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MEMORANDUM FOR Dennis Chandler, Director, USAID/Zaire
 

DATE: December 3,1986
 

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

SUBJECT: Audit of Local Currency Controls in Zaire
 

This report presents the resu].ts 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 imaplement the report's recomendation. We 
appreciate the' cooperation and courtesy extended to our staff 
during the audit. 

Back qround 

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 equipment. The food and raw 
materials were providod through three concessional Title I 
sales agr e ,;ients amounting to $55 million. Agricultural 
equipment was provided through two Commodity Import Program 
grants totalling $20 million. 

Both the Title 1 sales an-d program grants provided two 

immediate benefits tu the Government of Zaire. First, the 
sales and grants provided much needed food, raiw materials, and 
agricultural equipment on highly concessional. sales terms or 
free of charge. Second, the Government of Zaire was able to 
generate revenueS, 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 oy 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 use of local currency proceeds. The audit objectives 
were to (i) examine USAID/Zaire's accountability for the 
generation and expenditure of local currency proceeds, and (2) 
review USAD/aire's involvement in the programming of local 
currency proceeds. The audit covered local currency proceeds
generated under the following loans/grant agreements as of July 
31, 1986.
 

Date of Dollar Amount 
Tpe of reement Agreement of Aqreement 

Title I Sales 12/10/83 $10,000.000
 
Add: Amendment No.1 5,000,000
 

Title I Sales 12/22/84 15,000,000
 
Add: Amendment No.1 5,000,000
 

Title 1 Sales 1./27/85 20,000,000
 

Grant No. 660-0100 7/30/84 8,000,000 
Add: Amendmnent No.1 2,000,000 

Grant No. 660-0103 7/30/85 J10,000,000 

Total $75,000,000 

As part of the audit, Title I agreements, grant agreements, 
Government of Zaire reports and USAID/Zaire files and records
 
were Leviewed. Interviews were conducted with responsible
 
USAID/Zaire, Government of Zaire and private sector
 
officials. Field work :'as done in Kinshasa, Zaire during the
 
period July 31 through August 15, 1986. The audit was made in 
accordance with generally accepted government auditing
 
standards.
 

RESULTS OF AUDIT 

USAID/Zaire and the Government of Zaire jointly programmed 
local currency proceeds, generated by Title I sales agreements 
and program grants, for economic development purposes. 
Similarly, USAID/Zaire had adequate systems to account for the 
generation and disbursement of the proceeds. However, 
USAID/Zaire forfeited some development impact since local
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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 interest bearing
 
accounts.
 

Interest Bearing CanAccount Further Development Impact - Local 
currencv revenues generated by Title i sales agreHemients and
Commodity Import Program grants were not derosited into interest

bearing accounts. Wnile AID regulations do not require using
interest bearing 
accounts, AID policy does encourage Missions
 
to consider depositing local, currency proceeds into interest 
bearing commercial bank accounts. During 
 the audit,

USAID/Zaire officials stated that they had not considered this
alternative. Subsequent to audit field work and in response tothe draft audit report, USAID/Zaire respended that they had in
fact been working on this alternative before the audit and were now working on arrangements with the Government )f Zaire 
agreement to use interest bearing accounts. Regardless, by notdoing so earlier, USAID/Zaire had forfeitedalready additional 
revenues equivalent to more than $1.5 million which could have 
been used for development assistance.
 

Discussion - In Zaire, local currency proceeds generated byTitle I sales and Commodity Import Program grants were notdeposited 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 banking system which consisted of
multinational and bankinglocal institutions. Theseinstitutions paid on
interest deposits. While AID regulations

did not require that local currency proceeds from Title 1 sales
.nd Commodity Imnport Program grants be deposited in interestbearing accounts, prudent management would indicate that
interest bearing accounts be used where possible to maximizefinancial resources for economic development. In this regard,
AID Policy Determination, PD-5, dated February 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 multinational 
bank official both agreed that local currency proceeds could bedeposited in private sector interest bearing accounts. Infact, the Government of Zaire official stated that Canadian 
funds are deposited in such an account.
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USAID/Zaire officials agreed to start using interest btearing
 

accounts for depositing Title I and Commodity. Import Program 
local currency proceeds. These officials stated they had not 
done so previously because tnis option had not occurred. to them. 
Subsequent to tile audit, and in response to the draft report, 
USAID/Zaire officials stated that they had persued this 
alternative with the Governm. nt of Zaire and were now making 
tile necessary arrangements. 

Because an interest bearing account had not been used in prior 
years, USAID/Zaire and tile Government of Zaire had forfeited 
the additional economic duvelopment impact that could have been 
achieved with the interest income. For the period, January 1, 
1984 to July 30, 1966,. the interest lost amounted to the Zaire 
currency equivalent of more than $1.5 million. 

Recommendation No. I 

We recommend that USAID/Zaire complete arrangements wi.th the 
Government of Zaire to riove local currency deposits generated 
by the Title I and Commodity Import Programs from the Central 
Bank to commrcial bank interest bearing accounts. 

Mission Comments - USAID/Zaire responded that the Mis3i.on had 
in fact considered and persued using comnvrcial 1)ucik interest 
bearing accounts prior to the audit; and that. subsequent 1o the 
audit field worK, tile Government ot Zaire informed USAID/Zaire 
that funds coud be transferred to such an account. The 
response indicated that USAII)/Zaire and thu Governuent of Zaire 
were now making arrangements to effect the transfer. (See 
Appendix I for complete text of USAID/Zaire comments.) 

Office of Inspector General Comments - Based on USAID/Zaire 
comnenits, w:e modified our recomnendation. Tile recommenda tion 
will be closed once local currency proceeds are tranferred from 
the Central Bank to commercial bank interest bearing accounts. 
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Report Distribution
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