment Agreement of Agreement
Title I Sales 12/10/83 $10,000.000
Add: Amendment No.l 5,000,000
Title I Sales 12/22/84 15,000,000
Add: Amendment No.l 5,000,000
Title I Sales 11/27/85 20,000,000
Grant No. 660~0100 7/30/84 8,000,300
Add: Amendment No.l 2,900,000
Grant No. 660-0103 7/30/85 10,000,000
Total $75,000,000

As part of the audit, Title I agreements, drant agreements,
Government of Zaire reports and USAID/Zaire files and records
were reviewed, Interviews were conducted with responsible
USAID/Zaire, ~ Goverament of Zaire and private sector
officials. Ficld work was done in Kirshasa, Zaire during the
period July 31 through August 15, 1986. The audilt was nade in
accordance with generally accepted governnant auditing
standards.

RESULTS OF 2AUDIT

USAID/Zaire and the Government of 7Zaire Jjointly programmed
local currency proceeds, generated by Title I sales agrecnents
and program drants, for econoniic development purposes,
Similarly, USAID/Zaire hrad adequate systens to account for the
generation and disbursement of the proceeds. However,
USAID/%aire forfeited some development impact since 1local



currency revenues were not placed in interest bearing
accounts, We recommended that USAID/Zaire complete
arrangements with the Government of Zaire to deposit local
currency proceeds into commercial bank interost bearing
accounts.

Interest Bearing Account Can Further Development Impact - Local
currency revenues dgenerated by Title I sales agreements and
Commodity TImport Program grants were not denosited into interest
bearing accounts. Wnile AID regulations do not require using
interest bearing accounts, AID policy does encourage Missions
to consider depositing local currency proceceds into interest
bearing commercial bank accounts, During tne audit,
USAID/Zaire officials stated that they had not considered chis
alterrative. Subsequent to audit field work and in response to
the draft audit report, USAID/Zaire respended that they nad in
tact been working on this alternative before the audit and were
now working on arrangements with the Governnment >f Zaire
agreenent to use interest bearing accounts. Regardless, by not
doing so earlier, USAID/Zairc had already torfeited additional
revenues eguivalent to more than $1.5 million which could have
been used for developnent assistance.

Discussion - In %Zaire, local currency proceeds generated by
Title I sales and Commodity Import Program dgrants were not
deposited in interest bearing accounts. Rather, the proceeds
were deposited in a special account maintained in the
Government of Zaire's Central Bank which paid no interest,

Zaire had a private sector pbanking systenm which consisted of
multinational and local banking institutions, These
institutions paid interest on deposits. While AID regulations
did not require that local currency proceeds from Title 1 sales
and Commodity TImport Program grants be depocited in interest
bearing accounts, prudent nanagement would indicate that
interest bearing accounts be used where possivle to maximize
financial resources for econonic development. In this regard,
AID Policy Determination, PD-5, dated Febrvary 22, 1983
encouraged USAID Missions to consider using interest bearing
accounts and the interest earned used for approved development
activities.,

A responsible Government of Zaire official and a nmultinational
bank official both a4greed that local currency proceeds could be
deposited in private sector interest bearing accounts. In
fact, the Government of Zaire official stated that Canadian
funds are deposited in such an account.



USAID/%aire officials agr2ed to start using interest bearing
accounts for depositing Title I and Comnodity . Import Programn
local currency proceeds. These officials stated they had not
done svu previously becdause tnis option had net occurred to then,
Subseguent to the audit, and in response to the draft report,
USAID/Zaire officials stated that they had persued this
alternative with the Government of Zaire and were now making
the necessary arrangenmnents,

Because an interest bearing account had not been used in prior
years, USAID/Zaire and the Government of 2Zaire nad forfeited
the additional c¢coponic development impact that could have been
achieved with the interest income. For the period, January 1,
1984 to July 30, 19386, the interest lost amounted to the Zaire
currency equivalent of more than $1.5 million.

Reconmnmendation No. 1

We recommend that USAIDL/Zaire complete arrangements with the
Government of Zalre to move local currency deposits dgenerated
by the Title I and Comnodity Import Programs from the Central
Bank to comnercial bank interest bearing accounts.

Mission Conmments - USAID/Zaire responded that the Mission had
in fact considered and persued using connercial bank interest
bearing accounts prior to the audit; and thact subsegquent to the
audic field work, the Government ot Zaire informed USAID/Zaire

that funds could be transferred to such an account. The
response indicated that USAID/Zaire and the Governnent of Zaire
were now making arrangements to effect the transfer. (Sec

Appendix ) for complete text of USAID/Zaire comments.)

Office of Inspector General Comments - Based on USAID/Zaire
comments, we mnodified our recommendation, The recommendation

will be closed once local currency proceeds are tranferred from
the Central Bank to commercial bank lnterest bearing accounts.
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APPENDIX 2

Report Distribution

No. of Copies

Mission Director, USAID/ZAIRE 5
AA/AFR 2
REDSO/ESA 2
AA/M 2
LEG 1
GC 1
AA/XA 1
XA/PR 1
M/SER/MO 1
M/SER/EONUS - 1
M/FM/ASD 2
PPC/CDIE 3
SAA/S&T 1
IG 1
DIG/A 1
IG/PPO 1
IG/LC 1
IG/II 1
IG/EMS/C&R 12
IIC/I1/Nairobi

RIG/A/C

RIG/A/D

RIG/A/H

“"RIG/A/T ~

RIG/A/W

1
1
1
RIG/A/S 1
1
1
1
RIG/II/N 1



