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MEMORANDUM FOR USAID DIRECTOA S A.
 

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

SUBJECT: 	Audit of Local Currency Generations of Two
 
USAID/Sudan Emergency Cash Transfer Grants
 

This report presents the results of audit of local currency
 
funds generated by two emergency cash transfer grants (Numbers
 
650-E-605 and 650-E-608) to the Government of Sudan. Please
 
advise us within 30 days of any additional information relating
 
to actions planned or taken to implement the recommendations.
 
We appreciate the cooperation and courtesies extended our staff
 
during the audit.
 

Background
 

In the first quarter of 1986, USAID/Sudan awarded two emergency
 
cash transfer grants, totalling $22.5 million, to the
 

Government of Sudan. The purpose of the grants was to assist
 
the country in overcoming the consequences of the disastrous
 
drought which had persisted for the previous three years. A
 
brief description of the two grants follows.
 

The Emergency Drought Relief Grant (No. 650-E-605)-- signed on
 
February 20, 1986-- was for about $11 million to be disbursed
 
within 60 days. The dollar portion was essentially
 
unrestricted except that Sudan could not use the funds to
 
finance military or paramilitary requirements of any kind.. The
 
dollar disbursements generated local currency which was to be
 
deposited into a trust fund controlled by USAID/Sudan.
 
According to the agreement, the Government of Sudan was to
 
deposit two different amounts:
 

(a) The 	 local currency equivalent of about $11 million
 
converted at 4.30 Sudanese Pounds (LS) per dollar, or about
 

LS 47.2 million.
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(b) An additional UGovernment of Sudan counter-contributiono of
 
$2.1 million in local currency (LS 9.0 million). This
 
amount represented a cost sharing agreement with the host
 
country and participating private voluntary organizations.
 

All of the about $13.1 million in local currency (LS 56.2
 
million) was to be used for procurement and transportation of
 
local sorghum from surplus producing regions of Sudan to
 
designated drought affected areas.
 

The Emergency Road Repair And Rehabilitation Grant (Number
 
650-E-608) was signed March 8, 1986 and was subsequently
 
amended four times. Three amendments were dated March 20,
 
1986. The fourth amendment was dated March 27, 1986. As
 
amended, the grant totalled $11.5 million and was to be
 
disbursed within 60 days. As in the previous grant, the dollar
 
portion could not be used to finance military or paramilitary
 
requirements of any kind. The dollar disbursements also
 
generated local currency funds which were to be deposited into
 
the trust fund. These funds were to be used to finance local
 
currency costs of rehabilitation, repair and construction of
 
roads and for other emergency relief and rehabilitation
 
requirements.
 

Audit Objectives and Scope
 

The Office of the Regional Inspector General for Audit/Nairobi
 
made a limited compliance audit of the two grants. The audit
 
covered the period from February 20, 1986 to September 30,
 
1986. The audit objective was to determine if the Government
 
of Sudan had complied with the requirement to deposit local
 
currency into the trust fund.
 

Accordingly, we reviewed the agreements, billings, and deposits
 
made by the Government of Sudan, and discussed our observations
 
with various officials of USAID/Sudan. Due to the limited
 
scope of the audit, we did not review the Government of Sudan's
 
or USAID/Sudan's internal controls. The audit was conducted in
 
November 1986 and was made in accordance with generally
 
accepted government auditing standards.
 

Results of Audit
 

The Government of Sudan did not fully comply with the
 
requirements of the two emergency cash grants. Specifically,
 
the Government did not deposit sufficient local currency in the
 
special trust fund account. We recommended that USAID/Sudan
 
require the full amount be deposited to the trust fund, and 
that funds be reprogrammed as appropriate in light of the time 
elapsed since the emergency subsided. 
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Required Local Currency Deposits Were Not Made - The two 
emergency cash transfer grants required the Government of Sudan 
to deposit over $24.6 ./ million (LS 104.5 million) into the 
trust fund. However, the Government of Sudan had only 
deposited $19.9 million (LS 84.5 million) and therefore did not 
comply with the agreement. The agreement terms were not 
complied with for three reasons: (a) a sudden currency 
devaluation created confusion on amounts to b. deposited, (b) 
the terms of the two agreements did not clearly specify the 
intent of the parties, and (c) the evacuation of U.S. personnel 
hampered USAID/Sudan's ability to monitor these events. As a 
result, $4.7 million (LS 20.0 million) was not available 
for program purposes. Further, since the drought emergency has 
subsided, USAID/Sudan needed to assess current needs of the 
program for these funds. 

Discussion - Agreement 650-E-605 was signed on February 20,
 
1986. On that date, the Sudanese Pound was selling at LS 3.35
 
per dollar. The grant required the Government of Sudan to
 
deposit into the trust fund the local currency equivalent of
 
about $11 million at this rate. As required by the Conditions
 
Precedent in tne agreement, the Government of Sudan deposited
 
about LS 36.7 million before USAID/Sudan disbursed the dollar
 
funds. However, on February 26, 1986 the Government of Sudan
 
Banking Committee raised the free commercial bank selling rate
 
from LS 3.35 to LS 4.30. Since the dollar funds were disbursed
 
on March 1, 1986, the Government of Sudan was required to
 
deposit a total of LS 47.2 million or a difference of about LS
 
10.4 million ($2.4 million).
 

Section 5.4 of Agreement No. 650-E-605 also required the
 
Government of Sudan to deposit LS 9.0 million ($2.1 million) as
 
its counter-contribution. However, this section and the
 
remainder of the agreement did not specify the timing for such
 
deposit. Thus, the agreement stated a requirement for the
 
deposit, but did not say when the deposit was to be made. As
 
of our cut-off date, the Government of Sudan had not deposited
 
the LS 9.0 million into the trust fund.
 

USAID/Sudan requested the Government of Sudan to deposit the
 
full amount (LS 19.4 million or US$ 4.5 million). The first
 
such request was contained in Implementation Letter No. 2 dated
 
February 27, 1986. Shortly thereafter, an emergency took place
 
in Sudan which prompted the evacuation of most personnel. In
 
fact, USAID/Sudan has not had a full U.S. staff since November
 
1985 because the security situation in Sudan deteriorated to a
 
point where lives were in jeopardy. As a result, some
 

a/ Numbers presented throughout this report may not add due to
 

rounding and/or the use of different exchange rates for
 
different time periods.
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non-essential personnel and some dependents were evacuated in
 
November 1985. The next evacuation took place in early April
 
1986 when a communications specialist was wounded. As a
 
result, nearly all the staff and dependents were evacuated.
 
These staff shortages contributed to the lack of program
 
monitoring.
 

Consequently, efforts to collect local currency due into the
 
trust fund were put or. hold for over one year. Once personnel
 
staffing began to approach normal levels, the Mission once
 
again pursued the required deposits, both verbally and in
 
writing. However, as of January 27, 1987, the Government had
 
not deposited the required $4.5 million (LS 19.4 million) under
 
this grant.
 

Grant 650-E-608 was signed on March 8, 1986 and was
 
subsequently amended four times. The agreement and amendments
 
contained inconsistent terms related to rates of exchange:
 

(a) The original agreement (Section 6.2 a, b, and c) specified
 
that the Government of Sudan must deposit the local
 
currency equivalent of $5,850,000 at the "...highest legal
 
exchange rate prevailing in Sudan on the date of
 
disbursement...[which] for purposes of this agreement,
 
snall be the free commercial bank selling rate..." The
 
funds were disbursed on March 12, 1986 when the selling
 
rate was LS 4.30 per dollar.
 

(b) The four amendments expanded Section 6.2 of the original
 
agreement. As amended, tne Government of Sudan deposited
 
the local currency equivalent of an additional $5,650,000
 
into the Trust Fund. However, the language of the
 
amendments was not clear on whether the "selling" or
 
"buying" exchange rate was to prevail. Both were cited in
 
each amendment in a contradictory manner. The selling rate
 
was LS 4.10 and the buying rate was LS 4.05 per U.S. Dollar
 
at the time of disbursement under the amendments.
 

According to USAID/Sudan, the original agreement and subsequent
 
amendments of grant 605-E-608 clearly stated that the amount of
 
local currency due should have been calculated at the free
 
Commercial Bank selling rate for US Dollars. However, the
 
Government of Sudan deposited $11.4 million (LS 47.8 million)
 
into the trust fund based on the buying rate. According to
 
USAID/Sudan, the Government should have deposited an additional
 
LS 575,000 ($136,905) based on the selling rate as shown in
 
Exhibit 1.
 

In sum, the Government of Sudan had not deposited LS 20.0
 
million--under Grants 650-E-605 (LS 19.4 million) and 650-E-608
 
(LS 575,000)-- into the trust fund. This shortfall reduced the
 

- 4 



size of the programs which could be implemented. The Emergency
 
Drought Relief Program, which was designed to alleviate the
 
suffering of drought victims, was the most affected. Of LS
 
56.2 million planned for this program, LS 19.4 million (34.5
 
percent) was not deposited and could not be used by
 
USAID/Sudan. Since the emergency situation in Sudan had passed
 
at the time of the audit, we concluded that there may not have
 
been a need to procure and transpoLt local sorghum from surplus
 
producing areas to drougnt affected locations. USAID/Sudan
 
needed to reassess current program requirements and reprogram
 
funds as appropriate.
 

Recommendation Number 1
 

We recommend that USAID/Sudan require the Government of Sudan
 
to comply with tne terms of the Emergency Drought Relief Grant
 
and deposit the equivalent of $4.5 million (LS 19.4 million)
 
into tne trust fund.
 

Recommendation Number 2
 

We recommend that USAID/Sudan:
 

a. 	reassess the need for the Emergency Drought Relief Grant as
 
currently constructed; and
 

b. 	reprogram unused grant funds by processing the necessary
 
administrative documents (grant amendment, implementation
 
letter, etc.).
 

Recommendation Number 3
 

We recommend tnat USAID/Sudan issue an implementation letter to
 
the Government of Sudan formally clarifying that the selling
 
rate for U.S. dollars will be used in calculating the local
 
currency requirements under the Emergency Road Repair and
 
Rehabilitation Grant.
 

Recommendation Number 4
 

We recommend that USAID/Sudan bill and collect from the
 
Government of Sudan the $136,905 (LS 575,000) due to the trust
 
fund under the Emergency Road Repair and Rehabilitation Grant.
 

USAID/Sudan concurred with the conclusions and recommendations
 
contained in this report. In responding to the draft report,
 
USAID/Sudan agreed ti'at the amendments of Grant 650-E-608
 
contained confusing provisions and added some perspective on
 
reasons why the Government of Sudan did not deposit the full
 
amount. USAID/Sudan also informed us of tne extensive efforts
 
Deing made to collect all amounts due. For instance, there
 
have been several memorandums written and many meetings have
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been held between USAID/Sudan and the Government of Sudan (in
 
October, November, December, and January) to obtain agreement
 
on arrearages. Agreement was finally reached on January 13,
 
1987 when the Deputy Undersecretary of the Ministry of Finance
 
and Economic Planning agreed that the arrearages totaled the
 
exact amount of LS 20.0 million stated in this report.
 

USAID/Sudan also staced that the 1986 emergency relief program
 
was now officially over. The surplus funds of the grant will
 
be used to transport food to the war affected areas in southern
 
Sudan, when the security situation permits. Accordingly, we
 
closed recommendation 2(a). Because the Mission planned to use
 
local currency generations for this new program concept, we
 
added Recommendation Number 2(b) so that certain administrative
 
requirements would be fulfilled.
 

USAID/Sudan's comments are included in their entirety in
 
Appendix 1 of this report. We oelieve he Mission has been
 
most responsive to this report and was making every effort to
 
resolve a complex and delicate problem.
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Exhibit 1 
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USAID/Sudan 
STATEMENT OF ARREARAGES OF GRANT NO. 650-E-608 

AS OF SEPTEMBER 30, 1986 

Agreement 
U.S. 

Dollars 
(000) 

Sell 
Rate 

Amount To Be 
Deposited 

(000) 

Buy 
Rate 

Deposited 
Amount 
(000) 

Rate 
Diff. Arrearages 

(000) 

Original 
emend 1 
Ameord 2 
Amend 3 
Amend 4 
Total 

$5,850 
500 

3,000 
1,000 
1,150 

$11,500 

4.30, 
4.10 
4.10 
4.10 
4.10 
4.20 

LS25,155 
2,050 

12,300 
4,100 
4,715 

LS48,320 

4.25 
4.05 
4.05 
4.05 
4.05 
4.15 

LS24,862 
2,025 

12,150 
4,050 
4,658 

LS4774 

.05 

.05 

.05 

.05 

.05 

.05 

LS293 
25 

150 
50 
57 

LS575 
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'IHF AR HiE iRA G be- ALVIS'EL, EOW VlR, 'IHP.'i BIS 
SUP-o-V ISOR '; . (Uru SP. ED, Clil' iCRIGN hF.LA'ION 
OMYICER, 2,11Nii O SUBAN I)OU1'IS THAT THi RATES 0 
EXCEANGE WE USED~ ARiE TBE1 CORRECT ONES ANL BE W~AS GOING 
TO FURTHIR tAAMiINt TfE CASE. 

ON JANUARI' ?_, 1S87 t'ISSICN REPR ESENTATIVI hAD) A 
DISCUSSION dVIT-4 tR. ,U~hTAR SALt.D, T1BE CII .4ORkIG'N 
EEATICNS C ICER, BAN,, Ov SUDAN AND EXPI-PbINEE TC H1. 
UCW 'IRE JIEFiFENCES t-,,IVED kFCAUSE Cl TE! RPATIS CF 
8XCP A N G. MR. SAttD AGRitD TlIEN TART TI h,"OUNTS 
CIAIM"EL J Y USAIL ARE CCRPECT AND REQ~UESTED AN CFlICIAL 
LhTI.R FROt' 'IHI rISS.1ON 'TO Eh A1YDRESSID i0 THE 
tr.ANAG~MrENT Of. YO~IRIGN Ri.LATIOA B3AN~(i0 SUEAN. 
REU!.S'rING Tbi ;EPUSIT 01 TEE. TCTAL AtMOUNl .C. 
L~s .10S:, ,? BtING LI '.6NCA -DU~t"O RATIS Cdl tiCH~fNGE 
USEE, UNDER GRANI AGRYEM 'NTS NUMBER EtU--E6t ANL 
6_tO-1-6(6. 

TBE VISS-I0N IS- M.AAING EVERY fOSS13LE FIFORT TO RES{)A'E 
THESE PRC~TIENS AND) WILL h~EEP YOU INICRMED Cl ANY 
PROGRI SS * ANEBRSON# 
KT 
1110i?70 
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APPENDIX 2
 

REPORT DISTRIBUTION
 

Mission Director, USAID/Sudan 
 5
 

AA/AFR 
 1
 

REDSO/ESA 
 2
 

AFR/EA/S 
 1
 

AFR/CONT 
 1
 

AA/XA 
 2
 

AFR/EA 
 1
 

XA/PR 
 1
 

LEG 
 1
 

GC 
 1
 

AA/M 
 2
 

M/FM/ASD 
 2
 

SAA/S&T 
 1
 

PPC/CDIE 
 3
 

IG 
 1
 

DIG 
 1
 

IG/PPO 
 2
 

IG/LC 
 1
 

IG/EMS'C&R 
 12
 

AIG/II 
 1
 

RIG/II/N 
 1 

IG/PSA 
 1
 

RIG/A/C 
 1 

RIG/A/D 
 1
 

RIG/A/M 
 1 

RIG/A/S 
 1 

RIG/A/T 
 1 

RIG/A/W 
 1 


