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AUDIT OF
A.I.D. MANAGEMENT OF OWNED AND LEASED
PROPERTY IN LESOTHO

AUDIT REPORT NO, 3-632-89-08
January 31, 1989



UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDIESS INTERNATIONAL POSTAL ADDRESS
BOX 232 POST OFFICE BOX 30261
APO N.Y. 09675 NAIROBI, KENYA

January 31, 1989

MEMORANDUM FOR DIRECTOR, USAID/LESOTHO, Jesse L. Snyder

Plal) €

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

SUBJECT: Audit of A.TI.D. Management of Owned and Leased
Property in Lesotho

r General for Audit, Nairobi
. management of owned and
ive copies of the audit report

Tha Dffize of the Regional Iaspect
nas  comdoleted its audit of 1
leased oprooerty in Lesotho,
are enclosed for your action.

o o

The draft audit report was submitted to you for comment and
your comments are attached to the report. The report contains
two recommendations which are resolved but will not be closed
until completion of planned or promised actions. Please advise
me within 30 days of any additional actions taken to implement

the recommendations.

I appreciate the cooperation and courtesy extended to my staff
during the audit.

Background

The Foreign Affairs Manual (FAM) volume &, sections 720 and 731
set forth the Uniform Department of State/A.I.D./United States
Information Agency regulations for leasing residential quarters
and acquiring real oroperty abroad. The Manual stated that
A.I.D./Washington had authority under section 636 (a) of the
Foreign Assistance Act of 1961, as amended, to lease, for up to
ten vyears, offices, bhuildings, grounds and 1living quarters.
Missions couid enter into leases not exceeding $25,000 a year

or 5 years in duration, Leases exceeding these limits had to
pe  submitted ko Manadgement Operations/Ovarseas Operations,
A.T.D,./W for prinr approval. Section 636 (c) of this Act, as

amended, gJave A.I.D. authority to spend up to $6 million
annually to renovate, construct or purchase real property
facilities, Farther A.T1.D. missions had authority to acquire
pronerckty througn lease purchase optinns,
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In recent years, demand for high cost housing in Maseru/Lesotho
has increased. This has resulted mainly from the Highland
Water Project which has attracted many expatriates to
Lesotho. There has not been an 1increase in the supply of
housirg sufficient to meet the increased demand. As a result,
rents increased in some cases from two or three times their
recent levels, and rental rates for properties under leases
executa2i some years back are below the current market rates.
Consecuently, landlords have an incentive to renegotiate rental
rates, or as an alternative, terminate existing leases and
re—-lease properties at significantly bigher rental rates.

On Octoper 31, 1988 UsSAID/Lesotho had: (a) seven residential
leases at a vyearly total cost of $41,140; (b) one warehouse
lease costing $6,355 per vear; (c) four 0U.S. Government owned
residential houses which were purchased during the period
February 1976 through October 1977 at a cost of $228,944; and
(4) an offlce building which was constructed on U.S. Embassy
owned land during the vperiod 1978 to 1931 at a cost of
$300,313. Real  property  was managed Dby JSAID/Lesotho's
Exnacuzive NtEfice,

Audis Zbhiectives and 5cone

-

The statcf of the Regional Inspector General for Audit/Nairobi
conducted an audit of A.I.D. management of owned and leased
property in Lesotho, The objectives of the audit were to
determine whether: (a) leased/owned property exceeded or did
not meet A.I.D.'s needs; (b) leasing/acquisition regulations
were being implemented in a manner which protected the U.S.
Government's interests; and (c) the alternative used (leasing
or acquisition) was the best for acquiring the required space.

The audit was conducted at USAID/Lesotho during October and
November 1988, Relevant documents were reviewed, responsible
Mission officials were interviewed and site visits were made.
The audit scooe included $41,140 in yearly rental costs for all
the Mission's seven residential leases and $228,944 used for
the purchase of four 1U.S. Government owned residential houses,
The review of internal controls and compliance was limited to
the findings presented in this report. The audit was made 1in
accoraance Wwikh generally accepted Jqovernment auditing
standards.

Results of auditx

The audis found that USAID/Lesntho's leased/owned property did
not axceed its needs in terms of size and quantity, However,
U.5. Government interests wer2 not always protected through its
leasing practices and there was no assurance that leasing was
the best alternative for acquiring residential housing.



USAID/Lesotho stayed within prescribed size 1limitations, and
occupancy rates were high. Lesotho was classified as category
5 for housing which entitled occupants to 1,880 square feet of
living area for a three bedroom house and 2,500 square feet for
a four bedroom house. The audit showed that the average leased
or U.S. Government owned house in Lesotho was only 1,684 square
feet for three bedroom houses and 2,043 square feet for four

bedroom houses,

In addition, of the 11 houses that USAID/Lesotho leased or
owned, the occupancy rates for 1986, 1987 and the first ten
months of 1988 were about 97, 94, and 94 per cent, respectively.

However, USAID/Lesotho did not register lease agreements with
the government as required, Further, the Mission did not
perform a cost analysis to determine if it was more
advantageous to buy real property in Lesothe than to lease it.
The report recommends Lhat USAID/Lesntho (1 establish
procedur=2s to ensur2 ragistration of current and future leases,
and (2) oprepare a c¢osbt analysis to support a request for
acquiring addi-ional housing.

1 eas2 Aareements Were not Registered - A,I.D. regulations
requizad  Missions o) 7e3istes lease agreements where the host
sountry Jovernments orovided registration systems.

JSAID/Lesotho did not register 1its leases even though Lesotho
Government law required them to be registered in order to
cecome valid, This occurred because the Mission did not
establish procedures to ensure that registration was done,.
Failure to register leases could cost the Mission up to $87,000
in increased rental costs.

Discussion - A.I.D. Handbook 23, Chapter 5 stated that in many
countries lease terms were not enforceable by law unless the
lease agreements were registered. 1t further required Missions
to register all leases unless the local jurisdictions did not
provide registration systems or the systems did not result 1in
added protection of the rights of the 1U.S. Government. The
Handbhook also stated that Missions should not leave
reaistration up to the lessors. Lesotho was one country where
registration of leases was important. The Lesotho Government
Deeds Reqistry Act of 1967 required lease agreements of three
vears and over to be r2agistered at the office of the Registrar
General. Faitiure ko register made leases nill and void,

Prior to 1387, JSAT)/Lesotho had not registered any of its
seven residential leases., in Marcn 1987, one lessor terminated
1 leasze agrz2oment which was not scheduled to expire until March
1339, in February 1983, another lessor sold his property and
terminabed the lease with USAID/Lesotho., This forced



USAID/Lesotho to enter into a new lease with the new landlord
at an 1increased monthly rent. In both cases, the Lesotho
Ministry of Foreign Affairs advised the Mission that the leases
were null and void because they had not been registered as
recquired. Later, USAID/Lesotho requested one lessor to
register but never verified later that it was done, The
Missinon sent copies of five agreements to the Ministry of
Foreign Affairs, but did not know if registration was actually
achieved. No action was taken by the Mission on one 1lease

recently entered intn.

JSAID/Lesotho was not aware prior to 1987 of the importance of
registering leases in Lesotho because they had nc problem with
any lease,. After 1987, the Missicn became aware of the
importance of registering leases, but did not establish
orocedures to ensure the landlords actually registered the
leases as required by the Lesotho Government law, The current
Mission management could not explain why such procedures had
not bean established,

to USATD/Lesotno. One of the

Thiz resuized in increasad 3
n lost because of failure to

i
kwo  leases, which the HMissio
k b!

registar, nad heen aegostiiated at 1 rent of  about $387 per
month. The l2ase gave +ha Miszsion hthe obtioan ko renew the
12232 ap o July 1997 with a 12 per cent price escalation every
four vears. Since the l2ase was not registered, 1t was
declared null and void and the Mission had to negotiate another

lease wikh the new landlord for $816 per menth (a 111 per cent
increase) for the first 15 month period and $1,020 per month (a
25 per cent 1increase) for the following 16 month period. If
all of USAID/Lesotho's landlords terminated their leases and
asked for similar 1increases, the Mission would pay about
$87,000 more than would be paid under the current lease terms
(see exhibit 1),

Recommendation No. 1

We recommend that the Director, USAID/Lesotho:

(a) take the necessary steps to ensure regisktration of all
existing le».es; and

—
o
~—
" lU

st-»11sh Mission polizy and nrocedures ko ensure
egistration 3% fuature Mission leases,

In responding %» the Record of Auait Findings (RAFS) submitted
At the Aaudit exit conferance, USAID/Lesotho Management agreed
wi-n this finding and _ecommeqdation. In formally commenting
on the draftt report, the Mission stated that it had initiated
action %o registaer all leases and had estapnlished 1internal
policin3 and procedures to ensure registration of all future
leases,



Based on Mission Comments, We consider Recomméndation No., 1
resolved. We will close the recommendation upon receipt of
documentation showing that the Mission has (1) taken the
necessary Ssteps to register all existing 1leases and (2)
established policies and procedures to ensure registration of
future leases.

2. 15SAID/Lesotho Could Save On_ Operating Expense Funds by
Acquiring More Residential Housing - Although A.I.D. has
authority to purchase real properties abroad, USAID/Lesotho has
not opurchased any residential housing since 1978, This
occurr=d pecause of a belief that Junds to buy property abroad
Fere not available, JSAID/Lesotho could save up to $360,000
ovar a 15-year period £or each additional government owned
nouse .

Discussion - Secrion 635(c) of the Foreign Assistance aAct of
19561, a3 amended, 7Jive A,T1.D. the authority to spend up to $6
millinon annaally £  renovace, construct or purchase real
oropert ;s facilitias adbroad, The bpropos2d acquisition was to
inciiie a1 comparison of 1cquisition costs i1Jaiast the estimatead
long-range l2as3ing  costs fFor A 15~-year verioa. As an
ilTerananive, ALT.D, missions had o agkhority to acqulire property
throuwagh  ease nl17oh3se oancions, A porsion of the funds for

exercising an Y, T.D. our:thase ootion wouldl be orovided from

>
section /36 (<) funds . Wnen 1 Mission desired to exercise an
L

aporoved purcnase option, 1t had to notify A,I.D./W at least 6
months 1in advance.

UJSAID/Lesotho had saved money by purchasing their own housing.
During the perind February 1976 and October 1977, the Mission
pucchased four residential houses at an average cost of
$57,236. Today tne Mission provides housing to 10 employees
but only requires 7 lecases (one leased house was being used for
TDY personnel) at an annual cost of only $41,14“ LN rent.
However, 1SATID/Lesorno  had not  purchased any residential
housing s3ince 1978,

There was a Dbeliesf rthar secticn  636(<) funds were not
available, Tonsequencly, USAID/Lesotho did not prepare a
comprehensive cost 4analysis to dernermine whether it was more
advantageous to the 7.5, Government to purchase additional real
oranerty than =o 1leas2 -, The analysis, 1f favorable, needed
£0 be orasent2d o AT D, /d ko Jusnify 13e of section 636(¢)
funds or lease/purchase ootions, The analysis would chow that
tna demand for 1100 cost nousing has increased in
Maseril/Lesorho i recent vears without  an incrcase  in the
supnly O housing subficient to meet the demand, A3 1 resulet,
mar<ern ratas for roeatal ousing nave dramatically increased in
£OMe 21885 KO W0 oc three nimes their recent levels,



FIGURE 1. EXAMPLE OF GOVERNMENT OWNED PROPERTY

USAID/Lesotho has saved operating expense funds by purchasing
housing such as the Mission Director's residence pictured above,



The analysis would also show that the U.S. dollar enjoys a
favorable exchange rate to the local currency which has been
devalued to oniy 43 per cent of its 1983 value. Therefore,
acquisition costs in Lesotho were lower than in other countries
where the value of the U.S. dollar had declined.

Based on USAID/Lesotho's and a private architect's current
estimates of $81,630 for purchasing an average sized Efour
bedroom house, 1 $12,245 annual rent payment, and a continuous
inflacion rate of 11.6 per cent for rental costs (the average
rate for the neriod July 1987 to July 1988 as reported by the
Mission's economist), we eipect that A.I1.D. would recoup its
ouzlay for pur:chase costs {(trom no rental payments) in about
51x vyears., Dver % 15-year veriod, A.I.D. would save about

$360,000 less iacreased maintenance costs and the Federal
Government's COSt oFf money requir 24 for the purchase
outlayi/. Seae Tuniblit 2,

Recommadation o, 2

We roazommend “hat the Diractor USAID/Lesotho prepare a
compranaensive o3t analysis  justifying the use of section
n3n(z) Sands Di4 tease/surchase agreements to purchase

addi-innal r23id2ntial housing.

In responding to the Record of Audit Findings (RAFS) submitted
at the audit exi1t conference, USAID/Lesotho management stcated
that 1t wis unrealistic to expect to get section 636 (c)
monev. The Miszsion, however, agreed with the proposition to
enter into lease purchase agreements, The Mission stated tbhat
it had no further comments on the draft report submitted to
them for their review.

1l/ The audit 3id not 1include computations of increased
maintenance <osts and the Federal Government's costs of
money required for the purchase outlay. Increased
maintanance <onst would include only structuaral maintenance,
such as roof sepalcs,  since  lease practices in Lesotho
required the *==npant ro pay for day-to-day maintenance.
Fur-her, the Foderal Government's cost of money would be
Ear 1203 ander a lease ourchase option 13 compared to an
Lmmediate olrchase, Thess computations should be included
in rh2 comprehensive analysis called for by this report
recommendacion. Also to be included in this comprehensive
analysis woild be investment risk factors such as any
polirical insrtability.



Recommendation No. 2 is considered resolved. The
recommendation will be c¢losed upon receipt by RIG/A/N of
documentation showing that the comprehensive cost analysis
recommended by this report has been prepared.

Other Pertinent Matters

Although A.T1.D. Handbook 23 Chapter 5 required leases to
provide for renewal periods and to specify the rental rates for
the renewal periods, this was not the case in USAID/Lesotho.
Qut of the eight Mission leases, three had no options for
renewal and in the other Ffive 1leases, rental rates for the
renewal pericds were subject to negotiation. As a result, the
Mission c¢ou.d experience siabstantial rental increases and/or
lose favorable lease teras and the costs expended for security
nparides,  For example in early 1988, the Mission experienced a
111 per cant rent increase under one of 1its leases. The
Mission should establish a oolicvy to ensure that all leases
provide rfor renewals and caps on the amounts to be paid when

sSUcCh ODEIaNS ur2 2xarciaed,

ALT.D.  fandboox 23 Chapter 3 states that leases should
prefaranly orovide [Hr moartaly or quarterly rental payments
unless  oh= mission aecs zanginsle benefits in return for
exteondest lvanca rearal oericds, Towever, all of the current
aight JSAID/Lesotho 12a3es call for 12-month aavance rental
payments »oSr longer (rangding from 12 to 13 months). Further,
there wias 2o evidence that the Mission received any tangible
benefits in return, A Mission official stated that advance
rental opayments was the bprevailing practice in Lesotho.
However, =2vidance showed thar the Mission can realize benefits
in return for advance rentals,. In 1978, for example. the
Mission obtained a 5 per cent discount and a 4-year fixed
rental amount In return for a l2-moath advance rental payment.
Under the Mission's current practice of advance rental
payments, che cost of monevs to the U.S, Government 1S not
nffset by anvy fipancial benefits under USaID/Lesotctho's leases.
UZATD/Lesotho shouvlid establish procedures to ensure that future
leases 4o not call foar more :han 6 months advance rentals
nnless  the Mission obtaing beefits, The efforts of the
Mission to obtain such benefirts should be documented in the
lease files, whether successful or not,
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Exhibit 1
Computation of Possible Rent Increases As A Result of Failure to Register leasesl/

Lease Number First 15 Months Increase Next 16 Months Increase Total Increase

From To in Rent From To in Rent in Rent

(Maloti) (Maloti) (Maloti)

(1) A.T.D-LE-632-83-05 Hov. 1988 Jan, 1990 M.11,655 Feb. 1990 May 1991 M.18,336 M.29,991
(2) A.T.D-LE-632-79-02  Nov. 1988  Ocr. 1989 10,848 2%/ 2/ -0 - 10,848
(3) A.T.D-LE-632-79-03  nov. 1988  Oct. 1989 10,848 ¥ 2/ -o- 10,848
(4) A.T.D-LE-632-83-06 Nov, 1938 Jan. 1990 16,650 Feb. 1990 May 1991 26,208 42,658
(5) A.T.D-LE-632-84-07  tov. 1988  Jun. 1989 7,992 % 2/ -0 - 7,592
(6) 2.1.D-LE-632-88-12 Nov. 1988 Jan. 1990 33,300 Feb. 1990 Sep. 1990 26,20C 59,500
(7) A.T.D-LE-632-88-13  1lov. 1988  Jan. 1990 29,300 Feb. 1990  Sep. 1990 22,200 51,500

Possible increase in rent for the next 31 months M.120,593 M.92,944 M.213,537

Using a rate of M.2.45 = 1.00 US $ this is $87,158

1/ Based on one unregistered USAID/Lesotho lease which was

- declared null and void and later increased by 111 per
cent during an initial 15-month period and a 25 per cent
increase during a following 16-month period.

2/ Lease expired.



Exhibit 2

Analysis To Determine If It Is Advantageous To

U.S. Government To Acquire Additional Housing

Yearly Rental Increase

Compounded @11.6 Percent Cumulative
Year Annually Rental Payments
(Maloti) (Maloti)
1 M.30,000 M.30,000
2 33,480 63,480
3 37,364 100,844
4 41,698 143,542
5 46,536 189,077
6 51,933 241,0108/
7 57,957 298,967
8 64,680 363,647
9 72,183 435,830
10 80,556 516,386
11 89,900 606,286
12 100,328 706,614
13 111,966 818,580
14 124,954 943,534
15 139,449 1,082,983b/
a/ Based on an estimated M,200,000 ($81,630) cost of
purchasing a four bedroom house, the break-even
point would occur during year 6.
b/ Over a 15-year period, the Mission would save

M.882,983 or $360,401 (M.1,082,983-200,000).
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Appendix 2

REPORT DISTRIBUTION

Mission Director, USAID/Lesotho
AA/AFR
AFR/SA/SLB
AFR/CONT
AA/XA

XA/PR

LEG

GC

AA/M

AA/PFM
PPC/CDIE
M/SER/MO
M/SER/EOMS
M/AAA/SER
RFMC/Nairobi
RENDSO/ESA

I3

DIG

IG/PPO

IG/LC
IG/ADM/C&R 1
AIG/I
RIG/TI/N
IG/PSA
RIG/A/C
RIG/A/D
RIG/A/M
RIG/A/S
RIG/A/T
RIG/A/W

FP iR RN RN W R R e e Ul



