_;;-;g

B A i R
CONTROLLERAND A 3

| RERORT OFITHE CONTROLLE SIDITORGENERALON THESPECIAL |
L AUDITRERFORMED B X AUS S AR OUNEOREAYMENTS MADE BY: b
THE EANISORSTANZ AN A0 T I RES PECT.OREKTERN AR A YIMENT,

: {ERAVACCQUINPURINGITHE RINANCIALYEAR 200512005




INTRODUGTION
INVESTIGATION APPROACH
FINDINGS AND CONCLUSIONS
RECOMMENDATIONS

APFENDICES

[ ]

X 6 m m 0

(o]

Cents Managemen’ Operations Procedure Mamual, 1837
Delalis of Payments made on account of EPA during 20052008
Detgils of EFA payments which ars concluded as frauditen!
Details of EPA payments wiich s inconclusive

Latter from BRELA on regisiration status of assignee companios
Result of searches with the Tanzania Revenues duthority (TRA)
Some letters from MOF on sccounlzbility of EPA Bonds

Latters fram BOT on accountability of EPA Bonds

Letiers @n EPA debls awarded by principal overseas claknanis to
the local Mon Governmental Organisations (NGO)

Invesligation Repart by Intarnal Audil Directorate on 20052008
EFs, payments

Sugpicious Transaction reportietter sent by faur Banks 1o 80T
and 30T responses lo the Banks

Letter fram Dedgitte South Afnca ta the Gavemncr, BOT
Letter from Deloitte Sauth Alnca 1o the Board of Directos of BOT
Letter from Daloite South Adrica o lhe bMimster for Finance

FricewaterhouseCoopers France Audil Repori on Lazard Debi
Huy Back!Reduction programms

4-7
8-M
22-24




Confidential
Section

[ntrodiction

Background Information on the External Payment Arrears (EPA)

Curng the 15605 ard aady 1980s, Tanzania was faced with a severs shortage of foralgn
currancles mainly dua the decreaso in axpord of commoditkes, reduded world I‘I'jﬁl‘HJ_tl pricas for
cash erops, drowght and tha war with Uganda, The Govemment Instituted szt forelgn eumancy
contrals and marideted oaly the Bank of Tanganis (BOT) 1o manage and priortise ulilisation of
all tne fzreign gurrencies avallabie in he counlry, Local companies or 'ndivdusls who wanled 1o
Irmpart gaads and Servicas from abroad and which roquired soltlarmant in Em'eig'n Currencias
were raguired Lo lodge n full with the than slale-cwned National Bank qrﬂnmgn:r; (MBC) 2n
ameyni of Tanzanta Shittings (TiS) squivalent of the ameunt of foreign curendias the Imoarer
needad. The deposils were rmada inle & non-nleeest bearing External Payman Arraars (EPS)
Bank account with MBS but whish was essantlally a BOT pecount only maatzinad sand
managed by the NEC for eonveniont purposes. Tha NBC would than pay tha fareigin susgiers
dresily upan the approrral of tho transaction by the BOT and the avallability of the requested
amaunl of farsign currency,

While the local Importers both private end pamstatal crganisatcns had ther funds In TZS
aquivatent af the foréign curmencles naeded keld up with Ihe N2C gendirg the é-.-;;.l.;bm{:,.- af bz
fereign currencies and subsequent examaligation by the NBG Lo the relevanl cverseas
supgiiers, the overseas suppliers continued to expon goods and services o l:er local rrporing
campandes basad on e NBC's Lailers of Cradits {LCs) some of which however weere rover
haraured in the and dwe to the severe shomage of foreign eurrencies

The Government of the Lnited Reputiic of Tanzaniz (GOT) beralised the foreign currency
marke! in eary 19908 and required the iocal importers to secure the much needad Toraign
cumenclas from the letal banks and bursau da changes. The ERA system was s
digzantinued althouph at the time there was a significant amaoun! cwead tzihe sverseas
sugpilerslexportars by the MBCAAGST.

In 1965, d4ven by the economic rationale the GOT formally assumad the respansliallity for EPA
debis and instructed that e management of the EPA bank accounts snd he rhsu itant dabis be
takin e from the NBC and managed by the BOT en its behalf. A Debl Managermant Unilwes
sel up within BOT and among ils other activiies was to manage selllemant of tha EPA debis,

Balwaen 1985 and 2002 efforts were made by he GOT and with the suppeel frden £ Work
Basik b settle some of the EFA debls ihrough erangements such as Dabt Buy Bac, Debt
Aeduction ard the Paris Club debl caneellation agreamend, Twe diffarent conseliamts wars hired
oy BOT &l diferant imes ane & compile deleds of EPA dabis from NBC branches sieroog he
coenliy (M, Akwera) ard the glher (Lazard) o administer eadier setifemants lhfrough derbs fuy
sack programme Ihat stacted in 19894 and anded in 2004 PricewalethouseCoapars Srance
ware appointst oy 30T to sudit the debt buy hack programme after its chosure in 2 004, Despite
ihe seitement through the debt buy back programme soms EPA dabis =ill remainsd recorosd
dy BOT &5 unsatiled evas Since,

Dugrg e financal year Z005/2006 twonty fwa (22) lcal Tanzanlen corraanles s bxmitied 1

Ihe BOT differant citims i respect of cartain EPA debts purpared 1o hewe b-g}-c-_rll assigned o
hem By the prncipal ¢laimants Le. the oversess suppllerstexporiars.

Bail REFORET MAC - JAN | 2005 rraw
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Where avallable, the audil leem cblained all the Invaices, shipping documeants and
Applications for Paymaonls Abread which ware used by Mr Akwes to compile the
delabasa.

il Contmal Bank System (GBS This ks the BOT main financisl sccounting system {Genaral
Lat'ger system) COS maintaing & record of EPA debls known to BOT based only on e
amount of orginally TLS amourt @5 s3id lo have been deposited by the oal companies
when dphing I buy the foreiga sumancias in the past. The amount Is recorded in the
CESin kerp sum bosis and not by indvidunl amounts

The audit taam oblained and analysed dewnloads of he following tea accownis fram
CES:

= Agcount 8524 191 011 - External Paymeni Arraars; and
o Account 981 BCE 107 - EPA Losses In exchange - NBC

Wheer availabla, e audit tezm obtalned the Funds Transfer Vouchers end Faymeni
Advices supporting ihe paymants made 1o he assignons,

Trie audit 1eam revievsed Lha chronslogy of lhe documantalian, and the wucHers t
ascerialn whelter cornplete BOT aulhorisalion process was achered to and [ested he
mathematical accuracy of the amaunts including forex franstation and accuracy of
Acetunls coding,

(i) Lazard databise and report thereon: This i5 @ database and accompanying repart

proguced by Lazard Frares an Intarnational Financial Adwvisor hired 9y BOT to aversas an
' internationally organrsed Debl Buy Back scheme which included compilation of EI24

debis and Greditors, verication of claimed debts, and paymonl of the prc}';'\en EFPA debls,
The dalabase inchrded much wider EPA debis including those Indicated in the Akwera
database, 1t shows EPA debts that ware pait in the pasl thraugh Dokt Buy Back
programma or the Barts Crub arrangement as wed as those recommendad e BOT for
write=oif duwe o various raasons such as supoliers acknowledging na dalt creditors!
alvendy pald off by their ingurers, ereditors havisg been liquidated o nol frace e, The work
of tha Lazard team which was crucialin this Investigatien is explained In det@il in section

3 belaw.

Reviewed and performed analysis on the dai asslgnment files

Tne azdit leam obtained fikes cordaising Deeds ef Assignment and alher dacuments submilted
by asalgnees, purported assgnors and processed by the Depl Management Departrrient ("Oek:
Depariment™ ol BOT, ’

Fram these file 3, the audd teamn identified the fallkwing infermation:

Cordadi delails and addresses of assigners:

Contact delzils and adoresses of pssbkpness

Cietzils of assignor company officers,

Celsils of assignes company officers:

Details of Iha debis baing daimad; ond

Banking delalls of the asslgnass,
Tha audil tearm's anafysis of he assignment dles incuded abiaining and reviawing @ copy of he
Akwera dalabasa and an exdract of the dalabase compiled by Latard Frére on compleation of lha
Diabl Buy fack assignment

-

BEnT RERORT - Mad - 0ak Z005.makx
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Conductad compeny searches

Thi puddor team wrate (o tha Registar of Companies at Susiness Registralions & Licansing
Agency (BRELA) forg uesling incorperation Infarmalion and pariculars of company efficers af al!
ine 22 sasignes companias.

The avdil legm also conducied company Bnd direclors searches on [he 85signor comMpanies,
fhe searchas wera conducted iheurgh Ertdl & Young netwark of firms i e Uniled Kingaom,
France, Germany, Mainenands, Semia Mortanegre, Japan anc India and based largely en
punticty avallable nfommation.

Tha saarchas onh assignor companias sought b establish the exisience of the purporteda
asENNs sompanies, éxlstance and authorily of directors or managers who were indicated
have signed the deeds of assgnments and ldentlying information regarding physical locatians,
lelaphune numbers and amal addrenses of aazsgnor companies Lo ascarisin ds comsistency
widh infarmatan sontaned in the deeds of assignment and suggering pariculars

Conducted searches with (he Tanzania Revenus Autherity {TRA]
The mudit team formetly wrote 1o the Commissioner fer Income Tax (o stiain registration and fax

particuiars of the 22 Sssignee companias, The obpectose was 1o establish the legitimnacy af these
campanies and esteblish consistency with reconds obtalnea from BRELA,

Feriormed analysis of data and information gathered

HMaving ohtained the infarmation, (e investigation tegm then parformed o deialled analysis of
the data and informaton ciiained, Specific analyras included out nat imiled 1o taats Bn
collaborston, condlslendy, reasonabieress, lactual finding and mathemolical aceu racy of

invalved transactians,
Latter of tha Minlster for Finance

Ameng fhe desuments e sudil team oblained frorm Mr. Sithole of Delpitte Seuibh Adrics i s
iefer pated 500 Seplember 2006 signed by the Minister far Finance, Hon, Zaka H, Meghii o
respect of the paymenis made by BOT o WS Ragoda Agrculture Limiled,

O e 26th Ogtober, 20067 the awdit leam mat Hon, Zakip H. Maghil and scughl elanfcalions
Irom har o e condents of Ikal loHer,

Tne rinisier acknowledged signing the letier and explained that she signea the letier basod an
the utfvice of i e Governar of the Bank of Tangania that the audilors nesdes o letiar of

e esentation in connection with cerlain payrients made by the BOT on behall o f Ihe
Gowemment gunng tha nancial year 20037006, She further oxplained thet suchy iatiars waiid
agdmglly be prépored by her Pacrhanen! Sesdtdry, Mr Gray. 8. Moonja wha Bow ever wis on
averseas vishs al ihe Lone ine el was reguived by Delgite

Tha Minisier axpliringd 1Ral At lhe lime she talsavwad Lhat she way atiending a no rrmal audit
quary reised by Dedoilte and wi's nol aware of any aliegatons or susgicion af frau dulen
caymania
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218 The Minisler explaingd hal whave sporopriate tha Govemor would be instrucied lo process
such paymenls through e Govermment's Bccaunts maintained with the Bank of Tanzania fu
that purpase pad 85 such Il 'waz reasanable far ner te atcepd the Govenes's rearesentatian
tegarding ne paymenis made Lo MIS Kagada Agrisullurg Limited

Hewawar, Man, bdaghi explained thal in & briefirg sess:on upon the relum of the Parmanegn
Secrelacy, she iearnd thal the reprasenlation by the Governer could hava been misle ading,

]
L

S LR recaived 8 leller aceressed to her dalad 10 Oclober 2006 from Daloitie Houih Aldca
brviging 1o her attention, for ihe first thrie, the specific ailegations regarding tie payrmenis macs
by BOT 1o M5 Kagoda Sgricullure Limiled, This is afler the had aiready signed the lettar of 15

Seplamber 200

L
e

218 The Kinigler nxplained thal an Lhe basis of the cansullalion with the Pammanen! Secretary, Mr
Mgaria and the letter of Deldlie Soulh Alnca, she called upon the Audike: General to appontan
Indaaendent intemational auditing firm brinvesligele the malier and repcn therecn,

LG e gy tepm conciuged ihal they &Gd ngd Gnd any evidence Lhat wogls sugges!t inat any of the
lends paid i respect of the EPA ransactans during the financial year J0052008 were
influenced by e Goveonment o0 bosed on the ingtruction of the Gevernment. The firsdings end
conchosions of the Specizl avdil are exalsined in Zelailed in section 3 of this repart,
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Findings and Conclusions

Key findings and conclusions

Tha mmsligatien approach led the dudil team 1o perfarm reviows fegusing irstly in providing
{herm with an as=urance regarding the exisience of tha $aid ERPA dabtstizbiflias on the par af
ihe Government and secondly pedorming reviews aiming 1o ascertain the valicily and
authaaticity of the documents thal suppaned the EPA paymen:s made by the BOT during the
financial yaar 20057008,

Earlier giforts made by the BOT Lo settle the EPA debts through the work of MAS Lazard

In the past, various effarts were made to setfle the extemal commercial deats ynder which BPA
falls. Of ralevance 1o thiz assignmant is the Weaid Bank supported Debl Buy Back programme
comimissicnad by the BOT in 1594 and which involved BOT canlractiag an Internalbional
Finangial Advigor =MMIS Lazard Frems, an Intemalonal bank ~ M/5 Riggs Bank, 8 Trustes - Crill
Canavan and an intermational Legal advisor - Cleary Gotiliel, each with varying roles and
refpansibiites ranging fram compialion of stock of EPA debls, wordwide search for erediess,
werification of claims submitted from acress the world to paying the verified, proven and BOT

asprgvied cLaims,

The bl Buy Back programme which was based on settling extemsal commercial debts (EPA
forms part thereaf) on a discounted amaund of 10 cents in a doller begyn i 1994 and was
comploted in 2004 when the jead edvisar — M5 Lazard submitted its final repen 1o BOT
indicating details of original debls, debls paid off during Lhe project pedod, resuits and findings
Iram ine praject, slock of remaining EPA debts, with recommendation on the treztment of the
remaining EPA debis. Lazard work was based on reéccrds of EPA debls nitially s bmitied o
thern by the BOT and (bey could enly cause for ihe payments o be made upen final checks and
reconfimation by the BOT,

& the seginning of the projedt in 1584, Lazard seceived data fies from the BOT an stock of ERA
debts, Thase files were subjected to exiemnal sudils undenaken by BOAT ta identify debis aligibla
tor the buy back progremme, Lazard began sonsiruction of an electronic dathbase of the
recards secened from the BOT. Based on audilars’ report, the reconds fram the BOT provad bo
be poar and wargliable, A5 a result, in censullatiion with BOT, an advertisement of the oparaion
was run in 8 nurmbar of ineraational media incuding direst mailinglesntact in order to identdy
credilors, but reSpONIe was peor, A deciaion was ihen laken in Febuary 1535 Lo locale
credijors throwghoul the world throwgh various maans

Results of Dabt Buy Back programime

According to twr LaZaro repor roduaad atihe and of the programme. lotd adiosted aligind
EFA debit by 1988 amounted (o U5 677 miller and resulling from (ne Debt Buy Back
orpgeamme the abova total efigibla dabl amouwnl was categadised as lollows:

T Amount
Description uso
Detits tendered. vernfied and poid through the Lagard work - Dabt Buy Back 228000000
PIOgramime
Debts Lo be witten ofl ~ due l¢ warfous reasens identified oy tha cazard 216,000,000
Taba! EPS dob! lo be cancalad from BOT records 494,000,700

Aemaiing EFA debt {see below) 233,003,000

Y7 00e,000

BT REPOGRT - MAD - JAN, 2008 rmas
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Recommendation regarding wreatment of the remalning EFA dobils
Ak _ﬁ,:mrﬁmﬂ 10 mg repard, mn remaining debl amount of USD 232 million wes mace wp as follows:
- Aumotnt

Daseription ush
Pending l=gal ections 25,000,000
Creditors rejacled offer (Lizard offer lo pay debis on discounled basls) 14,000,000
Crogilers Gelow threshold of IS0 2,500 2.000,000
Graditers wha did mai reply 12 dosings Lea. invilalien by Lazard 45,000,000
Claims rel reconciled = malnly due 10 podr recands 1o prove or 143,000,000
digagpproms —— i —ae
Total ramaining debt 33,000,000

6 Tha rapad concluded that most of the eredilors’ claims wera Ume-bamed and recormmended hat
nelthes the BOT nar the Mimstry of Finance should acknowiedge the remaining debt of USH

233,000 CaG,

17 Ii is impariant lo umnderstand that the Debl Buy Back programme offtred 10 seltls the deblz oo
discounted basis af 12 cents in 3 dollar and for that reascn some of the overseas
suppliersicredilors dul not accep ha oftzr. Tolal value of debds owed to such creditors was LS5
14,000,000, a5 shown above. Rehesing 10 accep! the offer would indicate the inlention af (nese
creditors 1o pursue legal action aiming to retover Righer than the oifered (discountad) amount

Action laken by BOTIMOF on the work pardarmed by the Lazard team

38 The Lazare Final Reporl of 2004 compeized a presentiation of the resull of the work thay
pedoernad as commissioned by he BOT and apart from detailing the resulls, it included
recommendations o the BOT on the treatment of the remgining EPA debls. The sudit team's
anquiry with the senior management of BOT indicates that the Lazard repor vias received by
the BOT ps part of 8 wider Debt Buy Back programme and ihe BOT has sadnn:ad its
recommendations wheee deemed appropriate. For exsmple, the Deputy Savemor, Praf. Bano
Hdulu and Secretary to the Bank explained inslances of cour aclhions agsinst ine BOT by some
of fhe crpditers recemmendsed for wite off in the LaZard repor

%4 The 2ucil team further iocated some correspandences which suggest kel BOT dic acl ¢n seme
of tne recammendalions contained n the Lazard repon. Fer example. a mﬁpﬂ.n¢enca refated
be creditars who hed agreed 1o danale fheir EPA debts to the Debt lor Develdpme it Programma
where (he amaunt Swing 1o them wouks be donated i non-govermmental erganssllans
[*MGC's") The audl lzam noted thal EOT had scted swiltly on inis parBoulsr reco mmendatbsn
{oee Appandix 1,

Audit of the Dabt Buy Back Oparation

310 On 25 November 2004, BOT contracied PacewalernouseCoopers (PwC) Franee 1o audit the
Oebt Buy Back programine and the audil work assentialy locused on the work pex rlormen by the
Lazerd team, and the oihier advisers namely: Rigos Sank, Cloary Gotifek ang Crill Canavan
[zofactively raberrad 1o 35 the Lagard tenm). The objeclive of the dudit was to ervssure thal tha
Lazard team had compliad with e proceduses dafined under the Dett Reduclion Facily,
performed s detias 83 Bgreed and verily among others the eligibiity and sccurecy of e ratired
Jebls a5 calcutated by the Lzzard leam and confirmation of bank trensiers made {0 the ceaditors
whe warg paid,
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The Pw France auth repoc concluded (hal (2 quote of 2 paragraph), “bassd on our réviaw,
and despite of the minor excaplions which ara sofed i [he repor!, rothing came fo cur eHanlion
ihat cavses us lo belisve that the Cliani (G0T) is nod, in 8 malerial respads, in complianca with
the procedures dafined balwaan the padias concsming the Jebl Reduwstion Programare”.

Tha Pwl Frange conclusion gave en assurance thal the programme 1o setle Known EPA dabls
1rrough the Debt Buy Back/Reduction programmée throwgh [he work of Lazard taarm which
ended in 2004 was properly performed. This regort! is included as an Apgendix O to this mpar,

Procedures and Internzl controls over EPA payments

Tne pudil leam have sel cul balow their understanding of the procedures fellowed and Imemal
cantrals in akxee aver EPA peymanis togethar with any weaknesses the sudif fegrm has
abserved in the docurmneniad procaduras and imemal confrals and the manner In which the
payrmanls were gxaculed.

Deserlption of the procedunss and controls aver EPA

Tve gudit team oiained an ynderstanding of the procedures and intemal contrdls aver ERA
payments theaugh review of documents cotained from Debt Dapartment afficisls, interviews with
rmeamhess of ths Debl Deparimend and pererming watkihroughs ¢f the processes and conlqals

Tre procedures amd conlrgls over EPA as descibed by the audit team:

Rasponsibility for managing EPA dabt

Agcording o the BOT officials in the Debt Departiment the avdit team Inierviewed’ as weall us he
Qe Management Oparalions Procedures Manual, dated 1957 (Appandix A)'BOT FRENAges
EPA debt an behall of ihe Gowernment of Tanzania, The BOT Debt Department, which fain:
withins the Direciorate of Economic Paolicy, is responsible for the managemant of E P A dabls,

The Debt Depatment & Readed by a Depuly Oirestar Dept Departmest (DODT), Mrs Komy,
whe took up the position araund June 2005 ° Reporling o Mrs Kemu 18 the Head of Bilateral
ard Commercial Debt MHESDY), Mr Mwakosya, whe has keld the position far a Awenber af
years. Mr Mwakssya has primarily been responzibde far EPS account adminlstration and drafied
Iha Gpersions Procedures manual.

According o a-document drafied by Mr Mwakosya entitled, ‘Management of Fanz ania Extemal
Coemmercial Amears” included in Appendix A, BOT departments who have mofes (o piay in he
EPA adrrinisiration a2e the Ofice of the Secretary Lo the Bank, the: Difeclorate of Finaneas [DF),
e Directarale of Economie Polizy {DEP) and the Debts Depariment which falls under DEF

The process ol discharging EPA dobts s refered 10 as De-Piselining

Megsrnp weith Dei Deparoent officidls an [ Sepreinber 2007,

Meeling wath Mrs Eslo Komu on 1§ Geopber 2007

i

BaT RBEPORT « BAD - AN, 2000 max
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Review of documentad procedures jn place for EPA adminlsiratien

Azcording Lo the manual, the fallowing procedures are in place 25 salout on pages 17 b 20l
the manugl (Appendix A) Thase procedures, par the manual, apply regardless of whether b
claimant |s tha original baneficiary or has only been assigned a debl. The manual delaiis 7 sleps
1= ba followsd and these are summansad below:

1 Reseive gpolcalion

Uil Debt assignes makes an application to BOT and identifies a debl being claimed,
with ‘&l necessary pariicwlers’. The epplicant must also praduce a lagaliy binding
deed of assignment, The Procedures for Drebt Swap arangement section of ths
document ‘Managemenl of Tanzania External Commerdial Arrears states thal
‘assignes’s Company documents such 85 Memorandurn and Aticles of
Azzaciarion”shouid be attached ta the applicalion,

2. instruct debt verification

(i} The appiicaton in then forwarded o the Director of Economic Polcy ("DEP™) 10

lake ‘g ppropriale pelian’. The DEF inen girects the Deputy Dirssizr Delbt
Department "CDOD%) to ‘cavss veniication of the ggplication end suppoting
docurments." The ODDD then direcis the Head: Biateral and Commercial Dabil
FHECE®) to vonhwieview the spplicalion and make commenls and
recammeandslion!s) o DDDD"

[il} Tha HBCD will then ‘@xaming iNg confents, compars gad conlimm whal 7% in the
debti dgatabeze’ If Lhe file is not in order, the HBCD will returs, the Ble te the DD0D.
If the filg is in order, HECD wall relurn e file (o DDD0 with sommenis and
recomimendstions in the fite,

&) In praclice, this meant thal HECD Mr Mwakosya will access the Akwera dalabase
maintained in tho computer of Ms Slella Chaula "M Chauls"), Dekt Clers Dobt
Depariment, view and pinl @ schecuie showing the name of e supplier and the
amaunt in toreign currency, he will then mark he schedule a2 “eertiSed rue copy',
1hat the information was correct,d and forward il 1o DDDD

(i) The DODO will then write 2 comment on the fodio and forward the file to the D22
through the Legal Department! Sacretary to the Banl: ("SB") wha will verify she
‘genuingness and fegal validity of the deed af Bssignmaenl,’

I—Review the daads of 855l

Tha E3 will review the deed and & found wollo be in order, will retym it o the
ODO00 with commenis. IThe file is in ordar, 5B will confirm (thiz hes bean done
thmcngll 3 signalura) by sigralyre hat the deed is valid and genuine. S B will Ben
telurn she five 1o the DEF.

Compute gmoun! sayaile
Tira DEP will ingtruc! tha DDOD who will in jure lngiruct the HBZO 1o coOmpuie lha
armounl 7y Tan:zenian Shilings, The HBCO having dong 1his will wrile B8 rema o
e DDDD on the amount payabla

Tha guoy team noted the DEP signature o the folfe poge of he docwrria s

niedwiew with B Chould and M Mwakorya held on 5 Oetober 2007
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5 Supmd commants end recommandations

6.

Tha DEP will axamne the SB's commsnls and submil the file b the Govermor wilh
racomumtandalions lo epprove paymanl.

Thé gudil team noled Governor Bafali's sianature on the fale page of the
docurnenis.

Anproua gad Oenminimg

{4 The Soverncr will exdming the obsenvations ord resommentations made by the
QEF and the S8 If not In order, the Governnor will returm the Fe e the DEP. Hihe
file s in prday, the Geverne: will apgrove de-gipelning of the deposd and the
topping uo lof eéxchange 1282 ta the recommended amount in Tanzznlan Shilling
and rourm tha fila to the NEP for execution.

it The DEP will sand the e to the Tecior of Finarce ("0F ") who will pay the amour
pasyable i acoordance with the instructions of 2 claiman,

Lipdata ¢l racands

The DiF wil return the Be 1o the DDDE who will ngtruct the HECE o da-pipaling
thie debt by removing the debt from the relevant (Axweral databaze, Thes obligatan
wolild e settied and the fite reterned Lo the registiry,

Waaknesses [n Govarranca, Risks Management and Contrals in managing EFPA
transactions

The audit team foiind that the hislory of EPA dabls valves sircemsiancas Ested bealow which
present significant risks to the BOT and MOF in discharging thenm ai presen] time serithoud
ageguate inlemal contralg sver EPA Iransachon:

Ager o EPA gabis - the debts ware ncepled m ihe past 2T ybars or more By thes formear KBS
IMEC bonk was resbruclurgd rasufling in foimation of jwo lndependenl banks ard oanly
privslinad);

Physical movermenis of debl records from across NBC branchies counlrpwide (& task
periormed about 22 years sgo) and within BOT premises as BOT Debl dgpariroent maved
premisas;

Paymeats made eadior Some EPA daois were sattled in tha past thraugh progiramima such
#% the Debt Buy Back and Ihe Pands Club sgreemenl;

Higdarwal poor IT sysiems al WNBC and its branches 207055 the country resullivdg in daubils
aver the inlegrily of records and fracking of debts posilien. For examgle, neilftesr 30T aar
NEC presenty keep electronic deta files of debts informaicn as dewneadad from the NEG
gy stem thien,

Lack o parodhcal reconalialion of ERA detis af B07T;

Sorne of e focal Imporersicampanics as well a3 frelgn suppliors having been ligulcated
and henge 40 [ongad in exisianga :

Thir @reddit tram conelwded that dischamging EPA debis viin such characenstics gt presentlime
nuaives signifcant risks which should hanve been addressed by MOF and BOT an d amoeng tham

ara

Debts-beirg ciaimead fravduteally by partias olhed Ban the gonune ceditons
Statrta beered debls haing ravived and thys becomng cla‘mahle
Paying debts which ha slready bean saitled in the pas!
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s Fragdulert supponing gecements submilted 1o suoperd claims

«  ipcarrect amounts pele orlncormect exchange rales appied

«  Potanizl for iIntemal freed by Ipedulanl employoes who understand tha gystem and
circumslancas and wolnerabilly of the EPA& dabis

«  Attracting actiong by "Wullure funds® e, spedialist ovarsgas based companios buying
foradan comrrercit dabds Incurred by third world countries from ovarseas craditcrs snd
enforcing tham on commarcial farm threwgh international commercial courts

Howewver, desoite such high risk grafle, he audil ieam cbsarves that neither the MOF, baing he

principa! parly, nor the 80T being on agant of ike MOF in managing EPA lansactions had

Instiluted adesyate saleguards aiming at mitigaling Ihese risks efeclvely and eficiantly.

Some of g major delciencies in Governance, Risk management and Conirols frammewark cver
EFA included;

Lack of documented feamewod fer management of EFA fransactions

i ERA Iransaclions ame unigue in the sanse that thay do not fall withia thie ordinary
Gper@iiang of a Central Blark ang morgover, wilh tha presan! foreign cmhangg
liserafisation, it is highty unlibedy shat this arangement will recur in e lotre. High ashs
pEpoLUrE invalved i managng these iransactions require special internal control
considarations beyond the routine aperatians! conlrols,

BOT Is eperating os an egenl of the GOT in managing ana discharging the E5A
transactions. However, the audit team laund that there iz no apeciic dacumeanted
Tramewark of memorandum of undarstanding that guides the relationship betwean the
1w sides regarding the menagement ard conlrol of EPA transactions, The BOT
marnagament explained thal thay can nol find any document sialing it axact reles and
respansibdidies regarding EFA account minagement and conlials vis-a-vis those of he

BOT

The nsdequacy and non complianca with the exisling feternal Centrol prosedurs
i place at BOT for procassing EPA debis

There are dosumanted procedures that should be fcliowed By all key personniel

responsibla fer processing all claims recelved by EOT for payment of EFA debis (knawn

55 “da-pipelining’). Howeaver, Inese procedures which are included in the BOT docurmen

tithed "Debt Management Operations Procedure Manual 15977 were noldotly adhared 1

by the personnel at BOT who were respansitle for initiation, processing, reviewing and

sppioeng payments of ad EPA ciaims. Major deviations from ihe Socumenled procedines

wrere

. Enganl ip Ong nslante, 8¢ 4S5t comearias did nol produce e incariacsion
Cocuments

* AssignaE conganias were ngl required o provide sl nacessiny particulars

< lebread of fU einifieadon, only o dmfed venticalon of apelicalion and Eueeastiog
dacuma s wane perfonned

it}

Furtharmara, the audi leam foung thal ke celined procedures were Inpdagu ate as thay
did rgl defing he specific corlred acvilies, For example, the manual require Assigoass 1o
“vaniiy ibe dabi” peing elaimad Bot il goeg nol Sefine the basis of [dertificatbon Le, which
ppicifie idantificalian docurnepls: and secondly 11 sttes ganerally thal s necessary
natwlacs showld bE submiliped withoul S:lﬂn'_'li"}q."lg e panicwlers: Additionall w, ihe i
maameal did nel addrags all cay rigks relaling 1o-emard and fraudulgnt dlaims a8 indisaie
nogeeton 318 and 1.90 abowy

BoT BEPOET « MAD « JAN Z0CH max
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Far examzla, the audil 12am eglablishad ihal none of IR Assignes companie s submiltad
o the 80T any particulars such 83 arigine! Invoices, bils of lading, golivery orders,
eancellad Leiters of Credd, Pre-shupmenl inspeclion repons, deposs sfiss for the TZE
amaunis deposiled by tha local importing company and, any evidence of
gormespendences between 1ne credion and the local imponter bul yet the claims wene
receivad, approvad and amounts paid. Delails of Lhe procedures used In procassing
payments far the EPA d2bls are included ebove,

MOF nof invaived in pre-autharlsaticn of EPA Payments

[E) Altheugh the BOT was dischasging the EPA debls on behalf of the 30T, the audit leam
{ound no evidence o shaw thal consullatians were hald between the 80T and the MOF
and 1he MOF had actvally granied pre-gutharsation 1o the BOT to pay. Howewver, the
audis leam noted thal at d¥ferent Umes lhe MOF hed granted approvals o the BOT 2
raise EPA Special Bends specilically to finance setilement af wider EPA debts. Exchange
of letiers batween BOT and MOF provide evicence thal a proper accountability of EPA
Bonds administered by BOT was not maintained (Appendices G and H) Since Lhere
wiad no agreement signed betwecn the twg partivs guiding the management and controls
of EPA iransadtions, and (his is nad speciically defined in the Prageduse manwal
(discusses in soction 3.18 abowe) in 5o far as EPA transactions ane concemed, tha gugit
team could not at this poisl 2onciude that the S0T hod scled degalty by not s eeking pee
aulhadsation from tha MOF

Fuerher, the awdit l2am found thet the MOFTreasury has nol estsbished a specific
ovetsight machanism for the monitorngiison with the BOT on the discharg g ana
accounianlily of EPA ansachions

Citter koy deficiancies in Govenance, Alsk Management and Control .nclude di:

EPA records were kopl in the Akwerns Database which is mainiained sutside BOT coirad
financigl accounting systems (Central Bank System = (SBS)) and as such is not
subjecled to $ame lovel of controls and serutiny as those in the BOT central system. The
gdatabase had Bmited infermation as it orly recardad the amaunts of T25 amouniy
depasited by the criginal impeners but with no details of movament sinceJls Compilation
areand 2002, Moreover, the audd team fornd 1hal the dalabase whichis in an elactonic
form could easiy ba tempered with and & nol eleciroricaly secured. The awdil team
found no recoras (o confirm the integrity ef the Akwera calatase and infdrmation thergin
For example. the dalabase was nal audited afier its compilation and na records of
systematic handing oves of the database which was prepared by an exte'nal consufanl
Althaugh, BOT maintains a General Ledger account which aiso recorded only the original
T25 deposiis, no ~ecancilialion of tha daty malitaingd by he fvo dising! systems were
parfarmed.

;u'.lj

(v} The accouning records (Genera! Ledger) and therelore the audited financial statements
@s il 30 June 2006 shows a balance of oulstanding EPA detits amounling ta TZS
2,112 102 000 being only the argingl TZS amounis daposiled by local iImportars, Mo
consideratinn was made lo re-value the respestive loregn cumancy denomin ated EF4,
debts inkg thar egusalent TS anownis wing the txchange rales preveiing on 30 June
05

i Thare hat been noindorrahon sediable o the BOT and MOF an the cmpiete, roEale
and srounla mugniude of SPA debisTiability &1 corrent role of axchange. A= o resall
inere hovd baen no annual budgatany alizcgtrons oy the Sovemmen! for sertlement of
ERA 2ezis [predumally sinde the magnitede 15 unkrown) and e impact Sore s nol Tealure
A A0y Govnmiment s¥chaguer gy5iemg

BeT BEBORT - W% Ak B A
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Wil EPA Inesnal controls only centred on tha par af BOT with ne any conlrl reguirements o
caniral potivittas andhe pan of fhe MOF.

jwil]  Despitn ihe high Asl profile, BOT Internal Audil plan his nal idantiiad EF A transactions
as high tisk @rea and 83 such the Imarmal Ladit {IA) deparimeant has nid acoordad ho
prpoesd lowe ol priotby In dhis ares

The validify of paymenis made by BOT during 2025/20006 on tha account of EFA

Total papments made by BOT dusing the linancal year 2005/2006 in respect of the purpodes
assignad ERS debts amounied lo TZ5 133,015,186,220.74 and all thase were paid 10 0@ tots! of
22 local assignes companias. The funds were paid inta the agsignees’ bank accounts
maintaingd with wiricus banks in Tanzania throwgh dirast bank transfers via the Tanzania
|aterbank Setiemient System (TIS3) operated by the BOY. Detsils of the companles and

amaourtls azid 1o @ach sre included in Agppendix 8,

Rasad an the progedures the oudt leam perdarmed as dascnbed inoseclion 2 above
{invastigatian appraach], the audil leam fouend that ouwl of t1e ahave jotal ameunt, paymenls
amaunling 1o TZS 90,158, 078,004.13 ware based on Invalid and fraudulent supporting
documents gnd dhereforg did ne represent a rightful dascharge of vald, exigting und legitimae
lighilitigs of the SOT. Details of these wre included in Appendiz C.

Eyrther, tha aydit team could not conclude on whelher or not additional similar pay ments
ameunting lo TZS 42656, 107 410,61 were walid due 1o missing information. For some of those,
e audil leam poted iRal thore wera begal actlons faken agains: the BOT. Moréover, there was
2ok of infermation (o congiude with absolule cedaindy on validily ef alfefsse éothe exislance
ofihe delds as tha audi tleam searches of (e assignor direclors and comganies did not provide
conclysive suidencd inihat regarc. The audit team recaommend turher nvesligation work in
ardar ta conclude onthe vafidity or otherwize of these paymants. Detalls of Inese are Incloded in
Appandix D

A4k regard Lo e payinénts emouning 1o TZS 90,380.078,304.10 as sialed above, ke audi
team's conglasion thal hese were invalid and dravdulend 13 based o the ollowing facls

+ The gudil tearrs dentified thal over §0% of these payments had peen denbfied im the Lazard
database and its report a5 either having bean paid cffdischiarged whder ihg previcus Oaol
Buy Back scheme, Fans club protocol or recommended ta the BOT nol o be acknowiedged
paseo g ha results of the Warld Bank spoasered Lazard work en Cebt Guy Back
progeamme

«  Allbough, the BOT did nol nacessarily aosept al the recammuendatians in the Lazsed repon,
BOT managesent failed (o provide the aadil tesm wiil crediche evidesoe a5 (o wihy thage
EFA debis were paid of once again or revived since iney had been precisely idemtified in
ihe Lazard reperl a3 discharged or inndmissitle.

The ayditor team s indings described above were cormoierated Dy alner key absanyaliaons
resulling frem ey ndependent searches of the purporied assgnen campaniies and Their
aurconed dirgions as conduciad inlematianally ag foilovws

o Odfcers of faraign erasditons (assgngs) who parporlecly sgaed the respective Assgrmant
[geds are notand were nat amployeas in lhe named companies

+ Bame of tha Assignor companties Ja Mo exst anymore oF had chenged nameas
neldrezees of spme of 12 ASSignor companins nal fracsd crincired

POCE AR B0 ime
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‘u:'dll,ll:l‘lﬁﬂ],l the sudit ieam found that:
The Assignes companies did nol sebstantiale (neir claims through decumentary proaf guch
as ariginal invoices, bill of lading, delivery noles and cancelled [etter of credits.

= BOT did not require original oversess axpofters 10 aulhenticate e Asagnmant Dierads.

+ Mo evidernce wheihar the BOT had perormed any reviews 1o ascerlan whether the claims
wearg bamod or had previously been exacuted In any manner,

The roles played by different organs and direclorates of BOT

Tne Refe of the Directorate of Finanee

The rede of the Director ef Finance (OF) is siated under section 4.2.6 of the pracedures manual
for EFA de-pipelining 85 belng part of the epprove] process of ERPA debl de-plipeling. The
Direclos of Finance has far wider Cnance roles and central to the Bank's infemal eanilral
framowark and the inlegrity of its =iate of the financial effairs

The Dicector af Finance played the lasl but one rele in tha whole process af inkiating .
grocessing, sppreving &nd paying the EFA deots. The DF received claim fes frem DEP afer
thess Fave been approved by ODOD, DEPR, Secretary (o the Bank, and the Gmlerm:,\r The OF
will ihen sengtinise the supporling documents, approve when salisfied ard cavss the: aciual
paymants o de made diresly (2 (he assignee companias bank accounls trough Ahes Tarizaria
nternank Settlemant Syaten

The auvdil team tound thal all EPA paymenis made during the year 20052006 were eluly
approved by the Director of Finance as part of his rofe in the de-pipelining the EPA debls,

The audit team pund 1o evigence in any of the claim files that the OF had checked swhethar the
ariginal deposit of TZS is still refiecied in the EPA deposil account mainlained in Cervtral Bank

System (CE5)

Although, e procedures manual cid not require the OF o confirm this, this wanld Bave formed
an impartant control an the part of OF 0 ensure that the particular EPA debits are va lid and st
in gxistence (i,e, have not been already settled).

Furihermore, despile & high Ask prafile invslving EPA debls 2t presenl timas, except for the
Direstor of Finance’s Signalure approving tranafers of funds (o assigness bank 4¢cownts, the
audit team found ne evidence of his ehatlenges as 1o the adequacy, compleiendss @nd vabdiy
af e paymernt suppoaring decuments,

The Diretlerste of Fingnce is alsg resgonsivle far accountakility over EPA ﬂnmﬂs stercks and far
ihe overal integity of the Bank's frigncisl infammation. The audit leam noles from fet1ars from
ne MOF corcems regarding a lack of sccouniability over EPA Bonds (shded in A ppendicos
Gand Kj

Allheugh TES maintaznd records of EBA debts fn #s direcierale, itisn e inlerast of the
Director of Finance thet these redoeds are accurate, complels, valid and reconciled  perigdicaily,
35 they have maje: implications in the stale of the financial &Mfairs of the Bank. The Sudit leam
foungd na evidence & 30y concems taised by ihe Dirgcter of Finance io DEP regargdi g the
opparant weak contrel envisgrument over EPA debils, Furthermara, there hes been na
reconciliation of the fecords mantained by DEF and the irectarale of Finance.

16
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The Role of Secrelary to the Bank

The rale of Becretary 1 the Bank (58) s delned in secvon 4.2.2 of ine procedure Ml for
P da-pipalining and feguires (fal e Sacratany (o thes Bank shall “verlly genuinerress dngd

the fogal validity™ o We deeds of assignmeni.

The audil fearm noled that the Secratary |o the Hank had advised the Govemer imall cazes that
fe had verified ihe deads of asslgnment and were 3% genving wnd wvalid, Hewever, from the
assignmenl files, apar from the signalure of the Secratary to the Bank on the signature folkz,
Ihara had Laan no awvidence of the verification werk that he performed on the deeds, For
axample, thers |8 no evidance thal he contacied the parties 1o ne deed de. the assigmors and
ihe assignees Lo ¢enfirm directly with them regending the genuineness of their agreements and
in arger o fgentity them, Neither ig here evidence 1hal he cordacted the solicllors who nodavisod
ine deeds. Fudhermore, except in caly Sne <ase, none of the dssignaes or assignors submitled
1a BOT their Incorparalion decumeants or particulars of thelr representative directora. [t ia
herefore pol elear 1o the audil 4aam a5 bo how the Secratary 1o the Bark could contirem the
identities of the assignor and the assignes companies and thair dirociors whn are pardias 1o ke
tegal mastrurments. Furtitermore, T3 expeded that the BE'CI'GJ&'!T ta the Bank wauld have
required evidence [rom assignaes and assigneors thal the people wino signed the ceeds of
sssigrments bad mandele o commil thel companias i such majar ransackions,

Tids herefare may indicate grass negligence e the par of the Secratary to the Bank 1o
discharge his dulios #nd respansbililies,

T kool Tngesroal Awdil

Currently EPA paymets 2re based an extractions from & series of Microsoll Exsel
spregdsnpeis Lept on s Chaula's {Deks Clade) peraanal campuisc Acctss controls aver fege
spreadshesls are nob rogusi and thare ig a high inherent A5k of error and manigulation due Lo
e nalure of the applicalion used

The documented conirgls in plece kave not fuly considerad the potential nsks and consequenty
they lack specficaly esgecially in the aress refating 1o the manner in which assigne s aslalliish
ther elal and the venficalion of deo assignmanis.

As a result, Intermal Audit has & key rale to play in reviewing and advising on wezk resses in kay
comirals o make them more rebust and réviewing fhe payment précess lo angure sufficient
awigence fhat eontrols have been adhered Lo

Indernal Audlic's rala it this regard kas been fniled o a cursory feview contaimed by & repor
dated 21 March 2007, allachea 88 Appendix J. The limilad involvement of the Intarnal Al
Carastorale o gale is nnb deguate (o fully sddress the potential risks in this aren.

The srudi fearm further noidd thal Singe the retirement of the lagl Diredtor of Intermal Audivin
Jenuary 2004, the pagition has remained vacant unld to date, reswbing b & gppacent lack of
lgadatship over Ine function in all (e lime. This indicates that the BOT Beard of [Hseciors may
e diractorale es hawing a stratagic impérlande Lo the Bank

nal sanside
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The Role of Bank Supervislon Dircetarste of BOT

The sudit team noted that $ome kcal banks wiole formally to the BOT reparting susplcious
ransacians’, A letler from Barciays of 2 November 2003 sleg enguired as lo Iho logltimacy of
ihe huge sem regaived by the Barclays Bank fram BOT In favour of 8 new Sanclays” customerio
which BOT respanded o Barclays Ihal the iransaction was laglimate, Desade the BOT's
pssurance, Barclays docided Lo relum tha maagy back to 80T and terminate i1s rmlationship
with itz naw customer. Slmiar letlers were recalved from Slendard Chartared Bank {T) Limited
and Kenya Cammercial Bank (T) Limied and weres mimediately responded by BOT corfirming
the Tegality of tho funds, (See Appendix K)

The dudil team faund rth évidance of the Bank Supervision Unit invastigating tha suspicious
paymants repened by the two banks before the apparent quick respanses lothese enguinng
Banks,

The audit ingm faund no evidence of other banks apart frem (he four banks mentioned above
which eruired as 1o the legitimasy of e huge sums of funds which were griginating from B80T
in davour & their mosily new cuslomers, The ERA paymenta mads by BOT during 20052006
were 2l pad to the assignes companics maintening bank accourds with the locel Banks shown
balow, The labse also Shows e [dal amount recedved by sich bank in favowr of thelr
Lasgu;n.aa} cuslomeds.

't | Bank of Baroda (T) Ltd. ' T Yrs L o120 001644
2 | Barclays Bank Tanzania Limited |  1,548.887.757,
__3 | CROB Bank Limited 35,568,182.854
4 | [Mamond Trest Bank Limiled ) 2,381,520,338
__5 | Buraldes Bank {T) Limite 6,300 402 225
6 | Exim Bank (T} Limiled y 2225005393
I | Kenva Commaércial Benk (Tanzaniay Limited 18 150 468 486
"B | NBC Limited | 3801766300 {
g I sumna«: charlzteu ﬂank Tan:anm Ln!m.:‘ed 48 150,913,759
10 | Uniled Bank of Afiica_Limited (UBA] £.207.068 464
| Tatal | 138.015,135.220 |

The Role of BOT Soard of Direslars

The Board of Orectors of BOT Is the highest Gevemnanee organ of tha Bank, i3 chaired by the
Govemar wha i slso the Chiel Execulive Officer af the Bank. Majonly of tha afher rrembars of
ihe Board are non executive direciers

When Deloine South Afncg identified th2 allaged Faudulent EPA payments, hey discussed
theaa indbally wim the Govemer in his rele 2% lhe Chiel Executive of the Sank, Fallure by the
Gevemncr lo respand 1o he awditors’ cancems and knowing thal the Gevemor is ale g the Chair
af tha Board, Oninilte faund It nesassary o wiite 8 1armal letter i ina Beard, copies to a%
individuad Baary rembers sxpregans nelr eoneems inclading the fallyra by e Gewvemor o
reaciva the matier

Howavar, the audd leam found ro evigence of the Boacd taking limely and effectivee action on
tha gllzgations whaich the 3udit leam believe conldbuted 1o the ascalalion of the matters 1a the

stiriglens lgve
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Aelatlanship batw een BOT and the Ministry of Finance ("MOF")

Wit ragacd do thie adrministration of ERA, BOT acls as an agent of tha Government of Tanzasla
Ihrough e MOF* The audi team enguirad wih BOT officials and the MOF o establish
whelbver gad how tha ralfzlionship between e MOF and BOT is Termalised,

Tha Parmanant Sacralary ba the Mlaistry of Finance, Mr Gra 9.5T. Wgonja stated that thare was 3
rislationship of trust Between the Minkstry of Finance and BOT. Cnnancmnlhl, there Is no formal
dacumant seling aul the lerms o the relationshin and accountabilllies batween the MOF and
BOT.

We interdiewad By the pudit leam Hon, Mephi siated she felt thal more formality in the
rtatianshin beowaen MOF flnn‘ BOT would e gesirable as tha MOF would ba better abla ta
held the BOT accountaila.

Thig avdil team noled rorm @ letier rom v then Priscipal Secrelany in the Minisiry of Finance
RO8 talel, dated 17 Oetober 168Y, that lhe Yreasury had sorie doncerns abouwt the position
af the EPA apcounl. The lelige stales,

*ihe Treasuny wowd greelly apprecals 10 gel frr nesrvbores of Mhe balaned i e E5% oy
fo gwaive poiicy stralegles an the ulibzalion of ihese fuads

Thi teitar, which is pilechad as Appendlx G, goes on 10 §1ate thas,

A5 pou Bre award, the Treasury ks beda galting inconsistent sinals an the pogition of thi
accotint, A4 pong Hoind, wa ware ghven g dmpression hat there was ne marey in tha ERS
gronunt ang external payman!s woukd havo o be furded from IDe Cumen! rosource 5.

A lelter frem Govermor Bakal to Mr lAganja dates 8 July 2005 suggesls that 80T kad difliculy
in providing information on EPA payments,

The bettar which is altachad in Appendix M, states,

i should ba poled thal it fe difficwll o give dformaltéan &n fiming of papment of each armoant
HecapEn A papmaalE wive baing made an requasr and (e 45 1o pacticufar Smalablo o thal
eifect. However, ance fechnical probiams of Gur vanaus sefiwarefshused io effact! paymanis
are resoitvod, B vl e possdie o fumish pou with tha Dreakdewn of the baneficiaries”

The audil teart gid nal find any evidance thal the said braakdown was ever prepared and
submitiad 1o the Minisirg of Finance by the tima lhe speciad &udid was complated

I id Al elaar whathar the stalad peoblems ware rasalved, Rowover, to raconciliation of the EFA
geh! hes been perfonmed and aginformation 1o Inis effedt bas baan grovided to the Minisiry of

Exgract fegm ke Deb) fana pemienl Cperatfong Procederes Marual, attached 25 .J-,;;::: ndin A
|

U Meznap with Mr Mpanpe held o4 L Oceber 2007

* Weering with Minesier beghyl held an 31 Tredaber 2007
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Taxation stalus of the assignes companies

Auditors search with Tarzenla Eevsnue Austhorily
companies have not begn ragistered wilh the THA

tial

Section 3

TTRA) navealed 1hat @ et of the 22 nsglney
contrary ko the reguirament of tha Incomy

Tak Act of Tanzania. Thess companies have nal paid any laxes since their registratian despita

ek agparant aperalionsidrading os evidanced by
the EPA debt assignments,

Seme ol ihe remaining 14 assignee compantes ha

athers] and seme declared nil lax pavable for year
summansed in Appendis F baiow,

ro ] —

the significant smownls of funds receied an

ve paid negligicla tayes ibolty vo rporate and
20052006, Tha fu rasu: of the Learchis
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Section 4

| Recommendations

Rasalting frorm the findings of the audit, the following recommendations
have beon proposed

The Government shaud ivstiivla @ fermal crimiral investigation o se parformed by comiyeten
lw enlescing agancis agringt Ihe 13 assipnad compa nigs grd lls direcios, gnd thae officials of
0oT irvaledin the fraudulent payments amounting o TZE §6,359,078,804.12 and whosa
rpsyiln snoo form the Basis {or fusher action,

The Govarment shovid consider inilialing legal procedures as soon as possible alming at
facavary of tna funds pald Lo the 13 assignes companies hat undesarvedly receved o lelal ol
TZS B, 186,078, 804.13. Inilally, this can take the farm af femporary bank accounts @nd agsels
freaze process pending tne compiation of formal griminal investigation erocess by competent
law anlarcing ergans

Diseiplinary achon should be laken agang BOT afficials fnvalved in the aclions ef initiating,

penoessing. authafising and 2poroving pajpments o EFA debis in ling wilh lhe estalalished chd

sarvice and abour law procedures 10 avesd pessible legal actions by the aflested Trrdlividuals

The BOT personact in the posiions balow batween June 2005 and July 2008 are direetly o

indiracty imphicated in the matles

s The GoverscT

s Dirockss of Finarice

«  Secrefary to the Runk (S8). There were two different 5B personnel inveived bobween 2005
and 2008 including Iha eeling 58

+  Difsoter gf Ecanomic Policy (0ER), Thera were two different DER perionnel involved al
tatween 2005 and 2006

+  Deply Directar e Depadment (DDO0). There ware bwo diffarent DDDD hoberaen 2005
angd 2008 (neluding Aoty DDOD personnot

« Hepd of fhe Bilileral and Sommercial Dot

«  Acung Director of intertal Audn
Directar gl Bank Superdsionin 20055006

«  The Boarg ¢ Direclors presinl bebween Septermnbar and Deloter 2008

Inaction by the Board of Directors of EOT would indigate the need lor the Governmernt 1o
srhance corporate govertance al the Bank, specilicaily the sa paration of tha incomm patible rles
ol this Chair gf the Board snd Chie! Execulive of e Bank and eslablishing a compeioni and
independent Audit Commiltes as @ sub-commilles of ihe Board of Direclors. This wlll
neceasitzie tha review of the currend BaT Al

Furlher inveskgakon shooid e performed on the alher EPA puyments made 12 the remainng 8
psignas eampanes amounting to TZS 42,656,107 418,81 1o whigh the @St learm cowld pol
cormude apoul their validily ard authanticily al this stage, The Governmen! sheuld  congidar
pamtacting the essigner companies directly 1o ottain direct confimration fram them o the
assignment of (ne reldled debts and require (hem (9 alse prove for the exisience of the debs b
aroviding copies of onginal iavoices. cancaellad copy cf Letters of Credit, dalivary notas, and
evidance of tepesits being made by Imporier, The terms of reference for this engagemen
cestrlotad e pudit leam from canfacling Asaigrior companies divectly due 1o legal risks such as
activating legally barrad dobta-fif eny) and attragting wulturd tunds companies ocraying on
imdebiad third world counlrias

Tha gudit feam cecommand thal 3 dleal Marrerandum af Undersianding, which gk eauld govans
ihe relnlinnship befwean the BOT and MOF an managemeanl of EPA ransaslons, shoult be
Argwn U, As o minimum ke showid:

« Canlism the agent gnd cusledian relsianship MOF bas with BOT

o Cianfirm tre duly of care which BOT pas e diseharging (s respansiniibies Lo W

i
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« Confirning resuirement for regulas ragaring on EPA aclivities end propress

o Ariculate the nawse, exdenl and requency o reporting 1o be doae by BOY 10 the MOF
For pramgie, MOF should reguire BOT to jumish quartedy accoumabilily statements of
EPA pecounls wihich snould cleary giva a treakdown of fhe utifsslion of the approvad
EFA Bonds,

= Slrmss the need for regular eand complate EPA raconcillations whicn cleany sets aut ke
EPA debl pissilicn; and

« Feguire BOT to accouni for ai bond/slocks spproved by MOF,

The Kinisiry of FinancefTrensury should corsider eslablishing & debl eversigh machanism ar
funslan within the Minstry of FinanceTreasury and whaose remil shou'd include monitoring &f
EPA transaclions prd provide 3 centrai ink bebwoen MOFTreasury and BOT.
45 50 mmeadiate measure, e Government sheuld suspend setilement of all EPA debis
oLl
¢ Alask parfarmad o compila and eslatlish the cusrent slock of remaining EFA dehis
{raen available scurces all eriginal supporting dacuments, data end Informaticn,
racancile them with cata in the exisling Akwera Database 84 well asthe Lazard
Diatlabasa.
Thera are & auaoer of igtues which need 10 be resolvad In grdeér o perform a
miearingful razonciliation of B4 detts. These ara;

« Oblaning ol desumentzbon wd S2ia redaling le the enging bansfar of
impantars unds from B 19 BAT,

« - Recencibeg-of (he Akwers galzbage 8nd Lezard dalabase @ establishing an
acesrate reflection of ouislanding commergial debis,

+ The audit leam recommend [haf the abovamenlboned ssues be resdyved as
Go0N 88 possible as it is e best way inowhich  meaninglul undersianding of
1He EBA dabe pasition eon be achleved. Furhad, when lhe EPA dabi gosition is
clartfied, if will be possisle 1o aslablish @ clear andi) trall o facilitate the Feview
al any fulurg paymenls made by 80T

«  AfErimg exercise Ine informatian shiould be sebjected 1390 3udil by the
Controller and Auditer General,

o Eetting up of progjer Governdnce ant niemal contral precadures and miermaorand:em ol
upgersianding between MOF and BOT as already recommended above

Ater recenciiatan and verficatian, BOT showd consider bringing ino ils books of aceounis af
resvplued armounts all EPN danls that are faund 1o be valid and adequately supporied. In
campliance with Intermational Finanglal Repading Slancards (IFRE) the substance of ERA
transactions and BOT involvermenl in s Managemenl raquires that BOT skeuid racong [ s
financia! slatemanis a1l highly probable snd quantiiable liabilies ard annually re-value the
Iorey denpmieated debts 1o TZS equivalent amoun! a5 il closes its bboks and as well recognise
The ynsealised sxchanne losses or gaing in ils Tnaacal slatemars

The Gavernmard shoud congiogr insiduting anveal Budgetary sllocations lor ERA seftemonts
spread avps g sal limelvmme and based on verilied and praven amsenls,

in prder by migimise nsks of iravdulant daims, and slse considenng the availability of farsign
cyrtenzigs 1 the mackel U is tighly secommended Nl e Goveriment shouls issue o diesclive
10 he effect that BOT shall aglenger pecapt aasignment of P4 debts 1e third paries
Gosernmenl may Seex lecal advice atoul this. BOT shauld only ceal wilh ofiginal
suppharsiarpartars whio prasen! vailld claims logaihar with sulzstantive 2ot of redevant
COGUrEnLE

e
e
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Hawegvar, should Lhe Goverarenl wish o conlinie fo accep! the amengarsen in which arigaul
{aspina seppliars Carn assign neirdaits Lo third parlies, then he sudil lkam recommend thal the
exigling Debl managermen Chperations Procedures Manua! of 1997 should be reviewed (2
nclhude
. BOT b paquire Claimanls o subslantiaig lhair cdaims Lhrough providing ol sel al facumnatn
and gt jast mmers deeds of Bsskirmants and inrodugtion lalter. Tha ones of prool of dabl
shusuedt e with the svarseas sreditar and agl BOT as il is tha case al prasent
AOT I canlact indepandenty crigingl supaliar companies o conlirm sulnanticity of dosds
and deeurnents.
o BOV Lo wadlylng all desumenis internally o assure 103l the cebl sl exists and nol
discharge d ar o I'I"&ﬂ_:ﬂ (ETL]

CAA Acsounts ©lhwould be subjactad to patiodicil iaternal auwdit and should be profiled a5 ngh
fgk area In Lha BOT inlermal Audd glan,

The SGaovernmant may consides inviling specific credilors (o $ubmit their daims prowvided that
thay can supatantiats them with camplete sels of supoerting documents including shipping of
goods & delivery of Strvices, delivery and accegtance by the impaners, Invsicing, cancalies
Letier af Credils, earrezpandances wilh the local imporer as 1o non payments of debl, and
ewdence ol degosii of eguivalenl lorsl TZE mada by o local importer, I this option is
considered, the Govermnment should firstly seek tegal advice and state 2 deadine beyond which
the dabl should be congdiored bamad.

The Board of Derectors of BOT showd immadialely fill the vacard gosilian of the Direciar of
Imte-nal Audil wohieh i3 presently led by an acling direclor, with @ view 1o sirenglien the cazadty
al Ihe funclion o decharge ds respmgitdliies efecinrely,

TEA thayld be raqulres b2 launch an investigalion of the lax alfzirs of 3l the 22 companies
neliling frarn EPA incivting those not registered with TRA

ARELA should be requirad 10 inslitute an investigelion of thie bvo companies far which BRELA
could not eglablish thair regiutration slatus namely, MM GET International Limiteg ang 'S
Rashhas (T Limded

The Gowernment (0 nvestigaeg e commercial Banks involved = receiving the jarge sumg of

funds from ihe BOT EPA Account aiming to datarming whelher there has been a Breach of g
Tanzanis Aqi-Monay Laundasing Aut, 2008 or glher canking regulalisas. For exarnole, cenain
B ks Dllowed dhe companies 1o open end operEle Dank &ccounls aven thaugh at (ke time (ke
companes had no Semphaie ragistalion documendd such s registration wilh TRA and BRELA

£nd o Repor
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