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This report represents the results of audit of the
accountability for local currency in Africa. The objectives of
this audit were to evaluate A.I.D. Missions' and recipient
governments' (1) systems established to account for and control
local «currency proceeds and (2) agreements governing local
currency accruing from A.I.D. sponsored activities.

The audit showed that A.I.D. Missions and recipient governments
had not established adequate accounting systems and internal
controls over 1local currency proceeds in 9 of 10 countries
reviewed by the audit. As a result, the 1lccal currency
equivalent to $107 million had not been properly accounted for,
delays occurred in collecting local currency valued at $113.4
million, and A.I.D. forfeited the use of the local currency
equivalent to $9.4 million. In addition, the audit disclosed
that millions of dollars of development impact could be lost
because some PL 480 agreement provisions were inadequate for
determining the amount of local currency proceeds to be applied
to development activities and/or did not contain provisions for
interest bearing accounts.

The report contains a recommendation for A.I.D. Mission
controller personnel to play a dreater role in evaluating and
establishing 1local currency accounting and internal control
systems. A recommendation is also made for A.I.D. to improve
both PL 480 agreement provisions for determining the amount of
local currency proceeds and financial management over these
proceeds.

Excerpts from the A.I.D. management comments reteived are
included at the end of each findings section along with Office
of Inspector General comments. Appendices 1 thru 4 present the
full text of comments received from A.I.D. management officials.



Please advise us within 30 days of any additional information
relating to corrective actions planned or taken which we should
consider in resolving or closing the report's recommendation
number one, We appreciate the cooperation and courtesy
eXxtended to our staff oy all African Missions' and A.I.D.
Bureaus' officials during the audit.



EXECUTIVE SUMMARY

In Africa, an estimated $1 billion of local currency accrued
annually through various A.I.D. programs, These proceeds
resulted from non-project assistance programs, such as Public
Law 480 (PL 480) title I sales agreements; PL 480 Title II
Section 206 and Emergencyv Food grant agreements; PL 480 Title
IIT1 agreements; Economic Support Funa Commodity Import Programs

and Cash Transfer grants. Most lucal currency proceeds
resulted when the recipient governments sold U.S.-provided
commodities (e.g. wheat, machinery, fertilizer, etc.) or

dollars to private sector businesses within the receiving
countries. Such proceeds were actually owned by the recipient
governments; however, Federal 1law, A.I.D. regulations, and
written agreemencs between A.I.D and the recipient governments
required thal the proceeds be used to fund mutually agreed upon
development initiatives.

The implementation and day to day operations of each of the
local currency programs differed from country to country and
specific legislative and A.I.D. reqgulatory requirements
differed among programs. However, -the programs had two major
areas in common. First, the programs accrued 1local currency
proceeds to be used for development activities agreed upon
between A.I.D. and the recipient governments. Second, A,I.D.
had responsibility for ensuring the local currency proceeds
were used for agreed to purposes.

The audit covered several African countries and reviewed A.1.D.
Missions' and recipient governments' accounting and internal
controls over local currency proceeds accruing through various
A.I.D. programs, The specific objectives were to evaluate
A.I.D. Missions' and recipient governments' (1) accounting and
internal control systems for 1local currency proceeds and (2)
agreement provisions requiring local currency deposits.

The audit disclosed that A.I.D. Missions and recipient
governments could improve accounting and internal controls for
local currency in 9 of 10 countries covered by this audit. The
audit identified that (1) 1local currency equivalent of
$107 million had not been accounted for, (2) significant delays
had occurred in collecting local currency valued at
$113.4 million, and (3) A.I.D. had forfeited the use of the
local currency equivalent to $9.4 million. In addition,
millions of dollars of development impact may have been lost
because some PL 480 agreement provisions were not clear as to
the exact amount of local currency proceeds to be deposited for
development activities and/or did not centain provisions for
interest bearing accounts.



To correct these problems, the report contains a recommendation
for A.I.D. Mission controller personnel to play a greater role
in evaluating and establishing local currency accounting and
internal control systems. A recommendation is also made for
A.I.D. to improve both PL 480 agreement provisions for
determining the amount of local currencv proceeds and financial
management over these proceeds.
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AUDIT OF
THE ACCOUNTABILITY FOR LOCAL CURRENCY
IN AFRICA

PART I - INTRODUCTION

A, Background

In Africa an estimated $1 billion of local currency was accrued
annually through various A.I.D. programs. These proceeds
normally resulted from non-project assistance programs, such as
Public Law 480 (PL 480) Title I sales agreements; PL 480 Title
II Section 206 grant agreements; PL 480 Title III agreements:
Economic Support Fund Commodity Import Programs and Cash
Transfer grants. Local <currency proceeds were generally
defined by A.I.D. as those monies which accrueéd to developing
countries receiving A.I.D. assistance from the sale of
commodities or dollars 1loaned or given to those countries.
Such proceeds were actually owned by the recipient governments;
however, legislation, A.I.D. requlations, and written
agreements between A.I.D. and the recipient governments

required that the proceeds be used to fund mutually agreed to
development initiatives.

PL 480 Title I commodity sales was the primary source of local
currency proceeds in Africa. Under Title I agreements,
recipient governments bought U.S. commodities (e.q. wheat,
wheat flour, vegetable o0il, etc.) on highly concessional credit
terms. Such agreements provided two major benefits to the
recipient governments. First, recipients were able to "buy now
and pay later"; and second, the governments received local
currency proceeds when the commodities were sold within the
country. The resulting 1local currency proceeds were then
available for the recipient governments to finance development
related activities agreed to by the recipient governments and
A.I.D.

PL 480 Title II Section 206 and PL 480 Title II Emergency Food
Assistance programs constituted a relatively small percentage
of local <currency proceeds. Section 206 food A.I.D. was
normally provided to chronic, food-deficient countries, many of
which may have been receiving Emergency Food A.I.D. for several

years. In contrast, Emergency Food A.I.D. was provided in
emergency situations. Under both programs, food commodities
were provided free to the recipient governments. Local

currency proceeds from Section 206 were available to pay local
transportation, distribution and handling costs associated with
the food A.I.D. or to support activities designed to alleviate
the causes of the need for assistance. Emergency Food A.I.D.
local currency proceeds were normally limited to paying 1local
transportation, distribution and handling costs.



PL 480 Title III loan programs were relatively few in number.
Initially, agreements were signed similar tc the Title sales I
agreement, and local currency proceeds accrued in the same
manner. Use of the 1local currency proceeds for agreed
development purposes however, resulted in forgiveness of 1loan
repayments to the U.S. government.

The Commodity Import Program, a grant program, constituted the
second largest source of local currency proceeds. Under this
program, recipient governments made dollars available to
importers in exchange for local currency. Importers then used
the dollars to import items such as machinery, equipment, spare
parts, raw materials, etc. Such items were usually sold to
private sector businessmen for local currency. The 1local
currency that accrued to the recipient governments was to be
used for agreed ton economic development purposes.

Cash transfer grants usually were provided to those governments
which needed foreign exchange to import essential commodities
such as oil. These grants resulted in the actual transfer of
U.S. dollars to recipient governments. ULocal currency accrued
because the recipient governments were required to make
available an equivalent amount of local currency. These 1local
currencies had to be used for agreed to economic development
activities.

The implementation and day to day operations o¢f each 1local
currency differed from country to country and specific
legislative and A.I.D. regulatory requirements varied among
programs. However, the projrams had two areas in common.
First, the programs accrued 1local currency proceeds which were
to be used for development activities agreed to between A,I.D,
and the recipient governments., Second, A.I.D, had
respoausibility for ensuring the 1local currency proceeds were
used for agreed upon purposes.

Audit Objectives and Scope

This audit was made in several African countries and examined
A.I.D. Missions' and recipient governments' administration of
local currency proceeds from PL 480 Title I sales, PL 480
Section 206 and Emergency Food grants, PL 480 Title III loans,
Economic Support Fund Commodity Import Programs and Cash
Transfer grants. The specific objectives were to evaluate
A.I.D. Missions' and recipient governments' (1) accounting and
internal controls systems for local currency proceeds, and (2)
agreement provisions for accruing local currency. The audit
reviewed local currency proceeds generated under 47 PL 480
sales and drant agreements, Commodity Import Program grants and
cash transfe: grants totalling over $1 billion (See Exhibit 1)
during the fiscal years 1979-1986. Because of the extensive



time that would have been required, the audit did not not
attempt to evaluate the systems in hundreds of individual
projects; but rather was limited to evaluating the systems from
the point local currencies were accrued to the point funds were
disbursed to individual projects.

Audit field work was done at A.I.D. Missions in Gambia, Kenya,
Mauritania, Somalia, and Zaire. In addition, Office of
Inspector General audit reports issued from January 1983 thru
January 1987 and related to local currency issues in African
countries were reviewed and analyzed (See Appendix 5).

Discussions were held with responsible A.I.D. officials at the
 A.I.D. Missions visited; at the Regional Financial Management
Center in Nairobi, Kenya; and at A.I.D. Headquarters 1in
Washington, D.C.. Discussions were also held with responsible
recipient government officials and private sector officials.
The audit was made 1in acrordance with generally accepted
government auditing standards.



AUDIT OF
THE ACCOUNTABILITY FOR LOCAL CURRENCY
IN AFRICA

PART II - RESULTS OF AUDIT

The audit disclosed that A.I.D. Missions and/or recipient
governments did not have adequate accounting and internal
. controls for 1local currency proceeds in 9 of 10 countries
covered by this audit. As a result, the 1local currency
equivalent to $107 million could not be accounted for, delays
occurred 1in collecting the 1local currency equivalent to
$113.4 million, and A.I.D. forfeited the use of the local
currency equivalent to $9.4 million. In additiun, the audit
disclosed that millions of dollars of development impact could
be forfeited because some PL 480 agreement provisions were
inadequate for determining the amcunt of local currency to be
applied to development activities and/or did not contain
provisions for interest Lkearing accounts.

To correct these problems, the report contains a recommendation
for A.I.D. Mission conltroller personnel to play a greater role
in evaluating and establishing local currency accounting and
internal control systems. A recommendation is also made for
A.I.D. to improve both PL 480 agreement provisions for
determining the amount of local currency proceeds and financial
management over these proceeds.



A. Findings and Recommendations

1. A.I.D. Needs to Improve Local Currency Accounting and
Internal Controls

I.egislation and A.I.D. regulations required that local currency
proceeds be used for agreed to purposes and that A.I.D. ensure
such usage. Generally, neither A.I.D. Missions nor recipient
governments had adequate accounting and/or internal control
systems to ensure local currency proceeds were used for agreed
to purposes. There was a correlation between the involvement
of A,I.D. HMissions' controller personnel and the adequacy of
accounting and internal control systems. Because of inadegquate
acceunting and/or internal controls, A.I.D. Missions and
recipient governments could not account for the local currency
equivalent of $107 million, delays occurred in collecting the
local currency equivalent to 113. 4 million, and A.I.D.
forfeited the use of the 1local currency equivalent ¢to
$9.4 million. :

Recommendation No. 1

The Assistant Administrator for the Africa Bureau should:

a. require A.I.D. Mission controllers to review and evaluate
recipient governments' and A.I.D. Missions' accounting and
internal control systems for each A.I.D. program accruing
local currency proceeds, and

b. require A.I.D., Mission controllers to attest to the
adequacy of local currency accounting and internal control
systems before programs are implemented.

Discussion

Legislation and A.I.D. regqulations required that the 1local
currency proceeds resulting from PL 480 Title I sales, PL 480
Title II Section 206 and Emergency Food grants, PL 480 Title
III loans, Economic Support Fund Commodity Import Programs and
Cash Transfer grants be used for economic development purposes
and that A.I.D. monitor such usage.

Section 106(b)(1l) of the Agricultural Trade Development and
Assistance Act of 1954 (Public Law 480) stated that Title I
sales agrveements for agricultural commodicies "... shall
include provisions to assure that the proceeds from the sale of
the commodities in the recipient country are used for such
economic development purposes as are agreed upon in the sale
agreement or any amendment thereto." Section 109(d4)(3) of
Public Law 480 also stated "The President shall  take all
appropriate steps to determine whether the economic development
and self-help provisions of each agreement entered into under
this title, and of each amendment to such an agreement, are
being fully carried out.”



Commodity Import Programs and Cash Transfer dgrants were
governed 1in part by the Foreign Assistance Act of 1961.
Sectiorn 531 of that Act required that to the maximum extent
feasible, funds made available for commodities would be used to
generate 1local currencies to support economic development
activities such as, food production and nutrition; rural
development and generation of gainful employment; population
planring and health and education; development administration
and human resources development. Section 609 of the Act also
required that the 1local currency proceeds from Commodity Import
Program grants be deposited into special accounts to facilitate
A.I.D. monitoring of proceeds usage. As of February 1, 1987,
the special account provision also applied to cash transfer
grants of more than $5 million.

A.I.D. reqgulations related to local currency proceeds generated
by PL 480 agreements, Commodity Import Programs and cash
trensfer grants normally reiterated the legislative provisions
and set forth the methods A.I.D. officials were to use in
meeting legislative requirements. The requlations generally
encouraged that the specific local currency uses be identified
in each written agreement. The regulations also encouraged
A.I.D. officials to impose actual accounting for the use of
local currency proceeds on recipient governments to the extent
feasible, thus relieving A.I.D. of much of the accounting
burden. However, the regulations stressed the need for
recipient governments to be able to satisfy the records
maintenance and reporting requirements to enable A.I.D. to
assure that the agreements, including 1local currency use
provisions, were being adhered to. For example, A,I.D.
Handbook 4 specified that the 7jeneral covenants relative to
Commodity Import Programs and cash transfer grants require
recipient governments to "maintain or cause to be maintained,
in accordance with generally accepted accounting principles and
practices consistently applied, such books and records relating
to this grant as may be prescribed in Implementation Letters.
Such books and records may be inspected by A.I.D. or any of its
authorized representatives at all times as A,I.D. may
reasonably require...."

In most countries, neither the A.I.D. Missions nor the
recipient governments had not established adequate accounting
and internal control systems for local currency proceeds.

- In Kenya, cash transfer grant 1local currency proceeds
totalling $28 million could not be accounted for since an
accounting system had not been established to account for
actual use.

== In Sudan, 1local currency totaling $39.9 million from
Commodity Import Program grants and $36.0 million from



cash transfer grants were unaccounted for due to
inadequate accounting and internal controls systems. In
addicion, local currency proceeds equaling $68.4 million
had not been deposited and were delinquent.

- In Liberia, 1local currency equal to $7.4 million was
uncollectible due to weak sales and credit policies. In
addition, another $7.0 dollars worth was delinquent.

-- In Mauritania, $3.2 million was delinquent due to
inadequate accounting and internal control systems.

(NOTE: Exhibit 2 contains a listing of the local currency
proceeds unaccounted for, delinquent or forfeited by country
and type of program.)

Generally, there was a correlation between the involvement of
A.I.D. Mission controller personnel and the adequacy of
accounting and internal control systems. In countries where
controller personnel were involved, the systems were better
than in those countries where controller personnel were not
involved. For example, the Zaire Mission was able to account
for the collection and disbursement of local currency
proceeds. There, the Controller's staff was actively engaged
in evaluating the recipient government's systems and in
designing additional Mission systems/reporting requirements
necessary to augment those systems. Working primarily with a
foreign employee service national and a contract employee, both
under the Controller, the Zaire Mission had an effective system
in place and operating. The cnly problem noted in that audit
was that local currency proceeds had not been denosited in
interest bearing accounts. The use of such an account could
have dgenerated additional 1local currency proceeds (through
interest income) which could have been applied to development
initiatives.

In the Congo, a Controller was not authorized and thus not
available to oversee the accounting and internal controls.
There, the amount of proceeds due had been neither calculated
nor deposited. 1In other countries there was limited inpuc: from
Controller type personnel which effected accounting and
internal control systems. 1In Somalia, a contract employee, who
was also a Certified Public Accountant, served as a technical
advisor on the Government of Somalia l>cal currency
disbursements accounting system. Accordingly, a system existed
whereby local currency disbursements could be accounted for.
Conversely, the Mission was unable to determine how much local
currency had actually been generated and collected. On the
collection side of the system, there was no Controller type
personnel oversight.

The Sudan Mission had a similar situation. Controller personnel
were involved in accounting for local currency generations from



some programs but nct in others. In those rrograms where
controller personnel were involved, accountability was better
than in the programs where there was no involvement. As it
was, an integrated accouniing system did not exist.

Discussions with responsible A.I.D. officials indicated a
reluctance by many to involve the Controller's offices in the
process of accounting for local currency proceeds, even though
Mission officials agreed that Controller staffs possessed the
skills appropriate for evaluating and designing accounting and
internal control systems. Various reasons were given for the
limited involvement or non-involvement of Controller
personnel. Some officials felt Controllers already had enough
to -“do. Others felt Controller involvement had not been
necessary and that other Missions personnel could handled to
matter. In some cases, especially small Missions, there were
no full-time Controllers assigned, but rather the Missions were
serviced by Regional Controller personnel during shurt visits.,
Some A.I.D. officials also «cited A.I.D. gquidance which
encouraged placing as much of the accounting burden as possible
on the recipient government. Regardless of the ceason, it was
evident that A.I.D.'s technical experts for evaluating
accounting and internal control systems often had no role in
these matters.

Because ~f inadequate accounting and internal control systems,
A.I.D. Missions and recipient governments were unable to
account for local currency proceeds equivalent to about
$107 million, proceeds equal to $110.2 were delinquent and
proceeds equal to $9.4 had been forfeited. These amounts
included the proceeds from Title I sales agreements, Title II
Section 206 and Emergency Food grants programs, Commodity
Import Program grants and cash transfer grants.

Beyond the inability to account for proceeds, the
delinquencies, and the forfeited proceeds was the real or
potential negative impact on development in the countries
involved. Where local currency proceeds were unaccounted for,
a determination could not be made as to how the funds had been
used. In those cases, the proceeds may have been used to fund
development projects and programs; or they may have been
diverted to unauthorized uses.

Delinquent proceeds ran the risk of not being collected at
all. In addition, the fact the funds were delinquent delayed
implementation of the development projects they were intended
to fund. For example, in Liberia, project activities had
consequently been reduced and their future operation was
uncertain. Forfeited proceeds, as discussed in this report,
resulted in no development impact. Since the funds weére never
available, no benefit could be gained. Overall, the real
and/or potential 1loss amounted to hundreds of millions of
dollars.



Management Comment - A.I.D. Headquarters officials generally
agreed with the overall substance of the finding. They
expressed concern however that the finding had potential
resource implications which the Agency might find difficult to
meet.

Office of Inspector General Comment - We agree that implementing
the recommendations could have resource implications. Such a
determination however would have to be made on a Mission by
Mission basis after examining the specific A.I.D. Mission's and
recipient government's accounting .ystems and internal controls.
It was not within the scope of this audit to do an analysis of
the resource requirements.

Management Comment - Since audit reports dating back to 1983
were used as the basis for some of the problems cited in this
repcrt, A.I.D. Headquarter's officials commented that some
problems had already been cor.=cted. They also commented that
in other cases, action is being taken to correct the problems.

Office of Inspector General Comment - In many cases, A.I,D.
Missions had already taken action to correct problems cited in
this report. 1In other instances, A.I.D. officials are working
on noted problems. A basic reason this audit was done was due
to fact that Office of the Inspector General audits had
consistently reported on inadequate accounting and internal
controls relative to 1local currency dgenerating programs in
Africa. Those audit reports then made recommendations to
correct specific system design problems at individual A,I.D.
Missions. Since Office of Inspector General officials believed
there was a deeper problem than the one's identified 1in
individual audit reports, this audit was then developed on an
Africa-wide basis to determine why local currency generating
programs consistently had related problems, and what needed to
be done on a systems-wide basis.

Management Comment - A.,I.D. Headquarter's officials commented
on the recommendation for the Administrator to (a) require
Mission controllers to review and evaluate local currency
accounting and internal control systems and (b) require Mission
controllers to attest to the adequacy of those systems before
programs are implemented (Recommendation No. 1). They stated
this recommencation was not needed since a revised directive
concerning the Office of Management and Budget Circular A-123
addressed the ~concerns set forth in the report. This
directive, according to those officials, would soon be issued
worldwide . They also commented that "Even though we agree
that involvement of a Controller... is highly desirable... the
audit report and its recommendations should recognize that the
ultimate responsibility for this rests with the- Mission
Director or A.I.D. Representative."




Office of 1Inspector General Comment - Once the revised
directive is 1issued, we will review it to determine if the
recommendation's objective has been met. Until that time, the
recommendation stands. Similarly, we agree that wultimate
responsibility for ensuring the adequacy of accounting and
internal control systems rests with Mission Directors and
A.I.D. Representatives for which controllers work. However, we
see no need to incorporate this into the recommendation.

Management Comment - A.I.D. Headquarter's officials commented
that the implication was that host country owned Title I local
currency should not be commingled with other host country
funds. They also noted that there is no policy restriction in
efféct to require special accounts for Title I local currency
and that a new local currency policy paper now under review
will provide gqguidance on this issue.

Office of Inspector General Comment - We agree that there is no
current policy in effect requiring Title I 1local currency
proceeds to be deposited in special accounts. In addition,
legislation does not require the use of a special account for
these funds, even though special accounts - which would
preclude commingling - can facilitate monitoring and accounting
for €unds.
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2. L 480 Agreement Provisions Meed Strengthening

Some 2L +30 agreements rad inadequate provisions for
determining ahow much local «currency proceeds should be
generated £for development use. As a result, hest country

officials disputed deposit regquirements, deposits were= delayed,
interest =arnings were forfeited, development projects were
cancelled or delayed, and millioas of dollars worth of
development impact was delayed or lost, Inadequate A,I.D,
guidance relative to varied country conditions contributed to
this situation.

Recommendation No. 2

The Acting Assistant Administrator for the 3ureau for Food for
Peace and Voluntary Assistance should:

a. develop specific criteria and guidelines for calculating
the amount of PL 480 local currency to be generated and
used for agreed to or required development purposes,

b. design standardized agreement provisions relative to dates
deposits are required and the exchange rate to be applied,

C. issue criteria requiring that local currency proceeds be
deposited 1into interest bearing accounts, unless A.I.D.
Missions can justify not using interest bearing accounts,

d. develop a checklist of financial provisions for use by
A.I.D, Missions to ensure essential financial elements are
included in PL 480 agreements, and

e. require that the financial provisions in PL 480 agreements
be reviewed by the Mission controllers for adequacy.

Discussion

Five of ten A.I.D. Missions had inadequate provisions in PL 480
Title I, Title II and/or Title III agreements for generating
local currency proceeds. Such agreements did not specify the
timing for local ~currencies to ©pe deposited 1in special
accounts; or nad inadequate criteria relative to the exchange
rate to be used; and one agreement provided for an amount equal
to the U.S. government's cost (the minimum required) rather
than the total local currency proceeds generated,

3ecause the agreements were not explicit, the recipient
governments and responsible A.I.D. Missions sometimes disagreed
on the amounts to be deposited and used for Jdevelopment
activities. rfor example, in Somalia, the Government of Somalia
maintained the position  that it owed the eqguivalent of
$1.3 million :in delinquent payments on two PL 480 Title I



Agreements. Somalia officials based their calculation on an
axcnange rate at the time the commodities arrived in country.
A.I.D, Mission ofiicials ccntended, however, that the Government
of Somalia owed 38.4 million based on an exchange rate at a
later date. The Title I agreement did not specify the exchange
rate to be used or the specific date the exchange rate was to
be calculated. Thus, the availability of $7.1 million for
funding development activities was in question.

In Sudan, Title III agreements only required the Government of
Sudan to deposit an amount equal to the U.S. Government's cost
of the commodities. The Government of Sudan actually received
more than this minimum amount when it sold the commodities.
The -difference between the amount required by legislation and
“he amount received from commodity sales totalled the local
currency equivalent of $71 million.

In three couniries, considerable delays in making deposits
occurred because the agreements did not specify when deposits

should be made. In Mauritania, the program lost $300,000 of
interest to the special account because deposits were
inordinately delayed. In the Gambia, unnecessary costs of

$95,000 resulted because the government delayed making deposits.
In Madagascar, only $2.3 million of about $4.5 million
generated had been deposited.

Overall, the actual and potential affect of inadequate
agreement provisions amounted to millions of dollars through
delays or failure to collect sufficient proceeds and lost
interest earnings. Failure to collect proceeds deprived the
program of their use. Delays in <collecting resulted 1in
deferring the development impact and caused addition costs,
oroject sliprages and sometimes project cancellations.

Mission officials often stated that weakness in these agreement
provisions should be referred to the Bureau for Food for Peace

and Voluntary Assistance. These officials stated the Bureau
had ultimate responsibility for designing the adgreements and
reviewing and approving agreements provisions -~ especially
Title I and Titl III agreemencts. In addition, not all

Missions had trained Food for Peace Officers who would be more
familiar with the mechanics of how the programs should work.

Similarly, Mission Controller personnel often plaved no role in
reviewing the agreement provisions. While this in itself would
not ensure all agreement provisions were adegquate, it could
provide another perspective, Country conditions can sometimes
dictate the necessity for specificity in agreement provisions.

For example, 1in Somalia where inflation is high .and the
axchange rate rises steadily, provisions to ensure full value
for the commodity are more important than in a country such as



Liberia where the exchange rate is no:-t a Ffactor. Thus, tnae
perspective of personnel familiar with local conditions and
possessing a £financial background could contribute to enhanced
agreement provisions to address specific country preblams.

It is A.I.D. policy is to maximize the resources available for

development. Legislation and A.I.D. regulations sometimes
defined the minimum amount of local currency to be generated by
agreements and applied to development. For example, PL 480

legislation requires that the "proceeds" generated by the sale
of commodities be applied to agreed to development purposes.,
To ensure that development resources are maximized and
legislative requirements are met, PL 480 agreements must
include explicit and appropriate language for determining the
amounts of 1local currency to be dgenerated and applied to
development activities.

Management Comment - A.I.D. Headquarter's officials questioned
whether local currency proceeds which exceeded U.S. Government
costs nad to be deposited in special accounts. The officials
stated "It could be argued that, as long as the government
(recipient government] deposits the local currency equivalent
of the USG [U.S. Government] cost, we should be satisfied.

Office of Inspector General Comment - In the report, we cited
the example where the Government of Sudan had not deposited the
cotal local currency proceeds generated from commodities

provided under a Title III agreement. Rather, onlvy an amount
equal <co che U.S. Governments cost of the commodities was
deposited. Accordingly, local «currency proceeds totalling

§71 million had not been deposited which should have been.

This 1issue was 1identified in an Inspector General repor*
entitled, "The PL 480 Title I and Title III programs in Sudan
Are in Need of Management Atz-ention, Audit Report No.
3-650~-84-14," dated July 23, 1984. That report recommended
that A,I.D. seek a legal counsel ruling regarding the deposit
of local currency proceeds which exceed U.S. Government costs,
Subsequently, the recommendation was <closed on the basis of
A.I.D. Headquarter's officials response that "If the proceeds
of sale are greater than the =quivalent of the CCC [specified
U.S. Government costs] disbursement, the greater amoun: will be
deposited.... A similar pattern will be followed in future
agreements, "

During the audit, this issue was also discussed with responsible
officials in A.I.D.'s Bureau for Food for Peace and Voluntary
Assistance, Those officials told us that local currency
proceeds with exceeded U.S. Government costs in Title I programs
were also required to be deposited.



Management Comment - Regarding recommendation number 2 of this
report, A.I.D. Headquarter's officials agreed with the <ind: a
that A.I.D. Missions require improved g3uidance to help in the
drafting of PL 430 agreements. The commented that =hev had
been aware of that need for some time and had contracted with a
private firm to completely redraft guidance on food A.I.D.
Based on our recommendation they now intend to instruct the
private firm to include additional guidance based on the report
findings.

Office of Inspector General Comment - The steps being taken are
commendable and should lead to earlier resolution of the report
recommendations.




3. compoiance and Internal Controls

The audic idenmiiied weaxknesses in A.I.C.'s failure to ensure
accountabilizy ov and reporting on the use of local currency
Drecseds 3s discu i ;

dotning 2lse came to our attention, based on the items tested,
that would indicated tnat untested items did not conform to
applicable laws, regulations, and agreements.

Internal Controls

The majority oL the problems noted in this report were due to
poor ipnternal controls which did noh enable A.I.D. Missions or
recipiant governments to account for lccal currency proceeds.
Wwnen corrected, the conditions <cited will improve programs
Jperations.

wm
!
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PART III

ZXHIBITS AND APPENDICES




ZXHI3IT 1

Dollar Value Of Audited Local
Currency Programs
(In millions)

Commodity

PL 480 PL 130 PL 480 Inport Cash Transfer

Title I Title II Title III 2rograms Grants
3urkino Faso - $2.6 - - -
Ccongo $2.0 - - - -
Gambia - 4.4 - - -
Kenva - - - - $40.7
Liberia 65.0 - - - -
Mauricania - 13,7 - - -
Madagascar 13.0 8.8 - - -
Somalia 56.3 - $61.5 -
Sudan 50.0 - $80.0 358.8 38.0
Zaire 55.0 - = 20.0 -

SZEL3  $Z8.3 $E0.0 STI03 $7R.7



Countrz

3urkino Faso

3Sudan Commodity Import Program
Xenya Cash Transfer Grant
Xenva Cash Transfer Grant
Sudan Cash Transfer Grant
Congo Title I

Sucan Title I

Liberia Title I

Gambia Title II Emergency

3urkino Faso Titl

Mauritania Title II, Sec, 206

Sudan Commodity Imporz Program
Liber:ia Title I

Somalia Commodity Import 2rogram
Jaire Commodity

Not2: The audit report

Tapulation or Unaccountaniz, delinauent
and/or Forfeited Local currency Proceeds

Tyoe of
Program

Title II Sec. 206

II, Sec. 206

Program
tear(s)
(Fiscal “ear)

See MNote

1679 thru 1986
1982

1983

1979 thru 1986

1982

1980 thru 1983

1980 thru 1984

1984, 1985

1979 thru 1986

1980 thru 1984

1982, 1983, 1985

Import Program 1984, 1985

Amount
(Millions)

SCHIBIT 2

Unaccountable,

Delinguent
or rorfeited

2.6

Unaccountable
Unaccountable
Unaccountabhle
Unaccountablse

Unaccountable

Delinquent
Delinguent
Delinquent
Delinquent
Delinguent
Delinquent

Delinquent

forfeited
Forfeited

forfeited

did not identify -he specific wvear Zor this program,









UNCLASSIFTZD STATEZ 06919¢/02

FIRST USE MOTED IN THE REPORT--TO PAY LOCAL
TRANSPCHTATION, DISTRIBUTION AND HANDLING COSTS
ASSCCIATEL WIT3 TRE FOOD AID--IS PERWITTED UNDER THE
LEGISLATION., HOYWEVER, THE SECOND USZ NOTED IN TRE
RF¥PORT--TO SUPPORT "PROJECT ACTIVITIES DIRECTLY RELATED
TO EMERGENCY RELIXF OR REHABILITATION --IS NOT
EXPLTCITLY PCiMITTED IK TEE LEGISLATION (P. 2). RATEEE,
THE SECOND AT IH WHMICE SECTION 2&5 LOCAL CUORRINCY MAY
BE USED, ACCO®DING TO THE LEGISLATION, IS TO SUPPORT
ACTEVITIES TESIGNED TO ALLEVIATE THE CAUSES CF TAL N=ED
FOR THE .ASSISTARCE. IT IS NOT CLEAR FROM THE REPORD IF
LOCAL CURRINCY CRNZRATZD UNDZR SECTION 236 HAS BEEN USED
ACCORTCING I'0 LEGISLATIVE INTENT CR NOT.

CF THE DOLS 309.9 MILLION OF LOCAL CGRRENCY THAT THE
RFPORT SAYS COULD NOT BE ACCOUNTED FOR, NONE WAS FRO¥ A
SECTICN 266 PROGRAM OR A TITLE ITI PROGRAM (P. 13). IT
MAY BE ¥ONTH EMPEASIZING THIS POINT. FCR EXAMPLE, IT

AL CURRTINCY SENERATED IN
POE CAMBIA AND IN MAURITANIA ¥AS UNACCOUNTED FOR, SINCE
SECSYION 226 WAS THE ONLY PROGRAM IN m3ESE COUNTRIES TdAT
GENERATED EOST COUNTEY-OWNZD LOCAL CURRENCTY.

7. TITLE III. TITLZ IIT PROGRAMS ARE NEGOTIATED AS
LGANS—-NOT AS GRANTS——TEAT CAN BE FORGIVEN IF CERTAIN
CONDITIONS ARE FOLFILLED (PP. 1, &

AND B). 1IN ADDITION, THE "USE OF LOCAL CURREKCY
PROCEEDS FOR DEVELOPMENT ASSISTANCE™ IS NOT TEHE ¥AY 10

STATE WIAT TRIGGERS LOAN FORGIVENESS., IT IS THE USE OF

LOCAL CURKENCY PROCZEDS FOR AGRFED DEVBLOPMENT PORPGSES .

8. SECTICON 629. UNDER SECTION 629 OF THE FAA, THE
SPECIAL ACCOUET PRCVISION APPLIES 20 SRANT-FUNDED CIPS
THAT ARE PrOVID:D UNDER TEE ISF PROGRAM. AS OF FERRUARY
1, 1927, °B: SPICIAL ACCCUNT PROVISION ALSO APPLIES TO
ESF CASH TKANSFIRS CF MOHE TEAN DOLS 5 MILLION. TRESE
SPECIFIC LESAL POINTS SEOULL BE INCLUDED IN TZIE
DISCLSSION ON P. 9, AS THE PRESENT TZXT MAY LEAD THE
READZR TO EILIZVE THAT A SPECIAL ACCOUNT I5 REQUIRED IN

ALL CASES.

9. OTHER POINTS OF CLARIFICATION. (A) THE REFERENCT
70 "LHOSE FUKDS WERE BEING USED" (P. 11) IS AMBI3UOUS
AND VAY IMPLY THAT THE FUNDS BELONG 10 THE U.S. ALL
LOCAL CURRENCY TEAT WAS AUDITED IN TEE REPORT IS ROST
COUNTRT-OENED LOCAL CURRENCY, MOT U.5.-OWNED LOCAL
CURREXCT.

(B) TEE CONCEPT OF "FORFEITED DEVELOPMENT TMPACT IS
CIFFICULT TO GRASP WITEGUT SOME FLABORATION. 1IN
ADDITION, IT IS NOT CLEAR EOVW TRE FIGURE ~HUNDREDS OF
MILLICNS 0¥ DOLLARS™ WAS DERIVED (pP. 1i, 6, AND 18).
IF TEIS CONCAPT IS TO BE RETAINED, PZRHEAYS SOME
SYDPTANATION OR DEFINITION SHOULD BE PROVIDED.

APPENDIX 1
Page 3 of 4









4. SINCE COMPLETION OF TEE NTY¥ BB 9 IS STYLL SEVERAL
MONTES A4AY, FVA WILL PREBARZI FOR CONCURRENCE BY T3X
WORKING GRCUP OF THE FOOD AID SUBCOMMITTEE OF THE DCC
AND SUPRSEQUINT TRANSMISSION TO MISSIONS, INTERIM
GUIDANCE ON THESE AND RELATED ISSUES.  WHITEEEAD

BT

#5979

NNNN
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Page 2 of 2

l”/ \



APPENDIX 3

ACTION: AID-5 Page 1 of 1
VZCZCNAOE32 @4-MAKR-E67 TOR: ZZ:07

PP RUEENR CN: 65333

DE RUEHC #1819 9622144 CRRG: AID

ZNR UUUUU 22H DIST: AA

P 8321427 MAR g7
FM SECSTATE WASHDC
TO AMEMBASSY NAIROBI PRIORITY 2486

UNCLAS STATE 861810

AIDAC RIG/A

£.0. 12355:  N/A

SUBJSCT:  COMMENTS OF DRAFT AUDIT REPORT

REF: NAIROBI 06541

1. AFR/CONT COMYENTS INCLUDED IN M/FM RESPONSE.
2. AFR RAS NO OTHER COMMENTS. VEITEHEAD
41819

NNNN

UNCLASSIFIED STATE Q€18€19



CTION:  4]D=-. APPENDIX 4

Page 1 of 1
VZCZoNADS<d . Ll
v AUzt 2 C.: Jiine
F KRUZEC HE2Z6 (8550a0Z C¥s3: \I:
Nt LUUUY Z2ZH DIST: A&

P CE04887 FEE 67
FM SZICSTATE WASYDC

C ANEMEASSY NAIRGBI PRICRITY 2339
B

UNCLAS STAPL 228238

ALM AID FOR BIG/A/I', THABET F20M CARISTINSZN

£.0. 12355: N/&

TAGS2 N/:

SULRJEICT: - FM CCMMENTS ON DEAFT AUDIT EIPCRT CN
ACCGUNTABILITY FOR LCCAL CURRLENCY IN AFRICA

RzF: NAIROBI ¢€£540

M IN GENERKL LGPEIMINT WITE PPC AND FVA COMMFNTS ¥EICE
ARE EEING TRANSMITIED SEPTELS ARD HAS FOLLOWING
ALDITIONAL COMMEKTS:

1. RICCHMINDATICGL MO, 1 IS NOT RTSUINILS TH: wEVIST:
A~-12z3 INTIPNAL COWNTECL PEOCISS ADDRGSSTS TFZ CCNCEIEMS.
SET FCLTH IN TV> DRAXT REFCAT. TEL REVISED P20CESS
REZGUIRES THAT ALL OVEIRSEELS MISSIONS PERFORM AN INTERN:AL
CCNTROL ASSESSMENT FACE YEAR AND TEAT ASSESSHEMT COVERS,
UNL#R THE CAPPION OF "NON=E30JICT ACTIVITISS” PrE
CMANAGIMENT AND ACCOUSTABILITY CF ALL CCUNTEIPAKT
PRCGRANS. 17TFE ASSESSMENT DIRECTIVE WILL RE DISTEIEUTEID
WORLDVIDE YITHIN PHE WEXDP F2W VEI:S AVD ¥ILL PE
COMFLZTED DUSING NOVEMBER OF TFIS YEAFR.

2. EVEN THOUGH YE AGRFE THAT INVOLVEMENT OF A
CONTFCLLER IM CCURTYRPART MANAGEMEINT IS EIGLLY
DESIKAELE, WE BELIEVE ThE AUDIT REPCRT AND ITS

RECOMMFNDATIONS SROULD RECOSNIZE THEAT TEF ULTIMATE
RESPONSIEBILITY FOR T3IS RESPS WIPZ THI MISSION DIRECTOR
Cit AIL REPPZSENTATIVE, ARMACOST

BT

RE238

NNNN

UNCLASSIFIED STATE 053238


http:VOHLDV.ID
http:CO':ME.TS

lo.

11,

12,

APPENDIX 5
page | of 2

AID INSPECTOR GENERAL
AUDIT REPORTS REVIEWED

PL 480 Proceeds And Usages MNeeds Closer Monitoring 1In
Madagascar :
Audit Report No. 3-687-83-8 Dated 2/28/83

An Assessment Of USAID/Somalia Commodity Import Program
Audit Report No. 3-649-84-5 Dated 1/31/84

Tne Government Of The Peoples Repupblic Of Tne Congo dad Not
Coimplied Witn The Terms And Conditions of its PL 480 Title I
Program.

Audit Report No. 3-679-84-6 Dated 1/31/84

Tne PL 480 Title I and Title III Programs iIn Sudan Are In
Need Of Management Attention ‘
Audit Report No. 3-650-84-14 Dated 7/23/84

Kenya Program Grant Could Have Been More Effective
Audit Report No. 3-615-85-1 Dated 10/2/84

Structural Adjustment In Kenya Needs To Be Evaluated
Audit Report No. 3-615-85-8 Dated 2/15/85

Audit Of Sudan's Rural Health Support Project
Audit Report No. 3-650-85-11 Dated 4/4/85

Audit of Tne PL 480 Title I Program To Liberia
Audit Report No. 7-669-85-8 Dated 5/24/85

Memorandum Report On Government of Burkino Faso Compliance
Witn PL 480 Title II Agreements
Audit Report No., 7-686-86-2 Dated 10/9/85

Audit of tne P.L. 480 Title iI Section 206 Program -
Mauritania
Audit Report No, 7-682-87-2 Dated 11/7/86

Audit of P.L. 480 Title II Programs - The Gambia
Audit Report No. 7-635-87-3 Dated 11/21/86

Audit of the P.L. 480 Title I Program in Morocco ..
Audit Report No. 3-611-87-1 Dated 11/21/86



13.

-1-4.

15,

Audit of Local Currency Controls in Zaire
Audit Report No. 3-660-87-3 Dated 12/3/86

Audit of Local Currency Generations of
Import Programs and Cash Transfer Grants
Audit Report No. 3-650-87-4 Dated 12/8/86

APPENDIX 5
Page 2 of 2

Sudan's

Commodity

Audit of Local Currency Generated From Somalia's Commodity

Import and PL 480 Prograins
Audit Report No. 3-649-87-7 Dated 1/26/87



A/AID
AA/FVA
AA/PPC
AA/H
AA/AFR
AA/ANE
AA/XA
M/FM
XA/PR

LEG

GC

M/SER
M/AAA/SER
M/FM/ASD
PPC/CDIE
41/SER/MO
M/SER/EQMS
M/SER/CM/SD/SS
IG

DIG
I1G/PprO
IG/LC
IG/EMS/C&R
AIG/II
RIG/II/N
IG/PSA
RIG/A/C
RIG/A/D
RIG/A/M
RIG/A/S
RIG/A/T
RIG/A/W
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