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PREFACE 

T h i s  Country Financial Accountability Assessment (CFAA) considers the strength o f  
financial accountability processes in the Zambian public sector. I t  i s  intended as a tool to aid 
the Government’s efforts to strengthen the financial accountability framework and build 
capacity to  carry out financial management functions. The fieldwork for the CFAA was 
conducted primarily during August and September 2002. The CFAA was developed as part 
o f  the Public Expenditure Management and Financial Accountability Report (PEMFAR) and 
teams frequently overlapped in their composition and areas o f  attention. Fieldwork on  the 
PEMFAR had began several months earlier. 

Though primarily a Bank-led effort, the Zambia CFAA reflects contributions from 
other several donors concerned about financial accountability. In particular, the European 
Union shared i t s  audit o f  financial management on EU projects, and then subsequently made 
this consultant available to  contribute additional research and analysis to the C F A A  over a 
four week period. The UK Department for Intemational Development (DffD) also took a 
strong interest in the development o f  the CFAA and offered funding for other consultants. 

The Government’s collaboration in the CFAA exercise was led by Mr. Chitundu 
Mwango, the Accountant General, Ministry o f  Finance and National Planning. Important 
inputs were provided by officials from various departments o f  the Ministry o f  Finance, as 
wel l  as from several l ine ministries, including Works & Supply, Education, Local 
Government & Housing, and the Central Board of Health. 

A joint Bank-Government workshop was conducted during September 12-13, 2002 
(under the auspices o f  PEMFAR) in order to discuss init ial findings in financial 
accountability and the l ikely way forward. The workshop was attended by deputy Ministers 
o f  Finance, Kalifungwa and Mutati, and officials from the Ministry o f  Finance and National 
Planning (MFNP), Cabinet Office, l ine ministries, Auditor General’s Office and the Zambia 
National Tenders Board. A variety o f  donors participated in the workshop: representatives o f  
the IMF, Wor ld  Bank, SIDA, DFID, NORAD, JBIC, UNDP, EC, UNICEF, USAID.  In 
addition, c iv i l  society was represented by the Zambia Institute o f  Chartered Accountants and 
the Economic Association o f  Zambia. The findings and proposals were well-received by the 
donors, who agreed to form a jo in t  Govemment-Donor steering committee to monitor 
implementation o f  any priority action plan that i s  developed. 

The Bank team contributing to the CFAA included Iraj Talai (Team Leader, AFTFM), 
Ed Olowo-Okere (AFTFM), Fenwick Chitalu (AFTFM), Bemard Myers (AFTP l), Mushiba 
Nymazana (AFTPl), Abebe Adugna (AFTPl) and Ron  Quist (Consultant, European Union). 
Peer reviewers for the report were David Shand (OPCFM) and M ike  Stevens (AFTPR). 
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EXECUTIVE SUMMARY 
I. Overview 

1. Th is  report focuses specifically on financial accountability in the Zambian public 
sector, including the institutional arrangements for promoting accountability and the specific 
processes, procedures, and systems in place in Zambia. Although the report was done as part 
o f  the Public Expenditure Management and Financial Accountability Report (PEMFAR) and 
draws substantially from it, the CFAA takes a more detailed view o f  the financial 
management systems o f  the public sector and the external mechanisms for control. With the 
recent change in Government, Zambia has had an opportunity to  began addressing many o f  
the structural and institutional issues that are important to promote accountability. Work by 
the Anti-Corruption Commission, for example, has prompted a wave o f  investigations into 
financial misconduct by government officials. Likewise, the recently initiated constitutional 
review creates a window o f  opportunity to strengthen the legal framework and clarify 
institutional responsibilities. Indeed, any long-term solutions to  improve financial 
management must go beyond technical proposals and address the underlying legal framework 
and the incentives for complying with financial regulations. 

2. The Bank’s engagement in Zambia over the past several years, has shown that 
financial management and institutional reforms are diff icult to  achieve quickly. The 
relatively l o w  pay for professional staff within the c iv i l  service i s  certainly one contributing 
factor to the weak public sector capacity. But a lack appropriate o f  institutional incentives 
and poorly defined institutional responsibilities also undermine public finance management. 
With macroeconomic growth prospects very l imited over the coming years, it i s  more 
important than ever that Government adopt measures that can assure at least a more effective 
use o f  the available public resources. Moreover, for the Wor ld  Bank and other cooperating 
partners, the CFAA suggests that major shif ts in assistance from individual projects to budget 
support need to be accompanied by substantial reinforcement o f  Government systems if the 
use o f  those funds i s  to be monitored accurately. 

3. The overall conclusions o f  the CFAA are that there remain substantial 
weaknesseshks within the public financial management system o f  Zambia. In brief the 
problems can be grouped into five broad themes: 

e Lack of compliance or enforcement of existing rules and regulations. Existing 
accounting regulations would be adequate to assure appropriate controls and reporting 
if they were fully complied with. 

e Weak institutions of accountability. The Office o f  the Auditor General and the 
Parliament are ill-equipped to provide adequate oversight due to lack o f  funding, low  
technical capacity, and insufficient authority to ensure follow-up. T h i s  undermines 
democratic accountability for public expenditure. 

e Excessive discretion given by law to the Minister of Finance to change the budget and 
the agreed spending priorities without further recourse to Parliament or timely 
accounting for it. 
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Poor information management and reporting. Reports on government commitments 
and expenditures are usually late and incomplete. Information at l ine ministries i s  
often not reported to MFNP, and reports to Parliament are also poorly prepared. 

Lack of transparency concerning the cost of public sector activities. Because the 
annual budget under-estimates the cost o f  many functions (including parastatals), it 
presents a misleading picture o f  the economic trade-offs. 

II. Main Issues 

Budget Preparation 

4. Problems in financial management start with the preparation o f  the annual budget (or 
Yel low Book). Budget estimates that are submitted by the Executive and approved by 
Parliament often bear l i t t le  relationship to the true cost o f  carrying out the activity. Because 
the budgets are widely viewed as over-committed, it has greatly reduced the credibility o f  the 
budget process itself. Yet, the incentive for Government to produce more reliable budgets 
may be undermined by the fact that MNFP has broad authority to propose supplementary 
appropriations without the ex-ante approval o f  Parliament. Th is  points to the need to tighten 
legislation concerning budget amendments. The transparency o f  the budget i s  also obscured 
by i t s  l ine item format, which makes it diff icult to discem the genuine policy priorities o f  the 
government. Activi ty Based Budgeting (ABB) has been slowly introduced by MFNP into 
budget preparation, but has not yet been fully integrated across ministries. 

Revenue Controls 

5.  With the creation o f  the Zambia Revenue Authority (ZRA), as a independent agency 
reporting to MFNP, revenue collection has been one o f  the strong points in the Zambian 
public administration. The accountability arrangements are robust and the measures for 
transmitting receipts to the Treasury are sound. Long term funding mechanisms o f  ZRA need 
to be reviewed in light o f  possible declines in donor funding, and controls should be reviewed 
for border posts. 

Budget releases 

6. Budget releases are largely left  to the discretion o f  MFNP and often bear l itt le 
relationship to the monthly budget estimate. With the exception o f  personal emoluments, 
budget releases are often unpredictable for l ine ministries, causing them to either wait until 
cash i s  available for procurement, or to risk accumulating arrears. In addition, the decisions 
by MFNP are generally not informed by the commitments already entered into by line 
ministries. As a result, activities such as road construction can end up being under-funded and 
incurring additional project financing costs due to  the absence o f  effective cash f low planning 
within MFNP. In some cases, the cost o f  capital projects have more than doubled due to late 
payment penalties, interest, and other charges. 

Control of Expenditures 

7. Although good financial regulations are in place, the cash rationing process and lack 
o f  enforcement o f  the procedures have helped undermine basic internal controls on  operating 
expenditures. Payment vouchers are often kept unrecorded until cash i s  available, leading to  
unrecorded arrears. In other cases, checks are written before goods have been delivered, 
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while some agencies have used unauthorized overdrafts to pay for expenditures beyond their 
budget. Effective control requires a separation o f  duties and depends upon compliance with 
the rules. In some cases, restructuring o f  ministries has broken down the separation o f  duties. 
Intemal audit, while well-staffed at MFNP, has generally been weak in the l ine ministries and 
needs further support. 

Payroll controls 

8. The sheer size o f  personal emoluments in Zambia (K 907 b i l l ion in 2001 or 37.5 
percent o f  al l  cash releases) makes it a potentially large financial risk if not managed well. 
The Government faces two challenges in the administration o f  the payroll. First, there are 
r i sks  associated with cash payments made to c iv i l  servants who work in districts which lack 
banks (26 out o f  72 districts). The second challenge i s  in developing effective controls to 
assure the regular updating o f  the payroll database. Under the current procedures, the payroll 
unit heads have no  way o f  knowing systematically who has been paid within their unit. As 
result updates are not being made as quickly as they should and payments are being made to 
those who have left, died, or transferred. 

Capital Expenditure Controls 

9. Capital expenditures made up only about 12 percent o f  budget releases in 2001 (or K 
300 billion) but the financial losses can be very significant due to late payment penalties and 
interest that accrue on  many o f  the contracts. In aggregate, the cost to maintain the work on  
existing projects typically exceeds the amounts that are budgeted. The actual cash releases 
are even less. Moreover, because the accounting system does not separately record the costs 
associated with late payments, the magnitude o f  the losses i s  obscured. For  MFNP to make 
better cash management decisions would require a more robust system o f  reporting f i om the 
Ministry o f  Works and Supply on  outstanding commitments and the structure o f  the 
contracts. Under the current system, even accounting units within the Ministry o f  Works and 
Supply are often unaware o f  project contracts until a request for payment i s  received. 

Internal Audit 

10. Intemal Auditors have been effective in diagnosing problems in the financial 
management procedures, but their potential impact i s  s t i l l  severely l imited by the lack o f  
adequate resources to carry out their work (especially for the provinces) and insufficient 
follow-up on their recommendations. Indeed, without the legitimate threat o f  sanctions, 
audits may be counter-productive by emboldening the behavior o f  wrongdoers. 

Accounting and Reporting 

11. If they were fully observed, the existing provisions in the Finance Ac t  and in the 
Procedures Manual would be adequate to ensure proper accounting records and financial 
reporting. However, in practice there are number o f  problems that arise due to  poor 
compliance. As noted above, commitments are often entered in the accounting ledger when 
the check i s  issued, and expenditure i s  recorded at the same time. T h i s  represents a 
breakdown o f  the formal system, undermines the distinction between commitment and 
expenditure, and distorts the financial information. Secondly, there i s  no  systematic 
reconciliation o f  fiscal accounts with statements from the Bank o f  Zambia. Even 
reconciliation within MFNP between reported expenditures and cash releases does not seem 
to occur. (Some ministries, consequently, show expenditures that are in excess o f  their 
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budget releases.) Third, there i s  evidence o f  omissions and double counting in the quarterly 
consolidated reports, which in turn, calls into question the accuracy o f  the annual financial 
statements. Lastly, the roles and functions o f  the Accountant General need to  be defined in 
the existing legislation, and the position should be attached directly to the Secretary to the 
Treasury if it i s  to exercise i t s  supervisory role. Currently, it i s  inhibited in performing some 
reconciliation functions by inadequate access to information from ZRA and the Budget 
Office. 

Financial Management Information Systems 

12. Although computerization i s  not a panacea, the Government’s dependence upon 
primarily manual accounting procedures and outdated technology does contribute to the 
diff iculty in obtaining reliable and timely financial information To develop an IFMIS, the 
Government has formed a projected team and several donors, including the Wor ld  Bank, 
have provided financial and technical assistance to the Government. Despite this, IFMIS 
development s t i l l  remains in the early stages. 

External Audit 

13. The appointment, tenure, and auditees o f  the Auditor General (AG) are well-defined 
in the existing legislation. However, in practice the Office o f  the Auditor General’s 
independence i s  hampered by a lack o f  adequate human and financial resources to discharge 
the AG’s statutory responsibilities. Staff o f  the OAG are subject to c iv i l  service conditions o f  
service and compensation, which has made it diff icult to attract and retain qualified 
individuals. Independence may also be compromised by the fact that the OAG’s budget i s  
subject to approval by MFNP, as are subsequent cash releases. 

Parliamentary Oversight and the Anti-Corruption Commission (ACC) 

14. The Public Accounts Committee (PAC) i s  Parliament’s primary means o f  exercising 
ex-post oversight of the budget. The actual independence and capacity o f  the PAC depends 
on several factors in practice. For example, though the PAC i s  headed by a member o f  the 
opposition, the committee’s votes tend to be controlled by the ruling party. In addition, 
funding o f  the committee’s work i s  dependent upon MFNP, and the committee lacks 
professional accountants/auditors. The ACC, on the other hand, has gained substantial 
financial resources since 2002 to carry out i t s  investigations. Yet, many o f  the gains at ACC 
have coincided with the change in political leadership, which implies the need to review the 
longer-term funding mechanisms to assure autonomy. 

Public Debt 

15. Day-to-day debt management i s  performed joint ly by the Bank o f  Zambia (BOZ) and 
the Investment and Debt Management Department (IDM) o f  MFNP. Problems arise in the 
management o f  debt in part because Zambia lacks a policy framework for the contracting and 
repayment o f  debt. In addition, wide discretion i s  given to the Minister o f  Finance to contract 
debt without specific oversight from the Parliament. In fact, Parliament receives no reports 
either ex-ante or ex-post on new government debts. Restructuring of state enterprises and 
payment arrears to domestic suppliers have also contributed to the growth in public debt. 
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State-owned enterprises 

16. State-owned enterprises (SOEs) generally operate at a loss, and will probably 
continue to due to the frequency o f  political interference. Some institutions such as the 
Zambia National Commercial Bank (ZANACO), operate in a competitive environment, but 
s t i l l  have not been profitable for a long time. Moreover, large debts have been passed on to 
Government because o f  the absence o f  borrowing limits or effective financial oversight in 
general. Audits conducted by the AG are normally a transaction audit and do not cover the 
financial statements o f  the SOEs. Financial performance targets are not set by government, 
and others face conflicting political and commercial indicators. 

Local Governments 

17. There are 72 local councils in Zambia. They are funded through subsidies from the 
Ministry o f  Local Government and Housing (MLGH) as well  as direct receipts from local 
sources, such as property taxes and licensing fees. Budget management has been a special 
challenge for local authorities, as expenditures estimates are often unrealistic relative to  the 
revenue capacity. In some cases this has lead to arrears, especially for salaries. Audits are 
supposed to be conducted for each local council though the quality and timeliness varies. As 
with central government, l ow  salary scales affect the ability o f  local authorities to attract staff 
to the audit function. Procurement procedures have not been implemented in al l  o f  the 
councils, and economies o f  scale have suffered due to the poor liquidity position o f  many 
councils. Uncertainty over the timing o f  receipts also adds to the diff iculty o f  planning 
purchases. 

IIL Major Recommendations 

0 To improve the credibility o f  the budget, use historical data to compare budget 
estimates with actual expenditures for each budget l ine and assure that policy actions 
are taken to reconcile the differences. 

0 To improve accountability, reduce the discretion and excess authority given in law to 
the Ministry o f  Finance to deviate from the approved budget (ie., reduce the 
discretion on  supplemental appropriations). 

0 To improve predictability o f  budget releases, implement quarterly cash f low plans and 
assure that annual releases more closely mirror the budget. 

0 To assure an accurate payroll, institute procedures to reconcile the payroll l is ts with 
the people actually working on a regular basis, preferably at the level o f  the pay point. 

0 Enforce the existing regulations on  the recording o f  commitments and assure that 
checks are not issued prior to the reception o f  goods or services. 

0 Inst i tute a separate recording o f  interest, penalties, and other price variances in the 
accounting for capital projects so that these may inform the cash management 
decisions at MFNP. 

0 Increase the staffing levels and operational funding o f  Internal Audit so that i t may be 
more effective in carrying out i t s  workplan, and track implementation o f  IA 
recommendations. 
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0 Elevate the position o f  the Accountant General to report directly to the Secretary to 
the Treasury, and clarify i t s  responsibilities in legislation. 

0 Reconcile monthly expenditure reports with monthly releases, and restrict funding for 
those ministries which do not submit a monthly return on  time. 

0 Require annual financial reports be presented to Parliament within 6 months after the 
end o f  each fiscal year, and the AG’s reports within 9 months. 

0 Strengthen the Office o f  the Auditor General by placing authority over i t s  budget and 
human resources in the hands o f  an Audit Board that reports directly to Parliament. 

0 Provide a more secure source o f  funding for the activities o f  the PAC, and strengthen 
i t s  authority in following-up with the Executive on recommendations. 

0 Revise the Loans and Guarantees (Authorization) Ac t  in order to incorporate features 
of a government debt policy and to provide for adequate Parliamentary oversight over 
contracting of debt. 

0 Tighten the financial oversight over SOEs, including the setting o f  borrowing limits in 
order to reduce the contingent liabilities upon the government. 
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1. INTRODUCTION 
1.1 Th is  chapter presents some vital background information to the CFAA. T h i s  includes 
the main objectives and specific issues that are addressed in the CFAA. The methodology for 
conducting the CFAA i s  described with specific reference to the sources o f  information for 
the assessment and their validity. An overview o f  the Bank portfolio in Zambia i s  presented 
with a special emphasis on fiduciary issues. 

Objectives and Scope 

1.2 The CFAA i s  a diagnostic tool designed to enhance the Bank's knowledge o f  public 
financial management (PFM) in a country. I t  facilitates the diagnosis o f  public financial 
management systems and the development o f  an action plan for i t s  reform. 

Objectives of the CFAA: 

1.3 Fiduciary obiective. To identify the strengths and weaknesses o f  financial 
management and accountability arrangements in the Zambian public sector so that the r isks  
that these may pose to  the use o f  Bank funds can be assessed and managed. 

1.4 Development obiective. To facilitate a common understanding by the government and 
the Bank o f  the P F M  arrangements so that capacity building programs can be designed and 
implemented to improve P F M  in Zambia. 

1.5 Scope o f  the CFAA. The CFAA provides an assessment o f  the public financial 
management and accountability systems o f  Zambia as well  as i t s  constituent parts, i.e. Local 
Government Authorities (LGAs) and State Owned Enterprises (SOEs). I t  also includes and 
assessment o f  the accountability regime for NGOs. More specifically, the assessment covers 
the following aspects o f  PFM in Zambia: 

Institutional and legal framework for financial management and accountability 

Budget development, including budget comprehensiveness and the adequacy 
o f  the budget preparation process. 

Budget execution and monitoring, including budgetary control processes, 
recording o f  transactions, intemal control arrangements and cash management ' 

Revenue issues with special reference to the adequacy o f  revenue monitoring 
as part o f  overall budget monitoring and cash management 

Asset management, including arrangements for recording and safeguarding 
assets 

Debt management, including institutional arrangements and information 
systems for managing debts 

Management o f  contingent liabilities, including consideration o f  contingent 
liabilities during budget preparation, monitoring and evaluation, and reporting 
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External fiscal reporting and transparency, including the reliability, standards, 
adequacy, timeliness, format, contents, and timely publication 

Auditing, including adequacy o f  institutional arrangements for the 
independence o f  the OAG, and the scope and quality o f  audit 

Legislative oversight with respect to public financial management, including 
priori  and posteriori functions 

Anti-corruption initiatives, including government anti-corruption strategy and 
institutional arrangements for dealing with corruption 

Financial management and accountability arrangement in local governments, 
including budgeting, internal controls, accounting, reporting and auditing 

Financial accountability regime for SOEs, including the relationship o f  the 
public enterprise sector to the government budget, accountability regime for 
public enterprises, financial relationship with the government and financial 
performance 

Financial accountability arrangements for NGOs 

Methodology 

1.6 The assessment began with a desk review o f  relevant publications followed by 
fieldwork. During the fieldwork, information about current practices was collected mainly 
through interviews. Additional studies, reports, and other relevant documents were identified 
and reviewed. The field work was followed by an assessment which included comparison o f  
the current system and ongoing reforms with international standardshest practices; 
identification and analysis o f  the risk to public funds; and identification o f  actions to 
improveheform the system. 

1.7 Both primary and secondary information sources were used in the assessment. The 
primary information was obtained through interviews and questionnaires administered on 
government officials with key responsibilities in the public financial management. The 
secondary information was obtained through the review o f  published and non-published 
documents, including government publications and reports. 

Overview of  Bank Portfolio 

1.8 The World Bank's involvement in the development agenda for Zambia dates back to 
the 1950s. As o f  December 31, 2002, there had been 9 adjustment credits and 94 
Investment credits totaling US $ 3.2 billion. Table 1 provides a summary o f  IDA lending to 
Zambia as o f  December 2002. 
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Table 1: Zambia - Lending Summary as at 31 December 2002 

Investment Adjustment 
Year Credit Credit Total 
1991 43.1 235.9 279.0 

. 

I Total number o f  Loans/Credits I 32 I 1  I 103 I 

Source: Integrated Controller System - Adapted 
from the Summary Statement o f  
LoanslCreditsJGrants 

1.9 
b i l l ion to Zambia (see Table 2). 

Disbursements. In the last 12 years, the Wor ld  Bank has disbursed about U S  $ 1.9 

Table 2: Zambia - Disbursements o f  IDA Credits by Lending 
Instrument (1991 - 2002) -US$ Million 

1.10 Current Portfolio. As o f  
December 3 1 , 2002 the IDA portfolio 
comprised 13 active investment 
projects and 2 projects awaiting 
signing and completion o f  
effectiveness conditions. The relative 
sector shares in the portfolio were: 
Social Services 37 %, Infiastructure & 
Environment 33 percent, Privatisation, 

Private Sector development and Technical Assistance 2 1 percent, and Emergency Drought 
relief 9 percent. The total IDA commitments stood at U S  $ 563 million, out o f  which U S  $ 
330 mi l l ion  i s  available for disbursement (Table 3). Out o f  the total commitments, U S  $ 62 
mi l l ion  represents Grants on HIV/AIDS and drought rel ief.  

1.11 Proiects in the Pipeline. Between January 2003 and June 2005, 10 projects with a 
total commitment o f  US $ 540 mi l l ion (see Table 3) are expected to be added to the IDA 
portfolio in Zambia. 
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Table 3: Zambia Lending Pipeline January 2003 to June 2005 - ( in millions) 

1.12 Fiduciarv arrangements for existing portfolio. Reliance has not been placed on  the 
government accounting and reporting system in the implementation o f  IDA-assisted projects. 
Project Management Units (PMUs) are normally established, each with i t s  own financial 
management systems - the systems are not integrated with the Central Government systems. 
Professionally qualified accountants are employed as consultants, with exceptionally higher 
salaries than c iv i l  service salaries, to  operate the project financial management systems. 
Also, the projects’ bank accounts are held in commercial banks, not in the Bank o f  Zambia. 
Regarding audit, the Office o f  the Auditor General (AG) i s  responsible, under the 
Constitution o f  Zambia Ac t  1996, for the external auditing o f  a l l  Government Funds. 
However, due to  capacity constraints, the AG normally appoints relevantly qualified, 
experienced and independent private sector auditors as hisher agents (and on  terms o f  
reference acceptable to IDA) to audit most IDA-assisted projects. 

1.13 Fiduciary issues in the existing portfolio. The available sources o f  information on  the 
portfolio performance (e.g. Annual Audit Reports, Management Reports on matters arising 
from the audit, Country Portfolio Performance Review (CPPR) in FY 2001/2002, the 
Statement o f  Expenditure (SOE), and Post Review Procurement Reviews in FYB2001) reveal 
several fiduciary issues in the portfolio. Generally, the portfolio i s  characterised by: 

0 Delays in new proiects becoming effective. In most cases, the delay i s  caused by the 
inability o f  the implementing agency to  establish a satisfactory financial management 
system or making necessary improvements on the existing arrangements. 

0 Slow disbursements. Nearly a l l  the projects in the portfolio are unable to submit 
replenishment applications on a monthly basis as required - many projects takes several 
months to submit replenishment applications. T h i s  problem i s  caused by the lack o f  
capacity in the projects, including lack o f  knowledge o f  Bank procedures in 
disbursements and procurement, and by the arbitrary transfer o f  project accounting staff. 
Only about 15 % - 20 % o f  portfolio funds have been disbursed. 
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0 Delays in the submission o f  annual audited financial statements. On average, only 
about 55 percent o f  the financial statements and audit reports are received within the 
due date. Most o f  the late submissions are from projects that are managed under a 
ministry, where staff take on project work as additional responsibilities to their 
normal duties without any extra remuneration. The staff are demoralised and tend not 
to work as hard as their colleagues who are paid outside the c iv i l  service conditions. 

0 Poor auality annual audits reports. There have been some cases o f  poor quality audit 
reports. For example, there have been cases where the TORS were not fully addressed 
in the performance o f  the audit. Some audit reports have been retumed to the 
borrower because the reports did not include a l l  the opinions required by the Bank. 
There have been situations where the amounts reported in the audited accounts could 
not be reconciled to the information available within the Bank. Also, there were some 
audited financial statements that did not conform to the agreed formats. 

0 Poor accounting systems and lack o f  accountability. There have been cases o f  
outright misuse o f  project funds. At times, this was done with the full knowledge o f  
the Controlling Officers but no actions were taken against erring officers. Auditors’ 
management letter and recent SOE and Ex-Post Procurement reviews, revealed 
significant ineligible expenditure and mis-procurement amounts, which had to be 
refunded to the Bank. The situation i s  particularly bad in project activities that are 
implemented at lower levels o f  government such as districts where monitoring and 
fol low up are diff icult due to their remoteness. 

0 Inadeauate supervision o f  proiects by the Government. There appears to be very l i t t l e  
Government interest in the performance o f  the projects. The Government has failed 
to take necessary actions where the problems are wel l  known, e.g. in cases where 
audit or other reviews revealed that funds are being misused. 

0 Inadeauate and irregular counterpart funds. There has been delays in the 
implementation o f  those project components not financed 100 percent by the Bank 
due to lack o f  counterpart funds. In some cases, the lack o f  counterpart funds had 
given rise to  ineligible expenditures because the PMUs spent 100 percent from IDA 
funds with a view o f  reimbursing IDA SA after receiving the counterpart funds. 
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2. THE MACRO CONTEXT AND LEGAL FRAMEWORK 
2.1 This chapter provides some background to macroeconomic and financial 
management in the central government. I t  presents an overview o f  the Government’s 
economic record and an overview o f  the Public Sector. In the last part o f  this chapter, the 
focus i s  o n  the legal framework for financial management and accountability. 

Overview of  Government’s macroeconomic record 

2.2 With an estimated per capita income in 1999 o f  about $320, Zambia i s  one o f  the 
poorest countries in sub-Saharan Africa. Zambia’s economy i s  un-diversified, and 
exhibits heavy dependence on mineral resources and exports, in particular copper, which 
generates over 50 percent o f  the foreign exchange earnings o f  the country. Over the last 
three decades, the structure o f  the economy and composition o f  output changed 
perceptibly: the share o f  agriculture in the economy increased from around 15 percent in 
the 1970s to about 21 percent in the 1990s; manufacturing from 16 percent to 21 
percent; services from 35 percent to 40 percent; and energy from 2.4 percent to 2.8 
percent. On the other hand, the share o f  mining declined from 24 percent to about 11 
percent and that o f  construction from 7.3 percent to  about 4.5 percent. As o f  2000, nearly 
ha l f  o f  the Gross Domestic Product (GDP) came from services, about 27 percent f rom 
agriculture, and about 13 percent from manufacturing. Mining contributed only about 3 
percent o f  GDP (Table 4). 

Table 4 Zambia: Structure o f  Output and Real GDP Growth, 1970s- 2002 

1970s 1980s 1990s 
Avg. Avg. Avg. 95 YR96 YR97 YR98 YR99 Y R O O  Y R O l  YR02 

Percent Share in GDP 
Agriculture 14.6 15.8 21.1 
Manufacturing 16.2 25.0 21.2 
Mining 24.4 15.5 10.7 
Construction 7.3 3.0 4.5 
Energy 2.4 1.7 2.8 
Services 35.1 38.9 39.6 
Growth Rates, 1994 
prices 
GDP 1.6 1.4 0.3 
Agriculture 2.2 3.5 4.8 
Manufacturing 4.5 3.6 1.8 
Mining and quarrying -2.2 -0.8 -10.2 
Construction -1.9 -2.7 -3.2 
Energy 2.5 -2.0 2.8 
Services -0.2 1.1 1.8 
Source: World Bank, Zambia Live Database. 

1.5 

17.6 
13.4 
13.7 
4.0 
3.7 
47.7 

6.6 
-0.6 
5.5 
2.8 
-11.0 
-5.6 
15.0 

18.7 
13.2 
11.3 
5.0 
4.7 
47.1 

3.3 
-5.1 
5.1 
2.2 
29.0 
4.2 
4.0 

21.1 
13.0 
7.1 
5.0 
4.1 
49.7 

-1.9 
1.2 
1.8 
-25.1 
-9.1 
0.6 
4.3 

24.1 27.3 22.1 22.0 
12.2 12.7 11.1 11.6 
4.2 3.2 4.4 3.9 
5.2 5.0 6.2 7.4 
3.7 3.2 3.8 3.4 
50.6 48.6 52.3 51.7 

2.0 3.5 4.9 3.0 

2.8 13.5 4.2 5.8 

10.2 1.2 11.5 17.4 

6.6 6.0 4.9 3.2 

6.9 1.8 -2.4 -4.1 

-24.8 -5.1 14.0 16.4 

2.6 1.1 12.6 -3.2 

2.3 From a long-term perspective, Zambia’s growth record has been disappointing 
(Table 5). The GDP growth rate f e l l  from an average o f  1.5 percent in the 1970s to 1.4 
percent in the 1980s and 0.3 percent in the 1990s. Inf lat ion increased steadily, o n  
average, from around 10 percent in the 1970s to about 70 percent in the 1990s. The 
steady increase in inflation, coupled with population growth which was above the GDP 
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growth rate, resulted in a decline in real per capita income o f  1.6 percent per annum. The 
country has therefore got poorer. Among the reasons for Zambia's poor growth record are 
(i) the poor performance o f  the copper sector and adverse terms o f  trade shocks; (ii) 
macroeconomic instability, in particular high inflation and high interest rates, which 
deterred private investments; (iii) the lack o f  timely structural reforms aimed at reducing 
the cost o f  inefficient public enterprises; and (iv) failure to realize anticipated benefits 
f rom privatization. 

C P I  Inf lat ion Rate 10.2 36.1 70.9 

Investment/ GDP 30.2 16.2 14.1 
InterestRate (lendingrate) 7.8 16.0 54.7 
Current Account DeficidGDP-6.6 -10.8 -4.7 
(incl. Grants, percent) 
Exchange Rate (Kwacha/USD)0.7 4.8 903.1 

Domestic Savings/GDP 33.2 14.0 7.1 

Table 5: Zambia: Macroeconomic Indicators, 1970s- 2002 (in percent) 

35.2 45.2 24.5 24.4 26.8 30.1 21.7 22.2' 

15.9 12.8 14.6 16.4 17.9 18.3 20.0 18.0 
45.5 53.8 46.7 31.8 40.5 38.8 46.2 45.2 
-4.2 -3.8 -8.0 -10.9 -8.6 -13.7 -13.0 -9.6 

866.0 1,207 1,315 1,862 2,388 3,110 3,608 4,398 

12.2 5.3 9.4 3.9 -0.9 3.1 9.8 3.8 

External Debt/ GDP 64.5 171.9 204.1 100.7 215.5 170.2 212.0 209.7 216.8 168.8 168.1 
Source: World Bunk. The 1990s average inf lat ion rate was high because o f  the very high inf lat ion in the 
f r s t  ha l f  o f  the 1990s (not reported). 

2.4 During the 1990s, Zambia undertook fundamental changes in its economic policy. 
Exchange and interest rates were liberalized; the trade reforms in 1995-98 simplified the 
tari f f  structure, removed quantitative restrictions, and transformed the Zambian trade 
regime into one o f  the most outward-oriented in the sub-region; and, the Government 
successfully concluded debt reduction and rescheduling agreements with the Paris Club, 
and reached the HIPC Decision point in December 2000. 

2.5 Despite significant structural reforms, however, the economy continued to grow at 
a lower rate. Over the period 1995-2000, the GDP grew by an average o f  only 2.1 percent 
per annum, compared with an average population growth o f  3.1 percent per year. 
Inflation averaged about 25 percent, reaching near 30 percent in 2000, and showing signs 
o f  decline to about 20 percent in 2001. In addition, domestic savings remained low; 
interest rates remained high; the current account deficit increased; and, the exchange rate 
depreciated precipitously. 

2.6 In 2000, Zambia's nominal external public and publicly guaranteed debt stood at 
about US$6.5 billion, more than twice the level o f  GDP (Table 2.2). As o f  2000, debt 
service stood at 5.5 percent o f  GDP, or about 21 percent o f  the value o f  exports. On the 
domestic front, the fiscal deficit o f  the government averaged about 2 percent o f  GDP over 
1995-2000, and stood at about 5.4 percent in 2000. The overall public sector deficit 
(quasi-fiscal deficit) in Zambia-which includes the deficits o f  the central government, 
the local governments, extra-budgetary accounts, state owned enterprises, and the Central 
Bank-was estimated to be much higher at about 17 percent o f  GDP in 1997'. The high 
overall public sector deficit has in part continued to provide the structural basis for high 
inflation in the country. 

' 1997 i s  the latest year for wh ich  estimates o f  quasi-fiscal deficits are available. 
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2.7 The macroeconomic performance since 2000 has been encouraging. In the 
aftermath o f  the sale o f  ZCCM, the economic outlook for the country brightened and a 
strong performance by the mining, manufacturing and service sectors led to GDP growth 
rate o f  3.5 percent in 2000 and 5.2 percent in 2001. Fiscal and monetary performance 
continued to be satisfactory, and inflation, which stood at about 30 percent by end-2000, 
substantially came down and reached about 18.7 percent at end-2001 on account o f  
prudent financial policies, decelerated food prices, and appreciation o f  the Kwacha. 
However, inflation rose to about 26.7 percent in 2002 on account o f  a rise in food (in 
particular maize) prices due the region-wide food crisis caused by drought. 

2.8 Since 2000, Zambia faced three major challenges. First, the deterioration in the 
global economic environment due to the September 11 tragedy and the general slowdown 
in the wor ld  economy depressed the world demand for Zambia’s major export 
commodities and tourism services, and reduced the foreign exchange earnings. Second, 
on January 24, 2002, Anglo-American Corporation (AAC) announced that i t would not 
continue operating the Konkola Copper Mines (KCM), i t s  jo int  -venture, which 
comprised the major part o f  ZCCM’s assets when it was privatized in 2000. This decision 
introduced considerable economic uncertainty in Zambia, as K C M  produced about two- 
thirds o f  Zambia’s total copper production. In August 2002, A A C  and the Government 
reached agreement o n  a financing package that finalized AAC’s withdrawal from the 
copper sector. The government i s  now searching for a strategic partner to run K C M  on a 
commercially viable basis. Finally, Zambia’s economic difficulties were compounded by 
a serious regional food crisis which began in M a y  2002. The food crisis was caused by 
drought in the previous production season, which severely reduced crop production and 
led to a significant shortfall (over 600, 000 tons) o f  maize, Zambia’s main staple crop, 
which had to be imported by the Government. Despite these difficulties, overall 
economic performance has remained favorable since 1999. 

2.9 The overall macroeconomic picture that emerges i s  clear: while Zambia saw a 
significant progress in the area o f  structural reforms during the 1 9 9 0 ~ ~  full 
macroeconomic stability and sustainable growth have remained elusive. On the one 
hand, apart f rom areas l ike agriculture and energy, most major market distortions have 
been eliminated, the role o f  the government in commercial activities has been reduced, 
prices are largely market determined, and some o f  the previously state-owned enterprises 
have been restructured and divested to the private sector. On the other hand, Zambia’s 
economy continues to exhibit weak and at best uneven growth, high inflation, very low  
savings rate, high real interest rates, a very weak external position, a high degree o f  
dependence o n  copper production and exports, and a high degree o f  vulnerability to 
shocks. 

Overview o f  the Public Sector 

2.10 Central government i s  o f  course only one component o f  the public sector. This i s  
especially important to keep in mind in light o f  the large contributions that other 
components have to Zambia’s overall public sector deficit. For the purposes o f  this 
analysis public sector will be defined as including central government, local government, 
state-owned enterprises, extra-budgetary funds, and the central bank. The first four o f  
these wil l constitute the non-financial public sector. Reliable data on the size o f  the 
public sector deficit i s  very difficult to come by, but the best analysis thus far has been 
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done by Adugna, Dinh, and Koryukin (2002).* There are many assumptions that are 
made to account for the incompleteness o f  the data. But for 1999, their analysis 
suggested that SOEs probably accounted for the largest share o f  the non-financial public 
sector deficit at 9.2 percent o f  GDP, while central government may have added another 
4.0 percent. Losses by the BOZ on foreign exchange losses and due to the failure o f  
commercial banks i s  estimated to total 7.1 percent o f  GDP. Figure 1 shows an estimate 
o f  the composition o f  the public sector deficit. Resource constraints on the C F A A  team 
did not permit a comprehensive analysis on the revenues collected by each o f  the public 
sector components. 

Figure 1: Composition of  the 1999 Public Sector Deficit in Zambia 
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PFM Legal framework and Institutional Arrangement 

2.11 Accountability in Zambia i s  based on the Westminster tradition and very similar 
to the models found in the neighboring countries with the British heritage. This three- 
tiered legal framework has at the apex the Constitution, last revised in 1996. Below the 
Constitution are the Finance (Control and Management) Act  and the Public Audit Ac t  o f  
1980. The lower tier comprises the Financial Regulations. 

The Constitution 

2.12 The Constitution articulates the respective roles and responsibilities o f  the 
Legislature, Judiciary, and the Executive in al l  matters including financial matters. I t  also 
defines the accountability framework. Articles 114 - 121 o f  the constitution gives the 
National Assembly some powers over the government purse - powers to establish taxes, 
and authorize expenditures. The Articles define the financial management roles o f  the 

Adugna, Abebe, Hinh Dinh, and Leonid Koryukin, World Bank, unpublished paper, March 2002, “Fiscal 2 

and Quasi-fiscal Deficits in Zambia.” 
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president, as the head o f  the executive, the minister in charge o f  finance (M-MFNP), and 
the Auditor-General o f  the Republic (AG). They set the framework for estimates, 
government expenditures and other charges to the general revenues. The Articles provide 
for annual appropriation acts, supplementary and “excess” estimates and supplementary, 
and “excess expenditure” acts. Article 122 defines the AG’s tenure o f  office and the 
procedures for his removal. 

The Finance Act- Chapter 347 of the Laws of Zambia 

2.13 Below the Constitution is The Finance (Control and Management) Act, which 
defines the roles and responsibilities for financial management within the Executive. I t  
gives the Minister o f  Finance the responsibilities for the management, supervision, 
control and direction o f  a l l  matters relating to the financial affairs o f  the republic and 
allows him to designate a Controlling Officer (CO) for each head o f  expenditure provided 
for in the annual budget. The Ac t  makes the CO the Chief Accounting Officer and 
charged him with the duty o f  controlling the resources under the relevant head, subject to 
directions given by the Permanent Secretary (PS-MFNP)3. I t  also allows the CO to 
delegate some o f  its responsibilities to any accounting officer (AO) under his 
responsibility, and to provide the latter with necessary directions to  secure the proper 
exercise o f  the delegated functions. 

2.14 Sections 5-9, Chapter 347, inter alia, includes provisions such as: (i) certification 
by each A0 o f  correctness o f  accounts and propriety o f  charges; (ii) obligation o f  AOs to 
keep books and records and prepare accounts; (iii) procedures for opening bank accounts; 
and (iv) conditions for bank overdraft facility - that no bank should permit an overdraft 
on any account unless authorized in writing by the PS-MFNP. 

2.15 However, the Act gave some flexibilities and authorities to the PS-MFNP. The 
fol lowing are some examples: (i) when deemed necessary, the PS-MFNP can establish 
funds and working accounts for different purposes; (ii) the PS-MFNP may authorize the 
issue, f rom general revenues, o f  sums which may be used: to meet payments due for 
public services which, for reasons the PS-MFNP deems sufficient, cannot presently be 
charged to any vote, and to make provision for any payment which has been made under 
any head o f  expenditure and which has been disallowed as a charge against the head o f  
expenditure in the approved estimates; (iii) the PS-MFNP may authorize that the 
outstanding balance o f  any advance account be charged to appropriate expenditure. 

The Public Audit Act of 1980 

2.16 The Act  contains similar provisions as in the Constitution with respect to the AG. 
I t  spells out clearly the roles, responsibilities and report obligations o f  the AG. I t  i s  
noteworthy that the 1980 Ac t  essentially gives the AG the authority to fol low public 
money to anywhere i t  may go. I t  widens the power o f  the AG beyond the audit o f  books, 
records and reports o f  government departments and the statutory corporations described 
in the Finance (Control and Management) Ac t  to include the audit, as she  deems fit, o f  
every statutory corporation, and every private institution that receives Government grant, 
subsidy or subvention in any financial year. The AG i s  empowered to request from 

Th is  reference to “PS-MFNP” refers specifically to the Secretary t o  the Treasury. 
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independent auditors o f  State-owned Enterprises (SOEs) any document, reports or 
information relating to the accounts o f  SOEs. Also, every contract involving the 
Government or its agencies and enterprises was to include a clause allowing the AG to 
have access and examine al l  books relating to the contract. I t  also provides for the hiring 
o f  agents or specialist consultants by the Minister o f  Finance, at the request o f  the AG, to 
assist the AG in the performance o f  herhis duties. 

Finan cia1 Regulations 

2.17 The Finance Act  is complemented by a subsidiary legislation Cap. 600, entitled 
“Financial Regulations” which contains general financial rules and procedures, some 
Ministry o f  Financehreasury regulations (1 985) and circulars, the accounting guides o f  
1992 (financed by ODA), and other procedures and instructions such as stores regulations 
o f  1969. Intemal audit function i s  explained in the financial regulations (cap. 600). 

Analysis of the Problem 

2.18 The 
framework: 

(4 

(b) 

(4 

following essential features for  accountability are present in the legal 

The Constitution lays down the steps for Parliamentary approval o f  the 
annual budget and safeguard o f  the public revenues. I t  stipulates that 
moneys shall not be expended fkom general revenues o f  the republic 
unless: (i) the expenditure i s  authorized by a warrant under the hand o f  the 
President; (ii) the expenditure i s  charged by the constitution or any other 
law o n  the general revenues; or (iii) the expenditure i s  a money received 
by a department o f  government and i s  made under the provisions o f  the 
Constitution. 

The Constitution also instructs that a warrant shall not be issued by the 
President authorizing expenditures f rom the general revenues unless: (i) 
the expenditure i s  authorized by an appropriation act; (ii)the expenditure i s  
necessary to carry o n  the services o f  the government in respect o f  any 
period, not exceeding four months, beginning at the commencement o f  a 
financial year during which the appropriation act for that financial year i s  
not in force; (iii) the expenditure has been proposed in a supplementary 
estimate approved by the National Assembly; (iv) provision does not exist 
for the expenditure and the President considers that there is such an urgent 
need to incur the expenditure that it would not be in public interest to 
delay the authorization o f  the expenditure until such time as a 
supplementary estimate can be la id before and approved by the NA; or (v) 
the expenditure i s  incurred on capital projects continuing from the 
previous financial year and i s  so incurred before commencement o f  the 
appropriations act for the current financial year. 

Furthermore, the existing legislation and guidelines provide adequate 
guidance on accounting and reporting and make the AOs and the M- 
MFNP responsible for producing annual accounts. Article 118 (2) has 
briefly described the content o f  the final financial reports to be presented 
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to parliament. MFNP instructions and guidelines provide detail 
description o n  how to handle transactions, maintain accounts, and produce 
financial reports. The AG has the responsibility to provide independent 
audit report to the Parliament. 

2.19 While the above are al l  necessary ingredients for the accountability framework, 
several shortcomings exist. First, the deadline for seeking Parliamentary authorization 
for government expenditures i s  not appropriate for proper financial accountability For 
example, the legislation stipulates that the M-MFNP should: (i) lay before the NAY within 
3 months after the commencement of each FY, estimates o f  the revenues and expenditure 
o f  the republic for that year (Art. 1 17 (1)); (ii) introduce in the NA not later than fifteen 
months after the end ofthat FY, a supplementary appropriation bill; and (iii) introduce in 
the NAY not later than thirty months after the end ofthat FY, the excess expenditure 
appropriation bill. 

2.20 Second, the specified period for preparing and laying before Parliament the 
annual financial reports i s  too long and does not allow time for the scrutiny o f  accounts 
and reports before the debate on the following FY’s budget. Article 118 stipulates that 
the M-MFNP shall cause to be prepared and shall lay before the NA not later than nine 
months after the end of each FY a financial report in respect o f  that year. The AG’s 
report i s  also to be submitted 12 months after the end o f  each FY. 

2.21 Third, while the flexibilities provided in the legislation can be used for good 
management, they can also be misused in the absence o f  a proper Parliamentary 
oversight, they may be used excessively or misused. The legislation gives flexibilities 
and excessive authorities to  the M-MFNP, the PS-MFNP, and other ministers and their 
deputies 

2.22 There is a provision in the 
constitution stating that any person appointed by the president under the constitution or 
other law can be removed by the President. This dilutes his independence f rom the 
executive and may impose undue pressure o n  the AG, in practice. In contrast, other 
countries often make the President’s nomination and removal o f  the AG subject to 
Parliamentary approval. 

Finally, the AG i s  appointed by the President. 

Future Action Plan 

2.23 Zambia’s legislation and regulations are not as complete as that o f  comparable 
neighboring countries. They are, to some extent, internally inconsistent delegate 
excessive discretion to the M-MFNP and PS-MFNP. Whi le a strong Ministry o f  Finance 
is beneficial for sound economic management, i t  i s  essential that i t reside within a strong 
system o f  checks and balances, where it must give account for its stewardship. To 
improve the legal framework for accountability, Zambia should address the fol lowing 
issues: 

0 The deadline for the presentation o f  annual budget estimates to Parliament should be 
advanced so that the budget can be enacted by the beginning o f  each year. 
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Supplementary estimates should be presented to Parliament for approval before the 
expenditures have occurred and should be limited to exceptional circumstances. 

0 The provision regarding Excess Expenditures i s  too lax and should be defined as 
unauthorized expenditures incurred by a CO without Ministry o f  Finance approval. 
The reporting period for such expenditures should be significantly reduced (e.g., to 12 
months), and be accompanied by corrective actions by the Ministry o f  Finance. 

0 Annual financial reports should be presented before Parliament within six months 
after the end o f  each FY and the AG’s reports should be laid before Parliament within 
nine months after the end o f  the fiscal year. 

0 Ministers and Permanent Secretaries should be required by legislation to declare their 
personal assets every year. 

13 



3. BUDGET PREPARATION AND IMPLEMENTATION 

3.1 The various aspects o f  budget preparation and execution are examined in this 
chapter. The budget preparation process is described analyzed. Then, each aspect o f  
budget implementation, including RDC control, payroll controls, and capital expenditure 
controls. The chapter concludes with a review asset management and internal audit. 

Budget Preparation 

3.2 Government budgets have been an unreliable guide to actual public spending that 
wil l occur during the year. Though approved by Parliament, the Executive nevertheless 
possesses wide latitude to vary the budget as i t  deems necessary. In some cases, the 
variation may  be in response to a dynamic economic and political climate, and the 
necessity to adjust priorities accordingly. But i t  i s  also rooted in weaknesses in the 
budget preparation process itself. Effective budgeting i s  hampered by a persistent over- 
commitment o f  the government to activities which exceed the resources that are 
available. 

3.3 The problem o f  over-commitment or under-budgeting cuts across various sectors 
and economic classifications, and has ramifications on the overall efficiency and cost o f  
government operations. Addressing these acute problems effectively i s  l ikely to require a 
multi-year budget planning horizon and strong political leadership in making hard 
choices. Likewise, changes are needed in the budget preparation process to assure that 
the right information i s  exchanged between MFNP and the line ministries to  inform their 
decision-making. Finally, budget priorities themselves are obscured by the shortcomings 
in the classification system. 

Analysis of the problems 

3.4 Budgets have lacked credibility because actual expenditures at the end o f  the year 
sometimes bear little relationship with what was budgeted. The PEMFAR report 
documents this phenomenon in greater detail. Though the overall level o f  domestically- 
financed expenditures remains close to the programmed amount, there i s  substantial 
dislocation o f  resources across sectors and across economic classifications. 
Supplementary appropriations are very common across ministries, with the amount o f  the 
increase quite substantial in some cases. See table 6. Obviously, as some ministries gain 
additional resources, others lose them. The appropriated amount for a ministry may not 
change, but the budget release and consequently the actual expenditures will end up 
lower. 
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Table 6: Illustrative Examples of  Use o f  Supplementary Appropriations 

697 1,122 164 1,884 
RDCs Immigration 942 1,075 2,O 17 114 1,147 

Nat’ l  Registration 398 5,507 5,905 1384 1,865 

Defense RDC HQ 61 8 2,4 12 3,030 390 3,054 
Air Force 1,941 24,295 26,236 1242 46,423 
Nat’l Service 2,793 0 2,793 n la 13,814 
Intelligence 183 1,176 1,359 643 1,498 

Foreign Affairs RDCs HQ 2,228 4,842 7,070 217 5 3  11 
Finance RDCs ERM 115 186 30 1 162 219 
Labor RDCs HQ 207 858 1,065 414 802 

3.5 Some dislocations in expenditures are caused by structural under-budgeting for 
activities which have inflexible cost drivers. The long-term economic decline o f  the 
country has reduced the real value o f  government resources, and made it increasingly 
difficult to finance the level o f  activity known in previous years. In the absence o f  hard 
choices at the political level to curtail certain programs and activities, the MFNP i s  
challenged in finding ways to distribute sufficient resources to cover the underlying fixed 
costs that are associated with the broad array o f  government activities. Embassy rents, 
prisons, and school meals are just a few examples o f  recurrent activities which may have 
costs that must be met during the year whether accurately budgeted for or not. Payroll 
increases have sometimes also been much higher than originally budgeted. With the 
respect to capital expenditures, existing works projects may include contractual 
obligations that have to be met. At the Ministry o f  Works, i t  i s  generally acknowledged 
the amounts budgeted are significantly below what i s  need just to fund the ongoing 
projects for which contracts are signed. Moreover, the cost o f  not funding the projects o n  
a timely basis can be quite high - with interest and payments penalties accruing each 
month. 

3.6 Changes in the budget may also be inevitable because the legislative framework 
governing preparation and execution o f  the budget does not adequately/meaningfully 
circumscribe the authority o f  the Executive to alter the budget. As noted in chapter 2, the 
Zambian Constitution contains several articles governing execution o f  the Government 
budget. Although article 115 clearly states that no expenditure may occur without an 
appropriation approved by Parliament, article 1 17 nevertheless gives the Minister o f  
Finance the authority to make substantial modifications o f  the budget without seeking 
prior Parliamentary approval. The legislation prescribes that the Minister o f  Finance 
must table in Parliament either a Supplementary Appropriations Bill, or an Excess 
Expenditure Appropriation Bill depending on the particular type o f  expenditure that was 
made. This must be done within 15 and 30 months after the close o f  the budget year 
respectively. 

3.7 In preparation o f  the init ial  budget, as well, Parliament’s role i s  limited to one 
largely o f  review and consent. In Zambia, Parliament i s  only permitted to propose 
savings and cannot propose additional spending for a particular head. Because the budget 
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i s  voted by head, one practical implication is that Parliament i s  not able to make broad 
functional reallocations within the overall envelope. Instead, its focus i s  on the 
allocations within each head. Moreover, since the budget does not generally contain 
programmatic information, the quality o f  the debate about the estimates is naturally going 
to be limited. 

3.8 Decisions by Cabinet and MFNP are not adequately informed by the underlying 
costs o f  government activities. I t  is common for budget estimates to be significantly 
lower than the current cost o f  the activity, even if they represent an increase over the 
prior year’s budget. (See table 7.) This suggests that budget development i s  largely an 
incremental process based upon the prior year’s budget. Where the pol icy dictates a 
lower budget than past expenditure levels, there must be accompanying actions to lower 
the cost drivers o f  the activity. Decisions to suppress budget estimates but without a 
corresponding pol icy or programmatic changes wil l inevitably lead to cash reallocations 
during the year or the accumulation o f  arrears. Again, in the case o f  Works & Supply the 
annual cost o f  existing projects i s  reported to exceed the budget amounts, perhaps arguing 
for a need to either reassess their continuation or to allocate more resources in order to 
clear the backlog. Furthermore, new programs and policies are initiated by Cabinet 
without a rigid requirement that the cost be accurately estimated and the funding source 
(or offsetting savings) being identified. 

3.9 Decisions by l ine ministries during budget preparation are not adequately 
informed by guidance from above. Line ministries indicate that they are typically 
required to prepare budgets without adequate guidance as to their projected ceiling. 
When reductions are made, line ministries fee l  that they are often done without 
correlation to the priorities o f  the ministry. Notification o f  the final budget estimates i s  
only made known to them once the Yellow Book i s  sent to Parliament. To the extent that 
work plans and procurement plans have been prepared based on a higher level o f  funding, 
this may lead to inefficient procurement practices or delays in implementing work 
programs. 
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Table 7: A Comparison of  Historical Spending with Approved Budget Estimates 
for Selected Line Items 

(millions of  Kwacha) 

Home Affairs RDCs H Q  469 944 400 1,020 620 1,553 1,653 
Prisons 447 4,285 390 1,495 1,508 3,871 2,126 

Defense PES Army 24,970 30,396 26,259 30,697 28,098 44,579 40,320 

Defense RDCs Army 3,078 19,373 4,360 30,989 3,935 42,369 4,569 
Air Force 2,468 8,584 2,063 27,602 1,941 46,423 3,889 
Nat ’ l  Service 2,247 5,257 2,794 8,286 2,793 13,814 3,099 

5,967 2,495 Med Services 2,230 2,229 3,512 4,607 3,511 

Foreign Affairs RDCs H Q  2,440 5,116 797 3,415 2,228 5,511 4,210 
Lubumbashi 47 276 75 205 57 107 58 
Washington 3 05 622 264 629 385 120 912 
Cairo 260 589 223 64 1 66 1 644 597 
Kinshasa 145 429 135 43 0 139 546 191 
Addis Ababa 302 566 237 725 804 1,110 829 
Abuja 160 608 124 474 168 360 358 

3.10 Clarity in the pol icy choices being proposed i s  obscured by the classification 
system used. ’ The reliance strictly upon organizational and economic classifications 
obscures the purposes and objectives being pursued by government. In addition, the 
distinction between capital and recurrent spending has broken down, as any projects 
funded by donors have automatically become classified as capital. Likewise, spending to 
support remuneration o f  c iv i l  servants can be found in multiple categories and i s  not 
strictly limited to personal emoluments (PE’s). 

Actions Taken to Date 

3.11 The most significant reforms in progress at MFNP with respect to budget 
preparation have been the pi lot ing o f  Activi ty Based Budgeting (ABB) and the planning 
o f  a Medium Term Expenditure Framework (MTEF). ABB i s  an attempt to focus 
ministries on achievement o f  objectives rather than merely inputs. I t  has been supported 
by an EU-financed resident advisor for the past few years. Although only used as a 
budgeting preparation tool in four ministries up until 2001, ABB was to  be extended to 
14 ministries by 2003 and linked to other parts o f  the budget management system. The 
MFNP i s  currently working on ways to ensure that cash releases and accounting are also 
using the ABB functional classification. ABB is  expected to form a basis for doing 
bottom-up costings that can be fed into the MTEF budget process. 

3.12 Development o f  an MTEF i s  also expected to be a multi-phased process, but it 
should eventually improve credibility o f  the budget. I t s  development has been supported 
through the World Bank’s Fiscal Sustainability Credit (FSC) and Public Service Capacity 
Building Project (PSCAP). As a transitional step toward the MTEF, the MFNP prepared 
a Budget Framework Paper for the 2003 budget. This document was designed to lay out 
the macroeconomic context and the major budgetary trade-offs that confronted the 
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Government if it were to remain within the fiscal resource envelope. In this respect i t 
should be a helpful planning tool to help reduce the prevalence o f  under-budgeting that 
occurs. Eventually as the MTEF becomes operational i t should become a vehicle for 
reaching consensus on the broader allocation issues and trade-offs and for l ine ministries 
to receive earlier guidance on resource flows. 

3.13 Recent implementation o f  a commitment and expenditure capturing software 
program in l ine ministries may also increase the completeness and timeliness o f  
information o n  historical costs. Although only rol led out to ministries in mid-2002, the 
program has the potential o f  providing data that could inform preparation o f  the 
fol lowing year’s budget. Eventually, i t  wil l need to be made compliant with AE3B. 

3.14 Finally, the MFNP is also considering the possibility o f  presenting the budget to 
Parliament earlier in the year so that i t  can be approved by January 1. Under the current 
timeline, the budget circular is not transmitted to l ine ministries until about July, with 
budget conferences taking place in November and December. Government submits the 
budget to Parliament in late January, and it is not approved until about March. 

Future Actions 

3.15 Weaknesses in budget preparation help to  exacerbate problems in cash 
management and commitment control. These are explored in greater detail in subsequent 
sections o f  this chapter. 

3.16 
several actions: 

To improve the reliability o f  the budget as a planning tool, MFNP should take 

Identify the ministries or activities that have contributed to the largest expenditure 
overruns or accumulation o f  arrears. 

For each o f  the above, identify the cost drivers for each and the pol icy or 
programmatic actions that would be required o f  Cabinet to reduce them (i.e., to 
bring costs in line with budget). 

Fully implement a medium term budget planning horizon that enables the 
Government to anticipate the pol icy and programmatic changes that are required. 

In the case o f  capital projects, restrict initiation o f  new projects and ensure that 
budgets give priority to clearing high-interest arrears o n  existing projects. 

U s e  the medium term budget planning horizon to get Cabinet level agreement o n  
resource ceilings so that sector ministries can prepare budgets accordingly. 

Continue implementing ABB as a basis to increase the transparency o f  budget 
allocation priorities and the targeting o f  resources. 

Make use o f  current accounting data to ensure that budget submissions from l ine 
ministries adequately reflect the cost o f  ongoing commitments, or that 
programmatic changes are made that will generate savings. 
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0 M o d i f y  the budget calendar so that the budget is submitted to Parliament in 
October/November, and enacted by January 1. 

Revenue Controls 

3-17 The responsibility for collecting al l  government taxed revenues, including income 
taxes, VAT, custom and excise duties is entrusted to Zambia Revenue Authority (ZRA), a 
government agency created by an Act  o f  Parliament in 1993. The Authority i s  supervised 
by a Board whose members are appointed by the Government from the public and private 
sectors. The Board reports to the Minister o f  Finance who i s  accountable to Parliament 
for the performance o f  the Authority. The Authority prepares annual financial statements 
which are finalized within three months o f  the end o f  the year, audited by an independent 
firm o f  auditors and laid before Parliament within 6 months o f  the end o f  the year. Also, 
i t s  accounts are examined by the AG. 

3.18 MFNP and ZRA joint ly set the target o f  revenues to be collected. The estimated 
revenues are included in the annual budget that i s  la id before Parliament by the Minister 
o f  Finance. The revenue collection is monitored regularly by MFNP through daily reports 
on Control Account 99 from the Bank o f  Zambia, monthly reconciliation between MFNP 
and ZRA, and quarterly and ad-hoc reports from ZRA. ZRA has put in place 
arrangements to ensure that al l  revenues collected in Lusaka and K i twe  are banked 
promptly with the Bank o f  Zambia, while revenues collected from remote areas are 
banked promptly with participating by commercial banks for onward transmission to the 
Bank o f  Zambia within 4 - 14 working days. All revenues collected by ZRA are 
deposited in the government general revenue account. The Authority is sourced by 
funding from the government budget. There are no ad-hoc exemptions f rom taxes. Every 
exemption requires Statutory Instruments, i.e. an Ac t  o f  Parliament that provides 
appropriate instructions on the exemption. 

Actions taken to date 

3.19 
monitoring o f  the revenue collection process. They include the following: 

Several factors have helped to ensure proper collection o f  revenues and adequate 

ZRA i s  adequately staffed. I t  was set up as a government agency outside 
the c iv i l  service recruitment and remuneration arrangements. I t  therefore 
operates on a different salary scale f rom the c iv i l  service and i s  able to 
compete effectively with the private sector for skilled and experienced 
personnel. 

The Authority has adequate material resources to perform i ts  functions, 
although much o f  the funding has so far come from donors. 

ZRA i s  relatively independent and able to apply the full letter o f  the law in 
collecting government revenues. I t  is, therefore, not bedeviled by 
questionable exemptions - the exemptions granted are backed up by 
statutory provisions. 
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(d) The accountability arrangements for ZRA are reasonably robust. They 
include a supervisory board, reporting to Parliament through the Minister 
o f  Finance, external audit conducted by private audit f i rms,  and audit by 
the OAG. 

(e) The arrangements for transmitting revenues collected to  the government 
account i s  fairly adequate, given the state o f  the banking network in 
Zambia. 

Future Actions 

3.20 The Government needs to capitalize on the current strengths o f  ZR4 and ensure 
that the Authority can continue to operate efficiently. ZRA i s  adequately resourced at the 
moment due to generous funding from donors. However, there i s  a need to put in place a 
mechanism that wil l assure adequate funding for ZRA if and when donor funding stops.. 

Budget Releases 

3.21 Although budget implementation officially begins with the granting o f  the 
permanent warrants to line ministries, i t  i s  the cash releases that have the biggest impact 
on budget execution. GRZ operates a decentralized payment system in which MFNP 
transfers cash to the bank accounts o f  line ministries who in turn make payments to their 
vendors. There i s  no legal provision concerning who makes those decisions or formal 
guidance as to the amount and timing o f  the releases. As a general practice, a committee 
made up o f  representatives o f  Budget Office and the Account General’s Department, and 
others have tended to make the decisions. During the mid-1990s the cash release 
decisions o f  this committee were heavily guided by limits on the deficit that had been 
agreed to with the IMF. Still, while the IMF agreements set aggregate limits on 
spending, the composition o f  the releases were st i l l  intended to be guided by the Yellow 
Book and the committee’s judgment as to  priori ty needs. As a ru le  o f  thumb, statutory 
obligations such as debt service came first, followed by personal emoluments, and then 
RDCs. Capital expenditures tended to be funded only as a residual. Across ministries, 
MFNP tried to provide some degree o f  protection to social sector spending as part o f  the 
ESAC agreement with the World Bank.4 

3.22 More recent agreements with the Bank (notably in the context o f  the Fiscal 
Sustainability Credit) have prescribed guidelines as to the minimum monthly amount o f  
releases to a given ministry. In the FSC, i t  was suggested that social and economic sector 
ministries should be assured o f  at least 80 percent o f  their budgeted RDCs. In practice, 
the decisions are s t i l l  left to the MFNP and the actual amount o f  releases have varied 
widely from month to month and ministry to ministry. The amount o f  fluctuation i s  

T h e  ESAC called for releases to  the social sector (as defined in the agreement) t o  be maintained at least 
36% of total discretionary budget releases. 
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down considerably from what it had been even in the late 1 9 9 0 ~ ~  Nevertheless, there 
remains a fair ly high degree o f  variability in the cash release decisions. 

3.23 Two  factors about cash releases that are particularly relevant to l ine ministries i s  
the timing o f  the releases and the amounts o f  the releases. Almost consistently over the 
past several years, line ministries have had l i t t le  prior information as to the amount o f  
their release or the timing o f  it. At the most basic level, ministries might expect cash to 
be released o n  a 1/12th basis according to their Yel low Book allocation. Under a more 
sophisticated regime, one might expect MFNP to take into consideration the seasonality 
o f  needs across ministries and to apportion the cash releases based on that. Neither o f  
those practices has really been implemented successfully. To date, line ministries s t i l l  do 
not know o n  what basis cash releases decisions are made or the amount that they can 
expect in a given month. Under FSC, the Bank had suggested that ministries be notified 
quarterly in writing as to the minimum amount they could expect to receive in each o f  the 
three months for RDCs and grants. Although implemented briefly, this system o f  
advance notification was not sustained. 

3.24 N o t  only is the monthly amount to be released frequently uncertain, but the 
cumulative amount for the year i s  also up in the air. While the amounts released for PE’s 
i s  generally fixed, annual amounts released for RDCs, grants, and capital vary widely 
f rom ministry to ministry as a percentage o f  their Yel low Book allocation. Overall, 
RDCs to ministries in the social sectors tended to be maintained, while those in the 
administrative sector ministries increased, and those providing economic services tended 
to see reductions. (Table 8 shows the releases for 2001 as a percentage o f  budget for a l l  
ministries.) 

Analysis of the Problems 

3.25 The most serious weakness in the cash release framework in Zambia i s  the 
absence o f  any systematic linkage between the cash release decisions by MFNP and the 
commitments entered into by line ministries. Though l ine  ministries need to procure 
goods and services for their programs throughout the year, they must do so without any 
certainty as to the amounts that will be available through the year. To compensate for 
this, some procurement officers defer initiating a local purchase order (LPO) for goods 
and services until they are assured cash i s  available (Le., has been transferred to the 
ministry’s account). Waiting until cash i s  available to commit may be more problematic 
for procurements that are o f  larger scale and/or require a tender process. For example, 
instead o f  being able to order the f i rs t  quarter’s supplies in January, one may be 
compelled to wait until March or April when the cash has been accumulated in the 
account before even signing a contract. In some cases, this simply may not be practical 
to do. Ring-fencing the resources for that purpose, in the face o f  other pressing needs, 
may not be possible. Moreover, if the supplies are really needed for the quarter, then the 
entity has to purchase in less economical quantities as cash becomes available. The point 

At that t ime it was not  unusual for a ministry to  receive zero one month and double the next month, 
fol lowed by another small amount in the fo l lowing month. Regression analysis showed that there was no t  
predictabil ity f rom month to  month, a wide standard deviation, and very l i t t le correlation with revenues. 
See the W o r l d  Bank’s Af r ica Region Work ing Paper Number 39 “The Impact o f  Cash Budgets on  Poverty 
Reduction in Zambia,” November 2002, for more details. 
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i s  that even if the cash were not released at the beginning o f  the year, certainty about the 
amounts to be released would make it easier to enter into the contracting process. 

3.26 In l ieu o f  cash, ministries are inclined to rely upon the supplier to provide credit. 
The procurement unit enters into a contract and may even receive delivery o f  goods or 
services prior to the cash being available. As long as there i s  a commitment by MFNP to 
release the cash in amount X, then those funds can be committed to that contract. 
However, under the current system there i s  a very real risk that funds will not be there 
when the contract comes due for payment. In fact, MFNP does not commit itself to 
releasing any particular amount. N o r  does MFNP possess information at the time o f  the 
cash release decision to know that an obligation has been incurred by the l ine ministry. 
As a result, i t  has become commonplace for ministr ies to develop arrears. 
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Table 8: Comparison of  the 2001 GRZ budget and Actual Funding 

Agency VARIAhCE: ACTUAL VS. BUDGET I 
PES (RDCS lGrants ICAPEX ITOTAL 
I I I I I 

3.27 In the absence o f  an effective cash planning pol icy to match payments with 
commitments, the government incurs additional cost beyond merely the cost o f  
borrowing. Supplier credit comes in the form o f  above-market interest rates (for 
procurements by contract) and in many cases with LPOs in higher unit prices, as vendors 
build in a risk premium for late or uncertain payment. Late payment penalties can also 
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add substantially to the cost o f  procurement. Although the Bank has no reliable data to 
estimate the cost o f  supplier credits and penalties, i t i s  aware o f  cases where 
contracts/procurements have been at least double their market price. For example, in one 
roads contract interest and penalties alone were equal to the cost o f  the road itself. 
Likewise, examples have been cited o f  food procurement that has been at least twice the 
normal market value. Other officials cited cases, where they have only been able to pay 
the interest and not the principal amounts o n  their debts. For investment projects, the 
implications of late payments may also mean inopportune stoppage o f  work that i s  
underway. This in turn, can potentially lead to substantial cost overruns f rom 
demobilizing and remobilizing workers. 

3.28 Because procurement units o f  ministries are typically decentralized, i t  suggests 
that information f low on the amount o f  cash release i s  critical not merely for the central 
administration o f  a line ministry. If the spending units or departments are to update their 
procurement plans, then they also need information on resources they can expect. Under 
the present system, MFNP releases cash by budget head, and from there i t  is  allocated 
amongst the various spending units. Although it i s  presumed that the allocations will be 
done pro-rata, the central administration has discretion to allocate funds as it deems 
appropriate. So for example, if the Ministry o f  Health believes that procurement o f  
certain goods is best done centrally by them, rather than by each o f  the Hospital 
Management Boards, then i t  may initiate the procurement and reduce the cash release to  
the Boards. Nevertheless, since the ministries are generally uncertain as to the release 
they will receive f rom MFNP, i t  i s  unlikely that they are able to guarantee a funding level 
to their subordinate units. 

Future Actions 

3.29 
effective budget implementation, several other actions should be considered: 

W h i l e  more realistic budget preparation i s  a central element to achieving more 

Assign institutional responsibility for cash management, including the 
development and updating o f  quarterly cash plans. Work should entail 
collaboration with revenue departments, Investment and Debt Management, 
Economic and Technical Cooperation, Accountant General’s Department, 
Planning and Economic Management, and l ine ministries. 

Develop quarterly cash allocation plans that are based on robust forecasting o f  the 
expected cash inf lows for the quarter and o n  analysis o f  l ine ministries’ legitimate 
procurement requirements for the quarter. 

0 Account for a l l  anticipated quarterly domestic revenues in the cash allocations 
across ministries, so that the cash plan provides a realistic funding amount rather 
than merely a minimum. 

Incorporate capital spending in the quarterly allocation plan based on input f rom 
l ine ministries (especially Ministry o f  Works & Supply), that would include detail 
on the principal balance, interest, penalties, etc. 
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Develop procedures for how and when the quarterly plan i s  updated (e.g., should 
it be a rol l ing quarter without revisions to the prior plan months). 

Develop a pol icy on how changes in the budget (e.g., supplemental 
Otherwise, appropriations) influence the development o f  the quarterly plan. 

commit to implement the plan as i t  is. 

RDC Expenditure Controls 

3.30 In conformity with the Constitution and the Finance Act, the Minister o f  Finance 
and National Planning appoints the Controlling Officers (CO) for each o f  the expenditure 
Heads (5 1 at present consisting o f  ministries, provinces and few other organizations). 
Fol lowing the budget approval by the Parliament in April o f  each year, and issuance o f  
the general warrant by the President, the Secretary to the Treasury will issue sub-warrants 
to each CO. The record keeping o f  these credits i s  done by the accounting units at the 
appropriate level: (i) at Ministries’ HQ in Lusaka for RDCs o f  H Q s  and offices in 
Lusaka; and (ii) at provincial offices (Provincial COS and accounting Officers) for  a l l  
departments located outside Lusaka. These sub-warrants are the basis for cash release. 

3.3 1 The responsibility for budget execution, including creating o f  commitments; 
managing o f  contracts; and accounting and reporting to the MFNP rests with the 
appointed CO or hisher designated Accounting Officer. The process and steps are 
clearly spelled-out in the instructions. These are reinforced with the provision o f  
appropriate forms and formats are provided for guidance. The institutional arrangements 
and instructions relies on the segregation o f  duties as the basis for control. Furthermore, 
the secondment o f  Internal Auditors (IA) to each CO i s  a necessary control mechanism. 
A simple cash-based accounting system i s  maintained by each spending agency, to form 
the basis for financial reports. 

Analysis of the Problem 

3.32 There are several problems with regard to expenditure control. First, i t  is  
impossible to maintain adequate budgetary control without good budget format, reliable 
estimates, and timely and reliable historical data (produced from the accounts).This i s  
l ikely to be a daunting task for some years to come (see the financial reporting section for 
more on this). 

3.33 Second, ad-hoc systems such as controls v ia cash rationing discredits the 
budgetary exercise and undermines the legitimacy o f  expenditures. The control o f  
expenditure via cash rationing, although sometimes necessary in the short-term, does not 
always achieve i t s  intended purpose. I t  relegates parliamentary control and oversight, 
and creates conflict between the MFNP and the executing agencies. I t  often contributes 
to the lack o f  discipline and non-compliance with rules and regulation. Furthermore, i t 
promotes the end-of-year practice o f  fitting the actual data into the Appropriation Acts or 
visa versa (supplementary estimates to match actual data). 

3.34 Third, many spending departments in Zambia operate as if standing instructions 
on the cash control mechanism did not exist, although in most cases they stay within the 
budget envelop. In many cases, orders are placed and payment vouchers are prepared 
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and kept (often unrecorded) until availability o f  cash. Once funds become available, a 
selected number of vouchers are sent for payment, enough to exhaust the cash. Other 
vouchers remain pending for the next release o f  fund. The bulk o f  these vouchers form 
the Government arrears. Because, many o f  them are unrecorded in the ledgers, the exact 
amount o f  arrears i s  unknown. Ad-hoc measures are required for their identification and 
estimation. However, even with those ad-hoc measures, there i s  neither certainty about 
the exact amounts of arrears nor about the value received by the Government in respect 
o f  the arrears. 

3.35 Fourth, besides the fact that some arrears are not accounted, the practices 
described above raise two issues: (i) late payment penalties charged by suppliers and the 
impact on prices quoted by suppliers and/or quality o f  goods; and (ii) the process o f  
selecting vouchers for payment creates a rent seeking opportunity and could create an 
avenue for corrupt practices. (See the section in this chapter on capital expenditure 
controls). 

3.36 Fifth, several other irregularities have also been observed: (i) funds released by 
the Budget Office were earmarked and the contracts (and implici t ly the contractor) for 
which funds were released were identified by the Budget Office in several cases; (ii) in 
one o f  the spending agencies, checks were issued before delivery o f  goods and those 
checks were delivered to the procurement staff (or stores) for exchange against goods; 
(iii) in some cases overdrafts have been used by the spending agencies to pay for 
expenditures over and above the budget. Those cases relate to the influential spending 
agencies such as the National Assembly, Ministry o f  Defense, the President’s Office, and 
a few other agencies. 

3.37 Sixth, the control mechanisms are based o n  segregation o f  duties, and they depend 
on full compliance with the rules. Changes have occurred that have made the controls 
ineffective, among which i s  the increased volume o f  transactions. Staff are not well 
trained and, although manual and guidelines exist, staff do not have copies for reference. 
Internal audit i s  weak. The main work performed by the IA consists o f  pre-payment audit 
(or vouching). No systems audit o f  risk assessment takes place. Whi le the quality o f  IA 
staff at the MFNP seemed good, IA staff at the sector ministries’ level seemed to lack 
rigor in their work, including reporting. For example, working documents used in their 
work were not available.6 (See the discussion on Internal Audit in this chapter.) 

3.38 Finally, the financial management staffing i s  generally inadequate. A team o f  
well qualified and dedicatedmotivated staff needs to be in place to ensure that rules are 
applied as designed and that adequate controls are maintained over expenditures. The 
incentive system needs to be improved to attract the right caliber o f  staff. (See the 
PEMFAR chapter o n  human resource issues.) 

One o f  the tasks that recently has been given to the I A s  is t o  produce the amount o f  arrears. In one case 
that we verified, the amount given by the IA did no t  match the amount produced f r o m  vouchers by the 
accounting staff. There was n o  backing o f  data produced by IA whi le  the accounting staff had the full 
information about each voucher and the totals provided. 
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Future Action Plan 

3.39 The purpose o f  expenditure control is  to provide reasonable assurance that public 
funds are spent in accordance with parliamentary authorization and that the set objectives 
are achieved. To this end, i t i s  crucial that measurable objectives are clearly set and that 
the approved budget i s  respected. In order to address the current weaknesses in the 
expenditure control process, the fol lowing measures should be considered: 

Strengthen and modernize the Internal Audit (IA) arrangements by 
adopting international standards best practices, and improving the capacity 
o f  IA in al l  ministries. 

Carry out a comprehensive review o f  business processes in order to 
improve the control system, in particular the commitment control, and data 
integrity. 

Provide specific directives to staff on internal control and strengthen staff 
training on internal controls, especially for restructured institutions so that 
the control framework remains in tact. 

Enforce existing rules and sanctions. 

Prepare and execute a plan to repay al l  outstanding arrears. 

Tighten the legislation in order to reduce the Executive’s authority to alter 
budgets approved by Parliament (as noted in chapter 2) 

Payroll Expenditure Controls 

3.40 Because o f  the sheer magnitude o f  the budget devoted to personnel expenditures, 
they represent a significant area o f  financial risk if not managed well. In 2001, 37.5 
percent o f  budget releases were for personal emoluments (K 907 billion). The areas o f  
concern with payroll expenditures basically are o f  two types. First, there are 
management and control issues that are associated with the actual transfer o f  funds to pay 
individual c iv i l  servants across the country, i.e., how people receive their pay and 
whether the funds actually reach them. The second area i s  more upstream, and concerns 
management and control o f  the personnel registry to ensure that i t  i s  accurate and that 
only current employees are targeted to be paid. 

Analysis of the Problem 

Payment of Personnel E m  o h m  ents 

3.41 For a country with a relatively large landmass, and a relatively sparsely populated 
countryside, there are some specific challenges that arise for making sure that payments 
reach individuals. Zambia’s financial administrative network covers an area o f  some 
750,000 square kilometres broken up into 9 provinces and 72 districts. The farthest 
provincial capital from Lusaka i s  approximately 1,100 kilometres, a 12-hour drive. In 
some districts there i s  not access to al l  o f  the schools and health posts year round. A key 
element in the implementation o f  Zambia’s payrol l  controls is the use o f  bank accounts to 
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transfer funds and to effect payments. However, out o f  the 72 Districts that form the 
financial administration network, 26 districts do not have any banks. Consequently, 
some ministries make payroll payments in cash. 

3.42 For employees working in provinces, MFNP releases cash directly to the 
provincial headquarters. The mechanism for making the transfers is based upon 
depositing consolidated sums in banks located in the provincial capital and having the 
bank facilitate the transfer to the district bank branches. The deposits are accompanied 
by payroll schedules prepared by the Data Centre (a unit o f  the Ministry o f  Finance). On 
this basis the bank transfers the salaries and allowances to the corresponding staff bank 
accounts. O f  course, as noted above not al l  districts have banks, and consequently not al l  
staff members have bank accounts’. In such cases, the salaries and allowances are thus 
cashed by a designated person at the district and passed on to staff members. While this 
mechanism may not be problematic in itself, when coupled with inappropriate reporting 
controls and audits i t  may serve to encourage delay in reporting the termination o f  a 
given staff member. 

Monitoring and Control of Payroll 

3.43 Regardless o f  whether PE payments are made in cash or through the banking 
system, there must be an on-going and effective system o f  monitoring and reporting o f  
who has been paid. This is not currently the case in Zambia. Whi le the Data Centre 
provides payroll listings segregated by pay point, these are distributed only to the 
provinces. Consequently, payrol l  unit heads (senior officers at the level o f  a pay point) 
have no way o f  ascertaining who o f  the staff within their unit received salaries for a given 
month. A staff member, having left without notice, could we l l  continue to  receive 
salaries without the payroll unit head being aware o f  it. Interviews with several l ine 
ministries, however, indicated that there i s  nothing that would prevent the distribution o f  
payroll l is ts to the pay point and that this could be implemented immediately. 

3.44 The existing methods o f  monitoring PE releases are ineffective in providing 
sufficient controls. A review o f  some monthly expenditure returns showed flat releases 
each month to the l ine ministries. This is counter intuitive since for a population o f  
thousands o f  staff in a given l ine ministries one would expect that terminations 
(retirements, death, resignations, terminations without notice, new hiring) will result in 
fluctuating monthly payrol l  expenditures. A flat release per month suggests that payroll 
releases are not informed by actual expenditure.8 

3.45 Other reports, such as the monthly allowance requests and the Deviation Report, 
also fai l  to provide safeguards against ghosts or on unreported separations, which 

The Ministry o f  Agriculture transfers a l l  personal emoluments directly into bank accounts, wh ich  requires 
that some o f  i ts staff have to  travel l ong  distances t o  collect their salaries. Apart f r o m  the high cost this 
introduces for employees, because o f  the large distances involved, it also negatively impacts productivi ty as 
staff take o f f  work time to  p i c k  up their salaries. In the case o f  the M in i s t r y  o f  Education payro l l  is 
collected in cash by a representative in those districts with out bank accounts. 
* In interviews with l ine ministry staff  they suggested that the f lat payrol l  releases observed f r o m  month t o  
month occurs because while the salary component does fluctuate the allowance wh ich  are in arrears far 
exceed the excess o f  release over salary. Consequently the excess always goes t o  fund allowances. T h i s  
suggestion that monthly allowances are only  partially pa id  brings in to question the very mechanism for 
paying and accounting for allowances and suggests that t h i s  i s  an area wh ich  requires further investigation. 
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potentially constitute a major source o f  loss. The later, for  example, focuses o n  flagging 
substantial deviations in individual pay level. And even this i s  limited in effectiveness by 
the complex and extensive system o f  allowances, which make such variations a frequent 
occurrence. Monthly staff retums are submitted (sometimes only quarterly) by the 
Human Resources Departments, but often too late to be useful as a reconciliation 
document for accounting purposes. 

3.46 The Data Centre, which is responsible for running the payroll, uses the Master 
Personnel Database Fi le as a control f i le for payroll expenditure. The level o f  inaccuracy 
o f  the Master Personnel Database File, in terms o f  reflecting precisely the staff strength, 
directly impacts the level o f  losses in payroll expenditures. 

3.47 One o f  the controls implemented by the Accountant General i s  the request to all 
banks to provide to l ine ministries lists o f  c iv i l  servants whose accounts have remained 
inactive for two consecutive months.’ In one example, a letter f rom the local bank branch 
to the Provincial Education requests that the ministry stop transferring salaries to a l i s t  o f  
10 names who are either deceased or do not maintain accounts with the bank. What i s  
revealing about this letter i s  that the notification o f  termination through death i s  more 
efficient through the bank than through the intemal payrol l  reporting system o f  the 
Ministry o f  Education. This is despite the fact that the Ministry pays burial costs, giving 
fami l ies an incentive to noti fy the Ministry in case o f  death. 

3.48 The intemal audit process o f  using head counts to  check on the presence o f  
“ghost workers” i s  hampered by having too few staff for an effective sample. For 
example in the case o f  the Ministry o f  Education, currently with only 4 internal auditors 
assigned to the provinces to cover al l  internal audit assignments, and with over 5,000 pay 
points, i t  i s  unlikely that more than 1 percent or 2 percent o f  the pay points can be audited 
each year. That level o f  audit sampling rate provides little disincentive to persons 
determined to fraudulently milk the payroll system. The internal audit process i s  further 
hampered by the lack o f  up to date information on the employment status at different pay 
points. 

Future Action Plan 

3.49 There are three principal recommendations: 

(a) To ensure responsibility for checking and confirming the reconciliation 
between payrol l  l i s ts  (by pay point) and the people actually working on a 
regular basis, the senior pay point officer should be required to check and 
s i g n  o f f  o n  the payroll l i s ts  each month and return them to the provincial 
headquarters. These verified payrol l  lists would serve as the basis for 
preparing deletion and transfer lists to be submitted to the Data Center, 
after endorsement from the Human Resources Department, for the 
updating o f  the payroll master file. Prior to implementing such a 
monitoring scheme it shall be necessary to assess the feasibility o f  
submitting these signed payroll l i s t s  from al l  the pay points to the 
provincial headquarters. 

Of course, such a control i s  irrelevant t o  employees w h o  arrange t o  continue t o  have withdrawals made. 
Nor does i t  impact those who are paid in cash. 
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(b) Use the signed lists above as the basis for performing internal audits. I t  
would immediately facilitate holding the pay point senior officer 
responsible for any discrepancies found between head counts and signed 
payroll lists. 

(c) Specific posts with unique identifying codes should be developed for each 
and every single post within al l  o f  the positions within the ministry as a 
way o f  implementing the establishment register as a control directly into 
the payroll master database. The budgetary process would include the 
approval o f  these specific posts, which would then be filled. 
Consequently no new hires could be paid against a specific post while an 
existing post i s  s t i l l  being paid. 

Capital Expenditure Controls 

3.50 This section examines in depth some o f  the characteristics o f  financial 
management for capital expenditures, and highlights how they may impact the overall 
efficiency and effectiveness o f  those expenditures. What is relevant here are the nature 
o f  the contracts, availability o f  information, the physical verification, and the 
management o f  payments. In summary, i t was observed that the structure o f  the contracts 
themselves coupled with the lack o f  rigorous recordkeeping and management has resulted 
in significant financial penalties for the Government. Cash management i s  highly 
detached from the commitment process and important information needed to inform the 
cash management process i s  often missing. As mentioned earlier, budgets are unrealistic 
for the level o f  resources that are needed or actually released. Without better information 
management, stronger internal audit, and aggressive cash management approaches, 
capital expenditures would continue to be inefficient. 

Analysis of the Problem 

3.51 Government experiences financial losses o n  capital projects when it pays more 
than it should, or when work i s  not completed to the standards agreed to. While much o f  
capital spending is managed directly by donors through independent project units, a 
significant portion o f  capital works i s  nevertheless funded by government. In 2001, 
budget releases for capital projects totaled K 300 bi l l ion (or 12 percent o f  a l l  releases). 
What creates a fiduciary concern for capital projects purposes i s  the relative size o f  losses 
to the total capital expenditures. I t  has been estimated that capital projects in Zambia may 
be costing twice as much as they should. 

3.52 Two central problems faced with capital projects i s  that budget releases are 
insufficient for the Ministry o f  Works and Supply (MWS) to cover Government 
obligations, and the lack o f  comprehensive and transparent accounting inhibits a careful 
prioritization o f  cash needs. Moreover, the nature o f  the contracts i s  such that if not 
managed aggressively the overall costs can skyrocket. 

3.53 The existing pipeline o f  projects tends to have annual costs that exceed the 
amount budgeted by MFNF'. According to MWS,  even if there were no new projects 
added the budget allocations would s t i l l  be insufficient to cover the work envisioned 
during the year by the project schedules. Consequently, M W S  has to decide how to slow 
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down progress on projects in order to fit within the available resources. Obviously, there 
are limits to how much a particular project can be slowed before it becomes very 
inefficient and wasteful. 

3.54 Secondly, and as stressed earlier in this chapter, budget releases often vary 
significantly f rom budget estimates, and domestic capital expenditures tend to be one o f  
the lower priorities during the year. As a result MWS may accumulate arrears or work 
may not be performed as was scheduled. The interest costs on the arrears can be quite 
high. M W S  has also said that the break down between contract payment and interest i s  
approximately in a 1:l ratio. For some projects Government i s  only making interest 
payments. 

3.55 An important question is how the cash releases for individual projects are 
determined, and whether the process can be managed in a way that minimizes the impact 
on aggregate project costs. Under the current system, MFNP decides o n  cash releases to 
M W S  with incomplete information to make economically optimal decisions. M W S  
sends to MFNP reports on the outstanding amounts due o n  projects, but other vital 
information are lacking. MFNP decisions should be informed by the amount o f  current 
charges versus arrears so that an appreciation may be made o f  the potential interest cost 
and penalties o f  late payment. MFNP should also be able to know the upcoming cash 
needs for projects and the relative priorities as indicated by M W S .  

3.56 Some o f  the challenges in developing cash f low forecasts are consequences o f  the 
information flows within the MWS.  While MFNP obtains copies o f  contracts that have 
been signed, the financial management units (FMU) within the line ministry are often 
unaware that such contracts have been entered into until the first request for payments o f  
interim certificates is made. Within the line ministry, the project engineer typically keeps 
the copy o f  the contract, and hence there i s  no centralized repository to  reference the 
financial elements o f  a contract and to ensure that the FMU has a comprehensive listing 
and up to date status o f  a l l  o f  the capital expenditure contracts and variations. Thus, 
financial management within M W S  i s  limited to the monitoring o f  payments o f  interim 
certificates with no broader perspective on the outstanding contract works, rate o f  work 
completion. Hence they have absolutely no basis for preparing pro forma cash flows, or 
assessing the impact of inflation, currency fluctuations or late payments. Further, there i s  
only a l imited basis upon which to apply controls for claims o n  price variations or late 
payment penalties, since the FMU i s  often unaware o f  the full terms o f  the contracts. 

3.57 The contracts themselves are structured in such a way that unless they are 
properly monitored, there may be opportunities for abuse and substantial overpayment. 
For example, typical capital expenditure contracts includes clauses for: 

0 Contract works variations (not to exceed 25 percent o f  the total value o f  the 
contract); 

0 Price variations, which in an inflationary environment, typically exceeds 20 
percent; 

Currency rate fluctuation variations, and 
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Late payment penalties, which are, applied at Commercial Bank interest rates. 
These are currently at 45 percent and so this factor very quickly becomes a 
significant component o f  capital expenditure. 

Al lowing both price variation and foreign exchange clauses in a contract may lead to 
some contractors being over-compensated when price fluctuations are linked with foreign 
exchange rate changes. Also, allowing price fluctuations to be awarded on a 
discretionary basis i s  open to abuse. 

3.58 Finally, the monitoring and evaluation o f  the physical progress i s  also important 
to preventing financial loss. However, the internal audit department o f  the Ministry o f  
Works and Supplies, with four auditors responsible for wel l  over 100 projects, is  
understaffed to perform meaningful audits o f  the projects. Without any engineers 
assigned to  the units, i t  i s  unlikely that independent checks beyond the input from the 
project engineer on-site is achieved. The current level o f  project audits at the Ministry o f  
Works and Supply i s  inadequate. 

Future Action Plan 

3.59 
taken: 

In other to address the weaknesses identified above, the fol lowing actions need be  

(a) Develop a regular expenditure reporting mechanism between M W S  and 
MFNP that segregates 

(i) PrincipaVOriginal Contract Value 

(ii) Work Variations 

(iii) Price Variations/Currency Fluctuations 

(iv) Late Payment Interest Penalty 

(b) Institute regular cash f low forecasting f rom MWS to MFNP to inform 
cash release decisions. 

(c) Develop a database and reporting structure that distinguishes for each 
project: 

(i) Total Contract Value, Budgeted Years to Completion 

(ii) Proportion o f  project completed, years already undertaken 

(iii) Proportion o f  project to be completed in current budget year, 

(iv) Future outstanding contract value, number o f  years beyond current 
year to completion 

(d) Review the practice o f  allowing both price and exchange rate variations in 
contracts. 
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(e) Ensure that the FMU maintains copies o f  each project contract. 

(f) Reinforce the capacity o f  internal audit to conduct materiality audits. 

Asset Management 

3.60 Asset management, in principle, starts with the labeling and recording o f  a l l  assets 
procured, continues with maintenance, insurance, and security, and ends with the proper 
disposal o f  the assets when there useful l i f e  has expired. Unfortunately, in Zambia, asset 
management has been largely neglected in the overall scope o f  public financial 
management. This has significant implications, however, for the financial and 
operational efficiency o f  the Government. Audits o f  Government assets are rendered 
meaningless without reliable asset registers, and the budget preparation process is also 
handicapped by the lack o f  reliable data on the operation and maintenance costs 
associated with Government assets. 

Analysis of the Problem 

3.61 Although traditionally the Ministry o f  Works & Supply (MWS) has had 
responsibility for maintaining the centralized register o f  a l l  Government assets, over time 
the role has diminished to merely issuing sequential codes for labeling new assets. 
Today, line ministries generally maintain their own records o f  assets v ia their 
Procurement and Supply Units (PSUS).'~ However, this i s  not done systematically. The 
localized asset registers often do not include identifying codes or dates and amounts o f  
purchase, and hence i t  is  impossible to uniquely identify any given asset. 

3.62 Several asset management activities are not consistently performed either. They 
include: updating the asset register, asset maintenance, security o f  movable assets, 
insurance on assets, verifications o f  the availability and status o f  assets, and finally, 
reconciliation o f  the physical assets with the financial asset registers. For example, the 
consolidated fixed asset register maintained by M W S  at the Central Warehouse in 
Chilanga i s  out o f  date and hardly reflects the total assets o f  the Government. In addition, 
no guidelines have been developed with regards to security or insurance o f  assets. At the 
Ministry o f  Agriculture, steps have been taken to secure vehicles (e.g., gear locks and 
anti-theft devices), but some vehicles remain without insurance. Assets have not been 
consistently audited. Finally, since a significant quantity o f  Government assets reside in 
staff bungalows, the lack o f  asset registers constitutes a serious risk. 

3.63 The disposal o f  assets is done upon request o f  the l ine ministry to  the Ministry o f  
Finance. A Board o f  Survey Committee i s  constituted to assess and recommend the 
disposal o f  the asset. The mechanism for disposal i s  by tender. The c i v i l  servants have 
a first option and what is not picked up i s  sold by public auction. Government-funded 
assets are eligible for disposal after 5 years. There are no guidelines o n  the allocation to 
government departments and the eventual disposal o f  assets inherited f rom donor-funded 
projects. 

lo In some ministries, such as the Ministry o f  Agriculture, it i s  the Plant and Equipment Unit, which i s  
responsible for maintaining the asset register and for management o f  the assets. Within the Ministry o f  
Agriculture, the Plant and Equipment Unit i s  a two-man department that l i m i t s  i ts  role t o  the headquarters. 
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Future Action Plan 

3.64 
taken: 

T o  address the weaknesses discussed above, the fol lowing actions should be 

(a) Enforce the registry o f  al l  Government assets, including data on the unique 
identification code, the amount and date o f  purchase, and strengthen the 
guidelines governing management and disposal o f  Government assets. 

(b) Conduct checks to ensure that registers are kept up-to-date 

(c) Review and strengthen guidelines on the management and disposal o f  
assets, including assets acquired from donor-funded projects. 

Internal Audit 

3.65 The internal audit function i s  critical for helping to ensure compliance with sound 
financial management. In Zambia the role o f  Internal Audit i s  set out in the Financial 
Regulations. The main internal audit functions are maintaining the pre-audit controls o n  
expenditure, as wel l  as assessing the overall adequacy o f  the financial management 
systems and procedures in place. In practice, various factors impact the effectiveness o f  
internal audit, including the level o f  independence, the scope and content o f  i t s  
workplans, the level o f  resources available to it, and the degree o f  follow-up o n  i t s  
findings. In Zambia, the Internal Auditors have been effective in diagnosing problems in 
the financial management procedures, but their potential impact i s  st i l l  severely l imited 
by the lack o f  adequate resources to carry out their work and insufficient follow-up taken 
on their recommendations. 

Analysis of the Problem 

3.66 The institutional relationships and structure o f  Internal Audit appear to give it 
ample independence from the line ministries and other entities. However, there may be 
some vulnerabilities that stem from the funding mechanism for i ts work. The Internal 
Audit Department is anchored within MFNP, and headed by the Controller o f  Internal 
Audits who in turn reports to the Secretary to the Treasury. Internal auditors are assigned 
to each o f  the l ine ministries, but their reporting lines are s t i l l  to the central ministry. 
Promotions, transfers and personnel matters are addressed through the central ministry. 
Yet, even though Internal Audit has a corresponding budget l ine within the line ministry 
budget, the actual release mechanism for the funds i s  under the authority o f  the 
Controlling Officer o f  the l ine ministry. 

3.67 Annual audit work plans could be improved by developing cost estimates and 
resource allocations across specific activities. Currently, the annual Internal Audit Work 
Plan i s  prepared by the Internal Audit Department within the l ine ministries in 
consultation with the Controlling Officer. These work plans are then reviewed and 
consolidated into an Internal Audit Work Plan prepared by the Internal Audit Department 
o f  the MFNP in December prior to the start o f  the Budget Year in January. Generally, 
activities fal l  in two categories: (1) Ongoing routine pre- and post-audit activities o f  
expenditures files, procurement procedures, accounting ledgers, etc., and (2) Specific 
audits o f  targeted projects or functions. The work plan identifies the targeted areas o f  
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activities and develops cost estimates. However, only a portion o f  the work plan can 
actually be implemented effectively during the year. 

3.68 Financial resources and staffing constraints are important barriers to Internal 
Audit’s effectiveness. Even on-going routine audit activities suffer from the shortage in 
personnel. For  example, the Internal Audit Department assigns three auditors to each o f  
the nine provinces to  perform internal audit for the line ministries. However due to work 
overload these auditors are restricted to providing services to those departments that fa l l  
under the Off ice o f  the President. The l ine ministries are responsible for providing the 
staff for their own internal audit requirements at the provincial and district level. This 
may be easier in theory than in practice. For example, at the Ministry o f  Agriculture an 
Internal Auditor had been assigned for only one out o f  nine provinces. At the time o f  this 
assessment four more had been hired for assignment to four more provinces but were s t i l l  
located at the head quarters. L o w  salaries have an affect on recruitment and retention o n  
the c iv i l  service as a whole, but the impact may be especially acute in audit, where 
competition with the private sector is high. 

3.69 Even with staff, there i s  a need for computers and logistical support for Internal 
Auditors to be efficient in carrying out their duties, especially in the districts. Although 
some institutional strengthening o f  MFNP has occurred already through PSCAP, it was 
not clear that Internal Audit had as yet benefited significantly from this. 

3.70 Finally, one o f  the most important factors in the effectiveness o f  Internal Audit i s  
the magnitude o f  follow-up to i t s  findings. When TA uncovers problems and 
recommends actions to be taken, i t i s  critical that there be follow-through. Without the 
legitimate threat o f  sanctions, audits may be counter-productive by emboldening the 
behavior o f  

actions. The Auditor General would later determine, in the cause o f  the external audit, if 

a violation o f  the financial regulations i t  
the l ine ministries to take necessary 

the severe budgetary restraints o f  the Auditor 
pursue most o f  the cases. 

the required actions were taken. 
General, i t  is  not evident that 

Future Action Plan: 

3.71 Establish a mechanism to fully fund Internal Audit activities within l ine 
ministries. 

(a) Improve annual IA workplans by incorporating the following: 
Clear segregation o f  routine on-going activities from one-off, ex- 
post audits. 

Continuing to identify the specific staffing and physical resource 
allocations necessary to carry out the activity, especially for  those 
in districts, to ensure that al l  activities can be completed. 

Combine cost estimates with prioritization o f  activities so that if 
budget resources are cut back, the workplan may be adjusted 
easily. 

Increase coordination with the Off ice o f  the Auditor General in 
development o f  the workplan. 
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(b) 
(c) 
(d) 

(e) 

Prepare a quarterly report that tracks implementation o f  the work plan. 
Increase staffing levels and RDC funding o f  Internal Audit 
Monitor and report o n  whether recommended sanctions are pursued in 
cases o f  misappropriation or fraud. 
H o l d  controlling officers responsible for responding to recommended 
improvements in internal control systems and procedures. 
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4. ACCOUNTING, REPORTING AND INFORMATION 
SYSTEM 

4.1 This chapter describes and evaluates the government accounting and reporting 
arrangements. I t  begins with an overview o f  the statutory guidance o n  accounting and 
reporting. The practices regarding accounting in government ministries as we l l  as the 
preparation o f  monthly returns are described and evaluated. A crucial step in the 
government accountability process i s  annual financial reporting, which i s  also addressed 
in th is  chapter. The last part o f  the chapter focuses on the information technology used 
for government accounting and reporting. 

Statutory guidance on accounting and reporting 

4.2 The Constitution defines the content o f  the annual reports." The Subsidiary 
Legislation to the Finance Act  and the Procedures Manual dated 1992 describe in detail 
the accounting procedures, and provide the following guidance to government agencies 
and officers: 

(a) A cash based accounting system with simple ledgers for recording o f  
commitments and expenditures i s  prescribed. Commitments are to be 
recorded when created and expenditures recorded (in a separate column), 
when payments are made. Monthly returns are to be produced from the 
books. 

(b) Monthly reconciliation o f  bank accounts i s  required. 

(c) Stores and assets management remain the responsibility o f  the COS. 

(d) Check books and issued checks are to be under the custody o f  the 
Accounts Departments o f  each spending agency, and issued checks are not 
supposed to leave the department unless proof of delivery o f  goods and 
services has been provided. 

(e) Each C O  i s  required to provide to the MFNP monthly returns and any 
other information as the PS-MFNP may instruct the agencies. Controlling 
officers must produce monthly returns for the Accountant General within 
15 days after the end of each month. The returns contain budget 
provision, total expenditure, outstanding commitments, total actual 
releases, and arrears. 

l1 Article 118 o f  the constitution prescribes that (1) the MOF (minister) shall cause t o  be prepared and shall 
lay  before the NA no t  later than nine months after the end of each FY a financial report in respect o f  that 
year. (2) The financial report shall include accounts showing the revenue and other moneys received by 
the government in that FY, the expenditure o f  the govemment in that FY other than expenditure charged 
by the constitution o r  any l aw  on  the general revenue, the payments made in the FY otherwise than for the 
purpose o f  expenditure, a statement o f  the financial posit ion o f  the republic at the end o f  the FY and such 
other information as parliament m a y  prescribe. 
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( f )  The monthly retums are to be accompanied by bank reconciliation 
statements. 

4.3 The legislation i s  totally silent on the role and responsibilities o f  the Accountant 
General. The functions currently performed by the Accountant General are part o f  the 
responsibilities assigned to the MFNP generally. Nevertheless, if fully observed, the 
existing provisions are adequate to ensure that proper accounting records are maintained 
and that financial reporting i s  satisfactory. 

Analysis of the Problem 

4.4 There are two dimensions to the problems o f  financial reporting in Zambia: (i) 
problems relating to recording, accounting and monthly retums: and (ii) problems with 
regard to the timeliness and accuracy o f  financial reports. The observations are based on 
the procedures and processes in place through the f i rst  ha l f  o f  2002. At that point, new 
software was introduced for expenditure and commitment by l ine ministries. As 
discussed later, this may make possible more accurate reporting in the future. Until then, 
some o f  the deficiencies described below may st i l l  remain. 

Accounting and Monthly Returns 

4.5 In exercising the powers conferred o n  the COS, officers in the ministries and 
provincial departments commit and spend, and issue vouchers for payment. According to 
the formal rules, vouchers are issued by the spending unit and sent to the Accounts 
Department for recording and payment. The vouchers are used to record both the 
commitment and expenditure in the expenditure control ledgerhash book. The practice 
is, however, different. 

4.6 First, in some restructured ministries, the commitment i s  recorded only when the 
check is issued and expenditure is recorded at the same time. This represents a serious 
breakdown o f  the formal system - i t undermines the distinction between commitment and 
expenditure, and distorts the financial information. Another departure f rom the 
prescribed ru les is a practice whereby checks are issued, and handed over to the 
procurement staff before the delivery o f  goods and services. 

4.7 In the restructured ministrieshnit where experienced staff have been made 
redundant, there has been practically no training for the new accounting staff. Moreover, 
reorganization o f  offices was not vetted by the AG and the AccG to ensure that intemal 
controls continue to be adequate and that new staff receive adequate training. 

4.8 Second, in some ministries the relevant spending units are keeping the ledger for 
commitments while the accounting department keeps records o f  expenditures and i s  not 
involved in the commitment control process. 

4.9 Finally, Accounts Department produces accounts and monthly retums from the 
vouchers and their ledgers. AccG’s office produces quarterly accounts and reports based 
on those retums. The ST can freeze a spending agency’s bank account if the return i s  not 
received on time. However, the sanction has not been applied even though several 
ministries are systematically late in their submissions. The assistance provided by the 
office o f  the AccG to the agencies has to some extent improved the timeliness and the 
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quality o f  information. However, the quality o f  returns s t i l l  remains uneven across 
government agencies. 

Timeliness and Accuracy of  Financial Reports 

4.10 In conformity with the legislation (article 1 18 o f  the constitution), MFNP has to 
produce the Republic’s Financial Report for the year and lay it before the National 
Assembly (NA) within nine months after the end o f  each FY. Before the production o f  
consolidated accounts, the Office o f  the Accountant General carries out some checks and 
reconciliation. For this purpose, in addition to the monthly returns, each C O  i s  required 
to send a copy o f  the cash book and a bank reconciliation statement to the MFNP. 

4.11 For the first time in ten years, the financial report for FY 2000 was issued before 
the legal due date. This i s  an achievement, given the government accounting capacity 
and system. However, several problems remain. 

4.12 First, the bank reconciliation statements do not include the beginning and ending 
balances o f  bank accounts. I t  i s  unclear as to how bank reconciliation can be done 
without those balances.12 Possible discrepancies may arise f rom cancelled checks if the 
corresponding funds are not returned to the BOZ.I3 Likewise, without the balances it 
cannot be verified whether a l l  o f  the released funds are actually used. Moreover, i t has 
been noted that some agencies have used overdrafts, which are expressly forbidden 
without written authorization f rom the PS-MFNP. (See below for further discussion o n  
reconciliation o f  budget releases with actual expenditures.) 

4.13 
and accuracy o f  financial infomation, which have implications for financial statements: 

Second, several other weaknesses were noted with respect to the completeness 

0 Ledgers designed to accurately account for commitments and 
payments/expenditures are not maintained properly. 

0 Commitment and payment transactions are either posted at the same time -and 
this was sometimes done even before delivery o f  goods and services. At some 
other times, commitments are not posted, particularly where commitments have 
been created without regard for standing instructions f rom the MFNP; 

0 In the case o f  a reorganized agency, we observed a total breakdown in segregation 
o f  duties. The procurement unit performs incompatible tasks. These included 
control over the stores as we l l  as receiving and keeping checks f rom accounting, 
in anticipation o f  delivery o f  goods and services by suppliers. 

0 Because o f  the above irregularities, the books o f  accounts are incomplete, and 
because the books are incomplete, the monthly returns o n  which financial reports 
are based are most likely incorrect. 

l2 In fact, despite the t ime spent in the relevant service, the mission was unable t o  receive full information 
or fully understand the bank reconcil iation practice at MFNP. 
l3 Any check outstanding for more than six months i s  cancelled automatically, but it i s  unclear if the fimds 
are transferred f rom the ministry’s mir ror  account back to  the BOZ. 
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4.14 Third, i t  seems that the quarterly consolidated reports are incorrect due to  
omissions or double counting. While some ministries wait for information f rom 
provincial offices, and consolidate the data from provinces, others send the H Q  data 
alone. A s  we understood, the unit at the MFNP awaits for and consolidates data from al l  
51 COS. Therefore, there is a high probability o f  omissions or double counting. This 
raises the question about the end o f  year accounts and bank reconciliation as well. 
Lastly, it seems that not al l  vouchers are included in the monthly returns and liquidated at 
the end o f  the FY - the problem o f  arrears were discussed in chapter 3. 

4.15 Fourth, the exact roles and responsibilities o f  the Accountant General are not 
defined in the existing legislation. Functionally, the AccG who produces the Republic’s 
accounts o n  behalf o f  the M-MFNP, has a “supervisory” role with respect to the 
accounting and financial information. However, he  i s  institutionally attached to the PS- 
FMA and reports to him. 

4.16 Fifth, quarterly and annual financial statements produced by the Accountant 
General’s Department reflect mostly transactions that f low through Control account 99 
(i.e., C A  # 99). The Account i s  plagued with problems o f  reconciliation and availability 
of information in both inflows and outflows. The inf lows are deposits from: (i) Zambia 
Revenue Authority (ZRA); (ii) individuals or bodies depositing funds to the general 
revenue. However, the ZRA does NOT have any reporting relationship with the AccG, 
and therefore the AccG does not receive detailed informatiodexplanations as to how 
much i s  deposited paid, by whom and why. The outflows, on the other hand, are 
executed by the Budget Office which again has no formal direct relationship with the 
AccG. The lack o f  efficient and effective communication with ZRA and the Budget 
Office has meant that the AccG does not receive adequate information to reconcile the 
accounts. As a result, the consolidated accounts and aggregate statements are not 
reconciled. 

4.17 The issues discussed above raise a question regarding the completeness o f  
government annual reports. I t  i s  worth noting that the resources and expenditures o f  
donor-assisted projects are not included in the Financial Statements. In addition, the 
financial reports do not contain information on contingent liabilities. Table 9 provides 
evidence o f  some o f  the anomalies that appear in the Financial Statements. For three 
ministries-Agriculture, Education, Health - it compares the budget releases with the 
actual expenditures reported in the Financial Statements. Where the variance i s  positive, 
i t indicates that releases exceeded expenditure, and i t  suggests that funds would have 
been returned to the Treasury. I t  i s  unclear though whether this occurred, or instead, 
whether the funds were actually used for another expenditure category, e.g., PE resources 
used for RDCs. Even though this is a violation o f  the Financial Regulations, there were 
ministries that acknowledged this situation has occurred. The more curious cases are 
those where the variance i s  negative, indicating expenditures exceeded the cash release. 
The magnitude o f  the variances calls into the question the accuracy o f  the reporting, and 
underlines the importance o f  reconciliation between cash releases, expenditures, and 
banking data. 
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Agriculture 

Education 

4 381 735 696 3 129275879 

RDC 2,656,146,358 2,592,487,824 64,258,534 2.4% 
Grants & Other 6,546,577,387 5,647,765,376 898,812,011 13.7% 
Total 10,3 14,925,910 9,256,437,24 1 1,058,488,669 ~~~,~~~~~~~ 

Local Govemment 

2000 PE 1,608,549,697 1,472,800,020 135,749,611 8.4% 
I I 4,606,762,416 I 4,457,445,278 I 149,317,138 13.2% 

Works and Supplies 
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Recent Actions 

4.18 In June 2002, MFNP implemented at the headquarters o f  each l ine ministry a 
Microsoft Access-based F M S  for recording data o n  budget allocation, commitment, 
arrears, and expenditure payment. Provincial offices were expected to have the system 
ready by end-2002. The source document for entering payment into the system i s  the 
backing sheet that i s  submitted to BOZ.14 Although the new Financial Management 
System (FMS) provides for entering commitments, currently these are equivalent to the 
payment amount because they are entered into the computer at the same time. This 
practice may be explained in part by the fact that Accounting i s  often not informed o f  
LPOs or contracts until the time at which payment i s  requested. Nevertheless, despite 
these inadequacies, the use o f  the backing sheet to key  in data almost certainly increases 
the accuracy o f  the monthly expenditure reports to MFNP. It  also creates an automatic 
reconciliation o f  expenditure data with the bank  account^.'^ 

Future Action Plan 

4.19 
improving the reliability o f  expenditure reporting, further actions are s t i l l  needed. 

Whi le the F M S  and use o f  the backing sheets constitute important steps toward 

Mod i f y  the accounting procedures in order to capture commitments and 
arrears, and to highlight interest charges o n  late payments. 

Overhaul the arrangements in the ministries to ensure that inputs relating 
to LPOs, contracts and commitment are made as the transactions occur. 

Reconcile monthly expenditure returns with monthly releases for each unit 
or department up to the Ministry level. 

Restrict funding for ministries that do not submit a monthly return on 
time. 

Ensure that agency funds related to cancelled checks are returned to  the 
B O Z  promptly. 

Impose penalties for overdrafts without written authorization f rom the 
Secretary to the Treasury. 

Clarify and clearly spell out the role o f  the AccG in the legislation, so that 
he/she should directly report to the Secretary to the Treasury. Such shift 
will also improve the coordination and communications with the Budget 
Office. 

Establish mechanisms for institutional review and vetting o f  any 
organizational restructuring. Provide specific directives to guide staff and 

l 4  The backing sheet i s  the l is t  o f  checks that the Ministry is issuing and serves to in fo rm BOZ o f  the 
amount that should be transferred to  the Ministry’s mir ror  accounts to  cover the checks. 
l5 Reconciliation i s  s t i l l  needed t o  account for checks that m a y  n o t  have cleared or additional funds that 
were deposited. 
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strengthen staff training on internal controls, especially for restructured 
institutions so that the control framework remains in tact. 

Financial Management Information System 

4.20 Improvements in the financial management information systems used by the GRZ 
are critical to  the overall public sector reform agenda in the country. The Government’s 
dependence upon primarily manual accounting procedures and outdated technology at 
MFNP make it extremely difficult to obtain reliable and timely financial information. 
N o r  does it provide adequate safeguards for budgetary control. There i s  wide recognition 
by the government and the donor community o n  the need for reform. The challenge has 
been trying to design a system that can meet international accounting standards, while at 
the same time being implementable in a medium term horizon that takes into 
consideration the very l imited absorption capacity that exists within the government. At 
the center o f  the reform efforts have been the Bank’s FSC and PSCAP, supplemented by 
other donors that have contributed assistance. As part o f  the preparation for FSC2, the 
Bank has worked closely with MFNP to begin outlining what the new system should look 
l ike and to  establish the tasks that l ie ahead. Although it i s  st i l l  relatively early in the 
planning process, there have been some promising efforts on the ground. The M F N P  task 
force for the IFMIS  has made progress in developing a credible roadmap and will soon 
begin working with local consultants to accomplish the next steps. 

Analysis of the Problem 

4.21 Overall the systems used by MFNP for financial management tend to be either 
manual or rely o n  outdated technology with l imited applications. Budget preparation, 
budget execution, and payroll management are a l l  separate and independent applications 
within MFNP that do not interact with each other. In l ine ministries the situation is 
generally worse, with reliance upon basic spreadsheet applications where available. 
There are few personal computers available within MFNP (that are in working condition) 
and many o f  those are also outdated. Fifty personal computers were recently received 
and have been distributed for use throughout the GRZ. However, training o n  the new 
computers and networking o f  these computers will be necessary before they are fully 
functional. 

4.22 A s  the IMF noted in i t s  June 2001 report, budget preparation tends to done 
through an in-house system called Computer-Aided Budgeting (CAB), which i s  used for 
consolidation o f  line ministry estimates and eventual production o f  the budget document 
itself. The l ine ministries generally do not have access to this software, but instead either 
submit documents in hardcopy or o n  a diskette. As MFNP has begun to develop an 
activity-based budgeting (ABB) classification system, it has been working to  integrate 
this into CAB. Budget releases are managed separately and are not part o f  the CAB. 

4.23 The accounting function i s  heavily reliant upon manual record-keeping, especially 
in the l ine ministries. Line ministries and provinces submit their monthly expenditure 
reports on diskette to MFNP with the help o f  a computer-based Financial Management 
System (FMS). The IMF has noted in i ts  report that the F M S  i s  “mainly a data- 
capturing application with few utilities and l imited reporting functionality.” The F M S  
records the details o f  transactions after the payments have been made. The MFNP data 
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center consolidates the reports o f  the various units using a Government Accounts (GA) 
application, though the IMF has noted that there i s  usually considerable time lag between 
entering the data and its eventual consolidation. During the Bank’s init ial  PER mission 
in 1999, the Accountant General’s office also cited the extremely l imited analytical and 
reporting capacity o f  the MFNP’s COBOL-based computing system. 

4.24 The IMF reported that payroll i s  managed in a slightly different manner, although 
the actual transactions are also recorded in the F M S  by MFNP. Cabinet Offices maintain 
the establishment register and personnel records based on manual updates received from 
l ine ministries and provinces. The Data Center processes the updated payrol l  l i s ts  and 
transmits them to the l ine ministries to execute payments. After check issuance, the 
payroll payments “are entered in the F M S  system in the same way as nonwage 
expenditures.” The weaknesses in these procedures have been recognized and a Human 
Resources System is currently being developed with implementation planned in 2003. 

4.25 Few will argue with the inadequacy o f  the current information systems at MFNP 
to provide reliable control o f  and reporting on public expenditures. Whi le recognizing 
that computerization i s  not a panacea, there i s  consensus that the current systems produce 
a number o f  serious problems and must be addressed. As noted in the early part o f  this 
chapter, expenditure reports are prone to errors and inconsistency that are difficult to find 
and to reconcile under the current system. Second, reporting tends to be significantly 
delayed because o f  the various levels o f  compilation required. Third, the focus on 
bookkeeping tasks distracts accounting staff from more meaningful analysis o f  the data 
and trends. And fourth, the delays and inconsistencies greatly diminish the ability o f  
MFNP to provide sufficient oversight and control over the nature o f  the expenditures. 

Actions Taken to Date 

4.26 Several efforts have been made by donors to assist MFNP in planning for a new 
IFMIS, although the primary assistance over the long term i s  expected to be through the 
Bank’s PSCAF’. During 2001, a Bank consultant helped the government with an 
assessment o f  the needs and potential options for a new system, including a rough 
timeline and potential costs for each. During that year the EU also funded a consultant 
f rom KPMG to work with MFNP for several months to assess the needs for an IFMIS 
and to develop options to consider. 

4.27 An IMF mission in early 2001 also provided recommendations on managing the 
IFMIS  implementation process and o n  the core h c t i o n a l i t y  o f  the IFMIS. Their report 
o f  June 2001 affirmed the MFNP’s structure o f  a Steering Committee, a Technical 
Committee (or working group), and a Project Manager. The report recognized the need 
that MFNP would have for external consulting advice, but stressed the importance o f  in- 
house resources being fully involved in the project design, planning implementation o f  
hardware and software, and other areas. Perhaps even more importantly the report 
outlined helpful guidance on the scope and core functionality o f  the IFMIS. 

4.28 In 2001, the MFNP established two critical working groups to  shepherd 
development o f  the IFMIS. The first was a high level Steering Committee consisting o f  
very senior officers to make pol icy decisions relative to IFMIS  when necessary. The 
second important group was the Project Team or Technical Committee, whose full-time 
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responsibility i s  to work with IFMIS consultants and to develop detailed specifications 
for the new system, among other tasks. Unfortunately, significant delays were 
experienced before the project team members were appointed or could begin to work full- 
time. 

4.29 Through PSCAP the Bank had assisted a working group in going to Dar-es-Salem 
and studying first-hand the Tanzanian experience with IFMIS.16 Although it i s  not clear 
how applicable the Tanzanian approach wil l be for Zambia, i t  provided an important 
reference point in terms o f  functionality, cost, and timeframes for the team to factor in. 
The Bank also provided a quality assurance consultant for about a week to act as a 
facilitator in helping the Technical Committee develop a tentative roadmap. 

4.30 During 2002, the three-person Project Team and a short-term consultant made 
progress o n  several fronts. Four pi lot  ministries and a province were selected, and 
stakeholder workshops ~ 1 a n n e d . I ~  The Project Team also worked o n  the detailed system 
requirements in anticipation o f  the arrival o f  long-term consultants. Enhancements have 
been made to the existing FMS, with the improved version rol led out in June 2002. This 
was expected to provide more timely information, enable the reconciliation o f  
expenditures against the budget, and establish a commitment/arrears database. Plans 
were also developed for in-service training needs and research was conducted on the 
future telecommunications infrastructure. 

4.31 The current plan is for  the Government to pilot IFMIS  by mid-2004. However, 
the Bank recognizes that full implementation o f  IFMIS  is a medium- to long-term goal in 
Zambia. In its assistance to MFNP, the Bank has emphasized that whatever option is 
proposed to donors to be funded, needs to be manageable under the limited absorptive 
capacity o f  the Zambian public sector. 

4.32 The Government has agreed that the best approach going forward i s  to adopt a 
turnkey system and to draw heavily upon the procurement experience o f  other countries 
in the region such as Uganda. In the short term, key actions related to IFMIS  would 

Pre-qualify potential bidders 

Issue bidding documents 

Select and procure the software and hardware 

Continue stakeholder awareness workshops. 

Plan for in-house training needs for users and programmers. 

Pilot the IFMIS in selected ministries and provinces. 

l6 The composition o f  the Project Team or Technical Committee has changed over time, so that those 
visiting Tanzania are not  necessarily the same as those n o w  work ing full-time. 

and Supply, Health, and Nor them Province. 
As o f  October 2002, the f ive p i l o t  sites were expected to  be the Ministries o f  Finance, Education, Works 
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5. EXTERNAL AUDIT AND OVERSIGHT 

5.1 The focus o f  this chapter i s  on the last stages in the government cycle o f  control. 
The fol lowing critical accountability issues are addressed: (i) the quality, scope and 
adequacy o f  external audit; (ii) the posteriori role o f  parliament in the government 
financial accountability process; and (iii) the government anti-corruption initiatives. 

External Audit 

5.2 Article 121 o f  the Constitution provides for the appointment o f  an Auditor- 
General (AG) by the President, subject to ratification by Parliament, and declares it a 
public office. I t  assigns to the office holder the responsibility for: (i) ensuring that the 
provisions o f  the constitution on public finance (i.e. Part X) are complied with, and (ii) to 
audit accounts relating to public revenues and expenditures. The Constitution granted the 
AG unimpeded access to a l l  relevant public books, records, reports and documents. The 
AG i s  required under the Constitution to submit herhis audit report to the President 
within 12 months o f  the end o f  the financial year - the President has the responsibility for 
laying the report before Parliament within seven days o f  receiving it. The Constitution 
stipulates that the AG shall not be subject to the direction or control o f  any other person 
or authority in performing herh is  functions. I t  provides for the AG to hold office until the 
age o f  60 but she  may res ign before attaining that age. The AG can be removed from 
office for the following reasons: (a) inability to perform his functions due to infirmity o f  
body or mind or for incompetence; (b) incompetence; or (c) misbehavior. The 
Constitution requires Parliament to set up a Tribunal to look into the matter constituting a 
ground for removal, and to consider the report o f  the Tribunal before removing the AG. 

5.3 Similar provisions were made in the Finance (Control and Management) Ac t  o f  
1969 and the Public Audit Ac t  o f  1980. The 1969 Act, amongst other things, empowered 
the AG to audit the accounts and reports o f  statutory corporations for which the law has 
not provided for the appointment o f  an auditor. I t  is  noteworthy that the 1980 A c t  
essentially gives the AG the authority to fol low public money to anywhere it may go. I t  
widens the power o f  the AG beyond the audit o f  books, records and reports o f  
government departments and the statutory corporations described in the 1969 Act  to  
include the audit, as s h e  deems fit, o f  every statutory corporation, and every private 
institution that receives Government grant, subsidy or  subvention in any financial year. 
The AG i s  empowered to request from independent auditors o f  state-owned enterprises 
(SOEs) any document, reports or information relating to the accounts o f  SOEs. Also, 
every contract involving the Government or its agencies and enterprises was to include a 
clause allowing the AG to have access and examine al l  books relating to the contract. I t  
also provides for the hiring o f  agents or specialist consultants by the Minister o f  Finance, 
at the request o f  the AG, to assist the AG in the performance o f  h e r h s  duties. 

Analysis of the Problem 

5.4 There are adequate statutory provisions concerning the appointment, tenure, and 
auditees o f  the AG. Given the democratic setting, the functioning o f  the Off ice o f  the 
Auditor General (OAG) can be significantly enhanced if the identified weaknesses are 
addressed. 
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5.5 While the AG, as a public official, enjoys adequate independence based on 
statutory provisions, in practice the OAG’s independence i s  hampered by availability o f  
adequate human and financial resources to discharge the AG’s statutory responsibilities. 
Financial resources available to the O A G  are subject to restrictions imposed by MFNT 
while staffing is subject to c iv i l  service regulations. 

5.6 While the OAG has strived to adopt audit methodology recommended by the 
International Organization o f  Supreme Audit Institutions (INTOSAI), in practice, due to 
limitations in capacity the degree o f  compliance is low. 

5.7 Although the AG’s remuneration i s  a standing charge on the Government 
revenues as the remunerations o f  judges, the remuneration i s  inadequate, as i t  has not 
been reviewed for a long time. Inadequate compensation, especially when it involves 
lower pay compared to similar constitutional office holders can be demoralizing. 

5.8 The AG does not have absolute control over staffing. The conditions o f  service o f  
OAG staff are determined by the Public Service Management Div is ion (PSMD) in a 
manner similar to other public servants without regard to the level o f  professionalism and 
hence compensation for audit staff. Consequently, the AG is  unable to retain qualified 
staff due to unfavorable conditions o f  service (Table 10). 

Table 10: Staffing of  the OAG 

Position 

Auditor General 
State Audit Secretary 
Director o f  Audits 
Assistant Director 
Principal Auditor 
Senior Auditor 
Auditor 
Assistant Auditor 
Audit Examiner 
Assistant Audit Examiner 

Staffing level 
Authorized 
1 
1 
5 
9 
18 
26 
30 
30 
35 
40 

Actual 
1 
1 
4 
9 
16 
21 
27 
18 
8 
2 

5.9 Only one o f  the staff i s  a professionally qualified accountant, but there are 15 
others with a f i rst  degree or  above in finance and other disciplines. Because o f  the 
difficulty in retaining qualified staff, he has not been able to use effectively the few 
training opportunities that become available. 

5.10 The AG does not report directly to Parliament. The AG submits herh is  report to 
the President who then lays the report before Parliament, but the submission to 
Parliament has sometimes been delayed significantly. That the AG does not have reports 
through the overall head o f  government departments that s h e  audits diminishes her/his 
independence. More often than not, serious actions are not taken on the audit findings. 
This has a tendency to lower the moral o f  O A G  staff and lower the quality o f  audit. 

5.11 The O A G  i s  not adequately funded to enable it carry out properly al l  the AG’s 
statutory functions. MFNP determines the final budget estimate for the OAG that i s  
incorporated in the Government budget and presented to Parliament for approval. 

47 



Moreover, the cash releases, which are controlled by MFNP, are generally lower than the 
approved budget (see Table 11). The result is  that the OAG is underfunded and has not 
been able to carry out al l  i t s  planned activities. 

Table 11: Funding of the OAG for the period 1998 - 2001 

1998 1999 2000 2001 2002 

I n  million Kwachas 

Amounts Proposed 
Amounts Appropriated 
Amounts Released 

6307 6100 
2468 2123 3573 3954 4944 
1868 1183 3798 3441 
I n  Percentages (%) 

Amounts Released as a % o f  Amounts Appropriated 76 56 96 70 
Amounts Released as a % o f  Amounts Proposed 30 19 

5.12 The AG currently performs regularly financial compliance audits. This i s  in l ine 
with existing statutory provisions, which requires the AG to audit al l  the accounts 
charged to the general revenues, and to satisfy herhimsel f  that expenditures are in l ine 
with Parliament authorization. 

Recent Actions 

5.13 In response to calls to strengthen the Office o f  the AG (OAG), the AG contracted 
three consultancies between 1996 and 2001. In 1996, a former AG o f  Canada, was hired 
from Cowater Accountability Group, Canada to conduct a study to redefine the 
legislative mandate and strengthen the OAG. In 2000, a former Assistant AG o f  Canada 
was contracted to formulate proposals for the strengthening o f  the function o f  the AG and 
to enhance the effectiveness o f  the Public Accounts Committee. The World Bank funded 
both studies. In 2001, the AG contracted the services o f  Deloitte and Touche to assist in 
developing the necessary management and financial systems and procedures that would 
enable the AG to operate as an autonomous, transparent, efficient and effective Supreme 
Audit Institution. 

5.14 There have also been other attempts to strengthen the OAG. A s  part o f  the Public 
Service Reform Program, the Management Development Division o f  Cabinet Off ice 
performed a management assessment o f  the OAG in 1996. Subsequently, the OAG held a 
Strategic Planning Workshop in M a y  1996 where i t s  Mission Statement, Goal Statement, 
and Objectives were developed. The fol lowing year, Cabinet Office senior officials, some 
Parliament members and the OAG met to consider the recommendations contained in the 
1996 consultant and management audit reports. On the basis o f  the recommendations, a 
Cabinet Memorandum was prepared and presented to  Cabinet. Although a similar 
Memorandum was again presented to Cabinet in 2000, n o  action has been taken o n  the 
implementation o f  the recommendations 

Future Action Plan 

5.15 
recommendations o f  the previous studies should be implemented and in particular: 

To enhance independence, effectiveness and efficiency o f  the AG and h i s  office, 
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The AG’s report should be automatically submitted to Parliament within several 
days after i t  i s  presented to the President; 

The OAG should be govemed by an Audit Board (an oversight body); 

OAG’s budget should be submitted directly to the Parliament (after approval by 
the Audit Board); 

Staff o f  the OAG should not be part o f  the c iv i l  service and its hiring and 
condition o f  service should fo l low different rules; and 

In order to allow the AG to adequately audit the republic’s finances, the AG 
should also canyout performance audits and should audit the Central Bank as 
well. 

Finally, no one should escape controls and scrutiny; the OAG should be subjected 
to external audit. 

Parliamentary oversight - the role of  the Public Accounts Committee 

5.16 Parliament performs both priori  and posteriori oversight roles in the public 
financial management and accountability process. The section o n  budget preparation 
deals with the former while this section focuses o n  the latter.’ The posteriori oversight role 
o f  Parliament, which i s  derived from Section 118 o f  the Constitution, i s  largely 
performed by its select committee on public accounts, i.e. PAC. The Committee 
comprises nine members, eight o f  whom are backbenchers. I t  is chaired by a member o f  
opposition, in accordance with Commonwealth tradition, while the Minister o f  Finance i s  
an ex-official member. The Committee examines the Appropriation Accounts o f  
government ministries and agencies and other government financial reports la id before 
Parliament by the Minister o f  Finance together with the AG’s report o n  the Accounts and 
Reports. 

5.17 Before its seating on the Accounts and Reports begins, the Committee normally 
ask Controlling Officers to present, in the form o f  Memoranda, their responses to the 
issues raised in the AG’s report. When the seating begins, Controlling Officers are 
invited to provide clarifications on the Memoranda they have submitted to  the Committee 
and to answer any question. 

5.18 After i t s  seating, P A C  normally prepare and table its report before Parliament in 
the form o f  a motion- the report wil l highlight major issues arising f rom its review o f  the 
Accounts and Audit Reports. After members have discussed and adopted the report, the 
recommendations are sent to the relevant government ministries and agencies with an 
advice that they should take actions. Reactions o f  the Min is ter  o f  Finance to Parliament 
on the recommendations, indicating actions which may have been taken, are normally 
made within 60 days o f  the adoption o f  the PAC’s report by Parliament. 
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Analysis of the Problems 

5.19 
that could help enhance government financial accountability. They include: 

The arrangements for Parliamentary oversight exhibits some reasonable features 

(a) The P A C  i s  headed by a member o f  the opposition, in l ine with the 
standard practice in the Commonwealth. Also, a large majority o f  the 
members are backbenchers who are generally more independent. 

P A C  staff normally follow-up with government departments and agencies 
on the recommendation contained in PAC’s reports. 

(b) 

5.20 There are some lapses in the Parliamentary oversight process. They include: 

The membership o f  PAC i s  such that the ruling Party controls the votes 
and therefore the AG’s reports may not always get the needed attention. 

The Committee noted that it i s  often dif f icult  to get satisfactory answers 
from the Executive on i t s  reviews and recommendation. 

The recommendations o f  the Committee are not binding o n  the Executive. 
Worse still, the Executive can sometimes react negatively to the reports o f  
the Committee, and promote officers the Committee found to have done 
wrong things. 

The Committee needs to meet outside Parliament sessions to be able to 
perform its role effectively but the required funding i s  often not available. 
Budget requests are often cut by MFNP. To function, the Committee 
depends on budgetary releases from MFNP - often, i t  has to write to 
MFNP to request funding in the form o f  budget releases. Obviously, 
activities o f  the Committee can be constrained v ia  budgetary releases by 
the Executive. 

Although the Committee has some support staff that i t  considers adequate, 
the staff does not include professional accountants/auditors. Also, the staff 
are not wel l  exposed to what PAC’s support staff in other countries are 
doing. 

Future Action Plan 

5.21 The following actions should be taken to address the issues identified above: 

0 Funding o f  the Committee needs to be secured so it can conduct i t s  work 
effectively and without risk o f  retribution. The releases should be tied to the 
program prepared by the Committee and the related cash requirement. 
Consistent with the overall Parliamentary reforms underway, there should be a 
mechanism for ensuring that government responds promptly to the 
recommendations o f  PAC. 

0 
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Government should continue i t s  pol icy o f  investigating individuals who have been 
named in the Auditor General reports or P A C  reports. 

Anti-Corruption and money laundering 

5.22 An Ant i -Comption Commission (ACC) was established by the 1980 Ac t  as a 
government department in the Office o f  the President. I t  was under the control and 
direction o f  the President until March 1997 when i t  became an autonomous body based 
o n  the 1996 ACC Act. The transformation o f  the Commission to an autonomous body 
was largely driven by the desire o f  the people to have it as a completely independent 
body. At the helm o f  the Commission i s  a Board o f  five commissioners headed by a 
chairman with qualifications similar to a judge. Members o f  the Board are nominated by 
the President to Parliament for ratification. The Board directs the policies o f  the 
Commission and also safeguards its independence. The day-to-day running o f  the 
Commission i s  entrusted into a Directorate headed by a Director-General. The 
Commission submits annual reports to Parliament through the President. However, i t  
regularly reports to and appears, from time to time, before the Select Committee o f  
Parliament o n  Govemance Issues. 

Recent Initiatives 

5.23 The Commission has observed that a lot o f  wastage and pilfering o f  funds occurs 
through the current public procurement process, and it has prepared a paper to improve 
the procurement process. The paper analyses the problems with the public procurement 
process and makes some recommendations to address the problems. The paper i s  
currently being discussed by a Task Force comprising the big spending Ministries and 
other stakeholders. Where the Commission’s recommendation are accepted and fully 
implemented, the Commission will recruit Procurement specialists which will be 
responsible for monitoring public procurement. The improved activities o f  the 
Commission are increasingly serving as a deterrent. 

Analysis of the Problem 

5.24 There are political interferences from time to time in the work o f  the Commission 
but the 1996 Act empowers the Commission to resist political interference. To a large 
extent and irrespective o f  the independence o f  the Commission, i t s  functioning depends 
on the political will. Prior to 1996, the activities o f  the Commission depended entirely o n  
the will o f  the political leadership to fight corruption. The commissioners were merely 
carrying out instructions o f  political leaders. The arrangement was generally inadequate. 
After 1996, when the Commission became independent, there was st i l l  some lack o f  
political wil l which affected the performance o f  the Commission - the Executive was st i l l  
able to constrain the Commission. 

5.25 Prior to 2002, the Commission was constrained by the Executive through funding. 
Since 2002, the funding situation o f  the Commission has improved due to the existence 
o f  political wil l to fight corruption - the flow o f  funds has been constant, enabling the 
Commission to better execute its programs. The political wil l has also been demonstrated 
through encouragement and various public pronouncements by the political leadership. 
The funding arrangements for the Commission have allowed the Executive to constrain 
i t s  activities. Normally, a ceiling to i t s  budget is given by MFNP at the beginning o f  the 
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budget preparation circle. The Commission then submits its budget to MFNP who may 
s t i l l  reduce i t  before it i s  incorporated in the government budget estimate and laid before 
Parliament. 

Future Action Plans 

5.26 The major constraint to the effective functioning o f  the Commission is fhnding 
which could fluctuate depending on the political wil l to fight corruption. Going forward, 
Zambia should explore ways to ensure stability in funding o f  the A C C  and to ensure 
public dissemination o f  i t s  reports. 
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6. MANAGEMENT OF PUBLIC DEBT 

6.1 The chapter covers the Management o f  Public Debt. I t  discusses the adequacy o f  
the institutional and legal framework to manage the debt. Furthermore, an assessment i s  
made o f  the adequacy o f  staffing and the existence o f  appropriate information systems for 
recording public debt. 

Legal and Institutional Framework 

6.2 The principal legislation on debt management i s  the Loans and Guarantees 
(Authorisation) Act, Chapter 366. The Act  provides for the raising o f  loans; the 
establishment o f  sinking funds; the giving o f  guarantees and indemnities; the granting o f  
loans by or o n  behalf of the government and to provide for matters incidental thereto and 
connected therewith. Article 3 o f  the Act  gives general borrowing powers to the Minister 
o f  Finance. The article states that: “The Minister may raise from time to time, in the 
Republic and elsewhere, on behalf of the Government such loans as he may deem 
desirable, not exceeding in the amount outstanding at any one time such amount as he 
shall from time to time be authorized by resolution of the National Assembly to prescribe 
by statutory instrument. ” 

6.3 Furthermore, Article 6, identifies the methods o f  raising loans as: issuing o f  bonds 
or stock; issuing o f  treasury bills; or agreement in writing. In addition, the Minister o f  
Finance determines the terms and conditions o f  the loans (Article 7). In Art icle 8, the 
Bank o f  Zambia (BOZ) i s  identified as the agent o f  the Minister o f  Finance for any loans 
raised through the issue o f  bonds or stock or treasury bills. Besides the Minister o f  
Finance is allowed by Article 14 to “guarantee on such terms and conditions as he may 
thinkfit, the repayment to any person ordinarily resident in Zambia of any loan or any 
portion of a loan borrowed from such person. ” 

6.4 The Ministry o f  Finance and National Planning (MFNP) and the BOZ are the two 
main institutions charged with the management o f  Zambia’s domestic and external debts. 
The MFNP has responsibility for managing public debts and publicly guaranteed external 
debts. The B O Z  manages private sector debts and i t s  own external debts. At the same 
time, BOZ manages, o n  an agency basis, the traditional government debt, i.e. government 
securities. The key government negotiating team for debt contracting includes the 
Minister o f  Finance, Minister o f  Justice and the Accountant-General. The Investment and 
Debt Management Department (IDM) headed by a Director at the MFNP i s  the 
government department in charge o f  debt management. Similarly, at BOZ debt 
management i s  vested in the International Div is ion o f  the Economics department which 
i s  also headed by a Director. 

6.5 With regard to information systems for recording and monitoring o f  debt, BOZ 
and IDM use the Debt Management Financial Analysis System (DMFAS) developed by 
UNCTAD.  The system i s  useful and adequate for monitoring external debts. However, 
the system i s  inadequate for some elements o f  domestic debts. D M F A S  cannot capture 
government arrears and works contracts. Consequently, these types o f  debt are managed 
outside the DMFAS by a unit in the Accountant General’s office. 
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6.6 For government debt servicing, D M F A S  produces quarterly projections o f  debt 
services falling due. The debt service amounts are budgeted as a charge on the Balance o f  
Payments. Sometimes, if there i s  a shortfall in the balance o f  payments, borrowing from 
commercial banks are made to make the debt service payments. The accounting work and 
prepayment audit relating to debt payment i s  normally undertaken in the IDM before the 
payment requests i s  passed on to BoZ. B o Z  normally prepares a Debt Service Report for 
IDM at the end o f  each month on payments made in respect o f  debt services. On the basis 
o f  these reports, IDM carries out regular reconciliation o f  outstanding payments. 

6.7 Parliament does not play any significant role in the debt contracting process. The 
IDM is  currently making some efforts to increase the National Assembly’s oversight role 
in the contracting o f  debt by the Minister. 

Analysis of the Problem 

6.8 Given the extent o f  government’s reliance on borrowing as a major source o f  
funding government programs and the impacts o f  debts o n  macroeconomic stability and 
national development, a higher level attention needs to be paid to debt management than 
currently. The following are some notable weaknesses in the debt management 
arrangements. 

6.9 Lack o f  a Debt Policy: The Government o f  Zambia does not have a domestic or 
external debt pol icy that could provides a framework for efficient and effective debt 
contacting and repayment. The absence o f  an overall strategic framework for debt 
management that l i n k s  the volume and nature o f  debts to certain macroeconomic 
indicators makes a nonsense o f  the current procedures and institutional arrangements for 
debt management, which are in themselves generally inadequate - see below. Also, there 
are no guidelines on debt management. This situation may have contributed to the 
unsustainable debt scenario in which Zambia has found itself. 

, 

6.10 Debt oversight: The procedures for debt oversight by the National Assembly are 
not defined in the Act. The power to contract debt is concentrated in one person, the 
Minister o f  Finance. The Minister i s  authorized by a blanket resolution o f  the National 
Assembly to borrow. The only restriction are the limits o n  how much the Minister can 
borrow in any one year, i.e. K20 tr i l l ion for external loans and K5 tr i l l ion for local loans 
- it is worth noting that the debt l imits are not l inked to the relevant economic indicators. 
Although, these amounts are too big and highly unsustainable for the Country and 
therefore require greater scrutiny, the National Assembly i s  not involved in providing the 
necessary oversight. This is particularly so because Parliament does not receive any 
either pre or ex post reports on new government debts. 

6.11 Monitorinn and Reporting: The A c t  does not prescribe the monitoring and 
reporting arrangements for the national debt. The Ac t  i s  silent on whom the Minister 
should report to, what information should be reported, and the frequency o f  the reports. 
At present only ad hoc reports are produced and at the initiative o f  the institutions 
involved in debt management. 

6.12 Staffing: None o f  the three units under IDM, i.e. external debt, domestic debt and 
government investment units i s  adequately staffed. At the moment, out o f  an 
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establishment o f  10, 9 and 9 respectively for each o f  the units, only 2 positions in each 
are filled. 

6.13 Under the existing arrangements there are three data 
bases for government debts, two at MFNP (IDM and Accountant General) and one at 
BOZ. There are two databases in MFNP because the software currently used by IDM 
cannot capture certain categories o f  domestic debt. This has a consequence for 
comprehensiveness, accuracy and reliability o f  the information on the total public debt. In 
the absence o f  complete information on government debts in the IDM, it i s  impossible for 
the department to plan adequately for debt repayments and rescheduling. 

Information technolopy: 

6.14 The impact o f  SOE restructuring. Records for certain types o f  debt could not be 
found after Z I M C O  and INDECO - the holding companies for public enterprises - were 
liquidated and their records transferred to the MFNP and Zambia Privatisation Agency 
(ZPA). In short, some records on government debt were lost. The main components o f  
domestic debt affected by this are domestic arrears, unremitted pension contributions, 
government guarantees, unremitted fuel levy, unpaid retrenchment payments, and Local 
Authorities government debt. Consequently, Zambia’s total domestic debt i s  not known. 

6.15 Unsustainable Debt Service: The Government has a high level debt stock which 
has resulted in huge amounts for debt service on both domestic and external debt - the 
debt level appears unsustainable. The situation i s  further compounded by the poor 
government accounting systems, which fai l  to  capture al l  liabilities l ike domestic arrears 
and the resultant interest. 

Future Action Plans 

6.16 The unsustainable level o f  government debt and the high likelihood o f  contracting 
new debt require that the government takes some steps to improve i ts public debt 
management practices. They include the following: 

6.17 The Government o f  Zambia should develop a debt policy. The pol icy should 
address the volume and nature o f  debts to be contracted and include debt limits that are 
linked to relevant macroeconomic indicators. The pol icy should also be accompanied 
with guidelines that provide adequate guidance to public officials for  efficient and 
effective debt contracting and repayment. 

6.18 The Loans and Guarantees (Authorization) Act  should be revised to incorporate 
the salient features o f  a government debt policy. Also, the Act should provide for 
adequate parliamentary oversight in debt management. I t  should prescribe the monitoring 
and reporting arrangements for the national debt. 

6.19 The institutional arrangement for debt management should be strengthened. This 
would involve increasing the staff strength o f  IDM and equipping it to  fully perform a 
lead role in the management o f  a l l  public debt. 

6.20 The information technology for debt management should be overhauled so the 
databases in MFNP are consolidated into one database located in IDM, and the database 
in B o Z  should be linked to IDM so al l  public debts can be accessed from IDM. 
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7. ACCOUNTABILITY FRAMEWORK FOR QUASI- 
PUBLIC SECTOR ENTITIES 

7.1 In this chapter, the accountability arrangements for extra budgetary funds, state- 
owned enterprises and non-government organizations (NGOs) are discussed. First, the 
extra budgetary funds are identified and their accountability regime i s  presented. Next, 
the govemance arrangements for SOEs are discussed. Lastly, the accountability regimes 
for a sample o f  NGOs are presented. 

Extra Budgetary Funds 

7.11 The Government o f  Zambia has established several funds. Funds can be 
established in place o f  organizations units and maintained within the budget. 
Alternatively, funds can be established outside the budget, i.e. extra-budgetary funds, in 
which case the inf lows into the fund is not reflected in the government budget and the 
expenditures made from the fund are not incorporated into the Government 
Appropriation Accounts. 

7.2 The Zambian government has established a number o f  funds that are reflected in 
the budget and whose expenditures are reported in the Government annual accounts. 
Table 12 lists these budgetary funds and the ministries that are responsible for managing 
them. In contrast, two o f  the major sources o f  extra-budgetary expenditures are the Road 
Fund and the Pension Fund. 

Table 12: List o f  Budgetary Funds 

Ministry/Department Fund 

Energy & Water Development 
Home Affairs 
Loans & Investments - Local 
Government & Housing 
Loans & Investments - Finance & 
National Planning 
Local Government & Housing 

Community Dev. and Social Services 
Health 
Sports, Youth and Child Dev. 

Rural Electrification Fund 
Prisons Welfare Fund 
Africa Housing Fund 

Enterprise Development Fund 
Zambia Social Investment Fund 
Gwembe Special Fund 
Local Authority Superannuation Fund 
District Innovation Fund 
National Water and Sanitation Council Trust Fund 
Constituency Development Fund 
Africa Housing Fund 
Housing Development Fund 
Youth Development Fund 

Copperbelt Province Dag Hammarskjold Trust Fund 

The Roads Fund 

7.3 The Road Fund was established by an Act  o f  Parliament. Although owned by the 
government, i t  i s  essentially a private sector driven entity with public sector participation. 
I t  i s  governed by a Board comprised o f  4 people appointed by the government f rom the 
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public service and 7 people from the private sector. The secretary to the Board as well as 
other key staff are appointed from the labour market on a competitive basis. 

7.4 The Fund receives i ts regular income from two main sources: the fuel levy and 
grants from donors. I ts quarterly accounts, which are normally available before the end o f  
the month following the quarter, are audited and published o n  the web. The annual 
reports, including audited annual financial statements, are published in printed form and 
also on the web. The external auditor is appointed by the AG from the private sector. 

7.5 The Fund i s  accountable to Parliament through i t s  Board, and it presents its 
annual reports to Parliament. Additionally, annual workshops are organized to inform 
stakeholders o f  the programs and performance o f  the Fund. 

Analysis of the Problem 

7.6 This is a well-performing organization in terms o f  financial accountability. 
However, extra budgetary funds are usually fraught with problems and this fund is not an 
exception. Statutorily, the levy funds collected by the government through i t s  various 
agents are earmarked for the Fund. However, some o f  the levies have not been remitted 
to the Fund. According to a study conducted by consultants hired by the Fund, the MFNP 
currently owes the Fund the s u m  o f  86 bi l l ion Kwacha in fuel levy collections. A basic 
premise for creation o f  funds i s  that the resources o f  a government are not “fungible” but 
this is faulty - resources are fungible. The existence o f  multiple funds in a government 
creates unnecessarily complex accounting arrangements, and the arrangements are costly 
to maintain and may not be very transparent. 

Future Action Plan 

7.7 The Road Fund should be included in the annual government budget as other 
funds, i.e. not treated as an extra budgetary fund. This would involve transparently stating 
in the budget the amount o f  revenues to be collected from Fuel Levies and showing a 
corresponding amount as the appropriated expenditure for the Fund. The arrangements 
for collecting and transmitting the fuel levy should then be overhauled to ensure that the 
fuel levies are remitted to the Fund on a timely basis. 

Pension Funds 

7.8 The Public Service Pensions Fund (PSPF) has an accrued-to-date l iabi l i ty which 
stood at nearly one trillion kwacha as o f  end December 1999. I ts financial problems are 
attributable to a distorted benefit formula, the Government’s failure to pay its statutory 
contributions to the Fund, the lack o f  a separation between employment-related benefits 
and pension benefits, and the lack o f  administrative and computing facilities. PSPF i s  in 
serious financial difficulties and cannot continue in its present form. Whi le some short- 
term improvements are possible, they cannot possibly bring about a satisfactory long- 
term solution. Under the FSC, the Bank has taken aggressive steps to assist the 
Government in developing realistic options for restoring the PSPF to actuarial soundness. 
Yet, due to a provision in the Constitution that permits pensioners to lock in on the o ld  
plan, implementing changes to the PSPF i s  only feasible through amendments to the 
Constitution. 
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7.9 In contrast to the PSPF, Zambia’s other public pension scheme is operating very 
well. The Government established a new pension plan in February 2001, the National 
Pension Scheme (NPS), where contributions are based on actuarially defined benefits. 
All c iv i l  servants hired since that date automatically j o i n  the NPS. The National Pension 
Scheme Authority (”SA), the administering agency for the scheme, has implemented 
major reforms to improve its operational efficiency, including retrenchment o f  800 out o f  
1050 staff and replacing previously manual operations with computerized ones. The 
success o f  this i s  reflected in the growth in NPS assets - from only K 3 1 bi l l ion to K 109 
billion in 2001 - and a slashing o f  administrative costs by over one third. The N P S  i s  the 
successor to the Zambia National Provident Fund (ZNPF), which had been the largest 
pension fund in the country, up until 2000 when it was dissolved. Over the years 
preceding i t s  collapse, the Government had frequently used ZNPF funds for financing 
budget deficits and failing parastatals. 

State-Owned Enterprises 

7.10 In 1992, when the Government o f  Zambia began i ts  program o f  privatization and 
parastatal reform there were 280 State-Owned Enterprises (SOEs) in i t s  portfolio. By the 
end o f  2002, there were only about two dozen remaining. Yet, even this number i s  l ikely 
to fa l l  in the near future because the Zambia Privatization Agency (ZPA) i s  in the process 
o f  privatizing some o f  the enterprises and restructuring others to prepare them for 
privatization. 

7.11 The Government’s equity stakes in SOEs are held o n  its behalf by the MFNP, 
while the relevant line ministries are responsible for supervising the SOEs. Each SOE i s  
governed by a Board o f  Directors whose members are appointed by the Government. 
Often, the members o f  the Board include representatives o f  the responsible line ministry 
and MFNP, with the former being the Chair. 

7.12 The enabling Ac t  for an SOE normally contains provisions for the preparation o f  
annual financial statements by the SOE and for the external audit o f  the statements by an 
independent auditor appointed by i t s  Board. Also, the Auditor-General i s  empowered by 
Statutes to audit a l l  SOEs. The annual financial statements, which are prepared in 
accordance with (Zambia GAAP), together with the auditors’ report are normally la id 
before the Board. After consideration by the Board, the statements and reports are 
forwarded to the responsible l ine minister for presentation to Parliament’s Committee o f  
Public Accounts. 

Analysis of the Problems 

7.13 Originally, two companies (Le. Z M C O  and INDCO) were incorporated by the 
government to manage the SOEs. When these companies were dissolved and ZPA 
created to privatize some SOEs and restructure others for privatization, there was a 
vacuum in the financial supervision o f  the SOEs. Currently, the oversight functions over 
the companies are somehow spread thinly. The oversight i s  provided by responsible 
ministry, MFNP and ZPA. 

7.14 There are no clear financial performance targets for some SOEs. And concerning 
SOEs for which performance targets have been set, the targets contain conflicting 
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political and commercial performance indicators. For instance, performance contracts 
were tried in the electricity sector in the past, but it did not work due to conflicting 
performance objectives. Also, the Government used to set a target o f  contribution to be 
made by each SOE to the budget but this i s  no longer the practice. 

7.15 Many o f  the SOEs (e.g. Nitrogen Chemicals, ) are not profitable, and its clear that 
they cannot be profitable until political interferences, among others, are eliminated (by 
way o f  privatization). Even Zambia National Commercial Bank (ZANACO), which 
operates in a competitive banking environment, has not been profitable for a long time 

7.16 Currently, the government i s  supporting the operational existence o f  some o f  the 
SOEs with the exception o f  SOEs l ike ZESCO. IDM estimated the level o f  government 
subventiodcapitalization in the agency in 2002 as amounting to about 1 percent o f  the 
total government budget. 

7.17 Most o f  the SOEs (e.g. ZESCO, Nitrogen Chemicals) claim that the government 
or i t s  agencies owes them large sums o f  money. Conversely, the SOEs are generally not 
good in debt collections. ZESCO, Nitrogen Chemicals and the Food Reserve Agency 
(FRA) are owed several billions o f  Kwacha. Most  o f  the obstacles to efficient debt 
collection is government ownership. For example, Z A N A C O  has had to book a lot  o f  bad 
debts as government ownership did not allow it to appoint receivers quickly to liquidate 
organizations that fa i l  to meet their debt obligations when due. 

7.18 Government ought to set and approve borrowing limits for SOEs but th i s  has not 
be done in the past ten years. The consequence has been the existence o f  large debts 
which have been passed o n  to the government in many cases. The value o f  these debts is 
unknown as MFNP does not currently have up to date statistics on the borrowings o f  
SOEs. Furthermore, the government has provided loan guarantees to these companies, the 
estimates o f  which are not readily available. 

, 

7.19 The audit by the AG i s  normally a transaction audit and does not cover the 
financial statements o f  SOEs. Besides, i t does not address the issues o f  financial 
performance, and are therefore inadequate given the loose control over the enterprises’ 
financial performance. 

Recommended Future Action Plan 

7.20 Efforts to privatize the companies already earmarked for privatization should be 
increased to ensure that the target companies are privatized soon. Given the poor 
financial performance o f  most o f  the companies and the government’ financial situation, 
i t i s  not in the economic o f  interest o f  the government to continue maintaining a 
controlling interest in them. Besides, the debt collection and other performance problems 
o f  the companies are best addressed by transferring them to private sector partnership. 

7.21 In the meantime, Le., while the companies are in the process o f  being privatized, 
there should be an arrangement for ensuring that the companies continue to face up to a 
certain financial performance target. This requires that the present proliferation o f  
oversight over the companies be addressed. The ZPA should have the sole responsibility 
o f  setting performance targets for the companies, and for ensuring that they meet the set 
targets. 
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NGOs 

7.22 Non-Governmental Organisations (NGO’s) are private organisations registered 
under the Society’s Ac t  o f  the laws o f  Zambia. Their primary objective i s  advocacy and 
activism. They are non-governmental entities that receive funds (grants and donations) 
from various sources, including donors and philanthropic organizations, to carry out 
diverse activities and programmes that are aimed at among others, alleviating the burden 
on the disadvantaged groups in society and also fostering socio-economic development in 
the communities. Ideally they are supposed to complement the efforts o f  Government. 

7.23 The NGO’s governance arrangements usually include a Board (e.g. a Board o f  
trustees) and a Director or Chairperson who, with the assistance o f  some staff, is  
responsible for the day to day administration o f  the organization. The NGOs are 
accountable to donodfinanciers at various stages o f  their cycle o f  activities, e.g. 
budgeting and reporting 

7.24 The NGOs normally present their budgets or project proposals to donors for 
consideration after approval by the board. The budgeting process i s  expenditure-oriented. 
Generally, the NGOs prepare annual financial statements which are audited by external 
auditors and submitted to donors/financiers. 

Analysis of the problems 

7.25 The financial management arrangements in the NGOs are generally not robust. 
For example, none o f  the NGOs that were reviewed has an internal audit arrangement, 
which i s  a core control function. One o f  the NGOs has a manual o f  finance and 
administration while the other does not. Considering the amount o f  resources that are 
handled by the two NGOs that were examined, the FM arrangements should have been 
elaborate to ensure proper financial accountability. 

7.26 Delays were observed in the disbursement o f  grants to beneficiaries. This i s  
largely attributable to the absence o f  an appropriate financial procedures manual that 
clearly defines the procedures for funds disbursement. 

Future Action Plans 

7.27 The NGOs need to put in place adequate financial management arrangements that 
are commensurate with their size and the complexities o f  their activities. The fol lowing 
are central to the arrangements: 

An adequate financial procedures manual that covers al l  aspects o f  the 
financial operation o f  the organization and its accountability obligations. 

Competent staff to perform the various financial management functions. 

Compliance with the manual. 

Internal audit should be a core part o f  the FM arrangements - i t i s  required 
to improve the reliability o f  procedures and to ensure that the institution 
obtains value for money. 
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8. FINANCIAL ACCOUNTABILITY ARRANGEMENTS 
FOR LOCAL GOVERNMENTS 

8.1 This chapter deals with financial management at the lower level o f  government, 
i.e. local authorities. I t  begins with an overview o f  the legal and regulatory framework for 
local authorities. This is followed by analyses o f  the various aspects o f  financial 
management arrangements in local authorities, including budgeting, budget execution, 
reporting and auditing, asset management, and procurement. The chapter concludes with 
a matrix o f  recommended actions to be implemented by local authorities in the short 
term, and medium to long term. 

Legal and regulatory framework 

8.2 There i s  a single-tier system o f  Local Govemment in Zambia comprising 3 types 
o f  councils- City, Municipal, and District. There are a total o f  72 local councils in 
Zambia. They are responsible for the provision o f  local services within their boundaries 
primarily because o f  the central government’s inability to attend to a l l  aspects o f  
govemment at a local level. Their functions and powers are set out in the 1991 Local 
govemment Act, Section 61. Revenues come in the form o f  subventions from the 
Ministry o f  Local Government and Housing, as wel l  as through direct receipts arising 
from property taxes, local levies and licensing fees. 

8.3 The provisions o f  the Local Government A c t  (CAP 281 o f  the laws o f  Zambia) o f  
199 1 govern the financial management arrangements in local authorities in Zambia. The 
council management reports to their elected councils. A committee o f  the council, i.e. the 
Finance and General Purposes Committee (FGPC), plays a crucial role in directing and 
managing the financial affairs o f  the councils. The councils are also answerable to the 
Minister o f  Local Govemment and Housing o n  financial matters, amongst other things. 

Budgeting and Budget Execution 

8.4 Local  authorities are required to prepare and submit annual budgets by 60 days 
before year-end to the Minister o f  Local Government and Housing for final approval. The 
Minister only approves balanced budgets. 

8.5 Normally, the MLGH issues a memo to a l l  councils each year indicating the dates 
for completing the various budgetary activities. Upon receipt o f  the memo from the 
MLGH, the Director o f  Finance issues an internal memo with guidelines to al l  heads o f  
departments advising them to commence budget preparation. 

8.6 Local authorities in Zambia generate revenue from both internal and external 
sources as outlined earlier. Internal sources consist generally o f  direct receipts arising 
from property taxes, local levies and user fees for goods and services provided by the 
council. External sources consist o f  special purpose and discretionary grants from central 
government through the MLGH, donors and borrowings from lending institutions 
particularly for commercial purposes. 
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8.7 Regarding expenditure, local authorities’ budget has the fol lowing heads; 
Employees, Premises, Supplies and Services, Transport and Plant, Establishment 
Expenses, Miscellaneous Expenses, Debt Charges, Revenue contribution to  capital outlay 
and Land Fund. 

8.8 Expenditures are incurred on the basis o f  cash availability. A large proportion o f  
the expenditure o f  some local authorities i s  o n  staff emoluments. Due to  the l o w  revenue 
collections, some o f  the councils visited are presently operating on a ‘hand to mouth’ 
basis and unable to purchase adequate critical supplies such as stationery. 

Analysis of the Problems 

8.9 With regard to revenue management, there i s  a potential risk in regard to funds 
arising from the lack o f  accurate financial figures that are not readily available especially 
for local authorities. This i s  due to the fact that accounts operations are manual, and i t  is  
very dif f icult  to extract or retrieve data o n  a timely basis. The arbitrary transfer o f  funds 
from one account to another under the pretext o f  borrowings that are never reimbursed 
pose another r isk to funds. The Chairman o f  the Finance and General Purposes 
Committee ratifies the ‘borrowings’ at the end o f  the year. Apart f rom the issue o f  
borrowings, other issues highlighted in the parliamentary committee on local government 
include: irregular expenditure, misapplication o f  funds, depletion o f  funds to  mention but 
a few. This i s  an indication that financial controls are weak. 

8.10 In the area o f  budgeting, local authorities have had problems in developing 
feasible budgets. The budgets are based o n  incremental changes and do not isolate 
obsolete expenditure. Budgets are approved without due consideration to  the actual 
challenges on revenue collection and the underlying impediments. 

8.11 Local  authorities need to contain their costs to minimal levels in l ine with their 
revenue expectations. The Minister o f  Local Government and Housing always insists on 
a balanced budget from the councils but does not insist on an achievable budget. 
Balancing the budget does not in itself mean an achievable budget. For instance, none o f  
the three Local authorities visited had exceeded 60 percent on revenue collection. On the 
other hand, they have accumulated a huge bill o f  expenditure arrears especially for 
salaries and retrenchment benefits. 

8.12 
too high. 

O n  expenditure control, the budgets are often not adhered to, and variances are 

8.13 In practice, the councils do not distinguish between the balances in the different 
funds as i s  evidenced by the non availability o f  funds to service plots in various parts o f  
the city. Often funds are borrowed from other funds for other uses other than the 
designated ones and are never reimbursed. 

Financial Reporting and Auditing 

8.14 The Local Government Act 1991 demands that councils submit monthly financial 
statements to the Minister o f  Local  Government and Housing through the Provincial 
Local Government Officer. 
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8.15 Regarding audits, there are two major audits. These are Internal audit by the 
council auditor and External audits conducted by the MLGH auditor and a firm o f  Public 
Accountants. 

Analysis of the Problem 

8.16 N o t  a l l  the local authorities summit their financial statements to the minister o n  a 
monthly basis. Lusaka Ci ty  Council (LCC), for instance, submits its reports o n  a 
quarterly basis. Also, audited annual financial statements have been in arrears in some 
local authorities. 

8.17 L C C  has a reasonably strong audit system while those at Kabwe and Gwembe are 
weak. Kabwe Municipal Council (KMC) has not had any audits done in the last 10 years. 
This lack o f  audit has resulted in poor budgeting due to the lack o f  confirmed historical 
data to support any estimates. Remedial measures cannot be taken, as they are perceived 
too late for any meaningful consideration. In many cases ening officers have even lef t  
employment at the time errors are detected. The MLGH is  overwhelmed by the amount 
o f  work in auditing local authorities due to lack o f  manpower. In both Councils and 
MLGH the decline in competitiveness o f  the salaries and wages has adversely affected 
the quality o f  staff that local authorities and MLGH can attract in the audit section. High 
staff turnover has tended to weaken continuity o f  the systems being introduced. 

8.18 Councillors generally have little or no training or experience in municipal 
financial management as a result they are unable to scrutinise and control council 
expenditure (PFGP). 

Procurement 

8.19 In local authorities procurement procedures are guided by financial regulation 133 
o f  the Local Government Act. Procurement and Supplies department normally handles a l l  
procurement o f  goods and services in a local authority. 

Analysis of the Problems 

8.20 Nevertheless, in the absence o f  any model standing orders, procurements are 
mainly determined by the value o f  goods and services to  be procured. Councils have 
different thresholds at which tender or shopping i s  done. The MLGH i s  supposed to 
determine the standard model standing orders from which councils derive their 
procedures. This however is not done. The Consultant was unable to access any such 
document. 

8.21 Lusaka City Council has an elaborate procurement procedure while Kabwe 
Municipal Council and Gwembe District Council had none being implemented. None o f  
the councils visited insisted o n  suppliers being registered for VAT purposes, nor did they 
insist on VAT invoices for any purchases. As a result, they have a high VAT liability and 
cannot claim input VAT from the Zambia Revenue Authority. 

8.22 Due to poor liquidity positions o f  the Councils, a l l  local authorities visited are 
unable to make bulk purchases and hence often procure goods at very prohibitive prices. 
Councils often buy on a hand-to-mouth basis and cannot take advantage o f  the economies 
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o f  scale. This could however change if releases o f  grants f rom Government and collection 
of revenue i s  improved to raise the levels o f  disposable income. Councils are even unable 
to plan for their purchases due to uncertainties in receipts o f  revenue. Stocktaking i s  often 
done erratically, sometimes annually due to empty stores. 

Asset Management 

8.23 The overall responsibility for Asset Management i s  with the Finance and General 
Purpose (F&GP) Committee ably supported by the Chief Accountant. Regarding asset 
disposal, User departments upon finding that the assets are either in excess or are 
obsolete in any way normally initiate the process for disposal o f  assets. The requests for 
approval to dispose o f  any assets are made to the Finance and General Purpose (F&GP) 
Committee o f  the Council. The F&GP then recommends the mode o f  sale according to 
the assets being proposed for disposal. Management o f  assets i s  an important aspect o f  
financial management. The assets form a considerable part o f  any balance sheet. 
Therefore an updated and comprehensive asset register i s  a fundamental achievement in 
financial management. 

Analysis of the Problems 

8.24 In al l  local authorities, asset management has been neglected and not considered 
essential in financial management. Coding o f  assets i s  not complete while reconciliation 
of asset registers to the general ledger is irregularly done. 

8.25 All local authorities consider insurance o f  buildings and chattels not essential, 
invariably because o f  the liquidity position they are facing. I t  was discovered that 
Councils have only insured motor vehicles and plant. The proceeds from the disposal o f  
assets are mainly used to clear outstanding salary arrears and not for service provision or 
reinvestment. 

8.26 Procedures on asset disposal are clear and straightforward. However, only L C C  
had undertaken disposal o f  assets in the recent past. We noted that the disposal o f  
residential properties were done with political interference and were extremely irregular 
with the Republican President then dictating the values for residential properties. 
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Future Action Plans 

8.27 The future action plans are presented in Table 13. 

Table 13: Program of  Priority Actions 

Area 

Revenue 
Management 

Budget 
Preparation 

Budget 
MonitoringEx 
penditure 
Control 

Audit 

Procurement 
& Stores 

Objective 

Revenue 
Enhancement & 
banking o f  
funds 

Improve proper 
planning & 
forecasting 

Improve 
reporting 
systems, 
tracking & 
control o f  
expenditures 

Improvement o f  
intemal & 
extemal 
controls 
Cost control & 
accountability 

Issue 

Low revenue 
collections 

BorrowindTran 
sfer o f  funds 
from one 
account to 
another 

Reliability & 
predictability in 
budgets 

Revenue & 
expenditures 
not captured 
properly & 
timely. 

Weak 
expenditure 
controls 

No evidence o f  
remedial 
actions on 
budget 
deviations. 
Intemal Audits 
not up to date 

Lack o f  
Procurement 
Procedures 

Shortage o f  
qualified staff 
especially in 
district 
councils. 

~~ ~ 

Recommended Action 

Set monthly revenue collection targets 

Set up Revenue Monitoring Team possibly as a Sub-committee o f  
FGPC. 

Introduce revenue control measures at pay-points. For instance 
introduce a register for original receipts at the revenue halls which 
i s  compared with the cash book on a daily basis 

Monthly bank reconciliation statements should be reviewed by 
Revenue Monitoring Team 

Raising o f  reconnection charges and Introduction o f  water kiosks 
leased to private companies 

Introduce by-laws to charge a minimum flat fee in lieu o f  rates for 
properties not yet on valuation rol l  

Ensure that borrowed funds are reimbursed promptly. 

Computerize budget preparation process 

Ensure that budget preparation is  participatory 

Review costs centres and assign responsibility o f  identifying 
redundant costs. 
Introduce an integrated Management Information System (MIS) to 
link budget to all council operations 

Prepare quarterly plans for revenue mobilization in line with 
billing systems. 

Ensure that expenditures do not exceed approved amounts b y  
introduction o f  cost control measures especially on stationery and 
reduction in committee meetings. 

Ensure that councils management accounts are updated 

Local authorities should procure goods from V A T  registered 
suppliers in order to enable them claim input V A T  exemptions. 

Introduce coding systems and develop Procurement & Stores 
standing orders which should be adhered to at all times. 

Update procurement standing orders & set standard thresholds for 
purchases. 

Responsibility 

Director o f  Finance/ 
Treasurer 
Director o f  Finance/ 
Treasurer 
Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 
Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 
Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

Director o f  Finance/ 
Treasurer 

MLGH 
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Area I Objective 

Financial 
Management 

General 
Management 

Build financial 
management 
capacity 

Increase 
efficiency in 
management o f  
councils 

Issue 

Low levels o f  
ski l ls  in 
financial 
management 
amongst staff 
and councilors. 

Inability to 
prepare 
management 
accounts on a 
timely basis. 
Late 
preparation o f  
reports 

Recommended Action 

Arrange for capacity building programmes for staff and 
councillors 

Arrange for workshops on review of financial standing orders 

Prepare handbook on financial standing orders for use in councils. 

Develop a code o f  conduct for councilors. 

Prepare monthly financial management reports 

Responsibility 

Administration 
Directorate 

Administration 
Directorate 

Administration 
Directorate 

Administration 
Directorate 

Director o f  Finance/ 
Treasurer 
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