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FOURTH REPORT OF THE PUBLIC ACCOUNTS COMMITTEE ON THE 
REPORT OF THE AUDITOR-GENERAL FOR 2007 ON THE ACCOUNTS OF 
PARASTATAL BODIES FOR THE FOURTH SESSION OF THE TENTH 
NATIONAL ASSEMBLY APPOINTED BY THE RESOLUTION OF THE 
HOUSE ON 25 SEPTEMBER 2009 
 
Consisting of: 
 
Mr E M Hachipuka, MP(Chairperson); Mr R C Banda, MP; Mr H H 
Hamududu, MP; Mr C L Milupi, MP; Mr L P M’sichili MP; Mrs A C K 
Mwamba, MP; Mr L M Mwenya, MP; Mr B Y Mwila, MP; and Mr P Sichamba, 
MP. 
 
The membership of your Committee was reduced to seven members 
following the death of Mr R C Banda, MP and resignation of Mr C L Milupi, 
MP, as a Member of Parliament.  However, in the course of the year, Mr V 
Mwale, MP and Mr E M Munaile, MP, were appointed as replacements. 
 
The Honourable Mr Speaker 
National Assembly 
Parliament buildings 
LUSAKA 
 
Sir, 

Your Committee has the honour to present its Fourth Report on the 
Report of the Auditor-General for 2007, on the Accounts for Parastatal 
Bodies. 
 
Functions of the Committee 
 
2. The functions of your Committee are to examine the accounts 
showing the appropriation of sums granted by the National Assembly to 
meet the public expenditure, the Report of the Auditor-General on these 
accounts and such other accounts, and to exercise the powers conferred on 
them under Article 117(5) of the Constitution of the Republic of Zambia. 
 
Meetings of the Committee 
 
3. Your Committee held ten meetings to consider the Report of the 
Auditor-General for 2007, on the Accounts of Parastatal Bodies. 
 
Procedure adopted by the Committee 
 
4. With technical guidance from the Auditor-General and the 
Accountant-General, your Committee considered both oral and written 
submissions from Controlling Officers, Board Chairpersons and Chief 
Executives for the eleven institutions that were reported on in the Audit 
Report.  The Secretary to the Treasury was also requested to comment on all 
the eleven institutions. 
 
This Report contains the observations and recommendations of your 
Committee and includes, in some cases, proposed remedial measures to 
correct identified irregularities. 
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AUDITOR-GENERAL’S COMMENTS 

 
5. The Auditor-General reported that the Report of selected bodies for 
2007, was submitted to the President for tabling in the National Assembly in 
accordance with the Constitution of the Republic of Zambia and the Public 
Audit Act, Cap 378 of the laws of Zambia. 
 
Scope of Audit 
 
i) The Report was a result of a programme of test checks and reviews of 

the audited accounts of selected organisations for the financial years 
up to 31st December 2007.  The audits were planned and performed in 
a way that sufficient evidence, explanations and all necessary 
information were obtained to arrive at reasonable conclusions. 

 
ii) In the course of preparing the Report, draft report paragraphs were 

sent to Controlling Officers of the organisations’ parent ministries and 
Chief Executives for confirmation of the correctness of the facts 
presented.  Where the comments were received and varied materially 
with the facts presented, the relevant items were amended accordingly. 

 
iii) Specific mention was made of non preparation of financial statements, 

failure to 
remit statutory contributions, poor financial performance and other 
weaknesses which could be largely attributed to ineffective supervision 
by the respective boards of the various public institutions. 

 
iv) There was also mention of irregularities that arose as a result of 

weaknesses in internal control systems such as weaknesses in 
procurement procedures, payments of personal emoluments among 
others. 

 
SUBMISSION BY THE SECRETARY TO THE TREASURY 
 
The Secretary to the Treasury submitted that the Ministry of Finance and 
National Planning and his office, in particular, had noted the state of affairs 
in the parastatals as related to: 
 

- financial indiscipline; 
- poor corporate governance leading to failure to prepare financial 

statements; 
- poor supervision by parent ministries; and  
- failure to remit statutory obligations such as tax and pension 

contributions. 
 
Measures put in place to resolve Irregularities 
 
i) The Government, realising that one of the root causes of problems was 

weak supervision by parent ministries, it was in the process of 
introducing legislation, which was already in draft form, that will 
enhance supervision and control of parastatals.  The Ministry of 
Finance and National Planning, being the shareholder on behalf of the 
State in parastatals, would through the forthcoming legislation, have 
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more direct involvement in the supervision of parastatals.  A body 
would be created in the Ministry that would be carrying out these 
responsibilities.  A consultant had already been engaged to look into 
the modalities of setting up the unit and a report thereon had been 
submitted to the Government. 
 

ii) The Government would endeavour to privatise some of the parastatals, 
where possible, to save the companies from total collapse.  Most 
parastatals were loss-making and were not paying any dividends to the 
State.  Even if they were recapitalised, chances were that they would 
end up in the same position a few years down the line because of the 
weak supervisory regime.   
 
The Secretary to the Treasury admitted that privatisation in the past 
may have been hastily done going by the numerous problems that 
surfaced later.  However, taking care of loss-making parastatals can be 
very costly to the State as money meant for critical developmental 
areas could be diverted to sustain the operations of such companies. 
 

iii) The Government would amend the Articles of Association of 
parastatals so that issues relating to good corporate governance can 
have more prominence.   
 
When asked if there was political interference in the running of 
parastatals, particularly, in the appointment of members of the boards, 
the Secretary to the Treasury submitted that, whereas political 
considerations cannot be entirely ruled out, Members so appointed do 
meet the minimum qualities required for one to serve as a Member of 
the Board.   

 
On the question of whether the Zambia Development Agency (ZDA) can 
be used as an umbrella body to oversee the running of parastatals, the 
Secretary to the Treasury informed your Committee that ZDA had a 
different mandate.  It was created, among other things, to mobilise 
investments, secure export markets for Zambian products and nurture 
small and medium scale enterprises. 

 
OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee, after interacting with various witnesses, observes that a 
multifaceted approach is needed to address problems that parastatal bodies 
are currently facing.  Although only eleven institutions were reported on 
during the period under review, the issues that the Auditor-General has 
brought out are a reliable indicator of what is obtaining in similar 
institutions. 
 
The following were identified as being major causes of problems: 
 
i) political consideration appears to be the main selection criterion for 

would be Board Members as opposed to rational economic 
consideration; this has resulted in parastatals having Board Members 
who lack the necessary competencies to superintend over the affairs of 
the entities; 

 



~ 4 ~ 

 

ii) poor supervision by the parent ministries coupled with delays in 
appointing Board members; and 

 
iii) poor stewardship of the entities; weaknesses in Boards affect the way 

in which management teams are supervised. 
 

Your Committee further observes that the core business activities of some of 
the institutions audited are lucrative, such as the banking and oil 
businesses.  It is, therefore, unfortunate that when the country is supposed 
to be benefiting from the returns on its investments, the Government is 
instead spending money on the entities to sustain their operations. 
 
Your Committee is comforted by the revelation by the Secretary to the 
Treasury that the poor operations of the institutions have been noted and 
that the Ministry of Finance and National Planning is in the process of 
finalising legislation that will empower it to closely monitor the activities of 
the parastatals.  Your Committee further welcomes the idea of the Ministry 
creating a special body that will be carrying out this task. 
 
Your Committee considers this as a good start to address the problems 
highlighted by the Auditor-General.  The Secretary to the Treasury is urged 
to expedite the process of finalising the legislation referred to at the 
ministerial level.  The Secretary to the Treasury is further urged to promptly 
act on all cases that need his office’s intervention.  
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CONSIDERATION OF SUBMISSIONS 

 
DEVELOPMENT BANK OF ZAMBIA 
 
AUDIT QUERY        PARAGRAPH 1 
 

6. The Development Bank of Zambia was incorporated under the 
Development Bank of Zambia Act No 35 of 1972 and started its operations in 
1974. The Act was amended by the Development Bank of Zambia Act No. 11 of 
2001 which increased the authorised share capital from K8, 469,937,000 
divided in 846,994 shares with a par value of K10, 000 each to Kwacha 
equivalent of US$700,000,000 divided into 700,000 shares with a par value of 
Kwacha equivalent of $1000 each. 

The authorised share capital is subscribed as follows: 

• One share designated as a golden share; 
• 279,999 shares designated as Class A shares; and 
• 420,000 shares designated as Class B shares. 

The distribution of shares is as shown below. 

 

 No. of 
Shares 

Share 
Holding 

Class 'A' Share Capital 
  

Government of Zambia 4,508 67.32 
Zambia National Provident 
Fund 

9 0.13 

Zambia National Commercial 
Bank 

5 0.07 

Zambia State Insurance 
Corporation 

500 1.49 

Class 'B' Share Capital   
Valentine Chitalu 3 0.04 
European Investment Bank 1 0.01 
Exim Bank of China 1,400 20.91 
Development Bank of South 
Africa 

670 10.01 

Total paid up share capital 
7,096 

 
99,98 

 
The principal functions of the Bank are to: 

i) make available long, medium and short term finance and 
equity investment or economic development; 
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ii) provide technical assistance and advisory services for the purpose of 
promoting economic development and, at the discretion of the 
Board, to charge fees for such services; 

 

iii) assist in obtaining and placing foreign investment for the purpose 
of promoting economic development; 

 

iv) administer on such terms and conditions as may be approved 
by the Board such special funds as may from time to time be 
placed at the disposal of the Bank; 

 

v) borrow funds in Zambia and elsewhere; 

 
vi) buy and sell securities, including securities which the Bank had 

issued or guaranteed; 
 

vii) study and promote investment opportunities; and  
 

viii) do all other matters and things incidental to or connected with 
the foregoing. 

a. Management 
 
The Bank is governed by a board of directors comprising a chairman 
and nine other members.  The Chairman and three other members are 
appointed by the Minister of Finance and National Planning and the 
remaining six members are appointed by the holders of Class B shares.  
The day to day administration of the Bank is vested in the Managing 
Director who is assisted by three directors and three managers. 
 

Sources of Funds 

The sources of funds are, mainly, interest on loans, advances, treasury 
bills and government bonds. 

 
c.  Review of Operations 

 
A review of audited financial statements and other relevant 
documents for the financial years ended 31 December 2005 to 31 
December 2007 revealed the matters set out below. 
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i) Profitability 

 

Profit and Loss for the Years Ended 31 December 2005, 2006 and 
2007 

 
 2005 

K’ 
Million 

2006 
K’ Million  

2007 
K’ Million 

Interest Income 4,572 8,038 19,199 

Interest expense (73) (1,718) (12,272) 

Net Interest Income 4,499 6,320 6,927 

commission income 843 215 34 

 
5,342 6,535 6,961 

Net income from investment properties 

  

700 

Dividend Income 2,053 1,048 1,501 

Other operating income 254 554 1.324 

Total operating income 7,649 8,137 10,486 

Impairment losses on loans and advances 
  

(1,775) 

operating expenses (6,960) (8,085) (8,347) 

Profit before income tax 689 52 364 

Income tax expense (447) (312) (451) 

Profit/(loss) for the year 242 (260) (87) 

 

As can be seen from the Profit and Loss Account extract, 
although interest income increased from K4,572,000,000 
in 2005 to K19,119,000,000 in 2007, interest expense 
increased from K73,000,000 in 2005 to K12,272,000,000 in 
2007. 

 
The significant movement of interest expense was attributed to 
a secured loan of US$10,000,000 from the Development Bank 
of South Africa (DBSA) at an interest rate of 9.31% in 2006 and 
9.84% in 2007. 
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ii) Financial Position as at 31 December 2005, 2006 and 2007 

 

Assets 2005 

K’million 

2006 

K’million 

2007 

K’million 

Deposits and balances due from 
banking institutions 

648 802 876 

Held to maturity 14,893 10,504 30,725 

Available for sale 5,700 5,700 5,700 

Loans and advances 14,408 51,394 79,460 

Net investment in Leases  1,057 18,795 

Amount due from Government of 
Zambia 

4,563 2,400 2,751 

Investment properties  5,300 6,000 

Investment properties property, 
plant and Equipment 

21,383 16,226 15,864 

Current taxation recoverable 1,103 1,261 1,815 

Other assets 1,413 1,904 8,755 

Total assets 64,111 96,548 170,741 

Liabilities     

Finance leases 68 383 512 

borrowings 513 35,635 105,182 

Government of Zambia denture    

Other liabilities  6,498 1,454 6,058 

Total liabilities 7,079 37,472 111,752 

Net Assets 57,032 59,076 58,989 

Shareholders equity    

Share capital 29,369 31,567 31,567 

Revaluation reserve 19,161 18,773 18,385 

Other reserves 6,570 6,570 6,570 

Retained earnings 1,932 2,166 2,467 

Total shareholders equity 57,032 59,076 58,989 

Total equity and liabilities  64,111 96,548 170,741 

 

From the notes to the accounts, the working capital of the Bank 
was as follows; 

 
 

2005 
K'M 

2006 
K'M 

2007 
K'M 

Current assets 22,620 16,871 44,922 

Current Liabilities 7,079 5,796 23,570 

 

15,541 11,075 21,352 

 

Therefore, the Bank was able to meet its maturing liabilities as 
they fell due. 
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(iii) Under Capitalisation 

 

Prior to 2002, the Bank's loan portfolio had deteriorated to a point 
where the Bank was insolvent and unable to service its debt. In 
this regard, the Bank had accumulated a non-performing loan 
portfolio of K324, 601,000,000 as of November, 2002.  As a result, 
the Government, as a major shareholder settled on the option of 
restructuring the Bank, among others. In restructuring the Bank, 
the non-performing loan portfolio was transferred to the 
Government and the total amount of money paid by the Government 
as a guarantor of loans advanced to the Bank by international 
lending institutions were converted into long term debentures in 
favour of the Government to enable the Bank start on a favourable 
position. 

 

However, contrary to the requirements of the Act, the Bank was 
undercapitalised by 98.9% in that it only had a paid up capital base 
of US$7,096,000 as against the required capital of 
US$700,000,000. 

 

iv) Lack of Insurance Cover on Pledged Assets 

 

Contrary to disbursement procedures, three loans in amounts 
totalling K23, 059,366,000 were paid between May and August 
2007 without security perfection in that they had no insurance 
cover on assets pledged as collateral. 

 
SUBMISSION BY THE ACTING PERMANENT SECRETARY (FMA), MINISTRY 
OF FINANCE AND NATIONAL PLANNING, AND MANAGEMENT OF 
DEVELOPMENT BANK OF ZAMBIA 
 
The Acting Permanent Secretary (FMA) in the Ministry of Finance and 
National Planning, in conjunction with Management of the Development 
Bank of Zambia, submitted as set out below. 
 
They agreed with the contents of the Audit Report, however, Class B shares 
were held by the Exim Bank of India and not Exim Bank of China.  The 
increase in interest cost was, mainly, attributed to the high cost of the five-
year Medium Term Note (MTN), which the Bank issued in 2007, to fund its 
loan book.  The MTN was poorly priced in that it had an adjustable interest 
rate, which was based on the 182 day Treasury Bills and a risk premium.  
The problem of high interest cost was further compounded by the mismatch 
in the maturities of the MTN and loans funded by proceeds from the Note 
and the poor quality of some of the big loans financed. 
 
During the oral submission, the Managing Director informed your 
Committee that the Development Bank of Zambia has made proposals to the 
Government on how to resolve the poor structure of the MTN.  A copy of the 
proposals made was made available. 
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i) Financial Position as at 31 December 2005, 2006 and 2007  
 
They agreed with the findings of the Auditor-General regarding the 
financial position of the Bank as at 31 December 2005, 2006 and 2007. 
 

ii) Under Capitalisation 
 
Due to the poor financial position of DBZ, the Government decided to 
restructure the Bank as opposed to liquidating it by assuming the non-
performing loan portfolio and reducing its shareholding to about 25% 
over a period of time.  This decision was made in order to conform to 
the provisions of the Banking and Financial Services Act which 
stipulated that no single shareholder could have more than 25% 
shareholding in a financial institution.  It was for this reason that the 
Government encouraged the Bank to mobilise capital from other 
institutions including the private sector.  Thus, the Development Bank 
of Southern Africa and Exim Bank of India acquired shares in DBZ.  
Further the Government had facilitated the transfer of several apex 
funds to DBZ such as: 
 

• Enterprise Development Fund (EDP) from Bank of Zambia 
worth US$52 million; 

 
• the National Credit Guarantee Fund for small and medium 

enterprises sponsored by the Private Sector Development 
Reform Programme of the Ministry of Commerce, Trade and 
Industry worth US$2.1 million; and 

 
• Credit Facility for contracted small-scale production under the 

Rural Finance Programme sponsored by the Government and 
International Fund for Agricultural Development (IFAD). 

 
The Minister of Finance and National Planning has also written to 
the Exim Bank of Malaysia inviting it to invest in DBZ under the 
Triangle of Hope Initiative. 
 

iii) Lack of Insurance Cover on Pledged Assets 
 
Security on all outstanding loans disbursed in 2007, has since been 
perfected.  Further, the Bank has streamlined its pre-disbursement 
procedures and all prior conditions were met before any disbursements 
were made.  Security or collateral was, therefore, perfected prior to 
disbursement.  These measures would ensure that the situation did not 
recur. 
 
On why the Bank proceeded to disburse the loans without security 
perfection, the Managing Director submitted that it was difficult to 
state whether it was incompetence, administrative lapses or otherwise. 
 
The Managing Director further informed your Committee that no 
disciplinary action had been taken against any officer responsible for 
those disbursements as none of the responsible officers were still 
serving the Bank.  The Bank had now streamlined its operations and 
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tightened measures on credit.  The measures seemed to be bearing fruit 
as the Bank managed to make a profit in the last quarter of 2009. 
 
On the question of whether the Managing Director has had any 
experiences of the “invisible hand” influencing operations of the Bank, 
your Committee was informed that the Managing Director has not yet 
experienced any problems of the ‘invisible hand’.  He personally did not 
want to bring his integrity into disrepute and, therefore, could not allow 
himself to be manipulated. 
 
Your Committee was further informed that the Board of Directors was 
in place at the Bank although their three year term was coming to an 
end in February 2010.  Management has already written to the 
Ministry of Finance and National Planning over the matter. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury, in his submission on the query, stated 
that the three loans were disbursed to African Textiles Limited (K5.0 
billion), Consolidated Milling Company (K14.2 billion) and Moba 
Investments Limited (K3.8 billion).   
 
He could, however, not categorically state why the loans were issued 
without security perfection in the first place, except pointing out that this 
was a basic requirement which the Loans Committee of the Board should 
have been aware of. 
 

OBSERVATIONS AND RECOMMENDATIONS 
 
Review of Operations 
 
i) Profitability 

 
Your Committee commends Management for its proactive action by 
proposing solutions to challenges posed by the structure of the 
Medium Term Note.  The Controlling Officer is urged to report progress 
on the response from the Ministry of Finance and National Planning on 
the proposals. 
 

ii) Financial Position as at 31 December 2005, 2006 and 2007 
 
Your Committee extols Management of the Bank for maintaining a 
favourable financial position from 2005 to 2007. 
 

iii) Under Capitalisation 
 
Your Committee observes that there is no evidence to indicate that the 
Government has progressively attempted to recapitalise DBZ.  If the 
plan is to reduce the shareholding to 25%, the Government’s paid-up 
shareholding should be US$175 million.  The US$7 million paid up 
capital only represents 4% of what it should be at 25% shareholding.  
As efforts to attract other investors continue, your Committee 
recommends that the Government should fulfil its part on the 
shareholding. 



~ 12 ~ 

 

iv) Lack of Insurance Cover on Pledged Assets 
 
Your Committee is of the opinion that the loans were disbursed 
without security perfection because of the invisible hand or political 
influence.  It is inconceivable that the Board of Directors then would 
have been so inept as to allow such large amounts of money to be 
disbursed without meeting the requisite conditions. 
 
Your Committee urges the Controlling Officer to have all the security 
perfection verified.  Management is further urged to be steadfast and 
run the institution in a professional way if the Bank is to deliver 
quality service. 

 
INDENI PETROLEUM REFINERY COMPANY 
 
AUDIT QUERY        PARAGRAPH 2 
 
7. In 1970, Indeni was established by Government as a private 
company limited by shares pursuant to an agreement dated 16 October, 1970, 
between INDECO and ENI. The purpose for establishing Indeni was to mitigate 
the impact caused by the rising prices of petroleum products through 
refining of crude oil locally and selling of various finished products to oil 
marketing companies for distribution. However, as of October, 2007, Indeni was 
only charged with the responsibility of refining the crude oil while the 
responsibility of selling refined oil products was moved to TAZAMA Oil 
Pipelines who were charged a processing fee by Indeni. 
 
The initial share capital was 320,000,000 shares of K2 each divided into 
160,000,000 of Class A ordinary shares held by the Government of the 
Republic of Zambia and 160,000,000 of Class B ordinary shares by ENI Group 
of companies bringing the total share capital to K640, 000,000. 
 
In 2002, the ownership changed, with ENI Group selling its share holding to 
Total Outré Mer SA of France and the other 50% of shares remained with the 
Zambian Government. 
 
In September 2006, Government and Total Outré Mer SA agreed in principle to 
recapitalise the company by a combination of injection of new funds and 
conversion of debt to equity amounting to K240,000,000,000 (US$65,000,000). 
As of December, 2007, both share holders had honoured their pledges of 
K91, 950,000 (US$22,500,000) each through direct cash injection by the 
Government and conversion of debt to equity by Total Outré Mer SA. It was 
also agreed to restructure the shareholding from 50% shareholding each to 
35% each and 30% to an equity partner to be identified by the end of May 
2009. 
 
(a) Management 

 
Indeni Petroleum Refinery Company has a Board of Directors comprising 
ten members.  The Government appointed five directors, one of whom 
was designated Chairman of the Board, whereas Total Outré Mer SA 
appointed five directors one of whom was designated as Managing 
Director. 
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The conduct of the business of the company was the responsibility of 
the Managing Director who reports to the Board. 

 
(b) Sources of Funds 

During the period under review, the funds of Indeni were mainly from 
the sale of refined oil, light gases, other petroleum gases and crude oil 
processing fees. Further, the Company received a Government grant of 
K29, 000,000,000 for rehabilitation in 2007. 

 
(c) Review of Operations 

 
An examination of financial, accounting and other relevant records for 
the financial years ended 31 December, 2005, to 31 December, 2007, 
revealed the issues set out below. 

 
(i) Memorandum of Understanding 

 
In order to solve the problem of unplanned shutdowns that 
happened in 2005, the Government agreed with Total Outré Mere 
to put in financial resources to rehabilitate the institution in 
the sum of US$65,000,000. 

 
According to the agreement, each partner was to provide 
US$22,500,000 and the balance of US$20,000,000 was to be 
raised through finding an equity partner. The Government was to 
pay cash of US$22,500,000 and Total Outré Mere was to 
make good of this amount through the conversion of a debt owed 
to them by Indeni into equity. 

 
It was observed that although between November, 2006 and 
September, 2007, a total of US$23,295,996 (K97,750,000,000) 
was paid by the Government and US$22,500,000 debt to Indeni 
converted into equity, the equity partner had not been found as of 
July, 2008 and, therefore the US$20,000,000 had not been 
raised. 
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(ii) Profitability 
Profit and Loss Account for the years ended 31 December 
2005 to 31 December 2007 (Extract) 

 
 

2005  
K' M 

2006 
K' M 

2007 
 KM 

Sales 1,202,286 1,041,953 1,136,017 

Cost of Sales 1,264,102 1,082,124 1,092,078 

Gross Profit/(Loss) (61,816) (40,171) 43,939 

Other operating Income 11,696 12,871 2,057 

Administrative expenses (41,302) (54,212) (61,941) 

other operating expense (1,110) (1,581) (8,899) 

Operating Loss (92,532) (83,093) (24,845) 

Finance(costs) 
/Income 143,485 (73,576) 62,530 

Profit(Loss) before 
income tax 

50,953 (156,669) 37,685 

Income tax 
credit/(expense) 

(3,043) 2,887 (86) 

(Loss)/Profit for the 
year 47,910 (153,782) 37,599 

 
During the period under review, turnover reduced by 
K66.27million from K1,202,286,000 in 2005 to K1,136,017,000 
in 2007. It was also noted that the company recorded operating 
losses of K92, 532,000,000 in 2005, K83, 093,000,000 in 2006 
and K24, 845,000,000 in 2007. It was further also observed 
that the administrative and operating costs increased during the 
same period. 
 
In addition, no dividends were declared to the shareholders and 
no corporation tax was paid during the period under review. 

 
 (iii) Liquidity 

 
During the period under review, the liquidity of the Company was 
poor in that the current liabilities exceeded the current assets by 
K36, 939 million, K163, 271 million and K70,415 million in 
2005, 2006 and 2007, respectively. Consequently, the Company 
was unable to meet its obligations as they fell due. This position 
may expose the Company to risks of insolvency, litigations and 
liquidation. 
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Financial Position as at 31 December 2005, 2006 and 2007 

Non-current Assets 

2005 
K’M 

2006  
K’M 

2007  
K’M 

Property, plant and 
equipment Prepaid land lease 
rentals 

46,127 

 

 

92,936 144,929 

 46,127 92,936 144,929 

Current Assets    

Inventories 293,407 240,543 53,377 

Receivables and prepayments 88,547 86,948 56,675 

Cash and Cash equivalents 11,720 28,169 27,826 

Total 393,674 355,660 137,878 

Total Assets 439,801 448,596 282,807 
Current Liabilities    

Payables and accrued 
expenses 412,445 499,931 186,445 

Current income tax 662 715 620 

Borrowings 17,506 18,285 21,228 

 

430,613 

518,931 208,293 

Net current liabilities (36,939) (163,271) (70,415) 

Total Liabilities 
9,188 (70,335) 

74,514 

Capital employed 
share capital 640 640 640 

Accumulated Losses (12,152) (165,934) (128,335) 

Convertible shareholder loans 
 

76,500 183,900 

Shareholders’ 
funds/Deficits) 

(11,512) (88,794) 56,205 

Non Current Liabilities 
   

Retirement obligation 17,736 18,459 18,459 

Deferred Income Tax 2,964 - - 

 9,188 18,459 18,459 

 
Movement of General Reserves 
 
Although the shareholder's funds improved from negative 
K11,512,000,000 in 2005 and K88,794,000,000 in 2006 to 
positive K56,205,000,000 in 2007, the company had 
accumulated losses of K12,152,000,000, K165,934,000,000 
and K128,335,000,000 for the financial years ended 31 
December, 2005, 2006 and 2007, respectively. The total 
shareholder’s fund of K56, 205,000,000 recorded in 2007, was 
as a result of the recapitalisation by the shareholders. 



~ 16 ~ 

 

(iv) Non Refund of Government Funds 
 
It was observed that instead of the Government paying 
K91,950,000,000 towards the recapitalisation of the Company 
as agreed in the Memorandum of Understanding, the 
Government paid amounts totalling K97,750,000,000 resulting 
in an over payment of K5,800,000,000. As of December 
2008, the money had not been refunded to the Government. 
 

(v) Misapplication of Rehabilitation Funds 
 
During the period November, 2006 to January, 2007, the 
Government released amounts totalling K97, 750,000,000 to 
Indeni for the rehabilitation of the plant. It was, however, 
observed that amounts totalling K48, 250,000,000 were 
misapplied on repayment of debt to Total Outré Mer SA. 

 
(vi) Failure to Follow Tender Procedures 

 
Contrary to procurement procedures, the Company procured 
various goods and services in amounts totalling K84, 
262,186,109 without following tender procedures as shown 
below. 
 

 
Name of 
Supplier 

Goods/Services 
Provided 

Amount 
(K) 

Remark 

Fluor SA(Pty) Ltd 
 
 
 
 
ZAMEFA 
 
 
 
Mickey Food and 
Truck Hire 
 
Fancraft 
 
 
 
Cummins Power  
Generation Ltd 

Rehabilitation 
works 
 
 
 
Supply of various 
materials 
 
 
Garbage 
Collection 
 
Rotating 
equipment 
 
 
Supply of 
generators 
 
 

59,662,571,329 
 
 
 
 
106,306,138 
 
 
 
19,200,000 
 
 
8,777,407,056 
 
 
 
15,696,699,586 

No Board 
approval and 
contractor single 
sourced 
 
Unregistered 
supplier 
 
 
No competitive 
bidding 
 
No Board 
approval 
obtained 
 
Supplier single 
sourced 

Total  84,262,186,109  
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(vii) Works not certified as Completed 

 
Rehabilitation costs in amounts totalling K79, 818,077,918 
capitalised during 2005, 2006 and 2007, were not supported by 
completion certificates as shown in the table below. 

 
Description    Order No Month Capitalised Amount 
(K) 
 
2005 
Tank 3 Roof Rehabilitation  CA1201 October 5,362,394,978 
Refurbishment of the boiler CA1201 December 10,622,614,951 
Additional works on tank 3 CA1214 December 726,080,449 
Total         16,261,090,428 
 
2006 
Tank 3 Roof rehabilitation  1629  June  311,859,748 
Refurbishment of the boiler 579  June  34,888,402 
Plant units shut down  CA1206 December 32,592,090,159 
Total         32,938,838,309 
 
2007 
Production plant unit  CA0507 August 11,576,725,938 
Shut down    CA1207 December 19,041,423,243 
Total         30,618,149,181 
Grand Total        79,818,077,918 
 

(viii) Unauthorised Expenditure-DSTV Subscription  
 
Contrary to the Conditions of Service, between March, 2006 
and December, 2007, a total amount of K57, 600,290 was paid as 
DSTV subscription for senior members of staff. 
 

(ix) Store 
 
 Undelivered Stores 
 
Stores items costing K1, 297,861,132 procured during 2006 and 
2007, had not been supplied as of July, 2008. 
 
 Wasteful Stores 
 
Various stores items procured during the period 2005 to 2007, 
from various suppliers costing K2, 448,685,455 were rejected 
by the Stores Department due to the fact that the materials 
delivered were of wrong specifications, surplus procurement 
and obsolete. 
 

(x) Misapplication of Total Outré Mer Loans 
 
In September, 2004, Indeni Refinery obtained a loan of 
US$4,700,000 from Total Outré Mer to finance general 
maintenance of the Plant. 
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An examination of records revealed that contrary to the 
provisions of the loan, the funds were used to pay salaries and 
other administrative expenses. A further examination revealed 
that the Company had not been repaying the loan from the date 
the loan was granted resulting in interest charges of K4, 
886,000,000 as of July, 2008. 
 

SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF ENERGY 
AND WATER DEVELOPMENT AND MANAGEMENT OF INDENI PETROLEUM 
REFINERY COMPANY 
 
The Controlling Officer, in conjunction with the Management of Indeni 
Petroleum Refinery Company, submitted as detailed below. 
 
(a) Management and Sources of Funds 

 
The amount referred to in the sum of K29 billion was an instalment 
payment towards recapitalisation. Indeni did not receive any grant 
over and above the recapitalisation in the period under review. 

 
(b) Review of Operations 

(i) Memorandum of Understanding 
 
Indeni was a private limited company, audited annually by 
external auditors pursuant to the Companies Act, Chapter 388 
of the Laws of Zambia. The recapitalisation initiative initially 
came about to resolve the going concern raised by the auditors, 
PricewaterhouseCoopers in 2004. 

 
The Refinery was now owned 100% by the Government of the 
Republic of Zambia following the departure of Total Outré Mer. 

 
When asked whether a new Board of Directors was in place 
following changes in the shareholding, the Controlling Officer 
submitted that the Board has not yet been constituted. The 
Ministry of Energy and Water Development was closely working 
with the Ministry of Finance and National Planning who are the 
ultimate shareholders to have the Board constituted as soon as 
possible. He was optimistic that the first Board meeting would 
be held in February, 2010. 

 
On whether Total has fulfilled its part of recapitalising and how 
much the Government paid for the shares, your Committee was 
informed that Total had fulfilled its obligation by converting the 
Indeni debt into equity. This was a mere book transaction. 
Your Committee was further informed that the Government of 
the Republic of Zambia paid US$5.5 million for the shares. 
Initially Total asked for US$8 million, but after a valuation of 
the shares by PricewaterhouseCoopers, the figure was adjusted 
to US$5.5 million. 
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Submission by the Secretary to the Treasury  
 
The Secretary to the Treasury submitted that the restructuring of 
the shareholding from 50% to 35% each and 30% to an equity 
partner did not happen as an equity partner was not identified 
by end of July 2008. In fact, by end of 2009 Total had indicated 
that it wanted to exit from Indeni.  The Government proceeded to 
buy the 50% shares from Total by exercising its pre-emptive 
rights.  

 
The Government now owes 100% of the company.  On the 
question of whether there could have been a conflict of interest 
by PricewaterhouseCoopers being the auditors of the Company 
and having been awarded the contract to value the Company 
shares, the Secretary to the Treasury submitted that what he 
could say on the matter was that there had been protracted 
negotiations on the value of the shares. 
 

(ii) Profitability and Liquidity 
 
During the oral submission, your Committee was informed that 
during the period under review, the Company had been making 
losses. The losses were mainly attributed to: 
 
- the import parity pricing mechanism which resulted in the 

selling price being lower than cost; 
- ZESCO power outages which had a negative impact on 

throughput as the plant often had to be shut down and 
restarted; and  

- unstable exchange rates. 
 

The Company however, made a profit of about K54 billion in 
2009, mainly as a result of an increase in throughput and not 
exchange gains. Draft financial statements for the financial 
year ended 31 December, 2009, were presented. 
 
Unfortunately, Indeni has no power supply agreement with 
ZESCO and could therefore not claim damages on their 
equipment. ZESCO was unwilling to enter into a power supply 
agreement because they were sceptical on the integrity of 
equipment at Indeni. The smooth operations experienced while 
using their own internally generated electrical power proved 
that their equipment was in good working condition. 
 
On whether there was a strategic plan in place to improve 
operations of the Company, your Committee was informed that 
the Ministry of Energy and Water Development was working on 
a Cabinet Memorandum on Indeni. Any long term plans would 
depend on the decision that the Government will take on the 
Company whether to retain 100% shareholding or find a 
strategic partner. 
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iii) Non Refund of Government Funds 

 
Under the Memorandum of Understanding, the Government of 
the Republic of Zambia agreed to contribute the sum of 
US$22.5 million. The Kwacha equivalent of this amount was, 
however, not paid immediately, but over a period of time. 
During this period, the Kwacha appreciated significantly. The 
overpayment, therefore, arose as a result of currency 
conversion gains. The above issue was brought to the attention 
of the Board of Directors at the 110th Board Meeting held on 
26th February, 2008. It was agreed that the then Permanent 
Secretary (FMA) at Ministry of Finance and National Planning 
would work out, with Indeni, a modality on the best way to 
treat this, whether it be additional recapitalisation, a grant or a 
loan. 
 
During the oral submission, your Committee was informed that 
instructions were issued by the Secretary to the Treasury that 
the funds should be returned to the Treasury and this was 
done. The Company was, however, allowed to utilise K1.7 
billion to insure the plant. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the K5.8 billion 
overpayment arose as a result of currency conversion gains.  The 
Government then instructed Indeni on how to utilise the money. 
He came to know about the matter in 2010 and could not allow 
them to apply the excess funds on recapitalisation as only a 
specific amount had been requested for and this was granted.  
He only allowed them to use part of it on insurance. 
 

(iv) Misapplications of Rehabilitation Funds 
 
The first recapitalisation payment was received in November, 
2006 and the last payment was received in October, 2007. In 
2006, K16 billion was received, whilst in 2007, K81.750 billion 
was received. The first two instalments of the recapitalisation 
fund were received into Indeni’s main account at Citibank. 
 
This account, however, was also used for proceeds from sales to 
oil marketing companies. In 2006, Indeni received K1, 041 
billion from sales and K1, 136 billion in 2007. It was from this 
account that all payments including payment for receipt of 
crude supplies from Total were made.  As earlier noted, the 
liquidity of the Company was very poor and management used 
its discretion to settle debts as and when they received money. 
Payment by Indeni for the supply of crude oil could not be 
considered to have been made out of the recapitalisation funds 
having regard to collection of sales of K2, 178 billion over the 
same period. 
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Further, the value of non-current assets (property, plant and 
equipment) rose from K46.125 billion in 2005, to K144.929 
billion in 2007. Taking into account depreciation, the above 
information indicated that over K98 billion was utilised in the 
period under review to acquire/add value to non-current 
assets. 
 
The Memorandum of Understanding signed in July, 2007, 
required a separate bank account for the receipt of 
recapitalisation funds. This was set up and all moneys received 
thereafter were deposited in a separate account. 
 
When asked to further clarify on the US$16 million that was 
received in 2006, as the bank statement for the period showed 
that these were just about the only funds that were in the 
Account.  Therefore, when the transfer was made to repay the 
debt to Total Outré Mer SA, the recapitalisation funds were 
misapplied, the Controlling Officer admitted that Zambia was at 
a disadvantage in that the other shareholder had the 
management contract and could  have, therefore, acted in a 
manner that was in their favour. 
 

(v) Failure to follow Tender Procedures 
 
The selection of Fluor was done through the diligent process. It 
was normal practice for refineries to contract rehabilitation 
works (such as the one Indeni was undertaking) to a 
specialised project managing company. The engagement of 
Fluor must have been discussed at shareholder level as a 
schedule of works to be undertaken by them was included in 
the draft Memorandum of Understanding signed between the 
two shareholders in 2006. A copy of the schedule of works was 
provided.   

 
Fluor was a specialised internationally recognised engineering 
company with its Head office in the USA.  Their expertise was 
in process engineering, plant equipment, turnaround 
maintenance and other refinery rehabilitation works.  They had 
a proven track record in other refineries and were usually 
involved in refinery construction. Before any work was done, a 
Request for Service (RFS) or Request for Quotes (RFQ) 
document was to be raised. This was scrutinised against 
budget by Indeni before it was approved.  Fluor used the Indeni 
approved bidders list. After receiving bids and tenders, a 
Commercial Bids Analysis (CBA) was carried out listing all the 
offers and a recommendation was made after analysis. Indeni 
officers participated in the tender opening process. If the 
recommendation was accepted, it was then approved. The 
payments were also approved through a Statement of Works 
(SOW) before commitment. This was, therefore, technically not 
a single sourcing procedure. This was reviewed and discussed 
at Board level and at Board Sub-Committee level.  
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ZAMEFA was a registered supplier. A copy of the Register of 
Suppliers was provided. 
 
Mickey Food and Truck Hire – this was a low value 
procurement (amount covers the audit period) and was not 
retained in the preceding bidding process. 
 
Fancraft was selected through the Indeni Tender Committee as 
the only qualified submission. The Indeni Main Tender 
Committee reviewed the process, certified and approved the 
contract dated 22 February, 2006.  The engagement of Fancraft 
should also have been discussed at shareholder level as a 
schedule of the works to be undertaken by them was attached 
to the Memorandum of Understanding.  
 
This was further reviewed and discussed at Board level and at 
Board Sub-Committee level.  The Company specialised in 
rotating equipment and was the only one in the Region with a 
proven record. 
 
With regard to Cummins Power Generation Limited, a roll-out 
of best practice was done through technical assistance.  The 
configuration was already installed in other refineries. ZESCO 
power failures were very costly to the operations of the Refinery. 
The down time caused the Refinery to operate lower than the 
Refinery capacity coupled with the cost of spares, repairs, 
restarting expensed arising from shutdown and slops 
reprocessing. 
 
Since the installation of the Gensets in December, 2006, 
Refinery stability and reliability had significantly improved and 
far out-weighed the cost of the Gensets. This was reviewed and 
discussed at Board level and at Board Sub-Committee level. In 
April, 2008, the Board suggested to Management to engage 
ZESCO in discussing how to revert to the National Grid but 
ZESCO stated that due to the strategic nature of the Refinery, it 
would be best if it continued to use the Gensets. 
 
Tender procedures were and are still being followed vigorously. 
Substantive investments were always made with shareholders 
and/or Board level approval.  
 
While appreciating the fact that the shareholders may have had 
an input in the selection of some of the contractors such as 
Fluor of South Africa, your Committee inquired whether Indeni 
has procurement procedures in place.  The Controlling Officer, 
in response, submitted that some of the problems highlighted 
were historical in that Indeni was originally set up to operate as 
a private limited company and was not subject to public 
procurement procedures. 
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Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that tender procedures 
were followed in line with the specialised nature of the Refinery.  

 
(vi) Works not certified as Completed 

 
The works referred to Tank 3 Rehabilitation and Boiler 3 
rehabilitation and refurbishment. Due to operational 
constraints, Tank 3 was commissioned as soon as the 
operational jobs were completed in order to ensure continuity of 
operations. This was critical to avert the national crisis at a 
time when there was desperate shortage of fuel in the country. 
A statement of works in due course was validated, verified, 
approved to ascertain and establish completion works. Boiler 3 
was completed as evidenced by the handover document which 
was provided.  The status of work was done to close the job, 
and certified in order for the contractors to handover the units 
to allow Indeni restart the operations of the Refinery. Copies of 
the relevant completion certificates were provided. Works were 
always certified upon completion. 

 
vii) Unauthorised Expenditure – DSTV Subscription 

 
Subscription for DSTV was paid for expatriates seconded to 
Indeni by Total Outré Mer as per their Conditions of Service. 
The queried amount of K57 million covered a two year period.  
The Conditions of Service for expatriates were applied as 
approved. 

 
viii) Stores 

 
Undelivered Stores 
Ninety-five percent of the referred to items had been delivered. 
Expediting of stores items on order or transit has been made 
more robust. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury in his submission on the query 
stated that there was need for Management to improve on stores 
management. 
 
Wasteful Expenditure 
 
Out of the K2.448 billion, K2.368 billion was applied towards 
the purchase of the controlling unit for the electronic governor 
of the recycle gas compressor of K301. It was received in 2007, 
damaged during shipping and was returned for 
replacement/repair.  The equipment has since been received. 

 
The remaining amounts were for KSB pump spares which were 
transferred from KSB Germany to KSB South Africa.  They were 
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returned due to incorrect specifications on spares received. 
Nearly all other replacements have been received. 

 
During the oral submission, your Committee was further 
informed that the Company had faced difficulties with some 
suppliers who were relocating some of their production units.  
For example, KSB Germany referred them to KSB South Africa 
and, in the process, received items that were at variance with 
the required specifications and had to be returned for 
replacement. 

 
ix) Misapplication of the Total Outré Mer South Africa Loan 

 
The loan agreement stated that the purpose of the loan was to 
finance general maintenance expenditures.  The purpose of the 
loan was thus not limited to maintenance of the plant. 

 
Prior to this period, the Refinery had been shut down for a long 
time after the inferno.  Huge salary arrears remained to be paid 
as none of the workers was laid off and payment of their dues 
had been merely suspended.  Upon arrival of Total as a 
shareholder, a loan was obtained to meet maintenance costs 
and other administrative costs to restart the Refinery. 

 
As of December, 2009, a balance of US$ 3.5 million remained 
outstanding. During the oral submission, your Committee was 
informed that the new Zambian management team planned to 
liquidate the balance within 2010. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury attributed the misapplication to 
weak supervision by the Board of Directors. 
 

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Following the withdrawal of Total Outré Mer, your Committee urges the 
Controlling Officer to ensure that a competent Board of Directors is 
constituted without further delay.  Your Committee observes that in the 
short to medium term, Indeni will continue to play a major role in the 
petroleum sub-sector.  It is therefore imperative that the Board comprises 
men and women who will add value to the Company and transform it into an 
efficient producer of petroleum products. 
 
On the specific queries, the Committee recommended as set out below. 
 
(a) Management and Sources of Funds 

 
Your Committee notes the submission on the management and 
sources of funds. 
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(b) Review of Operations 
 

(i) Memorandum of Understanding 
Your Committee observes that the Company is still in need of 
capital since out of the US$65 million cash injection that was 
agreed upon, only US23.3 million in form of cash had been 
provided by the Government.  The US$22.5 million non-cash 
conversion of debt into equity did not improve the liquidity 
position of the company, coupled with the failure to find a 
strategic partner.  
 
Your Committee further observes that the Memorandum of 
Understanding has been overtaken by events since Total Outré 
Mer SA has pulled out of Indeni. Your Committee, however, are 
of the view that PricewaterhouseCoopers, being the auditors of 
Indeni should not have been awarded the contract to value the 
Company’s share because of a conflict of interest. 
 

(ii) Profitability and Liquidity 
 
Your Committee notes the improved profitability position of the 
Company in 2009.  Your Committee resolves that the matter 
should be closed, but will be kept in view since the Company is 
in transition. 
 

(iii) Refund of Government Funds 
 
Your Committee contends that the refunded K5.8 billion should 
have been reinvested as the company still needs capital, 
particularly that the strategic equity partner has not been 
identified. Since the money has already been refunded and part 
of it used on insurance, the matter should be closed. 
 

(iv) Misapplication of Rehabilitation Funds 
 
Your Committee observes that the management team from 
Total Outré Mer SA did not protect the interest of the other 
shareholder, the Government of the Republic of Zambia, which 
they were obliged to. 

 
Your Committee advises the Controlling Officer to draw lessons 
from the previous arrangement as the Government cogitates on 
the action to take on Indeni. 

 
(v) Failure to follow Tender Procedures 

 
Your Committee observes that the irregularities occurred in the 
period when Indeni was subject to the Memorandum of 
Understanding and management was in the hands of Total 
Outré Mer SA. Total had since pulled out of Indeni and the 
Memorandum of Understanding had consequently been 
terminated.  This being the case, your Committee urges the 
Controlling Officer to ensure that weaknesses of the previous 
management are addressed. 
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(vi) Works not Certified as Completed 

 
Your Committee resolves that the matter should be closed 
subject to verification of the completion certificate of works. 

 
(vii) Unauthorised Expenditure – DSTV Subscription 

 
Your Committee resolves that the matter should be closed 
subject to reconciliation and verification of the contents of the 
Internal Memorandum dated 6 December, 2005, referenced 
HRM/JBM/816/05/MCM with approved Conditions of Service. 
 

 
(viii) Stores – Undelivered Stores and Wasteful Expenditure 

 
Your Committee requests the Controlling Officer and 
Management of Indeni to have the delivered stores verified and 
report progress on the undelivered items. 

 
(ix) Misapplication of Total Outré Mer Loans 

 
Your Committee notes the submission on why the loan 
proceeds were used to pay salaries and other administrative 
expenses.  Your Committee requests an update on the 
liquidation of the Total Outré Mer Loan. 

 
LUKANGA WATER AND SEWERAGE COMPANY 
 
AUDIT QUERY        PARAGRAPH 3 
 

8. Lukanga Water and Sewerage Company was established under the 
Water Supply and Sanitation Act No. 28 of 1997.  The Company was 
incorporated as a private company limited by shares on 21 March, 2006 and 
became operational on 1 February, 2007. 
 

The share capital of the Company is 5,000,000 shares of K1 each with 
power to divide or subdivide the shares in the capital, whether original or 
increased, into several classes and to attach thereto respectively any 
preferential, deferred, qualified or special rights, privileges or conditions as 
regards dividends, capital voting or otherwise. 
 

The Company is owned by the six local authorities in Central Province, 
namely, Kabwe Municipal Council, Chibombo, Kapiri-Mposhi, Mkushi, 
Mumbwa and Serenje District Councils. Its principal objective is to 
effectively and efficiently provide water and sewerage services to customers 
in Central Province. 

a) Management 

The Company is administered by a Board of Directors comprising eleven 
members, seven of whom are elected by the shareholders; one is a 
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Provincial Local Government Officer and two are appointed by the 
Minister of Local Government and Housing.  The Chairperson of the Board is 
appointed by the Minister of Local Government and Housing. 

 
According to the National Water Supply and Sanitation Council 
(NWASCO) regulatory tools and legislation guidelines, the duties of the 
Board of Directors include, among others, to: 
 

i) set long-term objectives of the company and evaluate the 
strategies used to deliver the objectives by adopting a corporate 
plan (business, finance and investment); 

 
ii) adopt annual budgets; 

 
iii) appoint the Managing Director and ensure that appointments of 

senior staff are properly carried out and that succession is 
planned; 

 
iv) approve management reports and monitor performance indicators 

of the company; 
 

v) evaluate internal controls to ensure the protection of shareholders 
assets and value, thereby ensuring that the company maintains a 
sound financial position; 

 
vi) propose dividends; 

 
vii) report to the shareholders; and 

 
viii) organise general meetings for the shareholders. 

 

The Managing Director is appointed by the Board of Directors on a three 
year renewable contract basis and is responsible for the day to day 
operations of the company. 

 

b) Sources of Income 
 

The Company derives its income from the provision of water and sanitation 
services. This includes water sales, sewerage charges, reconnection fees 
and other fees and charges. In addition, the Company receives grants 
from the Government through the Ministry of Local Government and 
Housing for the purpose of emergencies and other capital undertakings. 

c) Review of Operations 
 

An examination of financial statements and other relevant records for the 
financial year ended 31 March, 2008 revealed the issues set out below. 
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i) Delay in preparing Final Accounts 
 
Financial statements for the year ended 31 March, 2008 had not 
been prepared as of June 2008, three months after the end of the 
financial year. 

 
ii) Lack of Memorandum of Understanding 

 
Although the Articles of Association signed on 26 March, 2006, 
provided that a Memorandum of Understanding (MOU) be drawn 
between the shareholders and Board of Directors, to ensure that 
the roles, responsibilities and powers are understood between them, 
as of June 2008, the Memorandum of Understanding had not been 
signed. 

 

iii) Failure to Reconstitute the Board of Directors 
 
The Board of Directors was appointed on 25 May, 2006 and 
dissolved in February, 2007. As of June, 2008, the Board had not 
been reconstituted. In this regard, the company operated without a 
Board of Directors during the period February, 2007, to June, 
2008. 
 
Due to the absence of the Board of Directors, a number of 
functions were not performed such as the approval of the 
organisational structure, appointment of senior staff, approval of 
annual budget and plans and evaluation of internal controls 
among others. 

 

iv) Staff Related Irregularities 

Unsupported Payment of Terminal Benefits 

An examination of payment vouchers revealed that the Lukanga 
Water and Sewerage Company paid a sum of K37,573,010 on 13 
February, 2007, to two employees as terminal benefits for which no 
supporting documentation were provided. It was therefore not 
possible to verify the authenticity of the payment. 

 

Irregular payment for Talk Time 
 

Contrary to the provisions of the Conditions of Service which did 
not provide for talk time, twelve officers were provided with talk 
time in amounts totalling K12,450,000 between February and 
December, 2007. 
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v) Inadequately Supported Payment Vouchers 
 
Contrary to Financial Regulation No.52, there were twenty 
payments in amounts totalling K104, 109,219 that were 
inadequately supported in that they lacked relevant documentation 
such as receipts and invoices. 

 
vi) Unretired Imprest 

 

Contrary to Financial Regulation No. 96 (1), imprest in amounts 
totalling K11, 004,900 involving ten transactions issued to four 
officers during the period January, 2007 to March, 2008 had not 
been retired as of June, 2008. 

vii) Debtors 

A review of records revealed that the Company was owed amounts 
totalling K4,438,379,177 as at 31 March, 2008, which had risen to 
K5,279,754,963 as at 30 June 2008 as shown in the table below. 

 
 

31-Mar-08 30-Jun-08 

Kabwe 3,476,214,80 4,113,017,065 
Kapiri Mposhi 281,375,953 312,831,224 
Chibombo 23,250,000 37,340,000 
Serenje 75,425,698 143,403,703 
Mkushi 112,540,182 138,609,495 
Mumbwa 371,059,140 422,773,478 
Chisamba 98,513,397 111,779,998 

TOTAL 4,438,379,17 5,279,754,963 

 
It was also observed that the average period that the Company 
was taking to recover the debt from customers owing was 258 
days. It was further observed that various government departments 
owed the Company amounts totalling K467, 302,774 as at 30 
March, 2008 which increased to K1, 127,004,734 as at 31 May, 
2008. 

 

viii) Creditors and Non Remittance of Statutory Obligations 
An extract of the creditor's ledger for the period ended 31 March, 
2008, indicated that the Company owed its creditors a sum of K6, 
107,619,934. The creditor's ledger analysis revealed that the 
amounts were owed for periods between 30 days and over 120 days as 
indicated below. 
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Aging Amount 
(days) (K) 

Current 286,100,959 
30 272,600,282 

60 1,252,121,530 

90 213,058,000 

120 239,474,750 

Over 120 3,844,264,412 

Total 6,107,619,933 

 
It was observed that the creditors figure included an outstanding 
sum of K303,010,692 in respect of PAYE and a sum of 
K170,271,703 to NAPSA out of which K145,760,288 was 
accumulated penalties due to delayed remittances. 

 

It was also observed that the pension contributions deducted from the 
employees seconded from the Council and payable to Local Authority 
Superannuation Fund (LASF) in amounts totalling K66, 618,262 
was not being remitted. In this regard, retirees were claiming their 
LASF pension from Lukanga Water and Sewerage. 

 

ix) Lack of Statutory Instrument to transfer Assets 

It was observed that the assets relating to the water supply and 
sewerage operations in all districts in the Central Province had not 
been transferred from the Local Authorities to Lukanga Water and 
Sewerage Company as of 31 July, 2008. 

 

In response, management stated that the Statutory Instrument had 
not been issued and Management had written to the Ministry of Local 
Government and Housing requesting for the transfer. 

 
SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF LOCAL 
GOVERNMENT AND HOUSING, THE BOARD AND MANAGEMENT OF 
LUKANGA WATER AND SEWERAGE COMPANY   
 
The Controlling Officer, in the Ministry of Local Government and Housing in 
the company of the Board Vice Chairperson and Management of Lukanga 
Water and Sewerage Company submitted as detailed below. 
 
a) Review of Operations 

 
During the period of audit, Lukanga Water and Sewerage Company was 
in its infancy and as such management systems were still being 
established and included a transitional statutory management.  It was, 
therefore, not surprising that the Auditor-General’s office found glaring 
omissions in both books of accounts and operational performance.  The 
failures arose from inadequate qualified staff and structured policy and 
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procedures.  The result was poor allocation of resources and inefficient 
operations and service delivery. 

 
The Board, Management and staff were currently preoccupied with 
corrective interventions to ensure that the utility company was able to 
deliver on its mandate.  These efforts were beginning to bear fruits and 
service delivery had since improved in all the towns. 
 

i) Delays in preparing Final Accounts 
 
During the period under review, the Managing Director only had 
one semi qualified accounting officer supported by students.  The 
only report that was being prepared was the Income and 
Expenditure Report.  There was no balance sheet. 
 
The incumbent Finance Manager was employed in February, 
2008, a month before the year end.  It was worth noting that the 
period under review was actually fourteen months from February, 
2007, to 31 March, 2008.  No Balance Sheet had been prepared 
before year end.  This was the first time a balance sheet was being 
prepared by the company. 
 
Management acknowledged the Company’s on failure to produce 
draft accounts as being due to the following sequence of events:   
 
a) when the Auditors informed the company of their coming, 

Management advised that the process of preparing accounts 
had commenced with the help of Grant Thornton, the financial 
experts under the Institutional Support Contract of the 
Central Province Eight Centres Water Supply and Sanitation 
Projects; 

 
b) the Auditors, however, responded that they would not need 

the accounts as they would carry out a transaction audit; and 
 

c) the effort of preparing accounts was consequently abandoned 
and the accounting officer was surrendered to the Auditors to 
attend to their daily audit queries in the transaction audit; 

 
Nevertheless, the accounts were prepared for the fourteen months 
period from the time of the company’s inception and had since 
been reviewed by the Auditors. 
 
Currently, the Finance and Accounting Department has 
sufficiently qualified staff and monthly management reviews were 
being carried out.  The reports produced on monthly basis include 
the statement of comprehensive income and the statement of 
financial affairs.  In fact, the accounts for the year ending 31 
March 2009 had already been prepared and audited by Auditor-
General’s office. 
 
The office of the Auditor-General confirmed that the matter has 
been resolved. 
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ii) Lack of Memorandum of Understanding and Failure to 
Reconstitute the Board of Directors 
 
The sector has continued to reform in various ways.  At the time 
of the audit, most commercial water utilities in the country were 
in transition at board level.  The guidelines for the composition of 
the Board were being revised and this meant that the Articles of 
Association and/ or Memorandum of Understanding (MoU) could 
not be concluded.  Management therefore awaited guidance on 
appointment of the Board of Directors by the shareholders.  The 
Ministry of Local Government and Housing provided the guidance 
to shareholders in January, 2007. 
 
The Board was appointed in February, 2009.  It was 
Management’s considered view that the MoU between the Board 
and the shareholders could only be signed after the appointment 
of the Board.  The Articles of Association / MoU had since been 
drafted and arrangements were underway to have them signed 
and circulated to stakeholders. 
 
When asked why it took long to reappoint members of the Board, 
the Controlling Officer submitted that the procedure was lengthy.  
The councils, who are the shareholders took time to nominate 
would be members.   
 
The office of the Auditor-General advised your Committee that the 
matter had been resolved. 
 

iii) Staff Related Irregularities  
 

Unsupported payment of Terminal Benefits 
The payments related to two employees who were employees of 
Nkana Water and Sewerage Company Limited before Lukanga 
Water and Sewerage was formed.  The two employees were on 
contract with Nkana Water and Sewerage Company.  At the time 
of takeover, the contract with Nkana Water and Sewerage 
Company had to be terminated and terminal benefits paid 
accordingly. 
At the time of audit, payment vouchers were availed to the 
auditors but the requisite supporting documents i.e. contract of 
employment and Conditions of Service were domiciled at Nkana 
Water and Sewerage Company Head Office in Kitwe.  The 
documents had since been retrieved and were available for 
scrutiny.  Management regretted the passing of the payment 
based merely on advice from Nkana Head Office and non-material 
evidence.  The physical availability of the documents had since 
supported the payments as having been in order according to the 
contract of employment of the aforesaid individuals. 
 
Irregular payment for Talk Time - K12, 450,000 
 
The issue of talk time was discussed extensively with the 
Auditors.  Purchasing of talk time for senior management was a 
condition of service.  The Conditions of Service on talk time for 
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non management staff were enjoyed by the affected employees 
during the period of the statutory managers, Nkana Water and 
Sewerage Company Limited.  Management then continued using 
the same conditions in the transition to Lukanga Water and 
Sewerage Company.  However, after the query, Management 
restricted talk time to relevant grades only as per Conditions of 
Service. 
 
During the oral submission, the Managing Director submitted 
that the talk time was given on an operational basis, but admitted 
that this was an irregularity carried forward from the caretaker 
managers. 
 

iv) Inadequately Supported Payment Vouchers, K104,109,219  
 
These payments related to various payments made to suppliers.  
Management acknowledged the anomaly and explained that 
almost all the payments had sufficient supporting documents 
except for some missing receipts from suppliers or payees to 
acknowledge receipt of payment.  However, the suppliers/payees 
signed in the cheque register that they had collected their 
respective cheques.  Management was in the process of 
establishing new procurement and financial management 
procedures to curb the anomaly. 
 

v) Unretired Imprest 
 
The unretired imprest related to funds that were given to the 
cashier at the time for payment of casual workers.  It was true 
that the employee involved failed to retire the imprest because he 
misappropriated the funds.  He was charged and subsequently 
dismissed from employment for matters relating to the same.  This 
was one of the students working with the accounts officer before 
the recruitment of the Financial Manager.  Management had since 
put in place systems to prevent recurrence of similar anomalies.  
The accounting function was adequately staffed and augmented 
by the recently established internal audit function.  Recovery of 
the funds was, however, not possible because the student workers 
were not accruing any benefits. 
 

vi) Debtors 
 
The Company was facing serious challenges in raising revenue.  
This included the overall economy of Kabwe Town and the high 
number of shallow wells dug during the period when there were 
poor water supply and sanitation services.  It was worth noting 
that Kabwe accounted for about 80% of the Company’s operations 
and debtor’s figure.  This challenge was a priority area for 
management who were working towards increasing the collection 
efficiency using a number of strategies.  In the current year, debt 
collectors have been employed to assist in debt collection and 
results were promising as evidenced by the improved collection 
efficiency which has increased to 87.3%.  The sector average 
collection efficiency was 78%. 
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vii) Creditors and Non-Remittance of Statutory Obligations 

 
Most of the statutory obligations and creditors’ balances 
emanated from the period of statutory management under Nkana 
Water and Sewerage Company Limited.  During the audit, the 
major obligations to NAPSA and ZRA were current except for the 
liabilities as mentioned above.  The Company faces a serious 
challenge of settling old balances due to cash flow constraints.  To 
this effect, the Ministry of Local Government and Housing was 
engaging Ministry of Finance and National Planning to assist in 
this matter. 
 

viii) Lack of Statutory Instrument to Transfer Assets  
 
Management regretted the delay in the transfer of assets caused 
mainly by transitional challenges and lack of resources to value 
the assets.  The matter was currently receiving active attention by 
the Ministry of Local Government and Housing. 
 
The Controlling Officer in conclusion requested your Committee to 
give him more time to follow up all outstanding matters.   
 
The Board, Management and staff of Lukanga Water and 
Sewerage Company on the other hand noted with regret the audit 
anomalies and has embarked on an ambitious programme of 
improvement of the Company’s financial and operational 
performance through various interventions.  Management 
capacity has been enhanced to full establishment and skills while 
lower level staffing was also being rationalised.  The Business and 
Investment Plans documents were at draft stage awaiting Board 
approval.  A copy of the draft Business Plan was presented to your 
Committee. 
 
A number of key management tools have also been developed and 
being deployed on stringent basis.  The tools include procedures 
and policy documents such as the Financial Procedure Manual, 
Procurement Procedure Manual and performance contracts for all 
staff.  An internal audit function has been established to serve as 
an early warning mechanism for possible lapses in 
implementation. 
 
A deliberate programme of pre-audits of business processes and 
performance had been integrated into operations and the Board 
was monitored regularly through scheduled meetings and ad hoc 
reports.  The results have been evident in the recent past when a 
number of inherent fraudulent activities have been exposed and 
were being rooted out. 
 
The Ministry of Local Government and Housing, therefore, was 
confident that the anomalies exposed in the Auditor-General’s 
Report were being adequately addressed through the various 
interventions deployed.  The audit had served as a learning point 
to the Company. 
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COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee notes with appreciation the effort the Board and 
Management has made to improve operations of the Company.  The 
Controlling Officer and Board are urged to ensure that the Business and 
Investment Plans of the Company are finalised and implemented within the 
shortest possible time.  The two documents should address issues raised in 
the Audit Report such as poor revenue collection and control of the creditor’s 
ledger.   
 
On the specific queries, your Committee recommends as set out hereunder. 
 

a) Review of Operations 
 
i) Delays in preparing Final Accounts 

Your Committee resolves that the matter should be closed. 
 

ii) Lack of Memorandum of Understanding 
Your Committee resolves that the matter should be closed. 

 
iii) Staff Related Irregularities 

Unsupported Payment of Terminal Benefits 
Your Committee urges the Controlling Officer to have the 
documents verified. 

 
Irregular Payment of Talk-Time - K12, 450,000 
 
Considering that prior to commencing operations, Lukanga Water 
and Sewerage Company was managed by Nkana Water and 
Sewerage Company, your Committee urges the Controlling Officer, 
the Board and Management to prove that the irregularity occurred 
before February, 2007.  Any talk time paid for irregularly after 
that date should be recovered immediately. 

 
iv) Inadequately Supported Payment Vouchers 

 
Your Committee urges the Controlling Officer, the Board and 
Management to take disciplinary action against officers that failed 
to secure the documents.  The traced documents should be 
forwarded to the office of the Auditor-General for verification. 

 
v) Unretired Imprest 

 
Your Committee urges the Controlling Officer, the Board and 
Management to have the amount misappropriated by the 
temporary worker written off in the books. 

 
vi) Debtors 

 
Your Committee commends the Board and Management for their 
effort to reduce the consumer debt.  The Board and Management 
are urged to continue developing new strategies that will compel 
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consumers to pay for water and sewerage services.  They are 
further urged to report progress on the debt. 

 
vii) Creditors and Non-Remittance of Statutory Obligations 

 
Your Committee observes that NAPSA and ZRA obligations 
account for only 5% of the queried total outstanding amount to 
creditors.  While the Ministry is making attempts to resolve the 
NAPSA and ZRA problems, other creditors may take legal action 
against the Company.  

 
Your Committee urges the Controlling Officer, the Board and 
Management to submit the documents showing that the Company 
is current with its statutory obligations to the office of the 
Auditor-General for verification.  They should further ensure that 
the balance due to creditors does not increase beyond the 
reported figure to minimise chances of being sued.  Progress 
should be reported on the matter. 

 
viii) Lack of Statutory Instrument to Transfer Accounts 

 
Your Committee urges the Controlling Officer to expedite the 
process of transferring the assets to the company and other water 
utility companies that have a similar problem. 
 

 
MOFED TANZANIA LIMITED 
 
AUDIT QUERY        PARAGRAPH 4 
 
9. MOFED Tanzania Limited was registered in 2001 and incorporated as 
MOFED Tanzania Limited in 2005.  MOFED Tanzania Limited is a freight 
forwarding and cargo handling service provider which owns and operates a 
depot (89,505 square metres) in Kurasini area, near the dock yard in Dar-es-
Salaam, Tanzania.  The Company is wholly owned by the Government of the 
Republic of Zambia through the Ministry of Finance and National Planning 
and supervised by the Ministry of Communications and Transport. It was 
established in order to meet the strategic requirements in the handling and 
transportation of copper and other essential commodities of the Government 
since Zambia is a landlocked country. 
 
In October, 2001, Parkvale Financial and Management Service Tanzania 
Limited was engaged by MOFED Limited to manage the Mukuba Depot situated 
at Kurasini area, Dar-es-Salaam, Tanzania for a period of fifteen years from the 
commencement date at a monthly fee of US$20,000. Parkvale Financial and 
Management Services Tanzania Limited in turn, in the same year, entered 
into an agency agreement with Freight Meridian Company to manage the 
depot for a period of five years at a monthly fee of US$4,000. 
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Administration 

 
According to the Memorandum and Articles of Association of MOFED 
(Tanzania)Limited dated 10 August, 2005, MOFED Tanzania Limited is 
managed by a Board of Directors. The Articles of Association state that unless 
and until otherwise determined by ordinary resolution, the number of directors 
shall not be less than two and not more than seven. 
 
The day to day running of the Company is the responsibility of the Chief 
Executive Officer who is assisted by the Chief Financial Officer and the Chief 
Operations Officer. The Chief Executive Officer and the other two senior officers 
are appointed by the Board of Directors on a three-year contract renewable 
once.  The rest of staff are appointed on a permanent and pensionable basis.  
As of August, 2008, the staff establishment had a total authorised 
establishment of 107 employees. 
 
Sources of Funds 
 
The Company's main source of revenue are fees charged on customers' export 
and import cargo, off-loading, stacking and storage, stuffing into containers 
and eventually delivering to the harbour, Tanzania international container 
terminals. 
 
Review of Operations 

 
An examination of financial statements accounting and other documents 
for the period July, 2001 to December, 2007, conducted in July and 
August 2008 revealed the matters set out hereunder. 

 
i) Financial Performance 

Income statement for the year ending 31 December, 2002 to 2007 
 
 2002 

ZMK 
2003 
ZMK 

2004 
ZMK 

2005 
ZMK 

2006 
ZMK 

2007 
ZMK 

Sales       
Container 
Handling 

960,959,223 2,063,579,293 1,816,064,188 1,770,511,134 2,661,529,850 5,545,208,197 

Other income 140,919,239 421,084,182 446,096,577 356,404,258 992,359,371 1,616,957,536 
Copper 
handling 

1,095,738,253 - - - - 413,305,338 

Total Income 2,197,616,715 2,484,663,473 2,262,160,765 2,126,915,392 3,653,889,221 7,575,471,071 
Less: direct 
costs 

1,098,732,143 1,065,375,044 1,125,784,484 858,041,925 1,652,888,690 4,071,171,543 

Gross Profit 1,098,884,572 1,419,288,431 1,136,376,281 1,268,873,467 2,001,000,531 3,504,299,528 
Miscellaneous 
income 

118,866,880 132,773,404 88,479,031 76,407,955 92,793,933 92,909,023 

Operating 
profit 

1,217,751,452 1,552,061,835 1,224,855,312 1,345,281,422 2,093,794,464 3,411,390,505 

Less: 
operating 
expenses 

      

Staff related 
expenses 

619,465,498 463,157,082 504,253,795 357,380,698 573,094,026 853,783,100 

Operating 
expenses 

1,583,755,174 428,508,898 497,898,806 381,013,999 382,488,573 533,517,085 

Administration 
expenses 

394,398,056 310,606,216 275,291,006 356,507,786 447,181,114 650,195,730 

Financial and 
consultancy 

220,827,528 98,437,789 131,792,629 54,434,205 121,436,844 83,847,163 

Depreciation  25,635,711 3,408,178 3,419,079 2,833,272 4,796,066 13,400,787 



~ 38 ~ 

 

Total 
Expenditure 

2,844,081,967 1,304,118,163 1,412,655,315 1,152,169,960 1,528,996,623 2,134,743,865 

Profit/(loss) 1,626,330,515 247,943,672 187,800,003 193,111,462 564,797,841 1,276,646,640 
Profit/(loss) 
B/F 

- 1,588,561,523 1,344,905,542 1,006,980,635 938,665,502 366,715,999 

Profit/(loss) 
C/F 

1,626,330,517 1,340,617,852 1,532,705,545 813,869,173 373,867,660 909,930,641 

 
An analysis of the financial statements revealed the following: 

 
ii) Gross Profit Margin 

 
There was a steady gross profit margin of around 50% in the first 
five years which reduced to 43% in 2007. The gross profit average 
was 20% less than the projected margin in the expired business 
plan. This was as a result of the high direct costs which had 
increased from K858, 041,031 in 2005 to K4, 071,171,543 in 2007. 
The increase in the direct cost was primarily due to the increase in 
hire of handling equipment. 
 

iii) Net Profit 
 
Though profitability improved from K193, 111,462 in 2005 to 
K1, 276,646,640 in 2007, the issues set out below were observed. 
 
Irregular Board Expenses 
During the period June, 2005 to December, 2007, no Board meetings 
were held to enable the Company pass and review decisions. It 
was, however, observed that amounts totalling K47, 592,055 (US$ 
11,473) were irregularly incurred as Board expenses. The basis of 
incurring the expenses could not be ascertained as there were no 
minutes to approve payment of entertainment allowances to the 
Chairman by the Company. 

 

Irregular Payment of Holiday Passage Allowance 
The letter of appointment for the Chief Financial Officer stated, 
among other things, that the officer was entitled to a holiday 
passage of economy air tickets and registered dependants. 

 
Contrary to the letter of appointment, the Chief Financial Officer 
claimed for airfares in the sum of US$2,280 and was paid in cash 
on cheque 838 dated 22 July, 2008, instead of making payment to 
the service provider. In a memo dated 29 July, 2008, the officer 
requested for an additional payment of US$1,850 claiming his home 
town to be Livingstone and not Lusaka, however, his engagement 
letter indicated that the permitted destination was Lusaka. A 
physical verification of motor vehicle records revealed that the 
officer had in fact driven to Zambia with his official vehicle 
registration number T 224 ATG thus making the authenticity of the 
airfare claims questionable. 
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Double Payment of Subsistence Allowances 
 
Between 12 and 17 June, 2006, a Zambian delegation from the 
Ministry of Communications and Transport visited MOFED Tanzania 
Limited to inspect the depot. 
 
It was, however, observed that despite being paid per diem in 
Zambia in amounts totalling US$ 4,500 (K16, 650,000), the 
delegation was again paid a total sum of US$11,200 (K44, 
800,000) in per diem, accommodation and meals by MOFED 
Tanzania Limited. This is contrary to the conditions of service. 

 

Irregular Christmas Gifts 
 
Contrary to the conditions of service and without the Board's 
approval, the Company procured gifts valued at US$2,000 (K6, 
830,000) for the officials from the Ministries of Finance and 
National Planning and Communication and Transport on 13 
December, 2005. The gifts included items such as wrist watches, 
ties, cufflinks, cameras and cell phones. 
 

Irregular Payment of Christmas Bonuses 
 
Contrary to the Conditions of Service, management paid a sum of 
US$22,702 (Tsh 27,331,040) between 2005 and 2007, in respect of 
Christmas bonuses to both permanent and casual employees. 
 
Although in their response management stated that all Company 
bonuses paid had the authority of the Board Chairman and that 
management only made special payment on the basis of available 
authority, the Board was not in existence during the period in 
question. 
 
Loss of Income from Copper Handling 
 
Prior to the year 2002, the handling of copper accounted for 90% of 
MOFED's total revenues.  The Company handled Zambia's metal 
exports routed through Tanzania from Konkola and Mopani Copper 
Mines to the outside world. 
 
It was, however, observed that in June, 2002, MOFED Tanzania 
Limited lost the copper handling business to a Malawian 
company, Malawi Cargo Centre, due to poor business strategy. 
In his response dated 17 November, 2008, the Controlling Officer 
stated that the loss of the copper handing business came at a time 
when investment and planning decisions were hard to come by, 
capital re-investment was in doubt, the future of the Company was 
itself in doubt and to cap it all, the then management was serving 
without substantive contracts and not even the Government at that 
time was able to assure the mining companies that they would be 
adequately supported by providing a viable logistic framework on 
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the ground in Dar- es-Salaam to meet their needs and that 
management's hands were tied. 

 
iv) Statement of Financial Position (Balance Sheet) 

 
Year 2002 

K 
2003 
K 

2004 
K 

2005 
K 

2006 
K 

2007 
K 

Assets:       
Non Current 
Assets 

      

Property, 
plant & 
machinery 

323,371,020 297,888,553 291,753,344 202,582,934 232,851,657 1,447,102,202 

Current 
Assets 

      

Inventories  922,824,635 915,579,745 905,807,465 600,141,022 708,881,578 694,459,224 
Receivables 229,852,620 597,833,161 874,820,599 722,880,838 1,505,400,520 3,210,109,478 
Cash and 
bank 

8,593,889 41,803,935 31,628,690 157,474,738 227,355,864 371,986,895 

Total 
current 
assets 

1,161,271,144 1,555,216,841 1,812,256,754 1,480,496,598 2,441,637,962 4,276,555,597 

Total assets 1,484,642,164 1,853,105,394 2,104,010,098 1,683,079,532 2,674,489,619 5,723,657,799 
Equity & 
liabilities 

      

Capital & 
reserves  

      

Share capital 1,314,660,739 1,284,129,790 1,288,236,815 1,661,936,805 1,916,773,354 1,671,941,762 
Reserves 1,626,330,516 1,340,617,852 1,532,705,550 813,869,174 373,867,660 909,930,639 
Total equity  311,669,777 56,488,062 244,468,735 848,067,631 1,542,905,694 2,581,872,401 
Non current 
liabilities 

      

Long term 
liabilities  

153,648,241 71,288,000 - - - - 

Current 
liabilities 

      

Parkvale 
FMS(T) 
Limited 

886,892,955 866,296,247 869,066,917 570,973,048 658,524,392 645,927,572 

Payables 754,531,224 971,988,394 1,479,391,035 264,025,134 473,043,711 2,903,180,601 
Accruals & 
provisions 

1,239,521 20,815 20,881 13,719 15,822 15,520 

Intercompany 
balance 

- - - - - 407,338,295 

Provision for 
taxation 

- - - - - - 

Total current 
liabilities  

1,642,663,700 1,838,305,456 2,348,478,833 835,011,901 1,131,583,925 3,141,785,398 

Total equity 
& liabilities  

1,484,642,164 1,853,105,394 2,104,010,098 1,683,079,532 2,674,489,619 5,723,657,799 

 
An analysis of the financial position revealed that there was an 
improvement in working capital from a negative of K481, 392,556 
in 2002 to a positive of K1, 134,770,199 in 2007. Working capital is 
the difference between current assets and current 
liabilities (K1,161,271,144 — K1,642,663,700) and 
(K4,276,555,597 — K3,141,785,398) 
 
There was also an improvement in capital and reserves during the 
period under review. 

 
v) Lack of Share Certificates 

 
It was observed that as of July, 2008, no shares no share 
certificates had been issued. It was also observed that the financial 
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statements for the year ended 31 December, 2006 carried a figure 
of Tsh564, 523,190 as advance towards share capital of MOFED 
Tanzania Limited broken down as follows: 
 
• sum of Tsh287,491,791,744 relates to assets taken over 
fromFreight Meridien Company Limited, the previous operators 
of the Mukuba Copper Depot; and 

 
• disbursement of Tsh277,031,446 from the Ministry of Transport 
and Communications for settling some of the long standing 
liabilities of MOFED Tanzania Limited. 

 
In his response dated 17 November, 2008, the Controlling Officer 
stated that whereas the comments above were noted there were 
corporate governance issues which had not been addressed 
during the period 2001 to 2007, resulting into the inability to 
issue share certificates. He added that the main setback was the 
absence of the Board which dealt with such matters and that an 
active and working Board was now in place to deal with the issue. 

 
vi) Non-Current Assets 

 
Payment for Scania Trucks 
In January, 2003, MOFED Limited paid an amount US$22,599 
towards the clearing of two Scania trucks procured by Parkvale 
Financial and Management Services (T) Limited and consigned to 
Mukuba Depot under unknown circumstances. 

 
In his response dated 17 November, 2008, the Controlling Officer 
noted the concerns and further stated that whereas some MOPED 
funds could have been utilised to clear the trucks upon arrival in 
Tanzania, he could only confirm that MOPED was not involved in 
the initial importation of the trucks. 

 
Missing Assets from Company House 
 
In 2001, household items ranging from furniture fittings and 
equipment valued at  
K 9,074,020 were irregularly taken by a Mr John Chikasi Njobvu, 
the then tenant of House No.316 Toure Drive belonging to MOFED. 
Inquiries into the matter revealed that the tenant, who was an 
employee of the Zambian High Commission to Tanzania, refused to 
vacate the house when title passed from TAZARA to MOFED (7) Ltd. 
In frustration, the tenant vandalised the house and removed the 
items mentioned above. 
 
As of July, 2008, no loss report had been prepared and 
recoveries of items had not been made by the Company. 
 
Assets not Included in the Books of MOFED (T) Limited 
 
MOFED Tanzania Ltd owns Mukuba Depot which houses its offices. 
In addition to the Depot, the Company owns two residential houses 
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situated in a prime area of Dar es Salaam called Masaki. Each of 
the two houses consists of a two storey main house, one guest 
house and one servant's quarter. 
 
A scrutiny of financial and other related records revealed that 
Mukuba Depot, which was valued at US$ 964,282.40 and House 
no. 1661 whose value could not be ascertained due to poor record 
keeping were not included in the books of MOFED (T) Limited. Title 
deeds for the three properties were not presented for audit. This was 
contrary to the provisions of the International Accounting Standards, 
IAS 16 (Property, Plant and Equipment) which states that all property, 
plant and machinery should be recognised in the books of the 
owner. 

 
Disposal of Assets without Board Approval 
 
There were six motor vehicles with a total cost of Tsh19, 046,740 
and thirteen heavy duty machinery with a total cost of Tsh18, 
409,102 which were declared obsolete by MOFED management 
and disposed of in April, 2008. 
 
The Board's approval in respect of the sale was not availed for audit 
scrutiny.  Although in his response the Controlling Officer stated 
that in the absence of the Board, approval was given by the line 
Ministry, there was no evidence provided. 

 
vii) Current Assets 

 
Trade Receivables 
 
It was observed that MOFED (T) Limited did not have a debtor's 
policy in place. An analysis of the total receivables for the period 
under review revealed that the Company’s debtor’s base continued 
to increase from US$40,970.72 in 2002 to US$ 627,577.49 in 
2007, as shown below. 

 
Year 
ended 

Total 
(US$) 

30 days 
(US$) 

60 days 
(US$) 

90 days 
(US$) 

120 days 
(US$) 

120+ days 
(US$) 

2007 627,577.49 302,590.85 72,724.23 35,084.00 20,828.00 196,350.41 
% 100% 48% 12% 6% 3% 31% 
2006 312,558.32 -7,636.49 80,91.97 20,808.97 18,216.91 200,776.96 
% % -2% 26% 7% 6% 64% 
2005 192,783.32 110,241.87 6,925.69 2,745.05 3,585.52 69,285.82 
% % 57% 4% 1% 2% 19% 
2004 183,894.93 61,211.20 5,983.00 6,866.62 14,862.52 94,971.59 
% % 33% 3% 4% 8% 52% 
2003 120,290.88 30,251.97 15,048.44 2,626.00 14,266.38 58,098.09 
% % 25% 13% 2% 12% 48% 
2002 40,970.72 13,158.22 8,367.16 - 596.5 18,848.84 

 
An analysis of the debtor's records revealed that the Company's 
debtor's age ranged from 30 days to over 120 days contrary to the 
generally accepted payment period of 30 to 60 days.  In this 
regard, it was observed that the debtors outstanding for more than 
120 days increased from US$18,848.84 in 2002 to US$196,350.41 
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in 2007, representing an increase of over 942%.  It was further 
observed that the Company failed to either make provisions for the 
long outstanding bad debts or write off the debts. 

 
Weaknesses in the Management of Salary Advances and Staff 
Loans 
 
The Company had no guidelines on the management of salary 
advances and staff loans. In this regard, the advance limit, 
monthly deduction period and amounts were not prescribed. 
Consequently, officers obtained advances before the full recovery 
of the earlier advances while the monthly deduction period and 
amounts deducted were subject to negotiations between management 
and the applicant. It was further noted that while advance 
application forms were in existence, management used ordinary 
papers to instruct accounts to pay for their salary advances. 
 
It was also observed that the Company did not maintain a 
separate revolving fund account. Payments for advances and loans 
were paid from the operations account without being budgeted for. 
A scrutiny of records revealed that as a result of the above 
weaknesses salary advances for senior management staff 
accumulated to TSHs42,053,864.80 (K127,988,803) as of 
December, 2007.  In particular, the Chief Operations Officer had 
no deductions running on his payslip between February 2007 and 
December, 2007 resulting into the advances accumulating to 
TSHs15,795,734.80 (K48,073,517.07) as of December, 2007. 

 
viii) Non Remittance of Statutory Contributions 

 
It was observed that MOFED (T) Limited did not remit statutory 
contributions to the relevant authorities regularly as required by 
statutory laws. As of December 2007, a sum of Tsh148, 961,668 
in PAYE, pension and skills development levy was outstanding. 
 
Although in his response, the Controlling Officer stated that 
MOFED (T) has regularised all statutory remittances, no evidence 
was provided for verification. 

 
ix) Management Contract for Mukuba Depot 

 
In October, 2001, MOFED Limited and Parkvale Financial and 
Management Services Tanzania limited entered into a 
management contract for Mukuba Depot situated at Kurasini area, 
Dar-es-Salaam, Tanzania. The duration of the contract was fifteen (15) 
years from the commencement date. Under the contract, Parkvale 
was to maximise revenue generation, articulate yearly capital and 
operational plans, put in place a credible management 
information system, improve and market the Depot and attend to 
transfer of ZCCM/ZAMCARGO property to the Government, among 
other things.  In turn, MOFED Limited would pay Parkvale 
Financial and Management Services Limited US$20,000 per 
month or 10% of profit whichever was higher in management fees.  
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Further, Parkvale was to be paid fees relating to management of real 
estate's properties (e.g. housing units) at a fee of 15% of the rentals 
realised on letting of the whole or any part of the property.  In 
addition to the management fees, Parkvale was entitled to be 
reimbursed by MOFED Limited for all expenses reasonably 
incurred in the provision of the consultancy and management 
services.  The contract was terminated in July, 2002, by the 
Government. 
 
A review of the contract and other related documents revealed the 
matters set out below. 

 
• Contrary to Article 54 (3) of the Constitution of Zambia which 

provides that all contracts to which the Government is a party 
or in respect of which the Government has an interest, shall not 
be concluded without the legal advice of the Attorney-General, 
except in such cases and subject to such conditions as 
Parliament may by law prescribe, the contract was not 
submitted to the Attorney-General for legal advice and there 
was no evidence of Parliament waiving the condition. 

 
• Parkvale Financial and Management Services Limited had no 

operating licenses from the Tanzania Revenue Authority and 
other relevant wings of the Government relating to depot 
operations in Tanzania.  In this regard, Parkvale engaged 
Freight Meridian Management Company Limited to run the 
depot on its behalf at a monthly fee of US$4,000.  It was not 
clear why MOFED Limited engaged Parkvale Financial and 
Management Services Limited to manage the Depot when it 
had no license to operate in Tanzania. 

 
• Although the contract was between Parkvale Tanzania and 

MOFED Limited, it was observed that income from the 
handling of copper was collected by Parkvale Zambia which 
only remitted funds for operations to Parkvale Tanzania on 
request. In addition, payments for agency fees in amounts 
totalling US$28,000 (K127, 372,000) to Meridian Freights 
were paid by Parkvale Zambia without the knowledge of MOFED 
Limited. 

 
• Contrary to the provisions of Clause 6.1 of the contract, all 

payments for the running of the Depot during the contract 
period were made by Parkvale from the income generated from 
the Depot as opposed to being reimbursed the reasonable 
expenditure.  In this regard, there was no mechanism to check 
the authenticity of the payments. The expenditure included 
salaries paid to Parkvale managers namely the chief operating 
officer and chief finance officer in amounts totalling 
US$20,900 (Tsh 16,795,400).  This was despite Parkvale 
charging MOFED Limited management fees in amounts 
totalling $20,000 per month. There was no evidence to indicate 
that MOFED Limited or the Government of the Republic of 
Zambia benefited from the contract either by way of receipt of 
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dividends or by way of adding value to the Mukuba Depot by 
Parkvale. 

 
• It was also observed that no rental income was paid to MOFED 

Limited for house number 1661, which was occupied by 
Parkvale manager for the eleven months in the sum of 
US$24,200. 

 
x) Non Availability of Primary Records — Copper 

Handling Transactions 
 

The invoicing and receipting of proceeds relating to copper handling 
during the period June, 2001, to June, 2002, was done by 
Parkvale Zambia Limited on behalf of MOFED Limited. In particular, 
the following were observed: 

 
• Agreements relating to the copper handling transactions were 

not availed for audit by MOFED Limited. As a result, it was 
not possible to ascertain the terms and conditions of the 
agreements. 

• The revenue generated from the operations of MOFED 
Mukuba Depot was receipted by Parkvale Zambia; in turn, 
Parkvale Zambia would remit operational funds to Parkvale 
Tanzania. 

• The details of the bank accounts, bank statements, names of 
signatories and cash books for Parkvale Zambia relating to 
copper handling fees were not availed for audit, thus making 
the authenticity of the figures reflected in the accounts 
questionable. 

• According to scanty records availed, out of a total amount of 
US$261,527.47 invoiced by Parkvale Zambia between June, 
2001 and June, 2002, only amounts totalling US$252,472.32 
were remitted to Parkvale Tanzania leaving a balance of 
US$9,055.15 (K31,693,025) outstanding as of August, 2008. 

 
Despite management stating that details of the copper handling 
transactions were maintained in Dar-es-Salaam, no such records 
were availed for audit scrutiny. 

 
xi) Agency Agreement between Parkvale Financial and 

Management Services Tanzania Limited and Freight 
Meridian Company 

 
In 2001, Parkvale entered into an agency agreement with Freight 
Meridian Company to manage Mukuba Depot for a period of five 
years at monthly fee of US$4,000. However, a scrutiny of the 
contract documents revealed that though signed, the contract was 
not dated. 

 
In particular, the following were observed: 
 

• Contrary to the provisions of Clause 7.1 which stipulated that 
with the approval of MOFED, Parkvale shall be permitted to 
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subcontract the provision of the management and consultancy 
services to approved sub contractors, there was no evidence to 
indicate that the contract between Parkvale Financial and 
Management Services (T) Limited and Freight Meridian 
Company Limited had been approved by MOFED Limited. 

 

• A review of the bills indicated that the agency fees were 
charged from June, 2001. However, it could not be 
established as to why the billing was from June, 2001 
despite the main contract between MOFED Limited and 
Parkvale Financial and Management Services Limited having 
been effective on 12 October, 2001. In this regard, an amount 
of US$20,000 was paid for the period outside the contract. 

 

xii) Operations of the Regional Office in Zambia 

In 2007, MOFED established a regional office in Ndola to 
enhance direct and easy contact with clients in Zambia and 
the rest of the region. A scrutiny of records pertaining to the 
operations of the regional office revealed the following: 

 

• The company was not registered as a legal entity in 
Zambia 

• Contrary to Financial Regulation 140(1), amounts 
totalling K238, 197,198 (US$62,192.48) meant for 
operations were remitted from MOFED Tanzania 
Limited to the Manager's personal account in a local 
commercial bank. 

• Out of the total amount of K238, 197,198 
(US$62,192.48) remitted to the office, K169, 781,908 
($44,329.48) was supported by expenditure details 
while the balance of K68, 415,290 ($17,863) could 
not be accounted for. 

• Contrary to Financial Regulation No.145 and 
Generally Accepted Accounting Practice, the Regional 
Office did not maintain proper accounting records. 

• A laptop valued at K3, 780,210 ($987) belonging to 
the company was reported stolen from the Regional 
Manager while in Cape Town on 13 April, 2008. As of 
December, 2008, no police report had been obtained 
and no loss report was prepared contrary to Financial 
Regulation 172(3).  The laptop was not insured and 
no recoveries had been made from the officer. 

• No performance reports such as quarterly reports, 
progress reports were produced by the Regional 
Manager for submission to management in Tanzania. It 
was therefore not possible to assess the performance of 
the office from the time it was established. 
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xii) Unsupported Payment Vouchers 
Contrary to Financial Regulation 45, there were seventeen 
payments in amounts totalling US$9,246 (K35, 412,180) and 
Tsh 4,948,549 (K16, 480,820) made during the period under 
review which were not supported by documents such as 
receipts and acquittal sheets. 

 
SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF 
COMMUNICATIONS AND TRANSPORT AND MANAGEMENT OF MOFED 
TANZANIA 
 
The Controlling Officer, Ministry of Communications and Transport and 
Management of MOFED Tanzania Limited in their submission stated that the 
contract with Parkvale Financial and Management Services was terminated in 
2002.  The thirteen month contract was terminated on grounds that it was not 
beneficial to the nation.  However, the contract between Parkvale and Freight 
Meridian Company continued to accrue liabilities.  The Government was, 
therefore, obliged to settle the liabilities. 
 
MOFED Tanzania has so far been recapitalised to the sum of US$2 million.  It 
was anticipated that the company was going to declare a dividend in 2010. 
 
On the specific queries, they submitted as set out below. 
 
a) Review of Operations 

 
i) Net Profit 

 
Irregular Board Expenses 
At the material time, the Chairman of the Board was the Managing 
Director of TAZARA.  The then Chairman used his personal funds to 
execute some MOFED Tanzania Limited functions and the moneys 
paid to him were meant to cushion these expenses. 

 
The Board of Directors was not meeting regularly because the 
Company was facing enormous liquidity challenges.  The company 
was in transition and the Chairman of the Board was not receiving 
any allowance.  The Company had since been transferred to the 
Ministry of Communications and Transport and a new Board of 
Directors has since been appointed.  The first Board meeting was 
scheduled to take place in March, 2010.  Management would ensure 
that such an incident did not recur in future. 

 
Irregular Payment of Holiday Passage Allowance 
 
The officer in question had a bereavement in Zambia and was 
allowed to drive back home in order to attend to his problem.  In lieu 
of flying, the officer opted to convert his air passage entitlement into 
cash in order to buy fuel for the car.  It was, however, noted that the 
procedures on such matters at the time were not very clear and 
hence open to various interpretations.  The procedures on 
entitlements have since been revised and made clearer and left no 
room for alternative interpretations.   
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During the oral submission, your Committee was informed that the 
amount had been converted into a loan.   

 
Double Payment of Substance Allowance 
 
Logistical arrangements were made prior to the arrival of the 
delegation without its knowledge.  MOFED Limited had already made 
reservations for lodging and other logistics which if cancelled would 
have attracted penalties.  Management has since engaged the 
Ministry to resolve the matter.   
 
Irregular Christmas Gifts 
 
Due to the competitive commercial environment the company 
operated in, token gifts were given out from time to time in order to 
promote the company and enhance its image.  It was corporate 
practice to do this and the gifts in question were not limited to 
government officials only.   

 
During the oral submission, the Chief Executive Officer submitted 
these were budgeted for activities under marketing.  That granted, 
your Committee did not consider government officials as potential 
clients who deserved such gifts.  The Controlling Officer admitted 
that the gesture was irregular. 
 
Irregular payment of Christmas Bonuses 
 
The Company had not had salary upward adjustments for four years 
at the time.  The bonuses were, therefore, given by management in 
an effort to cushion the workers’ poor salaries and avoid labour 
tensions with the unionised employees.  Christmas bonuses have 
since been formalised in the Conditions of Service through a 
collective bargaining process between management and the union. 
 
Loss of Income from Copper Handling 
 
The Company went through a transitional period with changes in 
management which led to uncertainties in the business environment.  
This coupled with obsolete equipment led to inefficiencies in the 
operations of MOFED and the Company being in a competitive 
environment, lost its clientele to more efficient operators. 
 
During the oral submission, the Chief Executive Officer submitted 
that in 2009, 4,930 metric tonnes of copper cathodes were handled 
by the Company.  The current copper cathodes handling level was a 
combined 4,500 metric tonnes per month and this was expected to 
increase to 7,000 if haulage capacity improved.  The projected volume 
of copper handling in 2010, was, therefore, 54,000 metric tonnes. 
 
Submission by the Secretary to the Treasury 
 
The latest development was that following the regularisation of and 
streamlining of the Company by the Ministry of Communications 
and Transport in 2007, MOFED had since 2008, been handling 
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some copper exports.  1,000 metric tonnes of copper cathodes were 
handled on a monthly basis from January 2007 to June, 2008, 
when Bwana Mkubwa Mine started experiencing operational 
problems and finally ceased operations. However, from June, 2008, 
MOFED was handling an average of 2,000 metric tonnes of Konkola 
Copper Mines cathodes but this was also disturbed by the 
worldwide financial meltdown towards the end of 2009.  In 
January 2010, MOFED was handling a total of 3,000 metric tonnes 
of Mopani and Konkola Copper Mines copper.  This was expected to 
go up to a total of 7,000 metric tonnes of copper by June, 2010. 
 

ii) Lack of Share Certificates 
 
This was a legal matter and the Ministry of Communications and 
Transport would attend to it. 

 
iii) Non Current Assets 

 
Payment for Scania Trucks 
 
The trucks were procured by Parkvale Zambia after being contracted 
by the Government to manage the Mukuba Depot, with a view to 
deploy the trucks at the Depot.  It was agreed that the clearance 
charges would be off-set through management fees that were payable 
to the contractor.  When the contract with Parkvale was terminated, 
MOFED retained custody of the trucks to defray the outstanding 
clearance charges.  The trucks were still in the custody of Mukuba 
Depot and were being utilised in the business of the company. 

 
During the oral submission, the Controlling Officer further submitted 
that the Ministry was trying to resolve the ownership of trucks as the 
current status of Parkvale was not known.  Parkvale had not made 
any attempt to claim back the trucks.   

 
Missing Current Assets from the Company House 
The late officer was an employee of the defunct ZAMCARGO and not 
the Zambian High Commission.  The matter was reported to the 
Zambian High Commissioner to the United Republic of Tanzania who 
was at the time overseeing the transition of the Company.  
Consequently, the matter was reported to the Attorney-General.  The 
new Board of Directors would make a follow up on the matter.   
 
Assets not included in the Books of MOFED (T) Limited 
 
The contract of sale was between the Government and TAZARA.  That 
notwithstanding, management had attempted to obtain confirmation 
and documentation from TAZARA regarding how much was paid so 
that the sale could be crystallised in the books of MOFED.  
Management was still pursuing the matter including the transfer of 
title to the Government for all the three properties.   
 
The residential units alluded to were entered in the Assets Register of 
MOFED Limited at their historic values.  The documents to change 
the deeds of the two houses and the Depot has since been sent to the 
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Ministry of Finance and National Planning.  Once the title deeds were 
obtained, management would engage a professional valuator to value 
the properties and register the revised values in the books. 
 
Disposal of Assets without Board Approval 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury observed that this was a serious 
anomaly. 
 

iv) Current Assets 
 

Trade Receivables 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury observed that this was another 
serious anomaly. Management would be directed to put in place a 
Debtor’s Policy. 
 
Weaknesses in the Management of Salary Advances and Staff Loans 
The Chief Operations Officer was appointed to the establishment in 
December, 2006, and moved to Tanzania in January, 2007, after 
completing his orientation in Zambia.  On arrival in Tanzania, his 
work permit took about five months to secure.  During that period, 
he could not be placed on the payroll and hence the salary advance 
he received and the lack of deductions during the period when he 
was not on the payroll. 

 
Opening of a separate Revolving Funds Account would be concluded 
once Board consent was given in the next Board meeting of March, 
2010.  The aspect of copies of approved loan and advance forms has 
now been fully addressed.  The Financial Procedures Manual had 
since been updated to strengthen the internal controls of the 
Company. 

 
v) Non Remittance of Statutory Contributions 

 
The matter has been fully addressed and remittances of statutory 
contributions were now up to date.   
 
During the oral submission, your Committee was informed that 
MOFED Tanzania has been issued with a certificate of merit for tax 
compliance by the Tanzania Revenue Authority in November, 2009. 
 

vi) Management Contract for Mukuba Depot 
 
Contrary to the Auditor-General’s observations, the contract in 
question was signed by the Attorney-General on behalf of the 
Government of the Republic of Zambia and a copy of the same was 
available for verification.   
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Freight Meridian Management Company was contracted to clear 
cargo on behalf of Parkvale as was the norm in the logistics business 
and they were not a principal party to the said contract. 
 
Freight Meridian Management Company was paid the stated amount 
as outstanding agency fees at the time the Government of the 
Republic of Zambia terminated the contract with Parkvale.  MOFED 
Limited has a legal obligation to settle the amount in question and all 
documentation pertaining to the same was available for verification. 
 
During the oral submission, the Office of the Auditor-General 
provided a copy of the contract between MOFED and Parkvale which 
had not been submitted to the Attorney-General for advice and it was 
discovered that the signed contract referred to was actually a deed of 
transfer. The Controlling Officer apologised for the mix-up and 
admitted that proper government procedures were not followed when 
entering into contract with Parkvale. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the contract in 
question stipulated that Parkvale would be paid management fees 
arising from depot cash flows. During the entire Parkvale period 
(thirteen months), there were no positive cash flows, therefore, no 
cash payments were ever made to Parkvale. The liability shown in 
the books was a provision made during the contract period. 
Considering that there was a contract involved, it was prudent to 
maintain the provisions made until the Board advised otherwise. 

 
Payments made directly to Freight Meridien Company Limited by 
Parkvale Zambia were captured in the books of Parkvale Tanzania 
and this was reflected in the liability reconciliation statements.  
 

vii) Non Availability of Primary Records – Copper Handling 
Transactions 
 
The agreement relating to copper handling transactions were 
withheld by Parkvale and were never availed to MOFED Limited when 
it commenced operations.  The primary reason for this was that the 
contract was entered into between the Government and Parkvale. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that whereas the invoicing 
was done by Parkvale Zambia, the basis of the invoicing was the 
actual copper tonnage handled by Parkvale Tanzania in the 
respective month under review. Details of the copper handling were 
recorded in a copper ledger maintained in Dar-es-Salaam.  
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viii) Agency Agreement between Parkvale Financial and Management 
Services Tanzania Limited and Freight Meriden Company 
Limited 
 
The Parkvale contract for managing Mukuba Depot commenced in 
June, 2001, while the governing contract between MOFED Limited 
and Parkvale only came into effect on 12 October 2001, due to 
protracted negotiations.  During the transition period (1 June, 2001 
to July, 2001) depot expenses continued to accrue on account of 
Freight Meridian Company and it was just prudent that these were 
settled to maintain the status quo and avoid disruption of operations 
and other undesirable consequences. 

 
At the time in question, MOFED Limited had not legally commenced 
its operations in Tanzania and matters were being handled by 
Parkvale on behalf of the Ministry of Finance and National Planning. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury in addition submitted that the 
Parkvale period was essentially dependant on copper handling 
which was lost just before the contract was terminated by the 
Government in July, 2002. 
 

ix) Operations of the Regional Office in Zambia 
 
Efforts were continuing to meet all regulatory requirements to 
register MOFED Zambia formally.  This would be done as soon as all 
the relevant documentation was received from the office of the 
Secretary to the Treasury.   

 
The amounts remitted from MOFED Tanzania Limited to Zambia 
were sent via Western Union money transfer services and not 
through the Manager’s personal bank account.  Further, the 
amounts so remitted totalled K3, 693,750 and not as reported.  Only 
one transaction (K3, 693,750) was remitted through the said 
Account.  All the funds remitted had fully been accounted for.  All 
records of the amounts sent and received and the agents used in the 
transmission were available for verification.  The loss of the laptop 
was reported to Johannesburg Police and the Report was available for 
verification. 
 
On the non production of performance reports, your Committee was 
informed that an online management information reporting system 
was in place and all reports were available for verification. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury had taken note of the findings and 
concluded that these were serious lapses which needed urgent 
attention. 

 
On the loss of a laptop valued at US$ 987, the amount had since 
been converted into a loan and would be recovered. 
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x) Unsupported Payment Vouchers 

 
The samples selected by the auditors (TSh 4,948,549) dated back to 
the period June to December, 2001, when most of the relevant 
supporting documents had been transferred to the archives.  It had 
been difficult to trace the documents owing to the age of the 
transactions in question. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury observed that these were serious 
anomalies and Management needed to enhance internal controls.  
 

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee observes that MOFED is a strategic Company to Zambia, 
being a landlocked country.  There is need to ensure that its existence is 
sustained so that Zambian exports and imports can be expeditiously 
handled at reasonable cost. 
 
The Ministry of Communications and Transport and the Ministry of Finance 
and National Planning need to review the operations and administrative 
structures of the Company to make it more accountable, effective and 
efficient.  Your Committee, therefore, expects the new Board of Directors to 
immediately develop a strategic plan to improve operations of the Company. 
 
On the specific queries, your Committee recommends as set out below. 
 
a) Review of Operations 

i) Net Profit 
 
Irregular Board Expenses 
 
This matter should have been resolved during the audit process.  
Your Committee urges the Controlling Officer and the 
Management of MOFED to always cooperate with the Auditor-
General during audits. 
 
Your Committee resolves that the matter should be closed subject 
to the Auditor-General verify 
 
Irregular Payment of Holiday Passage Allowance 
 
Your Committee urges the Controlling Officer and the Board of 
MOFED to ensure that such a lapse does not recur and to forward 
supporting documents to the Auditor-General for verification. 
 
Double Payment of Subsistence Allowances 
 
Your Committee observes that the Management of MOFED was 
not prudent in their actions in that they made arrangements 
without consulting the delegation.  The delegation, on the other 
hand, acted dishonestly by not settling their hotel bills and also 
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accepting payments they were not entitled to.  Your Committee, 
therefore, urges the Controlling Officer and the Board to warn 
management over the matter.  Your Committee further urges the 
Controlling Officer to take disciplinary action against the officers 
involved, including recovery of the per diem that MOFED paid 
them. 
 
Irregular Christmas Gifts 
 
Your Committee urges the Controlling Officer to re-examine the 
Report that was submitted by the visiting team.  If it shows that 
the team’s recommendations were compromised, disciplinary 
action should be taken against the Government officials and 
officers of MOFED. 
 
Irregular payment of Christmas Bonuses 
 
Your Committee commends the Management of MOFED for 
having the bonuses formalised.  The Controlling Officer and 
Management are urged to forward the supporting documents to 
the Auditor-General for verification.  This should include authority 
that was given by the then Board Chairperson. 
 
Loss of Income from Copper Handling 
 
Your Committee observes that there was an increase in the 
tonnage of copper handled by the company in 2009, and this is 
expected to continue in 2010.  Your Committee, therefore, urges 
the Board and Management of MOFED to continue marketing the 
company aggressively, especially that there was a US$2 million 
capital injection and a management team in place. 

 
ii) Lack of Share Certificates 

Your Committee urges the Controlling Officer to expedite the 
process and report progress on the matter. 

 
iii) Non Current Assets 

Payment for Scania Trucks  
 
Your Committee advises the Controlling Officer to ensure that the 
matter is properly handled as the non-claiming of the trucks 
could mean anything.  Parkvale Limited may genuinely have gone 
under.  At the same time, they can still make a surprise claim on 
MOFED.  There is, therefore, need to exercise a lot of caution on 
the matter. 
 
Missing Assets from Company House 
 
Your Committee urges the Controlling Officer to report progress 
on the matter.  Since the officer died, there is very little chance 
that any recoveries can be made considering the lapse of time, 
unless the benefits have not been paid out. 
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Assets not Included in the Books of MOFED (T) Limited 
 
Your Committee urges the Controlling Officer to ensure that the 
three properties (the Depot and two housing units) are 
appropriately valued and entered in the books of MOFED 
Tanzania.  The ownership of the properties should be formalised 
and documentation be in place. 
 
Disposal of Assets without Board Approval 
 
Your Committee urges the Controlling Officer to make available to 
the Auditor-General the authority from the Ministry to dispose of 
the assets.  A copy of the authority should also be submitted to 
the Secretary to the Treasury. 

 
iv) Current Assets 

 
Trade Receivables 
 
Your Committee urges the Controlling Officer to make available 
the debtors policy and the latest position on the receivables to the 
Auditor-General and the Secretary to the Treasury. 

 
Weakness in the Management of Salary Advances and Staff Loans 
Your Committee are concerned with the way the Company has 
been managed this far.  The Controlling Officer and the Board are 
urged to see to it that there was no deliberate attempt by 
management to take pecuniary advantage of the situation at the 
time.  Your Committee further urges the Controlling Officer and 
the Board to ensure that the new procedures are verified as well 
as report progress on the opening of the Revolving Fund Account 
for advances and loans. 

 
v) Non Remittance of Statutory Contributions 

 
Your Committee resolves to close the matter subject to verification 
by the Auditor-General. 

 
vi) Management Contract for Mukuba Depot 

 
Your Committee observes that the state of affairs during the 
period under review suggests that there were people who had 
illegally benefited from the contract.  Your Committee is, however, 
comforted with the fact that the contract had been terminated as 
it was not beneficial to the State.  Parkvale’s role in the whole 
process was irrelevant as MOFED itself could have directly 
outsourced the services of Freight Meridian at a more reasonable 
fee of US $4,000 per month as opposed to the US $20,000 
MOFED was paying Parkvale.  Your Committee urges the 
Controlling Officer and the Board to use the information the 
Auditor-General has provided in the Report to put things in order.  
The Controlling Officer is further requested to have the payment 
documents to Freight Meridian verified. 
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vii) Non-Availability of Primary Records – Copper Handling 
Transactions 
 
Your Committee urges the Controlling Officer to seek the 
intervention of the Secretary to the Treasury as the Ministry of 
Finance and National Planning were the supervisors of the 
company then.  In addition, the Secretary to the Treasury has 
indicated that the transactions were recorded in a copper ledger.  
The Controlling Officer should further engage state security 
agencies to resolve the matters, if necessary. 

 
viii) Agency Agreement between Parkvale Financial and 

Management Services Tanzania Limited, and Freight 
Meridian Company Limited 
 
As earlier observed, your Committee does not appreciate the role 
that Parkvale played in the whole arrangement other than 
identifying Freight Meridian Company.  It was basically a 
consultancy firm which should have been engaged for a short time 
and not fifteen years.  Since the contract had been terminated, the 
matter should be closed. 

 
ix) Operations of the Regional Office in Zambia 

 
Your Committee observes that Management of the Company did 
not fully cooperate with the audit team.  The Controlling Officer is, 
therefore, advised to caution management over the matter and 
further advise the new Board not to permit such practices.  The 
Controlling Officer and Management are requested to have all the 
relevant documents verified as well as the conversion of the laptop 
loss into a loan.   
 
Your Committee further requests the Controlling Officer to 
expedite the process of registering the Company in Zambia. 

 
x) Unsupported Payment Vouchers 

 
Your Committee observes that this is another case that shows that 
management did not cooperate with the auditors.  The Controlling 
Officer and Management are urged to ensure that the missing 
documents are located and verified.  In addition, management 
should ensure that the retrieval mechanism of archived 
documents is improved. 

 
NATIONAL COLLEGE FOR MANAGEMENT AND DEVELOPMENT STUDIES 
 
AUDIT QUERY        PARAGRAPH 5 
 
10. The National College for Management and Development Studies, 
formerly known as the President Citizenship College (PCC), was established in 
1972, by the President Citizenship Act No.21 of 1972, to provide leadership 
training to officers of Government, Parastatal organisations and the labour 
movement. The Act was amended by the President Citizenship Act No 34 of 
1994 to, among other things, change the name of the College from President 
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Citizenship College (PCC) to National College for Management and Development 
Studies (NCMDS). 
 
In 2005, the National College for Management and Development Studies 
(Repeal) Act No 18 of 2005, was passed which mandated the Council of the 
National College for Management and Development Studies, in consultation 
with the Minister responsible for Education and the Secretary to the Treasury, 
to carry out all actions necessary to transform the College into a Public 
University. In January, 2008, the college was converted to Mulungushi 
University and the assets and liabilities were taken over by the University.  
However, this audit covers the period 2003 to 2007, when the Institution 
was operating as a college. 

(a) Administration 
 
The National College for Management and Development Studies was 
under the portfolio of the Vice-President of the Republic of Zambia until 
December, 2005, when it was moved to the Ministry of Education.  The 
College Council was responsible for the formulation of policies related to 
Financing, Planning, Development, Management of Academic 
Programmes and the welfare of staff and students. 
 
The tenure of office for the Council members was three years and the 
members were eligible for re-appointment. 
 
The Principal was responsible for the day-to-day operations of the 
College and reported to the College Council. The Principal was 
assisted by the Registrar, the Finance Manager and other staff. 

(b) Sources of Funds 

According to the provisions of the President Citizenship Act of 1994, the 
funds of the College consist of: 

 

i) sums payable to the Council from moneys appropriated by 
Parliament; 

ii) sums paid to the Council by way of grant or donation;  
iii) Money or assets that were vested in or accrued to the Council in 

the course of its operation or otherwise; and 
iv) the College could also charge and collect course fees, hire of 

facilities, seminars and sell of farm produce. 

(c) Review of Operations 
 
An examination of financial and other records for the financial years 
ended 31 December, 2003, to 2007, maintained at the College revealed 
the matters set out below. 
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(i) Income and Expenditure Statements 

Income 

2003  
K’000 

2004 K'000 2005 
K'000 

2006  
K’000 

    
GRZ Grant 2,232,112 1,797,883 3,043,676 4,687,614 
Course Fees 1,653,818 3,121,378 3,505,834 3,765,723 
Farm Sales 150,958 129,733 234,185 323,727 
Rent & 
Miscellaneous 

    
Income 1,326,067 1,390,050 1,766,281 1,867,525 
Transfer from     
Revaluation 
Reserves 

15,289 15,289 15,289 507,141 
Transfer from     
Capital Grants 275,182 244,565 144,576 661,001 
Farm Stock     
Revaluation 17,912 103,725 (9,497) 57,399 

 5,671,338 6,802,623 8,700,344 11,870,130 

Expenditure     

Employee benefits 
expenses 4,140,320 5,789,2% 5,824,706 5,918,409 
Administrative 
expenses 748,073 893,314 1,313,416 1,542,530 
Academic Expenses 788,814 1,186,518 933,639 1,444,934 
Depreciation 275,182 244,565 144,576 661,001 
Vehicle running 
expenses 349,626 375,619 477,388 521,436 
Council Members     
Expenses 107,559 127,429 158,755 161,546 
Farm Materials 148,364 199,119 277,025 235,666 

 6,557,938 8,815,860 9,129,505 10,485,522 

Surplus/(Deficit) 
for the Year (886,600)   (2,013,237) (429,161) 1,384,608 

 

As can be seen from the statement above, total income increased 
from K5, 671,338,000 in 2003 to K11, 870,130,000 in 2006. 
This was mainly attributable to the increase in Government 
grants and income from internal sources as shown in the table 
below. 

 
(ii) Government Grants 

Year 

Authorised 
Provision 
K 

Actual Released 
K 

Variance 
K 

2003 2,306,202,490 2,232,112,000 (74,090,490) 
2004 2,573,772,301 1,797,883,000 (775,889,301) 
2005 2,573,772,487 3,043,676,000 469,903,513 
2006 3,073,772,487 4,687,614,000 1,613,841,513 
2007 15,859,403,887 15,427,671.569 (431,732318) 
Total 26,386,923,652 27,188,956,56

9   
802,032,917 
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(iii) Income from Internal Sources 

Year 
Income 
K 

2003 3,130,843,000 

2004 4,641,161,000 

2005 5,506,300,000 

2006 5,956,975,000 

2007 10,596,238,000 

 
 

As of December, 2008, the accounts for the financial year ended 
31 December, 2007, had not been prepared. However, the 
authorised provision for the year 2007, was K15, 859,403,887 
and actual releases were K15, 427,671,569 resulting in an 
underfunding of K431, 732,318. 
 
Expenditure during the period under review increased from K6, 
557,938,000 in 2003 to K10, 485,522,000 in 2006 an increase 
of 60%. This resulted in the college operating on a deficit 
between 2003 and 2005, and recorded a surplus of K1, 
384,608,000 in 2006. 
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(iii) Statement of Financial Position (Balance Sheet) for 

the Financial Years ended 31st December 2003 to 
2006 

 

Assets Employed 

Non Current Assets Property, 

2006 2005 2004 2003 
K’000 K’000 K’000 K’000 
    

Plant & Equipment 57,051,698 6,407,544 6,507,044 6,118,538 

Funds on deposit 869,057 1,334,410 1,337,701 1,437,701 

Current Assets 
    

Inventories 242,531 186,308 195,805 92,080 
Trade & Other Receivables 2,496,591 2,339,295 2,394,021 2,274,885 
Bank Balances & Cash 5,218,926 240,923 209,145 539,014 

 7,958,048 2,766,526 2,798,971 2905,979 

Total Assets 65,878,803 10,508,480 10,643,716 10,462,218 

Equity and Liabilities 

    

Capital and Reserves     

Capital Grants 4,848,445 4,918,356 5,017,857 4,629,350 
Revaluation reserve 51,552367 1,345,443 699,124 1,376,021 
HIPC Fund 1 591,091 1,360,732 1,627,535 
University Fund 4,405,000    
Accumulated Deficit (3,042499) (4,427,107) (4,060,903) (2343,005) 

 57,763,314 2,427,783 3,016,810 5,289,901 

Current Liabilities 

    

Trade and other Payables 7,210,922 7,797,715 7,057,296 4,876,819 
Bank Overdraft 904,567 282,982 569,610 295,498 

 8,115,489 8,080,097 7,626,906 5,172,317 

Total Equity and Liabilities 65,878,803  10,508,480  10,643,716 
 
10,462,218 

 
(v) Liquidity 

 
The college was operating on a negative working capital 
throughout the period under review. However, the position 
improved from negative K2, 266,338,000 in 2003 to negative 
K157, 441,000 in 2006 as shown below. 
 

 

2006 K'000 2005 K'000 
2004 
K'000 

2003 
K'000 

Current Assets 7,958,048 2,766,526 2,798,971 2,905,979 
Current 
Liabilities 

8,115,489 8,080,697 7,626,906 5,172,317 
Working 
Capital 

(157,441) (5,314,171) (4,827,935) (2,266,338) 

Current Ratio 1 to 1 1 to 3 1 to 3 I to 2 
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Although the current ratio had improved from 1: 2 in 2003, to 1: 
1 in 2006, this ratio was still below the minimum ratio of 2:1. 
As a consequence of the poor liquidity position, the Institution 
relied on bank overdrafts to meet its obligations. In this regard, 
the overdraft position increased from K295, 498,000 in 2003, to 
K904, 567,000 in 2006. 

 
(vi) Trade and Other Receivables 

 
Trade and other receivables increased from K2.2 billion in 
2003, to K2.5 billion in 2006. Included in the trade and other 
receivable amount for the year 2005 (K2.3 billion) was an 
amount of K223, 865,774 owed by a political party and an 
amount of K61, 347,500 owed by the Zambia Police Force. As 
of December, 2008, the amounts had not been settled. 

 
(vii) Trade and other Payables 

 
Trade and other payables increased from K4.8 billion in 2003 to 
K7.2 billion in 2006. The trade and other payables were largely 
constituted by statutory contributions. 

 
Although the College deducted statutory contributions from its 
employees, the amounts deducted were not remitted to the relevant 
institutions. In this regard, it was observed that as of December, 
2007, the college owed four institutions amounts 
totalling K7,368,837,644 in the period 2003 to 2007, as 
shown below. 
 

 
Institution K 
ZRA (PAYE) 5,363,756,259 
NAPSA 1,239,156,569 
ZSIC – Pension Contribution 646,486,385 
ZSIC – Group Life Assurance 57,031,746 
ZSIC – Motor Insurance 30,754,069 
Workers’ Compensation Board 31,652,616 
 7,368,837,644 

 
The outstanding amounts in statutory contributions over a 
period of time would lead to a situation of increased costs in 
penalties and interests to the Institution. 

 
(viii) Capital and Reserves 

 
During the period under review, deficits accumulated from K2, 
343,005,000 in 2003 to K3, 042,499,000 in 2006. It was 
further observed that capital and reserves reduced from K5, 
289,901,000 in 2003 to K2, 427,783,000 in 2005. There was, 
however, a sharp increase to K57, 763,314,000 in 2006. The 
increase was mainly as a result of the revaluation undertaken 
in 2006, which resulted in a revaluation surplus of K51, 
552,367,000. 
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(ix) Lack of an Audit Department 

 
Although there was a provision in the structure for an Internal Audit 
Department, it was not functional during the period under review. 

 
(x) Under-banking 

 
During the period January to December, 2007, amounts totalling 
K14,521,360,397 were collected out of which K14,006,837,788 
was banked resulting in an underbanking of K514,522,609. As 
of December, 2008, the underbanked amount had not been 
explained. 

 
(xi) Failure to Follow Procurement Procedures 

 
Contrary to procurement guidelines, twenty-six payments made 
between January and December, 2007, in amounts 
totalling K222, 038,976 were not supported by three 
competitive quotations. 
 

(xii) Unvouched Expenditure 
 
Contrary to Financial Regulation No. 45, there were 358 
payments in amounts totalling K5,835,677,394 made during 
the period January to December, 2007, that were unvouched in 
that the payment vouchers lacked supporting documents such as 
receipts, quotations, invoices, goods received notes, acquittal 
sheets and letters of attorney. 
 

(xiii) Irregular Ex-gratia Payments to Council Members 
 
Section 5 (1) of the Repeal Act No. 18 of 2005, stated that the 
Council would until the appointed date have power, subject to 
the direction of the Minister and the Secretary to the Treasury to 
do anything which was necessary or expedient for the purpose of 
converting the College into a Public University, including in 
particular power to enter into and carry out agreements and 
arrangements for the transfer of the Council's undertaking, 
property, rights liabilities and obligations to the University 
Council. 

 
Contrary to the Act, it was observed that, on the basis of the 
Council resolution minute dated 28 August, 2007, the College 
management paid a total of K157, 720,000 as ex-gratia to the 
long serving College councillors, without seeking approval from 
the Minister of Education or the Secretary to the Treasury. 
 

(xiv) Irregular Sale of Personal-to-Holder Vehicles 
 
In April 2007, the College purchased seven motor vehicles at a 
total cost of K838,788,500 out of which three were personal to 
holder for the principal officers, namely, the Principal, Registrar 
and Finance Manager. The vehicles were received in August, 
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2007. 
 

In October 2007, when all employees of the College were written 
to, informing them that their respective contracts would come to 
an end on 31 December 2007 to facilitate the inception of 
Mulungushi University, the three principal officers applied to 
the College Council to buy the personal to holder vehicles as 
stipulated in their contracts of employment. The contracts of 
employment stated among other things that an employee was to 
be given first option to purchase the personal-to-order motor 
vehicle at 25% of the residual value after three years or at 
separation. 

 
The three vehicles, two Toyota Hilux Raiders and one Toyota 
Landcruiser Prado whose combined value was K420,512,000 
were subsequently sold to the principal officers at a total selling 
price of K85,416,502 after being used for two months only, 
citing separation from the College as the basis to buy the 
vehicles. 
 
The matters set out below were observed as regards the 
purchase and subsequent sale of the motor vehicles: 
 
The procurement of the seven vehicles was done without authority 
from the Minister of Education and Secretary to Treasury, 
contrary to Section 3 (1) of the Repeal Act no. 18 of 2005 which 
stated that notwithstanding anything to the contrary contained in 
the National College for Management and Development Studies 
Act, or any other written Law, from the commencement of the 
Act, the Council would act in all matters in accordance with the 
directions of the Minister and the Secretary to the Treasury. In 
addition, the College did not obtain authority from the 
Ministerial Tender Committee prior to purchasing the vehicles. 

 
• The College management was in fact not being separated at 
the time the decision to sell the vehicles was made as 
their contracts were expiring on 31 December, 2007. The 
principal officers were subsequently offered one year 
contracts on the same condition of service. 

• It was also noted that the decision to dispose-of the 
vehicles after only two months of use was contrary to 
the Cabinet Office Circular no. 6 of 2001 which stated 
that personal-to-holder motor vehicles could only be sold 
to holders after a life span of five years. 

• The vehicles were over depreciated in that, instead of 
basing the computation of the selling price on two 
months depreciation effective when the vehicles were 
received in August 2007, management depreciated the 
vehicles for four months effective from the date of 
payment (April 2007), resulting in an understatement of 
the selling price by K15,331,040. 

• The transaction resulted in the College losing a sum 
of K335, 095,498. 
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SUBMISSION BY THE CONTROLLING OFFICER – MINISTRY OF 
EDUCATION AND MANAGEMENT OF MULUNGUSHI UNIVERSITY 
 
The Controlling Officer in the Ministry of Education, in conjunction with 
management of Mulungushi University, submitted as set out below. 
 
a) Administration and Sources of Funds 

 
The Controlling Officer agreed with the observations of the Auditor-
General on the background of the College, its administration and 
sources of funds. 

 
(b) Review of Operations 

i) Income and Expenditure Statements  
• Income 

The matter was verified by the office of the Auditor-
General and recommended for closure. 

 
• Expenditure 

The matter was verified by the office of the Auditor-
General and recommended for closure. 

 
ii) Government Grants 

 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

iii) Income from Internal Sources 
 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

iv) Statement of Financial Position (Balance Sheets) for the 
Financial Years ended 31st December 2003 to 2006 
 
In the year 2006, there was a sharp increase in the value of 
property, plant and equipment resulting into an increase in the 
revaluation reserves. This followed the revaluation of assets 
which was done based on the market value by Messrs D Y 
Zyambo and Associates who were engaged as valuation 
surveyors when the College was being transformed into a 
university. 

 
The accumulated deficits as well as creditors and other 
payables in the years under review were as a result of 
underfunding to the college. A bigger percentage of 
indebtedness related to Zambia Revenue Authority (ZRA), 
NAPSA and ZSIC (pension schemes). This trend would continue 
to prevail even after the transformation as long as the 
University continued to receive inadequate funding. 
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In order to meet the deficits, the University had put measures 
in place such as the bridging finance arrangement. 

 
v) Liquidity 

 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

vi) Trade and other Receivables 
 
It was regretted that the College was owed an amount of K223, 
865,774 by the Movement for Multi-Party Democracy (MMD) 
and K61, 347,500 by Zambia Police Force. The Ministry had 
written to the two (2) organisations as a follow-up to the 
reminders that the University had been making over the same 
matter. The Committee would be informed on the progress 
made over the matter. 
 

vii) Trade and other Payables 
 
The matter was verified by the auditors and recommended for 
closure. 
 

viii) Capital and Reserves 
 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

ix) Lack of Audit Department 
 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

x) Underbanking 
 
The matter was verified by the office of the Auditor-General and 
recommended for closure. 
 

xi) Failure to follow Procurement Procedures 
 
Failure to follow procurement procedures was due to lack of 
capacity on the part of the officers who were handling the 
procurement function. It was further noted that there was poor 
record keeping in that payment vouchers were kept by 
Accounts Department while competitive quotations were 
erroneously kept by the Stores Officer. 
 
Three payments totalling K25, 705,000 had been located 
leaving a balance of twenty-three payments totalling K196, 
333,976. Efforts were being made to ensure that the remaining 
payments which had no competitive quotations have the 
quotations attached to them in order to normalise the 
transactions. 
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The University has since employed a Purchasing and Supplies 
Manager and a Purchasing Officer who were handling the 
procurement function. 

 
xii) Unvouched Expenditure 

 
A larger proportion of the unvouched payments were salary 
related and statutory contributions to pension schemes namely 
ZSIC and NAPSA. Salary related payments which were made to 
various banks and statutory bodies for the purpose of paying 
salaries to members of staff and third party payments were 
made on the strength of payroll schedules. It was regretted that 
the payroll schedules were submitted alongside with the 
cheques to the banks and pension scheme authorities without 
leaving copies at the College. 
 
124 payment vouchers in amounts totalling K3, 785,350,362 
had been vouched leaving a balance of 225 payments totalling 
K1, 508,351,518. Most of the payment vouchers that had been 
vouched were salary related. Efforts were being made to ensure 
that the remaining payments were vouched. 
 
The University was also making effort with other service 
providers that were paid to ensure that they provided copies of 
receipts for the payments made to them. The receipts would 
subsequently be attached to the payment vouchers at the 
Institution. 
 
On measures that had been put in place to curb the problem of 
unvouched expenditure at the Institution which was now 
operating as a University, the Committee was informed that the 
Ministry of Education was closely monitoring the operations of 
the University. In addition, the University has employed more 
qualified staff, therefore, it was expected that record-keeping 
would be improved. It was the desire of the Ministry that 
Mulungushi University could be used as a model of how a 
public higher institution of learning should operate. 
 

xiii) Irregular Ex-gratia Payment to Council Members 
 
The irregular payment of ex-gratia was regretted. Having 
recognised that the ex-gratia payments were irregularly paid, 
the University had written to all the former College Council 
members to pay back the ex-gratia. 
 

xiv) Irregular Sale of Personal-to-Holder-Vehicles 
 
The University Management has recognised the irregular sale of 
personal-to-holder vehicles to the three principal officers in the 
year 2007. The University has since done the correct 
computation of depreciation effective August, 2007. The correct 
written down values of the three vehicles was as shown below. 
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Year  Make 
of 
vehicle 

Reg. 
No. 

Cost (K) Amount of 
Depreciation 
(K) 

Adjusted 
Written 
down value 
(K) 

Initial 
payment 

Balance due 
to be paid 
(K) 

2007 Toyota  
Hilux 
Raider 

ABK 
2882 

128,554,000 5,356,417 123,197,583 24,183,875 99,013,708 

2007 Toyota  
Hilux 
Raider 

ABK 
2214 

128,554,000 5,356,417 123,197,583 24,183,875 99,013,708 

2007 Toyota  
Prado 

ABK 
3149 

163,404,000 6,808,500 156,595,500 30,638,250 125,957,250 

 Totals  420,512,000 17,521,334 402,990,666 79,006,000 323,984,666 

 
The Vice-Chancellor has written to the three former principal 
officers directing them to pay the differences of the correct 
written-down value against what they initially paid. 
 
Furthermore, the Ministry wrote to the Attorney-General for 
legal opinion on the sale of the three vehicles to the former 
principal officers of the College. The Attorney-General advised 
the Ministry that the College Council did not have the absolute 
authority to sell the vehicles as the conditions for purchase 
were provided for pursuant to legislation.  The Attorney-General 
has also advised the Ministry that the entire transaction should 
be reversed and vehicles surrendered back to the University or 
alternatively, that the full price and relevant duties be paid for 
the vehicles by the three principal officers. 
 
The University has not received any feedback from them to-
date. Ownership of the vehicles had not yet been changed from 
that of the University to individuals.  In addition, the principal 
officers had not been paid their benefits pending resolution of 
the matter. 

 
COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee notes with satisfaction the efforts of the Ministry of 
Education to resolve irregularities under the former National College for 
Management and Development Studies. Your Committee also appreciates 
the desire by the Ministry to make Mulungushi University a model of how a 
public higher institution of learning should operate.  The Controlling Officer 
and the University Management are advised to learn from the lapses of the 
other public universities and the former College so that the next audit will 
not reveal the same irregularities as is the trend in most government 
institutions.  
 
On the specific queries, your Committee recommends as set out below. 
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a) Review of Operations 
 
i) Income and Expenditure Statements, Government Grants, 

Income from Internal Sources, Statement of Financial 
Position and Liquidity 
 
Matters relating to the income and expenditure statements, 
government grants, income from internal sources and liquidity 
should be closed as they had been cleared by the Office the 
Auditor-General. 
 
On the Statement of Financial Position (Balance Sheet), your 
Committee urges the Controlling Officer to assist the University 
Management to enter into time-to-pay agreements with ZRA, 
NAPSA and ZSIC on the carry over indebtedness, but ensure that 
the University is current with its obligations. 

 
ii) Trade and other Receivables 

 
Your Committee observes that the two organisations accounted 
for only 11% of the trade and other receivables as of 2006, which 
means that even if they owned-up, 89% will still be outstanding. 
The Controlling Officer and Management of Mulungushi 
University are advised to ensure that the University has a credit 
policy in place which should be strictly followed at all times. Your 
Committee urges the Controlling Officer to report progress on the 
matter. 

 
iii) Trade and other Payables 

 
The matter should be closed since it has been cleared by the 
Auditor-General. 
 

iv) Capital and Reserves  
 
The matter should be closed since it has been cleared by the 
Auditor-General. 
 

v) Lack of Audit Department 
 
The matter should be closed since it has been cleared by the 
Auditor-General. 
 

vi) Under Banking 
 
The matter should be closed since it has been cleared by the 
Auditor-General. 
 

vii) Failure to follow Procurement Procedures 
 
Your Committee urges the Controlling Officer and the University 
Management to ensure that irregularities on procurement that 
were cited when the Institution was operating as a college do not 
resurface at the University. 
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viii) Unvouched Expenditure 

 
Your Committee requests the Controlling Officer to report progress 
on the matter. 
 

ix) Irregular Payment of Ex-Gratia to Council Members 
 
Your Committee requests the Controlling Officer to report progress 
on the matter. 
 

x) Irregular Sale of Personal-to-Holder Vehicles 
 
Your Committee requests the Controlling Officer to report progress 
on the matter. 

 
NATIONAL HOUSING AUTHORITY 
 
AUDIT QUERY        PARAGRAPH 6 
 
11. The National Housing Authority (NHA) was established by an Act of 
Parliament in 1971, the National Housing Authority Act, Cap 195 of the 
Laws of Zambia with the objective of providing, securing and promoting the 
provision of housing throughout the Republic of Zambia. Subject to any 
direction given by the Minister of Local Government and Housing, the 
Authority has the sole management and control of the properties, income 
and funds of the Authority and of the affairs and business thereof. 

The Authority also provides accommodation by: 

i. the erection of houses on any land acquired; 
ii. the conversion of any building into houses; 
iii. acquiring, enlarging and repairing any house or building 
iv. management and control of houses owned by any person; and 
v. clearing squatter areas and thereafter making necessary 

improvement and redevelopment of such areas. 
 
The Authority took over the operations of the Presidential Housing Initiative 
(PHI) in 2002, ZIMCO Properties Limited and INDECO Estates Development 
Company Limited in 2005 following Presidential directive. 
 

 (a)  Administration 

The Authority is governed by a board of directors whose members are 
appointed by the Minister responsible for housing. The Board 
comprises nine members who are appointed from both private and 
public institutions as shown below. 
• the Commissioner for Town and Country Planning; 
• two members from the Local Government Association of Zambia; 
• one member representing the Ministry responsible for local government; 
• two District Secretaries 
• one member representing the Zambia National Building Society; 
• one member representing the University of Zambia; 
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• one member representing the National Council for Scientific Reasearch; 
• one member from the Zambia Federation of Building Co-operatives; and 
• one other member who is not a public officer. 

 
The Managing Director as Executive Officer is responsible for day to 
day operations and is appointed by the Board.  The Chief Executive is 
assisted by the Directors of Finance and Administration, Construction, 
Real Estate and Sales, Consultancy and Procurement. 
 

(b) Sources of Funds 

According to the provisions of the National Housing Authority Act, the 
funds of the Authority consist of: 

• such sums of money as may be payable to the Authority from moneys 
appropriated by Parliament for the Authority; and 

• such other moneys or assets as may be vested in or accrue to the 
Authority, whether in the course of its operations or otherwise. 

 

The Authority also derived its income from the sale of completed houses, 
rentals from leased, residential and commercial properties, sale of 
service plots, sale of pre construction properties, sale of capitalised 
properties and professional fees. 

 

(c) Review of Operations 

An examination of financial, accounting and other records for the 
financial year ended 31 December, 2007, revealed the following: 

 

(i) Failure to Prepare Financial 
Statements  

According to the National Housing Authority Act: 
• the Authority should, as soon as practicable, and in any case not 
later than six months after the termination of each financial 
year, submit an annual report to the Minister on the activities of 
the Authority; 

• the annual report should include a balance sheet,  profit and 
loss account and report of the Auditor; and 

• the Minister should, not later than twenty-one days after the first 
sitting of the National Assembly next after the receipt of the 
annual report of the Authority, lay such report before the 
National Assembly. 

 
Contrary to the provision of the Act, the Authority did not prepare 
financial statements for the financial year ended 31 December, 
2007, as of December, 2008. As a result, the audit opinion could 
not be expressed on the financial statements. 
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(ii) Failure to Collect Rentals 

 
The Authority has different types of properties which are on lease to 
residential and commercial tenants. The standard lease 
agreement provides among others, that- 
 
• properties are on lease to tenants for a period of one year with 
an option to renew for a period of one year upon giving three 
months notice by the tenant to the landlord of such an 
intention; 

• payment of security deposit shall be  
• equivalent to three months rent (refundable to the tenant if there 
are no material defects in the premises attributable to the tenant 
and the tenant has no arrears at the time of vacating the 
premises); 

• payment of rent shall be three months in advance; and 
• if rent becomes payable but remains unpaid for thirty days, the 
landlord should evict the tenant. 

 

It was, however, observed that amounts totalling K14, 414,297,740 
(K1, 148,293,109-leased/temporary houses and K13, 
266,004,631- commercial and residential) were not collected. 
Included in the amount of K13, 266,004,631 was an amount of K5, 
189,936,983 owed by Nitrogen Chemicals of Zambia (NCZ) which 
has been outstanding from as far back as 1999. In addition, 
amounts totalling K74, 628,327 which has been outstanding from 
as far back as 31 March, 1998, were not collectable from eleven 
tenants as the tenants either have died or were not traceable. 

 

Although in their response dated 26 December, 2008, 
management stated that a rent collection and monitoring system 
was in place and that a full time debt collector has been employed, 
the debt remained unserviced. 

 

(iii) Plot No. L/1052/M, Kafue Estates—Kafue 
 
The Kafue Estates comprised over 2,500 residential houses and 
industrial properties on the same land.  After the merger with NHA, 
Plot L/1052/M was subdivided and the houses offered for sale to 
sitting tenants. 
 
On 10 December, 2004, an application was received from Universal 
Mining and Chemicals Industries Ltd (UMCI) by management of the 
Indeco Estate Development Company Ltd for the purchase of a 200 
acre plot in Kafue to construct an integrated Iron and Steel Plant. 
The land applied for was zoned for residential use whose value 
ranged from K365 million to K1.03 billion. 

 
According to the minutes of a special board meeting held on the same 
day, the Board resolved to reject the application on grounds that 
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the site was not suitable for the type of industry as it would 
produce pollution in the form of dusty wind, noise, industrial 
effluent and discharge. 

 

However, in a letter dated 18 March, 2005, the Minister of Local 
Government and Housing directed the Board to offer the C4 land for 
sale to UMCI. 

 

The Board expressed reservations with the Minister's directive and 
stated the need for tender procedures to be followed to allow for 
transparency and accountability. The Secretary to the Treasury 
also advised that the C4 land be advertised for sale and be offered to 
the highest bidder. 

 

In June, 2005, UMCI paid K496, 970,000 to the Authority towards 
the purchase of 200 acres of land on Plot L/1052/M. 

 

It was observed that the Environmental Council of Zambia (ECZ) 
rejected the setting up of the plant at the proposed site as it was 
unsuitable for the project and proposed alternative sites in the 
industrial area. 

 
In response, management stated that the Authority considered the 
proposed development on this land to be necessary in the 
improvement of the Kafue Estate and that employment opportunities 
were to be created in the area.  In addition, there would be 
development of more dwelling units and attendant social and 
infrastructure services to service the factory. They stated that the 
offer of land to the developers was conditional upon fulfilling the 
requirements of ECZ in the proposed development.  Although 
initially the proposed development was not approved by ECZ, authority 
to proceed was subsequently given on 13 October, 2005 by the 
Minister of Tourism Environment and Natural Resources following an 
appeal from the developers. 

 

(iv) Non-Payment of Statutory Contributions 
 
Although the Authority deducted Pay-As-You Earn (PAYE) from its 
employees, the amounts deducted were not remitted to ZRA. In this 
regard, it was observed that as of December, 2007, the Authority 
owed ZRA amounts totalling K 6,922,874,155. 
 

As of December, 2008, the contributions had not been remitted 
making the Authority susceptible to penalties and interest as added 
cost to the company. 
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(v)  Government's Failure to meet its Debt Obligation 
 
In May, 2005, a Cabinet directive was passed to merge and transfer the assets 
and liabilities of the PHI, Indeco Estates Development Company and Zimco 
Properties Ltd to National Housing Authority. In this regard, the Authority 
wrote on 10 June, 2005, to the Ministry of Local Government and Housing 
seeking help with the settlement of the debts inherited from PHI, INDECO and 
ZIMCO. 
 
On 12 January 2007, the Permanent Secretary, Ministry of Local 
Government and Housing informed the Authority that the 
Government, through the Ministry of Finance and National Planning has 
taken over the debts of the merged entities in amounts totalling K1,520,617,132. 
 
However, as of May, 2008, there was no evidence that the Government 
through the Ministry of Finance and National Planning had met its obligation 
to offset the outstanding debt. 

 
SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF LOCAL 
GOVERNMENT AND HOUSING AND MANAGEMENT OF NATIONAL 
HOUSING AUTHORITY  
 
The Controlling Officer in conjunction with Management of National Housing 
Authority submitted as set out below. 
 
Review of Operations 
 
i) Failure to Prepare Financial Statements 

 
The delay in submitting signed accounts was due to the fact that the 
Board of Directors insisted on reviewing the final audit report from the 
Auditor-General before passing a resolution to authorise the 
Chairperson and the Chief Executive to sign the financial statements.  
This was after the Board reviewed the interim Audit Report from the 
Auditor-General of 15 December, 2008 and the management 
responses.  
 
The unsigned management accounts had earlier been given to the 
Audit Team together with the audit file sometime in July, 2008.  The 
documents the Board wanted to review were received on 10 March, 
2009 and the Board convened to discuss the document.  The Board 
resolved to adopt the accounts and authorised the Chairperson and the 
Chief Executive to sign both the Director’s Responsibility Statement 
and the accounts.  The signed Accounts for 2007 were only submitted 
to the Auditor-General’s office on 20 March, 2009. 
 
The Auditor-General advised your Committee that the accounts that 
were initially submitted to her office were sent back because they were 
presented in a wrong format and the International Accounting 
Standards were incorrectly applied. 
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Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the Authority would be 
instructed to produce financial statements on time as stipulated by the 
National Housing Authority Act.  
 

ii) Failure to Collect Rentals 
 
National Housing Authority took over gross rent debtors from Indeco 
Estates Development and Zimco Properties Limited in 2005, amounting 
to K14, 071, 317, 067 of which K5, 189, 936, 983 was owed by 
Nitrogen Chemicals Zambia Limited.  At the time of taking over the rent 
debtors, a provision for bad and doubtful debts of K3,191,405,000 had 
already been provided leaving a figure of K10,879,912,067 outstanding. 

 
However, the status as at 30 September, 2009, was as follows: 
 
• the Nitrogen Chemicals of Zambia amount of K5,189,936,983 was 

still outstanding as the Company was not in a position to settle 
the arrears; 

• other commercial properties gross amounts now stood at 
K6,336,156,908 as at 30 September, 2009, as compared to 
K8,881,380,084 when National Housing Authority took over 
Indeco Estates and Zimco Properties.  There was a reduction of 
K2, 545,223,176 over the past four years.  The above debt 
collection was in addition to collections on current rent billings 
resulting in the debtors list not growing but reducing; and 

• leased houses rental arrears reduced from K1,148,293,109, as per 
audit report, to K964,270,155 as at 30 September, 2009.  Most of 
the arrears were within the three-month period, which was 
equivalent to the security deposit held by the National Housing 
Authority. 

 
On the question of whether a debt analysis has been carried out to 
determine what was recoverable and not, your Committee was informed 
that the debt was in the process of being reviewed to determine what 
was actually collectable.  The Chief Executive Officer further submitted 
that the NCZ debt was a challenge.  However, the Government has been 
engaged to consider a debt swap since NHA was also experiencing 
difficulties paying Pay-As-You-Earn.   
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury agreed with the audit findings and stated 
that the National Housing Authority needed to double its efforts to collect 
outstanding rentals. 
 

iii) Plot No. L/1053/M Kafue Estates – Kafue 
 
The land under discussion was offered to and fully paid for by 
Universal and Chemical Industries Limited (UMCI).  The offer to UMCI 
was conditional upon them securing all regulatory approvals, matters 
which were outside the control of National Housing Authority.   
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When asked why the land was not advertised as per directive from the 
Secretary to the Treasury, the Chief Executive Officer submitted that 
since the investor had shown interest in the particular piece of land, it 
was resolved that it should not be advertised. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the land was eventually 
sold probably when other considerations were taken into account.  This 
was the more reason why the Ministry of Finance and National Planning 
decided to formulate a new law to closely supervise parastatal 
institutions. 
 

iv) Non Payment of Statutory Contributions 
 
The financial position of National Housing Authority significantly 
deteriorated following the transfer of the Presidential Housing Initiative 
(PHI) to National Housing Authority in 2002 and Indeco Estates 
Development Company Limited (INDECO) and Zimco Properties Limited 
(Zimco) in 2005, hence the company’s inability to meet statutory 
obligations.  The contributing factors to this financial weakness are set 
out hereunder. 
 
• National Housing Authority inherited liabilities from the 

Presidential Housing Initiative (PHI) amounting to K62.3 billion.  
The Government assumed most of the liabilities amounting to K59 
billion leaving the private sector liabilities amounting to K3.3 
billion.  National Housing Authority was compelled to divert 
operational funds to settle these liabilities. 
 
A copy of the draft Strategic Plan was made available to your 
Committee. Additional information provided included a 2005 
analysis showing the financial performance and position before 
and after the merger as summarised below. 
 
Summary Income Statement as at 31 December 2005 
 

Before (K’000)  After (K’000)  
Income  53, 522,131   57, 953,647 
 
Expenditure 52,214,026   57,113,517 
Profit/(Loss) 1,308,105   840,130 
 
Summary Statement of Financial Position as at 31 December 2005 
 
     After   Before 
     Dec 2005(K’000) Dec 004(K’000) 
Non Current Assets  17,039,396  5,869,166 
Current Assets   82,488,299  79,738,940 
Total Assets   99,527,695  85,608,106 
 
Equity     65,239,776  46,270,977 
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Non Current Liabilities  2,379,192  2,674,682 
Current Liabilities  31,908,727  36,662,447 
     34,287,919  39,337,129 
 
Total Equity and Liabilities 99,527,695  85,608,106 
 

• National Housing Authority took over from the Presidential 
Housing Initiative 135 houses, which had already been paid for 
but either not built or only partially constructed.  National 
Housing Authority having taken over the operations of the 
Presidential Housing Initiative (PHI) was obliged to build the 
houses.  An amount in excess of K5 billion was taken out of the 
operations to fulfil these obligations but with no corresponding 
income as this had already been utilised by the Presidential 
Housing Initiative (PHI). 

 
• The staff compliment at National Housing Authority (NHA) after 

the mergers stood at 275.  This was not sustainable as the level of 
operations could not support this size of a workforce.  
Consequently, the monthly financing gap (deficit) that National 
Housing Authority (NHA) carried was estimated at K1.5 billion as 
tabulated below. 

K 
Monthly gross wage bill    1,100,000,000 
Less: Assured monthly rent income    (400,000,000) 
Shortfall before other expenses   700,000,000 
Add. Other operational expenses (estimated)   800,000,000 
Estimated monthly financing deficit   1,500,000,000 

 
With this deficit, it had become very difficult to pay statutory 
obligations as income from the sale of houses was not sufficient to 
close-up the gap. 

 
When asked to state measures that had been put in place to reduce the 
deficit, the Chief Executive Officer submitted that the Authority needed 
to increase its activity (that is build and sale more houses) and reduce 
the workforce to a sustainable level.  It has been discovered that 
developing properties under the prepaid scheme was the only viable 
option of financing at the moment.  In addition, the Company has a 
Strategic Plan in place which detailed their strategies of turning round 
the Institution. 
 

v) Government Failure to meet its Debt Obligation 
 
It was partly true that some liabilities have not yet been met by the 
Government.  However, the Government has substantially settled its 
liabilities. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the Ministry of Finance and 
National Planning had initiated a verification exercise before liquidating 
the debts.  
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COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
a) Review of Operations 

i) Failure to Prepare Financial Statements 
 
Your Committee finds the explanation on the failure to prepare 
financial statements unconvincing and urges the Controlling 
Officer to ensure that the audited financial statements for 2007, 
2008 and 2009, are prepared and submitted to the office of the 
Auditor-General for verification within 2010. 

 
ii) Failure to Collect Rentals 

 
Your Committee observes that it was important that a debt 
analysis is carried out to avoid devoting a lot of effort to debts that 
may not be recoverable.  The Controlling Officer and Management 
are, therefore, urged to ensure that the analysis is carried out and 
report progress.  In addition, an update on the negotiations for a 
debt swap on the NCZ rental arrears should be provided. 

 
iii) Plot No. L/1052/M, Kafue Estates – Kafue 

 
Your Committee observes that NHA should have taken advantage 
of the situation and advertised the parcel of land to maximise 
realisable income.  Your Committee further observes that a 
political hand may have played a major role in the eventual 
outcome of the case as there are two instances cited when 
ministers had to override the decisions of lower organs. 

 
Your Committee recommends that the Controlling Officer should, 
in consultation with his colleague at Ministry of Tourism, 
Environment and Natural Resources, ensure that all 
environmental concerns that were raised are addressed since the 
Company has already commenced operations. 

 
iv) Non-Payment of Statutory Contributions 

 
Your Committee observes that the financing deficit of K1.5 billion 
per month needs immediate attention.  Although the debt swap 
under negotiation may provide some relief with respect to Pay-As-
You-Earn, this deficit is likely to negate the benefits. 
 
Your Committee’s immediate concern is the NAPSA outstanding 
contributions as this is bound to have an effect on the pension 
benefits of workers. Your Committee, therefore, urges the 
Controlling Officer and Management to engage the Secretary to 
the Treasury on the possible short term solutions to the problem.  
For the long term, the Strategic Plan should be implemented upon 
finalisation.  Progress should be reported on the matter. 

 
v) Government Failure to Meet its Debt Obligations 

 
Your Committee urges the Controlling Officer to submit the latest 
position on the Government debt to the office of the Auditor-
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General for verification. The Controlling Officer is further urged to 
liaise with the Secretary to the Treasury over the debt considering 
that the Ministry of Finance and National Planning is carrying out 
a debt verification exercise. 

 
NATIONAL SAVINGS AND CREDIT BANK 
 
AUDIT QUERY        PARAGRAPH 7 

 

12. The National Savings and Credit Bank (Natsave) which is wholly 
owned by Government, was established by the National Savings and Credit 
Bank Act  No. 24 of 1972, to replace the Post Office Savings Bank of Zambia 
with a view to promoting national savings and to provide for matters 
incidental to or connected with the forgoing. In October, 2005, the Act was 
amended to conform to the Banking and Financial Services Act. 

 
a. Management 

 
The management of the Bank is under a board of directors comprising six 
directors, who were appointed in November, 2005. The day-to-day 
administration of the Bank is the responsibility of the Managing Director who is 
assisted by seven Heads of Department and one Legal Counsel. 

 
b. Source of Funds 

According to the National Savings and Credit Bank Act, the funds of the Bank 
consist of: 
 

i) moneys as shall be appropriated by Parliament; 
ii) moneys as may be transferred to it by the Saving Bank; 
iii) moneys as the Bank may acquire by virtue of grants or raised 

by means of loans; and 
iv) other sums of moneys as may accrue to it in the course or 

on account of its business. 

c. Review of Operations 

A review of audited accounts for years ended 31 December, 2004 to 
2006, revealed the matters set out below. 

 

i. Financial Performance 

Although income increased from K18.7 billion in 2004, to 
K38.7 billion in 2006, total expense proportionally increased. The 
major component of the total expense was operating expenses 
which rose from K22.8 billion in 2004, to K36 billion in 2006, 
giving rise to a net loss position throughout the period as shown 
below. 
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              Income 

2004 K’000 
2005 
K’000 

 2006  
K'000 

   

Interest Income 3,521,172 6,233,339 10,992,910 
Rental Income 753,278 857,970 627,242 
Fees and 
Commission 

3,954,226 8,740,724 9,850,958 
other Income 10,536,287 15 699.052 17,240 ,619 
Total Income 18,764,963 31,531,085 38,711,729 

Expenses 

   

Interest expenses 1,893,328 1,367,335 1,581,535 

Rental Expenses 1,223,624 1,887,197 1,620,154 
Operating expenses 22 ,831, 155 29,728,201 36,006,054 
Total Expenses 25.948.107 32,982,733 39,207,743 

Retained 
Profit(loss) (17,183,144) (1,451,637) (496,014) 

 
Though the performance for the Bank for the period under review 
was that of net losses, the losses reduced from K7, 183,144,000 in 
2004 to K496, 014,000 in 2006. 
 

ii. Statement of Financial Position 

Assets: 

2006 K’000 2005 K'000 
2004 
K'000 

Notes and Coins 4,675,455 4,189,911 2,285,159 

Balances held with banks and 
other financial institutions 17,573,314 13,748,583 18,257,955 
Short term investments 21,246,168 20,546,530 4,640,280 
Loans and advances 27,337,632 17,386,083 13,383,308 
Other assets 2,425,096 5,666,582 12,603,692 
Property, plant and 
equipment 

2,556,658 2,707,860  
Investment Property 9,627,058 9,627,058 12,097,963 

Total assets 85,441,381 73,872,607 63,268,357 

Equity and Liabilities 

   

Capital and reserves 
   

Share capital 38,225 38,225 38,225 
Government advances 
towards recapitalisation 12,765,729 12,765,729 6,965,729 
Reserves (25,771,639) (25,275,625) (23,823,975) 

Total equity (12,967,685) (12,471,671) (16,820,021) 

Liabilities 

   

Deposits 81,879,247 67,930,793 56,134,279 
Other liabilities 16,529,819 18,413,484 17,614,200 
Balances due to other banks   6,339,899 

Total liabilities 98,409,066 86,344,278 80,088,378 

Total equity and liabilities 85,441,381  73,872,607  63,268,357 

 
Although total assets stood at K85,441,381,000, total deposits were 
K81,879,247,000 whereas total liquid assets stood at K70,832,569,000 
representing total liquid assets shortfall of K11,046,678,000. 
Therefore, in an event of all depositors withdrawing their money the 
Bank would fail to meet the depositor's demands and risked being 
declared bankrupt. 
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iii) Credit Management Policy 

The Bank has a credit management policy in place to assist in the 
administration of its loans portfolio. The credit policy provides for the 
following: 

• staff and employees of other institutions or/organisations 
could only have access to a loan facility if they had served the 
institution for at least two years and they had been 
recommended by the employer for issuance of such a loan; and 

• other applicants should be supported by sufficient security and 
other details such as residential addresses, plot numbers, 
insurance, and title deeds which should be entered in the 
register of securities maintained by the Credit Control 
Department. 

 

However, the matters set out hereunder were observed: 

•••• Irregular Payment of Loans 

Contrary to the policy and the signed memorandum of 
understanding, in 2004, loans amounting to K113,000,000 
were availed to six TAP employees who had only served the 
Company for less than two years and who had not been 
recommended by TAP (Z) Limited management. TAP (Z) Limited 
had since refused to be party to the issuance of the loans and 
declined to institute recoveries on behalf of the bank because they 
were done outside the signed memorandum of understanding. 

As of April, 2008, the debt had increased to K135, 197,385 due 
to accrued interest. 

•••• Loans Awarded Without Security Perfection 

Contrary to the credit policy, loans in amounts totalling K796, 
118,953 were issued to different customers without security 
perfection in that there was no insurance, no collateral and no 
valuation report as shown in the table below. 
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Date Payee Branch Principal 
K 

Interest 
K 

Amount 
Repaid 
K 

Total Remarks  

20-Jun-03 T Hakata  1,800,000   1,800,000 No caveats, valuation and insurance 
22-Nov-03 Mongu Tannery 

Zambia Rural 
Mongu 18,550,215   18,550,215 No insurance 

13-Jun-02 Integrated Project  15,950,000   15,950,000 No collateral  
24-May-02 Kakwela Ltd  2,750,000   2,750,000 No collateral  
30-Jul-01 Michebs 

Investments  
 17,750,000   17,750,000 No collateral  

 AGRIT  200,000,000 3,900,000,000  4,100,000,000 No collateral  
Nov 2002-May 2006 Ten (10) clients Petauke 51,200,000  11,732,728 39,467,272 No collateral  
Jan2003-Dec 2006 Seven (7) clients Mongu 13,050,836   13,050,836 No collateral  
Dec 2002-Sept 
2006 

Ten (10) clients Kitwe 211,060,000   211,060,000 No collateral 

 72 ZESCO 
employees 

 199,025,829   199,025,829 No collateral loans paid to 

 TAZARA causal 
workers 

Kasama 11,010,000  6,968,293 4,041,707 Non permanent employees 

 26 Micro loans Petauke/Chipata 53,972,073 - 2,905,547 51,066,526 Non permanent employees 
TOTAL   796,118,953 3,900,000,000 21,606,568 4,674,512,385  
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It was noted that, on AGRIT, out of the K3,900,000,000 accumulated 
interest, a sum of K2,708,024,000 was written off without Board 
approval leaving only K1,391,976,000 outstanding as of June, 
2008. 

iv) Unretired Imprest 
 

Contrary to the accounting procedures manual which stated that 
imprest should be retired within five days upon return or 
completion of assignment, it was observed that imprest in amounts 
totalling K165, 413,400 involving fifty-four transactions issued to 
seven officers during the period January, 2003 and December, 
2005, had not been retired as of June 2008, and were subsequently 
issued with further imprest amounting to K112, 830,300 before 
retiring previous ones. 

 

v) Missing Payment Vouchers 
 

Fifty-four payment vouchers in respect of stationery procurements in 
amounts totalling K379, 529,440 were missing. 

vi) Unaccounted for Stores 

a. There were no disposal details in respect of stores items costing 
K1, 016,696,133 purchased during the period under review. 

b. Assorted stores items costing K844, 750,058 involving eighty-
four transactions had no receipt and disposal details. 

vii) Missing Computers, Accessories and Office Furniture 
 

Computer and accessories amounting to K335, 458,314 purchased had 
receipt details, but had no distribution details and the Bank did not 
know their whereabouts. 

 

viii) Payment of Rental Without Tenancy Agreement 
 

The Bank rented and paid rentals amounting to K633, 582,000 
(US$162,000) for the offices of the Livingstone branch for eight (8) 
years (1998 to 2006) without a tenancy agreement. 
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ix) Failure to obtain Title Deeds 

 

As of June, 2008, title deeds for three buildings purchased in 1992 
and 2003, K395,000, 000 (Luwingu — K45,000,000, Mumbwa 
—K250,000,000 and Matero — K100,000,000) had not passed to 
the Bank. 

 
SUBMISSION BY THE ACTING PERMANENT SECRETARY (FMA), MINISTRY OF 
FINANCE AND NATIONAL PLANNING, ACTING CHAIRPERSON OF THE BOARD 
AND MANAGEMENT OF NATIONAL SAVINGS AND CREDIT BANK (NATSAVE) 
 
The Acting Permanent Secretary (FMA), Ministry of Finance and National 
Planning in conjunction with the Acting Chairperson of the Natsave Board of 
Directors and Management submitted as set out below. 
 
a) Management and Sources of Funds 

 
They agreed with the observations of the Auditor-General on the 
management and sources of funds for Natsave 
 

b) Review of Operations 
 

i) Financial Performance 
They agreed with the observations of the Auditor-General. 
 

ii) Statement of Financial Position 
 
The Government has put in place a number of measures to improve 
the asset base and therefore prevent a run on the Bank.  The 
Government has approved the Bank’s Institutional Development 
Plan (IDP) spanning a period of eight years from 2005 to 2013.  The 
IDP was a turn-around Strategic Plan for the Bank whose purpose 
was to transform Natsave into a sustainable financially viable and 
operationally efficient financial institution with increased presence 
throughout the country.  So far, two branches had been opened in 
Kaputa and Luwingu.  The target was to open at least seventeen 
more branches by 2013.  Currently, Natsave was operating in 
twenty-seven districts.  A copy of the IDP was made available to your 
Committee. 
  
As support to the IDP, the Government has taken the following 
actions: 
 
i) assumed Natsave’s indebtedness to Zambia National Building 

Society, the National Pension Scheme Authority and the 
Zambia Revenue Authority amounting to K5.302 billion 
through a debt assumption agreement entered into between 
the Government and Natsave in 2004; 
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ii) made a cash injection amounting to K5.8 billion in 2005 as 
recapitalisation; and  

iii) further recapitalised the Bank by providing K8.25 billion in 
2008. 

 
The Bank’s capital base has been augmented through a US$2.0 
million loan from the Government for the computerisation of the 
Bank under the Rural Finance Programme that is supported by the 
Government and the International Fund for Agriculture Development 
(IFAD). 
 
As a result of these and other measures, the Bank’s financial position 
has significantly improved.  The quality of earnings was good with 
the Bank recording profits for the first time in 2007, (K6.3 billion) 
and 2008 (K7.4 billion).  The liquidity position of the Bank has been 
satisfactory averaging 30% per year.  This was above the 15% 
minimum prescribed by the Bank of Zambia.  The liquidity deficiency 
of K11 billion noted in the Auditor-General’s Report as at 31 
December, 2006, has since been reduced to a deficit of K5 billion as 
at 30 November, 2009.  It was anticipated that this would be reduced 
to negative K3 billion by the end of 2010. 
 
When asked whether the Bank has capable staff that could ensure 
that the objectives of the IDP were realised, the Managing Director 
informed your Committee that during the period under review, the 
Bank was not able to recruit and retain qualified and experienced 
staff.  With the recent improvements, the Bank has been able to 
recruit the best of what was available on the market. 

 
On the Board of Directors, the Acting Chairperson informed your 
Committee that the Board was recently constituted though there 
were only six members out of the full complement of nine. 

 
iii) Credit Management Policy 

 
The Bank did not have a credit policy and operations manual in place 
until February, 2005.  This, therefore, meant that the Bank was 
operating without proper guidelines to manage the Bank’s loan book.  
Consequently, most of the loans disbursed before 2005, became non-
performing.  As a corrective measure, Management withdrew branch 
limits on micro loans which has to be sanctioned cautiously.  A 
Credit Policy and Operations Manual has since been developed as 
well as the Microfinance Policy and Procedures Manual which guided 
officers involved in the management of advances. 
 
In addition to the Credit Policy and Procedure Manual and the 
Microfinance Policy and Procedures Manual, the Bank has devised 
checklists for all the products that guide officers on all the necessary 
issues to be addressed and documentation that should be attached 
to the loan application to ensure that prudent lending was achieved. 
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Irregular Payment of Loans 
 
The Institutional Loan Facility was introduced in 2004, and was 
availed to employees of various institutions with whom the Bank has 
signed Memoranda of Understanding (MOU).  An MOU was signed 
with TAP (Z) Limited on 30 July, 2004, and it stated that employees 
who were serving on permanent employment were to access loans 
only after the employer made a recommendation to the Bank.  This 
earlier agreement did not state that the period of service had to be 
two years.  The six loans involved were recommended by TAP 
Management who did not follow the policy of the Company.  This, 
however, was not known to the Bank and it turned out that the said 
loans were not covered by the MOU.  The loans involved later became 
non-performing and the employees had already left the Institution.   

 
A review on the performance of institutional loans was done in 2005 
and it was then agreed that the period of service of two years be 
included as a condition for an employee to be eligible for a loan.  The 
Bank has continued to pursue recovery of the loans by pressurising 
the staff involved.  Legal action has commenced on three of the loan 
beneficiaries.  One of the beneficiaries has started paying through his 
lawyers while another has started repaying K2 million monthly 
instalments effective December, 2009.  The total outstanding balance 
has, therefore, reduced from K135, 197,385 to K92, 778,501 as at 28 
December, 2009.   
 
The Bank has established a Legal Department and all contracts with 
the Bank were cautiously analysed before they were signed.  In 
addition, the Bank ensured that employers confirmed in writing that 
a particular employee should be considered for a loan facility. 
 
Loans awarded without Security Perfection 
 
Most loans that were disbursed prior to 2005, were not performing 
and management’s decision then was to withdraw branch 
discretionary limits on micro loans.  Most of these micro loans were 
secured by household goods as most clients were low income earners 
without tangible security in the form of immovable property.  The 
major cause of delinquency on the Thandizo and Natlink loans was 
the change of salary pay points which was beyond the Bank’s 
control. 
 
The challenges faced on micro loans has now been addressed as the 
Bank has developed a Microfinance Policy and Procedures Manual 
that considered group mutual guarantee as a collateral substitute.  
This was in addition to the Credit Policy and Procedures Manual.  
Bank was now requesting employers to seek clearance from the Bank 
before carrying out an employee’s instructions to change the pay 
point.  The Bank now obtained a letter of undertaking written by a 
customer and acknowledged by the employer.  The customer kept a 
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copy and a copy was retained by the employer for future reference.  
The Bank has perfected security on some highlighted loans.  The 
challenge on the others was that they could not be traced even using 
their last known address.  The Bank has continued to pursue 
recovery of the loans in question and some of them have been paid 
off. 
 
On the question of whether the Board of Directors has a Loans 
Committee, your Committee was informed that the Board has such a 
Committee.  In addition, the Board has created a Risk Department, 
therefore, the Risk Policy was vigorously pursued.  Security on loans 
was now perfected through the Legal Department before 
disbursement. 
 
In a later submission, the Acting Permanent Secretary (FMA) agreed 
that interest in sum of K2.708 billion was written-off without Board 
approval from AGRIT.  Management was instructed by the Board to 
take disciplinary action against the officers involved.  Consequently, 
the contracts of employment for the officers were not renewed.  As a 
corrective measure, the Bank has strengthened its internal controls. 
 

iv) Unretired Imprest 
 
Accountable imprest obtained by members of staff as far back as 
2003, was showing as outstanding at the time of the audit in 2008, 
mainly because it was retired through the Human Resources 
Department.  The Human Resources Department would then retire 
on behalf of the employee to the Accounts Department for clearance.  
This led to a number of imprest retirement forms not reaching the 
Accounts Department hence imprest showing as outstanding.   
 
As a corrective measure, accountable imprest was closely monitored 
and staff were asked to retire imprest within five working days from 
the time they obtained it failure to which the same was deducted 
from their salaries.  If it was not covered by the salary, the imprest 
was converted into staff loans and deducted within the shortest 
possible period.  In addition, a register for imprest retired has been 
introduced and staff could not access further imprest when there 
was imprest outstanding in their names.   
 
During the oral submission, your Committee was informed that the 
process has been revised in that imprest was now retired through the 
Accounts Department.   

 
v) Missing Payment Vouchers 

 
The payment vouchers for stationery bought in the period 2003 to 
2006, could not be traced at the time of the audit as all the vouchers 
for the period have been archived at their Matero Branch by the then 
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not qualified records officers.  Retrieval was quite difficult because 
the records were not properly filed.   

 
All records were now kept at Head Office in a properly arranged store 
room for easy retrieval.  A records officer has been employed who was 
responsible for record keeping.  Access to the records office was also 
restricted. 
 

vi) Unaccounted for Stores 
 
Records for the stated period were kept at the Archive Centre in the 
Matero Branch.  The Bank has now employed a qualified stores 
officer to ensure proper accountability for stores distributed for 
various use in the Bank.  Stationery was only issued upon 
presentation of a stores requisition form which was authorised by the 
Head of Department or Branch Manager. 

 
vii) Missing Computers, Accessories and Office Furniture 

 
The query was a result of lack of guidelines and policy on the 
management of assets.  A full physical stock take was being done 
and all assets reconciled to the Fixed Assets Register in terms of 
value and location.  An asset management system has also been put 
in place to help enhance security.  A detailed Fixed Asset Policy and 
Manual has been drafted and approved by the Board.  This would 
help in the management of assets. 

 
viii) Payment of Rentals without Tenancy Agreement 

 
The Bank entered into an agreement with the Landlord of Plot 903 
Mosi-o-Tunya, Livingstone, to rent the premises as a Bank.  However, 
the Bank misplaced the tenancy agreement.  There was evidence to 
prove that there was a tenancy agreement in place as adduced from 
the notice to terminate the lease served on National Savings and 
Credit Bank by the Landlord dated 30 July, 2007.  The said premises 
were sold to Queens Hills Hotel in early 2008.  The Bank signed a 
Tenancy Agreement with the new Landlord effective 1 October, 2008, 
for a term of three years.  A copy of the agreement was made 
available to your Committee. 

 
ix) Failure to obtain Title Deeds 

 
The Bank purchased the above mentioned buildings, but the 
conveyancing process took long to be completed.  The Bank has since 
obtained title for the Matero and Luwingu buildings.  Copies of the 
title deeds were made available to your Committee.  The Bank was 
almost at the end of the process of obtaining title for the Mumbwa 
building.  During the oral presentation, copies of the title deed for the 
property in Mumbwa were presented. 
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COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
a) Review of Operations 

i) Financial Performance and Statement of Financial 
Position 
 
Your Committee commends the Government, the Board and 
Management of the Bank on the measures that have been put 
in place to improve the performance and financial position of 
the Bank.  Your Committee is comforted by the ambitious 
Institutional Development Plan the Bank is implementing to 
further improve its operations.  The Controlling Officer, the 
Board and Management are urged to report progress on the 
liquidity deficiency of K11 billion which was reported to have 
reduced to K5 billion by December, 2009, and further expected 
to be cleared by the end of 2010. 
 

ii) Credit Management Policy 
 
Irregular Payment of Loans 
 
Your Committee urges the Controlling Officer, the Board and 
Management of Natsave to have the streamlined loans 
procedures verified including the repayment from two of the 
three former TAP employees.  Progress should be reported on 
the legal action on the third former TAP employee. 
 
Loans Awarded Without Security Perfection 
 
Your Committee, while appreciating the efforts of ensuring that 
loans procedures are adhered, to urges the Controlling Officer, 
the Board and Management to always bear in mind that the 
Government has had to provide K14.05 billion from the 
taxpayers to resuscitate operations of the Bank.  There is, 
therefore, need for the Board and Management to prudently 
manage the Loan Book and avoid sliding back into the pre-2005 
situation.  Your Committee further requests an update on the 
recoveries and also to have the loans, whose security has been 
perfected, verified by the Auditor-General. 
 
Since it has been established that the interest for AGRIT was 
irregularly written-off, your Committee recommends that it 
should be reinstated. 
 

iii) Unretired Imprest 
 
Your Committee urges the Controlling Officer, the Board and 
Management to have the retired imprest details verified and to 
indicate after the verification how much will be outstanding.  
The revised retirement procedures should also be verified. 
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iv) Missing Payment Vouchers 

 
Your Committee resolves that the matter should be closed 
subject to verification of the retrieved payment vouchers. 
 

v) Unaccounted for Stores 
 
Your Committee resolves that the matter should be closed 
subject to verification of the receipt and disposal details. 
 

vi) Missing Computers, Accessories and Office Furniture.   
 
Your Committee advises the Controlling Officer, Board and 
Management that these are the sort of administrative lapses 
they do not expect from the new Management Team.  The Board 
and Management are urged to strictly adhere to policy 
guidelines on asset management. 
 
Your Committee further urges the Controlling Officer, the Board 
and Management to report progress on the physical stock-take 
that was being carried out. 
 

vii) Payment of Rentals without Tenancy Agreement 
 
Your Committee observes that although the notice to terminate 
does confirm that there was a tenancy agreement in place, the 
Bank had left the matter up to the goodwill of the Landlord.  
The Bank had further placed itself at a disadvantage in that the 
Tenancy Agreement may have had a clause or provision giving 
the tenant the first right of refusal to purchase the premises. 
 
Your Committee is disappointed with the Bank for failing to 
secure such an important document.  The Controlling Officer, 
the Board and Management are urged to make available copies 
of Tenancy Agreements for all premises that the Bank is 
currently renting to the Auditor-General for verification. 
 

viii) Failure to obtain Title-Deeds 
 
Your Committee resolves that the matter should be closed as 
the Bank has obtained title deeds for the three properties in 
Mumbwa, Luwingu and Matero. 

 
PATENTS AND COMPANIES REGISTRATION OFFICE 
 
AUDIT QUERY        PARAGRAPH 8 

13. In paragraph 18 of the Auditor-General's Report on the accounts of 
Parastatal Bodies for the year ended 31 December, 2004, mention was made of 
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the non production of annual reports, failure to follow tender procedures, non 
recovery of advances and non delivery of services paid for among others. A review 
of the situation carried out in March, 2008, revealed that the situation had not 
improved. 
 

In particular, the following were observed: 
 

Delay in the Enactment of the PACRO Act 

In 1998, the Patents Department was hived-off from Ministry of Commerce, 
Trade and Industry and was transformed into the Patents and Companies 
Registration Office (PACRO), an executive agency of Ministry of Commerce, Trade 
and Industry. However, as of December, 2008, the statute had not been enacted. 

 

Misappropriation of Funds 

During the period July to October, 2006, amounts totalling K39, 912,000 were 
misappropriated by a cashier at the Ndola office. Although the case was 
reported to the Police, no recoveries of the money had been instituted and no loss 
report was produced for audit as of December, 2008. 

 

Inadequately Supported Payments 

Contrary to Financial Regulation No.45, there were ninety-three payments in 
amounts totalling K571, 882,169 made during the period May, 2003, to March, 
2007, which were inadequately supported in that they lacked receipts, invoices 
and acquittal sheets. 

 

Unretired Imprest 
Contrary to Financial Regulation No.96(1), imprest in amounts totalling 
K59,187,110 involving thirty-four transactions issued to ten officers during the 
period May, 2003, to March, 2007, had not been retired as of December, 2008. 
 
SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF COMMERCE, 
TRADE AND INDUSTRY, AND THE REGISTRAR OF THE PATENTS AND 
COMPANIES REGISTRATION OFFICE 
 
The Controlling Officer, Ministry of Commerce, Trade and Industry, in the 
company of the Registrar of PACRO submitted that the period under review was 
when the institution had just been established or rather hived-off as a 
department in the Ministry of Commerce, Trade and Industry.  During this 
period, there were a number of inadequacies particularly as related to internal 
controls. It was regretted that a number of factors were not taken into account 
when the office was created. 
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On the specific issues, they submitted as set out below. 
 
(a) Delay in the Enactment of the Patents and Companies Registration 

Office Act 
 
The Draft Bill has been considered by the Cabinet Legislation Committee 
in the Office of the Vice- President and was due to be tabled in 
Parliament at the next sitting.  
 
On the question of what regulatory framework PACRO was operating 
under in the absence of the Act, the Registrar informed your Committee 
that there were six statutes under which the office was operating. These 
were: 

 
i) the Companies Act; 
ii) the Registration of Business Names Act; 
iii) the Patents Act; 
iv) the Trade Marks Act; 
v) the Registered Designs Act; and 
vi) the Companies (certificates validation) Act. 

 
Your Committee was further informed that any litigation was handled by 
the Attorney-General’s office. 
 
When further asked why it had taken more than ten years to have the 
legislation in place only to be prompted by an audit query, the 
Controlling Officer submitted that there was no particular excuse for the 
delays. This was the reason why the Ministry was now expediting the 
presentation of the Act to Parliament. 

 
(b) Misappropriation of Funds 

 
The query arose because a comprehensive system for monitoring the 
regional offices had not yet been put in place in which regional managers 
will be required to be submitting weekly and monthly performance 
reports on their respective offices in terms of revenue collected and 
banked.  Other management reports would also be submitted. 

 
The officer was fired immediately the misappropriation was discovered in 
line with the Conditions of Service.  
 
The amount owing was K26, 310,140.25 as detailed below. 

 
Amount stolen    K39, 912,000.00 
Total owing     K39, 912,000.00 
Pension contributions   K13, 601,859.75 
Net owing     K26, 310,140.25 
 
A loss report has been prepared and was available for verification. 
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As a corrective measure, internal controls have been strengthened and 
regional offices were now being visited on a regular basis. Snap-checks 
were also being carried out on cashiers to ensure that there was 
adherence to the set internal controls. In addition, the officers were 
supposed to adhere to the set rules as follows: 
 
- all used receipt books to be sent back to Head Office at the month-

end; 
- last receipt number to be reported to Head Office; 
- summaries of revenue collected and banked for the particular 

month to be submitted to Head Office; and 
- any other accounting documents which are necessary in the 

preparation of financial statements to be submitted to Head Office. 
 

During the oral submission, the Controlling officer submitted that the 
absence of an internal audit unit was one of the reasons why some of the 
irregularities were prevalent at PACRO. However, the Ministry was 
facilitating the setting up of an audit committee to enhance internal 
controls. 
 
The Ministry of Commerce, Trade and Industry has taken note of the 
general inadequacies in the supervision of institutions under its charge. 
To this effect, a Statutory Bodies Committee has been constituted to 
ensure that all institutions such as PACRO were closely supervised. 

 
(c) Inadequately Supported Payments 

 
During the period under review, there was no procurement officer with 
the necessary expertise to oversee this function. This meant that there 
were oversights in terms of making follow-ups to ensure that their clients 
gave them the receipts after they had collected the cheques. There was 
no one performing the function during that period. 
 
According to the current records, an amount of K141, 939,944 was 
outstanding for inadequately supported payments. Payments amounting 
to K429, 942,225 have so far been supported. 
 
As a corrective measure, a system for procurement has been put in place 
and this would be part of the procedures manual which was expected to 
be finalised by the end of the first quarter of 2010. The proposed 
procurement procedure was as follows: 
- all purchases to be made from registered suppliers; 
- all purchases should be supported by three competitive quotations; 
- all goods received to be recorded in the goods received register; 
- there should be a corresponding receipt for each payment made; and 
- where accountable imprest had been obtained, corresponding 

acquittals to be made within twenty-four hours after returning to 
station. 
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Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that this was a serious lapse on 
the part of Management.  Management would be directed to follow up on 
documentation for the remaining balance.  A proper procurement system 
has been put in place to avoid similar queries in future. 
 

(d) Unretired Imprest 
 
During the period under review, the Institution was using a manual 
accounting system and the situation was worsened by the shortage of 
staff. This led to difficulties in making follow-ups on unretired imprest. 
 
The Institution has devised a system whereby any officer who got imprest 
was required to retire it within twenty-four hours upon returning to 
station failure to which the money was recovered through the payroll in 
the following month. 
 
When asked why the Management of PACRO did not put in place basic 
financial procedures to avoid the reported irregularities, the Registrar 
submitted that attempts have been made to do so particularly on 
imprest. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that this was a serious lapse on 
the part of Management. Recoveries would be made from the officers 
involved and accounting staff found wanting would be surcharged.  
 

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee observes that there is an urgent need to restructure PACRO.  
However, this largely depends on having the enabling legislation in place which, 
fortunately, is being done presently. The queries that the Auditor-General 
raised are mainly as a result of the way in which PACRO has been left to 
operate. While the Institution is performing its core functions reasonably well, it 
is a risk to public resources going by the inadequate administrative structure 
that are is in place. 
 
Following the enactment of the Patents and Companies Registration Act, your 
Committee urges the Controlling Officer to ensure that the accounting function 
is now properly carried out.  
 
On the specific queries, your Committee recommends as set out below. 
 

a) Delay in the Enactment of the Patents and Companies 
Registration Act 

 
The matter should be closed following the enactment of the Patents 
and Companies Registration Act. 
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b) Misappropriation of Funds 
 
Your Committee recommends that the recoveries made should be 
verified by the Auditor-General. 

 
c) Inadequately Supported Payments 

 
Your Committee resolves that the traced documents should be 
verified and progress reported on the balance in the sum of K141, 
939,944. 

 
d) Unretired Imprest 

 
Your Committee urges the Controlling Officer and Management of 
PACRO to have the retired imprest verified and report progress on the 
balance. They further urge the Controlling Officer and the Registrar to 
ensure that corrective action is taken on time whenever officers fail to 
retire imprest on time.  

 
PUBLIC SERVICE PENSION FUND 
 
AUDIT QUERY        PARAGRAPH 9 

14. The Public Service Pension Fund (PSPF) was established by the Public 
Service Pension Act No. 35 of 1996, Cap 260 of the Laws of Zambia. The Act was 
meant to consolidate the law relating to pensions and other benefits for persons 
employed in the Public Service; and to provide for matters connected therewith or 
incidental to such consolidation. 

 

The Public Service Pension Fund (PSPF) is a defined benefit pension scheme, 
which provides retirement pensions to permanently employed public service 
workers and dependent survivors' benefits. Other functions include the provision 
of mortgages to its members under the home ownership scheme. 
 

a) Administration 
 

According to Part II, Sub Sections 3 and 4 of the Public Service 
Pensions Act, the Fund is governed by a Board of Directors consisting 
of not less than thirteen members of which two are appointed by the 
Republican President. The Republican President also appoints the 
Chairperson of the Board from among the Directors. 

The Board members of the Fund are drawn from the following 
institutions; Ministry of Labour and Social Security, Public Service 
Management Division, Ministry of Finance and National Planning, 
Attorney-General's Office, Zambia Union of Teachers (ZNUT), Civil 
Servants and Allied Workers Union of Zambia (CSAWUZ), an 
association representing retired pensionable public employees, 



 95

defence forces, security services, chambers of commerce and the 
Lusaka Stock Exchange. 

 

The day to day administration of the Fund is the responsibility of the 
Chief Executive who is appointed by the Board and is also the 
Secretary of the Board. The Chief Executive is assisted by the Finance 
Manager, Operations Manager, Investment Manager and other 
support staff. 

b) Sources of Funds 

According to the Public Service Pension Act, the sources of funds for 
the Fund include, among others, such sums of money as may: 

 

i) be payable to the Fund from time to time from moneys 
appropriated by Parliament; 

ii) be received from contributions made by permanently employed 
civil servants and corresponding contributions from the 
employer (Government); 

iii) accrue from investment activities carried out by the Fund , that 
is. long term and short term investments; and 

iv) accrue to or vested in the Fund from time to time, whether 
in the course of the exercise of its function or otherwise.  

c) Review of Operations 

An examination of the financial and other records for the 
financial years ended 31 December, 2003 to 2007, revealed the 
matters set out below. 

i) Membership of the Fund 
An analysis of the Funds' records revealed that it had the 
following members contributing to its operations as set out 
in the table hereunder. 
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2003 2004 2005 2006 2007 

Opening balance 108,540 110,091 114,727 116,220 113,569  

Additions 4,047 6,697 2,735 40 - 

Total 112,587 116,788 117,462 116,260 113,569  

Less 
     

Retired with pension 1,024 980 590 
 -  - 

Died in service 625 467 281 
 -  - 

Other leavers 847 614 371 - - 

Sub total 2,496 2,061 
1,242 

2,692 3,270 

Grand total 110,091 114,727 116,220 113,568 110,299 

 

It was observed that the Fund's entrants to the membership 
were declining. In this regard, members joining the Fund 
dropped from 6,697 in 2004, to none in 2007. Inquiries made 
with management as to why the membership was declining 
revealed that all civil servants who joined the Government after 
2004, were not registered under the Fund but rather 
introduced to NAPSA. This was as a result of Government policy 
change. This, therefore, puts the going concern of the Fund 
at risk. 

In response, Management confirmed the declining 
membership base which was principally attributed to closure 
of the scheme to new entrants, retrenchments and early 
retirements. Management further stated that it was actively 
pursuing the opening of the scheme to new entrants through 
Ministry of Labour and Social Security and other relevant 
Government Departments. 

 

ii) Failure to Present Audited Financial Statements 
 
Contrary to section 28 of the Public Service Pensions Act,the 
Fund did not present audited financial statements for the four 
financial years ended 31 December, 2004, 2005,2006 and 
2007.  As a result, it was not possible to carry out a 
comprehensive review the financial affairs of the Fund. 
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iii) Actuarial Deficits 

According to section 25 of the Public Service Pensions Act, the 
Fund should be valued by an actuary at intervals not exceeding 
three (3) years. The objective of the valuation was to assess the 
performance of the Fund with regard to whether any surplus or 
deficit was recorded among others. Depending on the outcome, the 
Board may cause the rates of the contribution payable by 
members to be increased or reduced. 

 

It was observed that from the 2005, actuarial valuation report 
that the Fund had an actuarial deficit of K4, 389,464,000 
representing a 123% increase over the 2002, valuation which 
recorded a deficit of K1, 966,647,000. 

 

iv) Investments 

According to section 29 of the Public Service Pensions Act, the 
Board may invest any moneys of the Fund not required to meet 
the current charges upon the Fund in any of the following 
ways: 

• in any interest bearing account or institution which is 
governed by any written law of Zambia; 

• in stocks, securities or funds issued by or on behalf of the 
Government or in stocks, securities or funds guaranteed by the 
Government; and 

• in such other investment as may be approved generally or 
specifically by the Board. 

 

However, the Board cannot invest assets in excess of 20% of its 
net asset value in any one form of investment. 

In this regard, the Fund had the following portfolio 
investments as of 31 December, 2006. 

 

Type of Investment Value of Investment 

Equities K94,463,831,423 

Fixed Income Securities K70,057,814,694 

Investment Properties K29,165,000,000 

Loans — Mortgages K48,793,454,411 
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However the anomalies set out below were observed. 

 

PG Bisonite 

In 2003, the Fund invested a sum of K18,833,252,245 in PG 
Bisonite, a private limited company based in Ndola in respect of 
equities - K10,062,630,945 and fixed income securities-
K8,770,621,300. Information obtained from Patents and 
Company Registration Office revealed that PG Bisonite was 
registered in April, 2003. 

 

An analysis of the financial statements for the first fifteen 
months ended 31 March, 2005, revealed that the Company 
had made a loss of K11, 500,000,000.  The Company continued 
to experience liquidity problems. Consequently, PTA Bank, one of 
the creditors owed amounts totalling US$4.1million as of 
February, 2007 put the Company into liquidation.  However, the 
Fund decided to save the Company from liquidation by 
increasing its stake by acquiring additional 8,421,846 shares 
valued at US$3.874 million in PG Bisonite through paying the 
company's debt. 
 
In response, Management stated that PG Bisonite Zambia Plc 
had been facing liquidity challenges arising from mismatch of 
financing from its initial set up. Furthermore, in November, 2007, 
the PG Bisonite Zambia Plc Board of Directors resolved to 
refinance the business through a rights share issue for a total of 
9,786,412 ordinary shares at a discounted price of US$0.46 
per share. The shares were offered to the existing 
shareholders on a pro-rata basis.  On 6 December, 2007, the 
Fund’s Board resolved to recapitalise PG Bisonite Plc through the 
acquisition of additional 8,421,846 shares valued at US$3.874 
million upon realising that the business was viable.  The Fund 
had since disbursed a total of US$2,976,682.84 leaving a 
balance of US$897,317.16 for this purpose. This amount 
included a disbursement of US$1,751,830 to PTA Bank to 
liquidate the outstanding debt with the Bank. The PTA Bank 
was paid in order to avert the threat by the Bank of liquidating 
the Company and to secure the assets.  The assets were now 
owned by the Government through a loan obtained by PG 
Bisonite from Development Bank of Zambia and the Fund. 
 

Despite Management stating that the Company was viable, no 
dividend had been paid to PSPF as of December, 2008. 
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Loan Investments - Pyramid Plaza 
 

In July 2004, the Fund issued a five-year debenture to 
Pyramid Plaza amounting to US$1,000,000 (K4, 500,000,000) 
at an interest rate of 11% per annum.  In this regard, the Fund 
earned amounts totalling USD$151,861.11 (K683, 374,995) as 
of 30 April, 2006.  However, as of December, 2007, the Fund has 
not received its earnings. 
 
A review of the records revealed that in May, 2008, Pyramid Plaza 
was placed under receivership due to failure to fulfil its 
obligations.  Although the Fund has made a claim of 
US$1,252,894.02 (K4, 385,129,070) to the receiver, no money 
had been received as of September, 2008. 
 
In response, Management stated that the Receiver had been 
given the mandate to manage and dispose of the property within six 
months effective July, 2008.  The Fund has since made claim of 
the debt which stood at US$1,252,894.02 as at 31 March 2008 
because the debt became due upon the Company being placed 
under receivership. 

 
As of January, 2009, the amount was still outstanding. 

 

v) Government Indebtedness- Pension Contributions 
 
A review of the Internal Audit Report referenced MFIA 113/10/51, 
dated 14 September, 2007, revealed that as of June, 2007, the 
Government was owing the Fund a sum of K316,851,897,184 in 
form of pension arrears for both employers and employees 
contributions.  However, as of December, 2008, the amount 
had been reduced to K305, 293,032,738. 
 
It was also observed that statutory retirement gratuity in 
amounts totalling K18, 153,421,270 and K9, 766,394,748 
which became due in 2004 and 2005, respectively had not been 
paid to the retirees as of January, 2008. 

 

vi) Wasteful Expenditure — Computerisation of Pension 
Fund Operations 

 

In 2001, the Fund, through the Zambia National Tender Board, 
awarded the tender to Ariel Technologies for the provision of a total 
information technology solution at a contract sum of US 
$348,683.61.  The agreement provided for the computerisation 
of the pension administration system, purchasing, stores, 
personnel system and training of local staff. The pension 
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administration system was also to be integrated with the 
existing accounting package Great Plains System. The duration 
of the contract was ninety days effective from the date of signing 
the contract. The Fund did not make the original contract 
available for audit scrutiny making it not possible to ascertain the 
effective period. 

 

It was observed that on 1 February, 2002, Management signed off 
the project completion certificate with the contractor 
acknowledging that the contractor had completed its obligations 
in terms of the requirements of the contract despite ten 
components of the system having been outstanding. The 
outstanding issues were to be resolved in thirty days. This led to 
the contractor, Ariel Technologies, demanding for the release of the 
performance bond amounting to US$34,000. 

 

However, Management did not release the bond because in 
addition to the ten outstanding issues, other problems such as 
duplication of records, computational errors, migration of data 
were also found to be outstanding. Ariel Technologies cancelled 
the scheduled sub contractors' visits thereby locking the system 
and denying the Fund’s staff access to the system. Consequently, 
the Fund could no longer process the pensioners' benefits. 

 

In 2004, Management abandoned the implementation of the 
system despite having paid the contractor in full, rendering the 
expenditure on the project wasteful. As of September, 2008, 
there was no evidence that the money paid for the work not 
done had been recovered from the contractor. 

 

In response, Management stated that in 2004, they abandoned 
the implementation for the following reasons: 

 

• the relationship between the Fund and Ariel Technologies 
soured beyond redemption causing delays and great 
inconvenience to clients, and 

• there was a change in the strategic focus of the Fund. In 
2003, the Board approved the implementation of the 2004 
to 2008, Strategic Plan to address the problems the Fund was 
experiencing. The change in the Strategic focus necessitated 
a major realignment of the organisation’s IT systems. 
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SUBMISSION BY THE CONTROLLING OFFICER, PUBLIC SERVICE 
MANAGEMENT DIVISION, CHAIRPERSON OF THE PUBLIC SERVICE PENSION 
FUND  BOARD OF DIRECTORS, AND MANAGEMENT OF THE PUBLIC 
SERVICE PENSION FUND 
 
The Controlling Officer, Public Service Management Division, in conjunction 
with the Board Chairperson and Management of the Public Service Pension 
Fund, submitted as set out hereunder. 
 
(a) Review of Operations 

 
(i) Membership of the Fund 

 
The declining membership to the Fund was due to non-admittance of 
new entrants into the Scheme following the establishment of the 
National Pension Scheme Authority (NAPSA) under Act No. 40 of 
1996, which was implemented in February 2000. The declining 
membership has increased the financing gap due to loss of revenue 
and this has had a significant impact on the service delivery. 
 
The Board was pursuing the re-opening of the Scheme to new 
entrants into the Public Service through exemption by statutory 
order. This was a matter that the Government needed to make a 
decision on. The process of drafting the Order has already 
commenced and was expected to be completed within the first 
quarter of 2010. 
 
During the oral submission, your Committee was further informed 
that the Government needed to take a position that public service 
workers should be permanently contributing to the Public Service 
Pension Fund. 
 
When asked whether financing gap problems of the Fund were due to 
the declining membership or were as a result of poor investments 
that had been made in the past, the Chief Executive Officer 
submitted that the Public Service Pension Fund, unlike most other 
pension funds was a mature scheme. To operate successfully, it 
needed to have at least five active members to support one pension 
and further investments. The Fund does not have the comfort of such 
ratios anymore. 

 
(ii) Failure to present Audited Financial Statements 
 

The failure was attributed to the following: 
 
- financial records were bulky and manually prepared thereby 
creating inefficiency in processing; the pension records were 
unique in that they had to be held until the last beneficiary died; 

- new auditors were appointed and took a long time to acquaint 
themselves with the system; and 
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- migration to and learning the new computerised system was long. 
 

The audited financial statements for 2004 and 2005, were finalised 
and presented to the Board.  The audited financial statements for 
2006 had since been completed and would be presented to the Board 
in February 2010. However, the financial statements for 2007, 2008 
and 2009, were still being worked on and were scheduled to be 
audited and presented to the Board by the end of the first quarter, 
second quarter and third quarter of 2010, respectively. 
 
Following the migration of the data into the new system, the Board 
has since streamlined the record keeping system using the 
accounting package (Navigation Business Solutions) and this has 
reduced manual interventions and improved the efficiency in the 
processing of data. 
 
When asked to give comfort to your Committee that new entrants, if 
at all such a decision will be made, will be safe under the Fund as 
opposed to NAPSA in the wake of their failure to present audited 
financial statements on time, the Chief Executive Officer assured 
your Committee that audited financial statements up to 2009, would 
be ready by the third quarter of 2010. 
 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that this was a serious lapse 
on the part of the Board and Management.  The backlog of unaudited 
financial statements should and be cleared.  Management would be 
instructed to submit a roadmap for clearing the backlog of financial 
statements. 
 

(iii) Actuarial Deficit 
 
The actuarial deficit basically referred to the difference between 
assets of the Fund and liabilities arising. 
 
The major causes of the deficit were: 
 
- design defects in the pension scheme such as high accrual rate 
(1.8%) of the pensions, unfair commutation factors and higher 
commutation ratio, i.e. 66.7% is paid as a lump sum and 33.3% as 
monthly pension; 

- higher salary increases experienced from 2002 to 2005 which 
averaged 37.7%; 

- the returns on investments were low averaging 2.9%over the 
 period; 

- the Government borrowed money at unfair interest rates from the 
Fund and liquidated the money at book value and not commercial 
rate of interest; 
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- static contributions rates that were not matched with economic 
fundamentals of the scheme; 

- declining contributing membership base; and 
- massive retrenchments and early retirements in the Public 
 Service meant that benefits fell due much earlier than planned.  

 
A Cabinet Memorandum was prepared in 2005 and Cabinet approved 
in principle to amend Article 124 of the Constitution and reform the 
Fund into a viable and sustainable pension scheme. In 2008, the 
Government engaged a consultant to develop a Strategic Business 
Plan for the Fund that would ensure that the scheme was viable and 
sustainable. The Plan was developed, approved by the Board and its 
full implementation awaited the amendment of the Constitution and 
re-opening of the scheme to new entrants. This would result into an 
affordable, equitable and sustainable pension scheme that would 
provide for the full indexation of the pension benefits. 
 
Measures which are required to be put in place to improve the 
situation include: 
 
- implementation the recommendations of the actuary and business 
plan with regard to the sustainability of the scheme. This required 
constitutional and legal framework reform; and 

- liquidation of the actuarial deficit with interest by the Government. 
 

(iv) Investment 
 

PG Bisonite 
The Fund made a private equity investment in PG Bisonite Plc 
Zambia in 2003. The Company was undercapitalised by more than 
51% as other shareholders did not fulfil their equity commitments. 
The Fund noted that the business was, however, viable and thus 
decided to refinance the Company and remove the threat of 
liquidation posed by the creditors, so that the Company could focus 
on the core business operations. 

 
The Fund’s Board after noting that the Company was viable 
appointed three of its directors to sit on the PG Bisonite Board to 
ensure close monitoring of the performance of the company. 
 
They further deleveraged the Company with US$1,751,830 to pay-off 
the PTA Bank who had first charge on the company’s assets. 
 
The Company has been recapitalised to the tune of US$2,122,000. 
The recapitalisation programme was commenced in February, 2008 
and expected to be completed in 2010. The Fund’s Management has 
seconded an accountant and internal auditor to PG Bisonite to 
monitor the recapitalisation programme. Reports showed clearly that 
the sales for the Company were increasing. 
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The Fund’s Board would continue to closely monitor the portfolio 
performance and be alert to maximise the member’s return and 
minimise losses. 
 
When asked whether investment appraisals were carried out before 
proceeding with the investment, the Chief Executive submitted that 
the appraisals were conducted and the results were positive.  Despite 
the setbacks experienced, the prospects of the Company were good 
and the Company was poised to start making profits between the 
second and third quarters of 2010. 
 
The Chief Executive further informed your Committee that a decision 
had been made that the Fund would eventually reduce its 
shareholding in the company to 30%. The core business of Fund was 
pension administration and could therefore, not be involved in 
running other businesses. 

 
Pyramid Plaza 
 
The Fund had invested in the construction of the Pyramid Plaza 
based on the envisaged Return on Investment. However, there were 
budget overruns in the completion of the structure which led to 
consistent default on the payment of interest by the promoters. 
Further, after the receiver was appointed, there were unforeseen legal 
issues, enshrined in the Banking and Financial Services Act that had 
to be resolved before the buyer, African Banking Corporation (ABC) 
could complete the purchase of the property. The Bank had to form 
and register another company in order to complete the transaction. 
 
When Pyramid Plaza was placed under receivership in May 2008, it 
was anticipated that the property would be disposed of within six 
months so that the creditors including the Fund (US$1.25 million) 
could be paid off. However, legal and regulatory issues that were not 
foreseen caused the sale and distribution of the proceeds to all 
secured creditors to be protracted. 
 
During the oral submission, your Committee was informed that the 
Fund had been paid back a total of US$1.6 million. Of this amount, 
US$1.4 million was received when the Plaza was in receivership. 
Further payments were still expected. 
 
The Fund’s investments portfolio had grown from K179 billion in 
2005, to K436 billion in 2009. Further investments by their nature 
were dependent on a number of risk factors such that some 
investments were exposed to more risk than others. 
 
When asked whether the Board has an Investments Committee, the 
Board Chairperson informed your Committee that the Board has an 
Investments Committee with clearly stipulated Terms of Reference. 
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Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that the poor investments in 
PG Bisonite and Pyramid Plaza reflected badly on the quality of 
Management and the Board.  The Board needed to be prudent on the 
type of investments to go into and strictly follow the investment 
guidelines in the Public Service Pension Fund Act. 
 

(v) Government Indebtedness – Pension Contributions 
 
Government indebtedness in regard to pension contributions arises 
from delays in remittance of both employer and employee pensions 
contributions to the Fund. Any unremitted contributions after thirty 
days attracted interest at the Bank of Zambia rate of interest in 
accordance with the Public Service Pensions Act.  Delays and non 
remittance of pension contributions had an immediate impact on the 
level of service to the retirees and beneficiaries as they were unable to 
receive their benefits on time. 

 
The status of the indebtedness was as detailed below. 

 
(a) There has been an improvement in the budgetary allocation and 

releases of budgeted amount by the Ministry of Finance and 
National Planning. In 2008 and 2009, K269.9 billion and K72 
billion were allocated, respectively towards liquidation of 
arrears. As a result, the stock of pension arrears has been 
steadily reducing. As at 31 December, 2009, the total stock of 
arrears was K66, 189,208,561. 

 
During the oral submission, your Committee was informed that 
the Fund has managed to significantly reduce the time for 
paying retirees to 30 days upon receipt of their files. However, 
this has recently increased to 180 days because of delayed 
remittance of funds. 

 
(b) In order to streamline the management of pension 

contributions, the remittance of both employer and employee 
pension contributions has been centralised to be done through 
the office of the Accountant-General at Ministry of Finance and 
National Planning. 

 
(c) Statutory retirement cases amounting to K18, 153,421,270 and 

K9, 766,394,748 which became due in 2004 and 2005, 
respectively, were paid in 2005 and 2006, respectively. 

 
A monitoring mechanism has been put in place by the Ministry 
of Finance and National Planning and at the Public Service 
Pension Fund. According to the agreed benchmarks, no more 
than two months employer pension contributions should be 
outstanding as at the close of any financial year. 
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(vi) Wasteful Expenditure 
 
The query was as a result of the factors set out hereunder. 
 
(a) In 2001, Ariel Technologies were awarded the contract in 

the sum of US$348,683.61 to provide an information 
technology solution. The total annual licence fees payable 
on the contract on a yearly basis were the equivalent of 
US$26,167.44. The system was expensive to maintain and 
was not working properly. 
 

(b) The Project Completion Certificate (a legally binding 
document signifying successful completion of the project) 
was already signed off in 2002, between the contractor and 
the Fund. But there were still some outstanding issues that 
needed resolving. Given that the contractor was already in 
possession of the certificate, the Fund held on to the 
performance bond in an attempt to compel the contractor to 
work on the outstanding issues. Consequently, the 
contractor started locking up the system thereby 
inconveniencing their clients. A legal opinion was obtained 
from Fund’s lawyers who advised that compelling the 
contractor who had already signed off the completion 
certificate was not going to be tenable in court. 
 

(c) At the time of the audit, the contract was misplaced and 
could not be availed to the auditors.  During the oral 
submission, a copy of the contract between Ariviakom (Pty) 
Limited and Public Service Pension Fund was provided. 

 
(d) In 2004, the Fund embarked on a business re-engineering 

process of the pension procedures and processes so as to 
enhance efficiency and effectiveness in the delivery of 
pension services.  As such, business processes and systems 
had to be re-aligned to fit the strategic focus thereby 
rendering some subsystems obsolete. However, the pension 
administration system, the core business system was 
maintained and was still in use to-date. 

 
The current status of the Computerisation of Pension Fund 
Operations Programme was as set out below. 

 
- Following the implementation of the approved 2004-

2008 Strategic Plan, IT systems that could not be 
aligned to the change in the strategic focus had to be 
abandoned. Two systems representing 25% of the 
cost had to be abandoned. These are: 
 
(i) HR focus and payroll for staff (Payroll Focus-

Staff) 
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(ii) Great Plains Accounting (Finance, store and 
procurement) 

 
- The Fund has since implemented the Microsoft 

Business Solution which has integrated finance, 
human resources, payroll, procurement, stores, 
home-ownership, loan management, and electronic 
pension payment. The pension administration (EB 
Focus) and payroll for the pensioner (Payroll Focus – 
Pension Members) has been redesigned and merged 
into a single system called the Pension 
Administration System. 

 
Since the implementation of the above measures, the 
problems related to delays and inconvenience to clients 
have been resolved. They were now able to process and pay 
pension benefits timely particularly monthly pensions which 
pensioners were able to receive before the 26 day of every 
month. 
 
As a means of avoiding similar problems in future, the 
Board would fully follow the system development processes 
and procedures in coming up with any system.  This would 
entail identifying the user needs, system requirement 
specification, system development, pilot testing and 
monitoring its performance and managing the contractor. 
 
During the oral submission, the Chief Executive further 
submitted that it was difficult to comprehend the 
circumstances that could have necessitated the completion 
certificate to be signed off before outstanding issues were 
resolved. 

 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that this was a serious 
lapse and lack of strategic thinking on the part of Management and 
the Board. However, the Fund has introduced a new computer 
system which has led to timely payment of pensions. 
 

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
(a) Review of Operations 
 

(i) Membership of the Fund 
You Committee observes that the Government needs to handle the 
matter carefully as there are other pension schemes involved, 
such as the Local Authorities Superannuation Fund (LASF) and 
NAPSA. They, therefore, recommend that whatever decision is 
made, the solvency of NAPSA should not be compromised. The 
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Controlling Officer is urged to report progress on the decision that 
will be made over the matter. 
 

(ii) Failure to present Audited Financial Statements 
 
Your Committee strongly advises the Controlling Officer and Board 
of the Public Service Pension Fund to closely monitor the 
operations of the Fund and ensure that this anomaly does not 
recur. The state of affairs did not reflect well on the supervising 
body, the Public Service Management Division at Cabinet Office in 
this case.  The Controlling Officer and the Board are, therefore, 
requested to ensure that pension funds for public service workers 
are safeguarded by impressing upon management to prepare 
financial statements on time. 
 
Your Committee further urges the Controlling Officer and the 
Board to submit the audited financial statements for 2004 to 2009 
to the Auditor-General for verification. 
 

(iii) Actuarial Deficit 
 
Your Committee observes that the implementation of the Strategic 
Plan meant to transform the Fund is heavily dependent on the 
amendment of the Republican Constitution and re-opening of the 
scheme to new entrants. From the listed seven causes of the 
actuarial deficit, five are non-legislative and will require the Fund 
to engage the Government to resolve the issues. The Controlling 
Officer and the Board of the Fund are urged to address all the non 
legislative factors and forestall the free sliding deficit. A 
deterioration of 123% within a period of four years was serious 
and needed urgent attention.  Progress should be reported on the 
matter. 
 

(iv) Investments 
 
Your Committee calls for more prudence when making investment 
decisions.  The two cited cases, though under different 
circumstances, do highlight weaknesses in the risk analysis that 
was carried out prior to investing. 
 
Your Committee, however, observes that the chances of the Fund 
recovering at least its principal sums invested in the two 
companies are high.  The Controlling Officer and the Board 
should, therefore, continue with their efforts of ensuring that the 
Fund recoups its investment.  In addition, the Fund should not be 
permitted to engage itself in running other businesses as they did 
in PG Bisonite. 
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(v) Government Indebtedness – Pension Contributions 
 
Your Committee notes the 78% reduction in the indebtedness in 
pension contribution between 2008 and 2009.  The Government is 
commended for clearing the statutory retirement gratuity 
outstanding for 2004 and 2005.  The Controlling Officer should 
report progress on the balance. 

 
(vi) Wasteful Expenditure – Computerisation of Pension Fund 

Operations 
 
Your Committee is dismayed with the manner the computerisation 
project was managed, which eventually resulted in the project 
being a waste of public resources.  Your Committee observes that 
it will not be worth pursuing the matter with the contractors as 
the contract was wilfully signed off by the Fund itself. 
 
Your Committee, therefore, calls on the Controlling Officer to 
ensure that: 
 

(a) all staff at middle and senior management levels are 
equiped with project management skills to avoid lapses 
that were experienced in the ICT Project; and 

(b) signing off procedures should be revised and tightened. 
 
WESTERN WATER AND SEWERAGE COMPANY 
 
AUDIT QUERY        PARAGRAPH 10 

 

15. The Western Water and Sewerage Company Limited was established in 
accordance with the provisions of the Companies Act and section 9 (c) of the Water 
Supply and Sanitation Act, No. 28 of 1997. On 20 March 2000, the Company was 
registered with an authorised share capital of K2 million divided into 2,000,000 
shares of K1 each. The Company was registered by six councils of Western 
Province namely Mongu, Kaoma, Lukulu, Kalabo, Senanga and Sesheke as the 
owners of the Company. 

 

In this regard, the Ministry of Local Government and Housing through Statutory 
Instrument No. 92 of 2000, transferred all water supply and sewerage assets in the 
six districts to the Western Water and Sewerage Company. The takeover of the 
assets by the Company was done in phases with Mongu Municipal Council water 
plant being the first asset taken over on 1 September, 2000. The other assets 
could not, however, be taken over until 1 March, 2001, due to logistical and 
financial problems. 

 

The principal activity of the Company is to provide high quality water and 
improved sewerage services for higher standard of living of the population of the 
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districts of Western province.  The Company also exercises overall control over the 
sources and supply of water and has the responsibility to conserve, re-distribute 
and augment the water resources in the area falling under its jurisdiction. 

 

(a) Administration 
 
The Company is governed by a Board consisting of seven directors drawn 
from Mongu, Senanga, Lukulu, Kalabo, Kaoma, Sesheke Councils and one 
other member appointed by the Minister of Local Government and Housing. 
The Board is responsible for the formulation of policies, general 
administration of the business affairs of the company and all powers vested 
in the Board by the provisions of the Companies Act, Cap 388 of the Laws of 
Zambia.  The Board members of the Company hold office for a term of not 
more than three years and are eligible for reappointment upon expiry of 
their term of office. 
 
The Managing Director is responsible for the day-to-day operations of the 
Company and is assisted by two directors in charge of the Commercial and 
Technical; and Human Resources and Administration Departments. The 
Managing Director is appointed by the Board on a renewable term of three 
years while the rest of the staff are appointed on permanent and pensionable 
basis. 

 

(b) Sources of Funds 
 
The Company gets its income from the provision of water and sanitation 
services which includes among others water sales, sewerage charges, 
reconnection fees and other fees and charges. In addition, the Company 
receives grants from the Government through the Ministry of Local 
Government and Housing for the purpose of emergencies and other capital 
undertakings. 

(c) Review of Operations 
 
An examination of financial, accounting and other relevant records for 
the financial years ended 31 March 2008 revealed the matters. 

(i) Failure to Constitute a Board 
 
During the period under review, the Board operated at full capacity 
from 2005 to 2006. It was, however, observed that the Board was 
dissolved in 2006 and had not been reconstituted as of December, 2008, 
despite directives from the Ministry of Local Government and 
Housing to do so. 
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(ii) Failure to Prepare Accounts 

Contrary to the provisions of the Companies Act, Cap 388 of the Laws 
of Zambia, the Company failed to produce financial statements for the 
financial years 2000 to 2007. As a result, it was not possible to review 
the financial affairs and express an opinion. 

In response, management stated that it was correct that the Company 
was not able to provide complete annual accounts and that the failure 
was due to the lack of values of fixed assets and funds. 

 

  (iii) Weaknesses in Internal Controls Regarding Income 

During the period under review, the Company generated income 
as tabulated below. 

 

2007 (K) 2006 (K) 2005 (K) 

Sale of water 2,906,273,297 2,567,751,752 1,755,536,266 

Government  63,000,000 62,633,334 

Grant    

DANNIDA 1,352,111,501 657,095,863  

Grant    

Total 4,258,384,798 3,287,847,615 1,818,169,600 

 

It was observed that money collected from the Senanga, Lukulu and 
Kalabo Districts were only banked in Mongu after a month or two.  It 
was also observed that the company operations lacked segregation of 
duties in the process of receipting its income. Whereas the 
Commercial Director was the Chief Finance Officer of the Company, 
he was actually performing all accounting duties such as posting of 
individual receipts to the cash book, preparation of the monthly 
bank reconciliations for all the bank accounts (which were not 
independently checked) and keeping custody of all accounting records. 

 
In response, management stated that there was nothing wrong with all 
accounting records being under the custody of the Commercial 
Director. 

 

(iv) Inadequately Support Payment 
 
Contrary to Financial Regulation No. 45, there were one hundred 
and forty three (143) payments made between January, 2005, and 
December, 2007, in amounts totalling K289, 706,022 which were 
inadequately supported in that the payment vouchers lacked 
supporting documents such as invoices, receipts and other relevant 
documents. 
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In addition, a total of forty-five payment vouchers made between 
January 2005 and December, 2007, in amounts totalling K123, 
437,076 were not acquitted and the cash was not on hand. 

 

(v) Unretired Imprest 
 
Contrary to Financial Regulations No. 96 (1), imprest issued to 
eighteen officers during the period June 2006 to December 2007 in 
amounts totalling K63, 946,828 involving fifty-one transactions 
had not been retired as of June 2008. 
 
Although in response management stated that the accounting 
officer made mistakes in writing the description on the payment 
vouchers as imprest instead of allowances for travelling, no 
corrective action had been taken as of December, 2008. 

 
(vi) Lack of Ownership and Valuation of Fixed Assets 

 
It was observed that the company did not have title deeds to the land 
on which buildings, water treatment plants and sewerage systems are 
situated. It was also observed that the fixed assets had not been valued 
since the Company was incorporated in 2000. It was further observed 
that the Company did not maintain a fixed asset register. 

 

In response, management indicated that it had already advertised for 
the services of valuing the fixed assets and securing the title deeds 
for the Company. 

(vi) Non Payment of Statutory Obligations 

 

The Company owed a sum of K1,432,715,282 in outstanding statutory 
obligations in respect of PAYE, NAPSA, and Workers Compensation Fund 
Control Board (WCFCB) as of December, 2007, as shown in the table 
below. 

 

Obligation 

 

Amount 

PAYE 1,123,215,157 
NAPSA 210,924,361 

WCFCB 98,575,764 

TOTAL 1,432,715,282 

 

In this regard, the Company was exposed to interest and penalties as extra 
costs chargeable on the basis of the principal amounts accumulated. 
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In response management stated that the Company had completely failed to meet 
the obligations and was engaged in negotiations with all the institutions in order 
to agree on how to clear the outstanding amounts. 
 
SUBMISSION BY THE CONTROLLING OFFICER, MINISTRY OF LOCAL 
GOVERNMENT AND HOUSING, THE BOARD AND MANAGEMENT OF 
WESTERN WATER AND SEWERAGE COMPANY 
 
The Controlling Officer, Ministry of Local Government and Housing, in the 
company of the Board Chairperson and his vice and Management of Western 
Water and Sewerage Company, submitted as detailed below. 
 
(a) Review of Operations 

i) Failure to Constitute a Board 
 
The power to appoint the Board of Directors was vested in the 
Minister of Local Government and Housing.  The Board was only 
constituted in February, 2009.  The reorganisation and restructuring 
of the Company had posed some challenges to the constitution of the 
Board. Coming up with a representative regional group was another 
challenge which had been faced. 

 
ii) Failure to Prepare Accounts 

 
Lack of accounting staff in the Company was one of reasons why the 
failed to prepare the accounts.  The following actions had been taken 
by the Company to ensure that the Company accounts were updated: 
 
• the Board was in a process of recruiting a Finance Director; 
• the Company had procured the pastel accounting system which 

has since been installed and accounting data was being entered 
into the system; 

• a financial consultant was engaged with support from the 
Ministry of Local, Government and Housing and Danida to set 
up the Accounts Department and put in place a system of 
internal controls and procedures; 

• funds for valuing assets had been secured from the Ministry of 
Local Government and Housing with assistance from Danida.  
The Valuation Department carried out the field valuation and 
would soon avail to the Company the values of fixed assets; and 

• the process of securing title deeds has commenced, however, 
most of the properties had not yet been surveyed, therefore, 
there was need to engage surveyors to survey the properties. 

 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that this was a serious 
anomaly and the excuse given by the Company was not unacceptable.  
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The Company was under obligation to prepare accounts in time as per 
legal requirements. 
 

iii) Weaknesses in Internal Controls regarding Income 
 
Lack of qualified and experienced manpower had led to weaknesses 
in internal controls in the collection of income. The following 
measures have been put in place by the Company to ensure that 
internal controls were strengthened: 
 

• bank accounts have been opened in all districts except 
Kalabo which has no banking facilities.  Head Office 
Accounts Department closely monitored the financial 
operations of Kalabo to ensure compliance; 

• duties in the Accounts Department have been segregated, 
that is duties such as recording, processing, summarising 
and reporting were performed by different officers. This will 
ensure that the Company has effective internal controls; and 

• the company was in the process of putting in place a system 
of internal controls and procedures; and the staff in the 
Accounts and Billing Department would be required to 
undergo on-the-job and formal training. 

 
Submission by the Secretary to the Treasury 
 
The Secretary to the Treasury submitted that there was an urgent 
need for management to strengthen internal controls in the Company.  
The Board would be instructed to closely supervise management. 
 

iv) Inadequately supported Payments 
 
There had been a backlog at the time of audit. All payments have 
since been adequately supported and acquitted with the necessary 
documentation such as: 
 
- purchasing requisitions; 
- purchase orders; 
- quotations; 
- invoices; and 
- goods received and delivery notes. 
 

The documents were available for verification: 
 

v) Unretired Imprest 
 
It was true that imprest in amounts totalling K63, 946,828 had 
not been retired as of June, 2008.  To correct the situation, 
management has taken the following actions: 
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• letters have been written to all affected officers to retire any 
outstanding imprest; and 

• new forms and procedures have been introduced to ensure 
that all outstanding imprest was duly retired 

 
vi) Lack of Ownership and Valuation of Assets 

Management has taken the following actions: 
 

• the process of securing title deeds has commenced; 
• funds for valuation of assets has been sourced from the 

Ministry of Local Government and Housing; and Danida; 
and 

• the process of putting in place and maintaining a fixed 
assets register has commenced. 

 
vii) Non Payment of Statutory Obligations 

 
The huge liability in unsettled statutory obligations was 
historical.  Western Water and Sewerage Company like other 
water utility companies was established under the Water Supply 
and Sanitation Act No. 28 of 1997, through the National Water 
Policy.  In September, 2000, the Ministry of Local Government 
and Housing signed a Statutory Instrument No. 92 which 
transferred all water supply and sewerage assets in the named 
six districts of Western Province to form a parastatal water utility 
called Western Water and Sewerage Company. 
 
The Company was established and founded on a weak base such 
as lack of finance for capitalisation and major rehabilitation, 
excess unaccounted for water, inefficient billing and poor 
accounting system, low tariffs and low revenue collection with 
massive unsettled government water bills, dilapidated equipment 
and infrastructure, imposed workforce from the local authorities, 
high procurement costs as most of water materials were to be 
purchased in Lusaka, 600 kilometres away from the provincial 
capital.  All these resulted in a serious liquidity problem for 
effective service delivery and operations. 
 
Western Water and Sewerage Company was still faced with most 
of these problems to date.  Receipts from water and sewerage 
services go to service wage bills and other minor urgent 
commitments leaving very little or nothing at all for operations.  
Most of statutory obligations such as Pay-As-You Earn, NAPSA, 
and Workers’ Compensation could and cannot be met from water 
sales.  Western Water and Sewerage Company has been making 
huge losses from inception. 
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However, the current Board of Directors and Management team 
were committed to reducing the Company debt in every way 
possible. 
 
The Company was currently paying NAPSA for each current 
month and a small amount toward clearing of arrears and 
penalties.  Discussions on payment arrangements has also been 
held with the Zambia Revenue Authority and Workers’ 
Compensation Fund Control Board. 
 
Management has lined-up a number of activities and measures 
in an effort to improve the revenue base.  Some of these 
measures include: 
 
• renegotiations and lobbying Danida to provide the much 

needed capital investment for improvement of service 
delivery; 

• clean-up of the customer database to increase customer 
base and reduce on illegal customers; 

• computersing the billing and accounting systems to increase 
operational efficiency; 

• applying for adjustment of water tariffs to sustainable levels; 
• opening dialogue with the Government of the Republic of 

Zambia through the Ministries of Finance and National 
Planning, and Local Government and Housing on the best 
alternatives to liquidate the old statutory debts;  through 
this effort, the Government paid K563 million in April, 2009, 
towards settlement of outstanding government water bills; 
and  

• encouraging Government institutions to settle their huge 
outstanding water bills. 

 
A copy of the Company’s draft Strategic Plan was made available 
to your Committee. 

 
COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
Your Committee observes that, generally, all water utility companies are facing 
similar problems of lack of resources to deliver services.  Your Committee, 
therefore, reiterates the recommendation in the previous Committee’s Report on 
the Report of the Auditor-General for 2006, on the Accounts of Parastatal 
Bodies, that the Ministry of Local Government and Housing should assist water 
utility companies source recapitalisation funds as the councils as shareholders  
have no capacity to do so. 
 
i) Failure to Constitute a Board 

 
Your Committee finds the failure to constitute the Board of the Company 
for a period of more than two years unacceptable.  The Controlling Officer 



 117

is, therefore, urged to ensure that such delays are immediately addressed.  
Furthermore, only persons that can add value to the Company should be 
appointed as Board members. 
 

ii) Failure to Prepare Accounts 
 
Your Committee observes that plans to address the accounting 
deficiencies are not being implemented in a way that will yield better 
results.  Systems are being put in place without a substantive Finance 
Director having been recruited.  The Controlling Officer and the Board of 
Western Water and Sewerage Company are urged to expedite the 
recruitment process of the Finance Director.  The Finance Director should 
then work hand in hand with the external consultants to develop proper 
accounting systems, internal controls and procedures.  Your Committee 
further urges the Controlling Officer and Management to report progress 
on the valuation of assets exercise that is currently in progress. 
 

iii) Weakness in Internal Controls Regarding Income.  
 
Your Committee reiterates its recommendation in (ii) that the exercise of 
recruiting the Finance Director should be expedited so that these issues 
can be resolved. 
 

iv) Inadequately Supported Payments 
 
Your Committee urges the Controlling Officer and Management to have the 
documents verified. 
 

v) Unretired Imprest 
 
Your Committee urges the Controlling Officer and Management to report 
progress on the matter and ensure that new procedures on imprest are 
strictly followed. 
 

vi) Lack of Ownership and Valuation of Assets 
 
Your Committee requests the Controlling Officer and Management to 
provide an update on the valuation exercise.  The Fixed Asset Register 
should be maintained without any further delays. 
 

vii) Non Payment of Statutory Obligations 
 
Your Committee observes that the Company’s revenue collections of K4.5 
billion per year are too low to liquidate the arrears and be up to date with 
all statutory obligations.  The Company is commended for being up to date 
with current NAPSA obligations and measures for increasing revenue 
collections.  Your Committee urges the Controlling Officer to develop 
strategies of how to address the problem of non payment of statutory 
obligations by all water utility companies. Progress should be reported on 
the matter.  
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WORKERS’ COMPENSATION FUND CONTROL BOARD 
 
AUDIT QUERY        PARAGRAPH 11 

 

16. In 1930, a Workmen's (Non-native) Compensation Ordinance No. 16 
established a social security scheme for the protection of workers against 
occupational accidents and disease. Due to social and economical developments, 
amendments were made in 1944, 1963, 1972 and 1995, which resulted in the 
Workmen's Compensation Act, Cap 271 and Pneumoconiosis Compensation Act, 
Cap 217 of the laws of Zambia. 

 

In 1999, Parliament enacted legislation to repeal the Workmen's Compensation 
Act and Pneumoconiosis Compensation Act in order to merge the two schemes 
which operated independently hitherto. The repealing of the two Acts resulted in 
the enactment of the Workers' Compensation Act No. 10 of 1999. 

 

Prior to the merger, the Workers' Compensation Board was responsible for 
accidents and scheduled diseases arising out of and in the course of employment 
while the Pneumoconiosis Compensation Board was responsible for lung 
diseases caused by silica in the mines. 

The functions of Workers' Compensation Fund Control Board include, among 
others, to provide for: 

 

• the establishment and administration of a fund for the compensation of 
workers disabled by accidents occurring or diseases contracted in the 
course of employment; 

• payment of compensation to dependents of workers who die as a result 
of accidents or diseases; and 

• matters connected with and incidental to the foregoing. 
 

In addition, the Board also operates an in-house defined benefit scheme which was 
established in 1983. The scheme was initially administered by Zambia State 
Insurance Corporation until April, 1992, when management took over the 
running of the scheme. The objective of the scheme is to offer social security to 
the employees of the Board. 
 

(a) Administration 

According to the Workers' Compensation Act No. 10 of 1999, the 
Board of Directors consists of the following members appointed by 
the Minister of Labour and Social Security: 

• the Chairperson of the Board; 
• three (3) persons from associations representing employers; 
• three (3) persons from associations representing workers; 
• three (3) representatives from the Government; and 
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• one person from an association of pensioners. 

The tenure of office for Board members is three years from the date of 
appointment and members are eligible for re-appointment for a further 
term of three years. 

The Commissioner is responsible for the day-to-day operations of 
the Compensation Fund and is assisted by a Deputy Commissioner, 
Pneumoconiosis Controller, Board Secretary/Legal Counsel, 
Financial Controller and other support staff. 

 

(b)  Sources of Funds 

According to the provisions of the Workers Compensation Act, the 
Compensation fund derives its income from: 

 
• the assessments paid by employers under the Act; 
• any moneys paid by employers to the Board under the Act; 
• any moneys paid as penalties imposed under the Act; 
• interest from investments of the Fund; 
• any payments made to the Board by exempted employers; 
• money borrowed for all or any of the purpose of this Act, or 

in order to meet any unforeseen contingency or expenditure 
incurred in connection with the administration of this Act, or 
to meet any liquid deficiencies in the Fund; and 

• with the approval of the Minister grants received or loans from 
outside Zambia. 

 
(c)  Review of Operations 

 
An examination of financial and other records for the financial 
years ended 31 March, 2003, to 2007, revealed the matters set out 
below. 

 
(i) Failure to Constitute a Board 

 
Contrary to the provisions of the Workers Compensation Act, 
the Compensation Fund operated without a board of 
directors between August, 2007, and July, 2008. Lack of 
directors negatively affected the operations of the entity, 
supervision of staff and approval of major decisions as 
evidenced in this report. 
 
In response dated 13 August, 2008, Management stated 
that the Board of Directors was reconstituted on 29 July, 
2008. 
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(ii) Adequacy of Management Structure 
 
In 2000, the Board embarked on restructuring of the 
Institution. It was, however, observed that as of August 
2008, eight years after the process was approved, the 
restructuring was still going on. In this regard, out of the 
authorised staff establishment of 242, only 203 were filled, 
leaving a balance of thirty-nine positions vacant as of 
August 2008. Among the key positions which were still 
vacant were Directors in charge of Finance, Operations and 
Claims and Pensions. 
 
In addition, contrary to the labour laws forty-seven employees 
of the Compensation Fund were employed on temporary basis 
for periods ranging from two to ten years. 
 
Further, contracts for the Commissioner and Finance 
Manager were terminated in the year 2007, whereas the 
Deputy Commissioner was put on early retirement in the 
same year. Among the issues which led to the termination of 
contracts and retirement of the three officers was the failure 
to prepare financial statements and changing of definition 
of basic salary to the In-House pension scheme. 
 
The positions of Commissioner, Deputy Commissioner 
and Finance Manager have since been filled. 
 
In response, management indicated that the 
restructuring process would be concluded soon following 
the appointment of the Board of Directors. 

 
iii. Strategic Plan 

 
During the period 2003 to 2007, the Board operated 
without a Strategic Plan. 
In response, Management stated that the Strategic Plan 
was awaiting approval by the Board. 
 

iv. Financial Performance 
 
The financial performance of the institution was as set out 
below. 
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Income and Expenditure Account for the year ended 31st March 2003  to 
2007 
 
Income  2003 

K’000 
2004 
K’000 

2005 
K’000 

2006 
K’000 

2007 
K’000 

Assessment 
raised 

29,022,605 33,177,786 31,241,816 60,629,625 84,423,030 

Other income  
Interest 
receivable  

2,745,550 3,428,519 824,978 1,359,227 3,351,728 

Rent receivable 1,194,224 1,584,024 1,499,012 1,917,671 2,210,457 
Penalties & 
sundry income 

263,698 2,556,762 830,222 700,397 250,457 

Dividends 
receivable 

- 64,673 139,511 51,100 112,743 

Profit on 
disposal of 
f/assets 

213,090 `300,045 503,811 51,100 112,743 

Profit on sale of 
shares 

- - 257,700 - 42,612 

Exchange gain 12,071 5,705 576 - 619,757 
 4,428,633 7,939,728 4,055,810 4,217,978 6,550,285 
  
Total income 33,451,238 41,117,514 35,297,626 64,847,603 90,973,315 
  
Claim paid: (238,597) (279,101) (492,103) (517,512) (640,729) 
Other claims (4,381) - - - - 
Cash paid to 
pensioners 

- - - (2,128,146) - 

Pensions paid (1,879,194) (1,849,408) (2,065,074) (2,082,278) (2,987,502) 
 (2,122,172) (2,128,509) (2,557,1770 (4,727,936) (3,628,231) 
Claims Paid:  
Lump sum 
payments 

(238,597) (279,101) (429,103) (517,512) (640,729) 

Other Claim (4,381) - - - - 
Cash paid to 
pensioners 

- - - (2,082,278) - 

Pensions paid (1,879,194) (1,849,408) (2,065,074) (2,082,278) (2,987,502) 
 (2,122,172) (2,128,509) (2,557,177) (4,727,936) (3,628,231) 
Total income 
less claims 
paid 

31,329,066 38,989,005 32,740,449 60,119,667 87,345,084 

Provision for 
deficit in staff 
pension scheme 

- - - (15,743,904) (28,061,393) 

Change in fair 
value of 
investment 
property 

- - - - 8,502,000 

Expenditure (22,684,746) (29,323,467) (31,615,379) (36,230,276) (38,279,138) 
Surplus/deficit 8,644,321 9,665,538 1,125,070 8,145,487 29,506,553 

 
Income 

 

Income increased from K33 billion in 2003 to K90 billion in 
2007, representing a 172% increase. It was, however, 
observed that only 8,281 assessable employers were 
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captured as of March, 2007, whilst information obtained 
from Patents and Companies Registration Office (PACRO) 
revealed that there were over 30,000 eligible employers 
representing an estimated capture rate of 28%. 

In response, Management indicated that they had embarked 
on a vigorous registration and educational campaign to 
increase the number of assessable employers and raise 
awareness on the operations of the Board following the 
recruitment of inspectors. 

 

Surplus 

The Compensation Fund recorded surpluses in all the years 
under review. The surplus increased from K 8.6 billion in 
2003 to K 29 billion in 2007. The increase was mainly 
attributed to the improvement in the assessment income. 

 

Balance Sheet as at 31March 2003 to 2007 

Employment 
of capital  

2003 
K’000 

2004 
K’000 

2005 
K’000 

2006 
K’000 

2007 
K’000 

Non Current 
Assets 

     

Fixed assets 15,759,150  15,362,471 6,178,272 4,956,388 32,440,734 

Investments 213,539 213,539 786,916 3,091,623 4,193,061 

Investment 
property 

- - 3,619,000 3,619,000 12,121,000 

 15,972,689 15,576,010 10,584,188 11,667,011 48,754,795 

Current 
assts 

 

Inventories 133,706 173,051 248,009 200,410 185,113 

Debtors and 
prepayments 

43,743,835 49,464,426 54,754,677 69,724,875 101,502,059 

Short term 
investments 

8,929,194 12,867,631 12,487,026 20,094,378 33,184,170 

Cash and 
bank 
balances 

1,089,330 1,867,125 - 1,079,152 2,051,329 

Levies 823 - - - - 

 53,896,888 64,372,233 67,489,712 91,095,815 136,922,671 

Total assets 69,869,577 79,948,243 78,073,900 102,765,826 185,677,466 

Accumulated 
reserves 
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Accumulated 
funds 

49,541,815 59,314,044 54,590,213 63,305,081 98,678,284 

Claims 
reserve 

10,087 10,087 10,087 10,087 10,087 

Disaster 
reserve 

4,000 4,000 4,000 4,000 4,000 

Revaluation 
reserve 

14,146,935 14,146,935 14,146,935 14,146,935 34,892,031 

Fair value 
reserve 

- - - 2,304,707 3,210,031 

 63,702,837 73,475,066 68,751,235 79,770,810 136,794,798 

Current 
liabilities 

     

Creditors and 
accruals 

4,363,553 4,154,841 7,669,985 7,251,112 5,077,371 

Amount due 
to staff 
pension 
scheme 

- - - 15,743,904 43,805,297 

Cash and 
cash 
equivalent 

1,803,187 2,318,336 1,652,680 - - 

 6,166,740 6,473,177 9,322,665 22,995,016 48,882,668 

Total equity 
& liabilities 

69,869,577 79,948,243 78,073,900 102,765,826 185,677,466 

 
Fixed Assets 
 
Fixed assets increased from K15 billion in 2003, to K32 
billion in 2007. The increase was attributed to the revaluation 
of assets which took place during the year ending 31 March, 
2007. 
 
Investments 

During the period under review, the Board invested in both 
long term and short term liquid investments. As of 31 March, 
2007, the investment portfolio had grown to K 49 billion as 
detailed below. 

 

Category Amount 

Long term Investments 4,193,061,000 

Investment property 12,121,000,000 

Short term Investments 33,184,170,000 

Total 49,498,231,000 
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A review of the relevant investment records revealed the 
matters set out below. 

 

- Despite K49 billion being invested in various income 
generating ventures, there was no investment policy 
to guide the investment activities. Similarly, no 
proper investment appraisals were conducted before 
funds were invested. Consequently, a sum of K2, 
500,084,874 was held up in closed banks as detailed 
below: 

 
 
 
 
 

- There were various loans issued to Government, 
Parastatal organisations and local authorities in 
amounts totalling K13,159,000 which had not been 
serviced during the period under review. The loans 
dated as far back as 1986. 

  
- Due to poor record keeping of the individual 

investments, it was not possible to analyse the 
performance of each investment made. 

 
Debtors 
 
The debtors' position worsened from K 43 billion in 2003 to K 
101 billion in 2007, representing an increase of 135%. The 
debtors' repayment period ranged from 389 to 452 days. In 
this regard management made a provision for bad debts 
amounting to K 9 billion in the year ending 31 March, 2007. 

 

Accumulated Reserves 

The reserves increased from K63 billion in 2003 to K136 
billion in 2007. The increase is attributed to the surpluses 
recorded during the period under review and revaluation 

Institution 
Amount 
(K) 

First Merchant Bank 662,913,284 

Prudence Bank 688,022,364 

Union Bank 702,966,239 

Meridian Bank 164,263,769 

Emerging Market 82,919,218 

Credit Africa Bank 
Total 

199,000,000 

2,500,084,874 
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of assets carried out in the year ending 31 March, 2007. 
 

Failure to Carry out Actuarial Valuations 
According to the Workers’ Compensation Act, an actuary 
should value the Fund at intervals not exceeding three 
years and the actuary should; 
 
- prepare a report on the state of the Fund; 
- state any surplus or deficiency in the Fund; and 
- recommend any action to be taken. 

 
Section 27 further stated that upon receipt of the report of the 
actuary, the Board should, with the approval of the 
Minister, implement the report and may: 
 
- increase or decrease the rates of assessments payable 

in respect of employers; or  
- require employers to pay such sums as the actuary 

may determine to lower any deficiency directly 
attributable to an action of such employer 

 
It was observed, however, that contrary to the above 
provisions, the Board did not undertake the valuation since 
the last valuation in March, 2002, when the fund recorded a 
surplus of K18, 452,516,000 
 
As a result of the above, the monthly life pension payments 
had not been increased since April, 2000. In this regard, 
the majority of the pensioners were getting monthly 
payments ranging between K700 to K100, 000. 
 

In response, Management stated that the actuarial valuations 
for 31 March, 2005 and 31 March, 2008, would, as part of 
the terms of reference, address the review of the monthly 
pension payments. 

 
The Compensation Fund staff pension scheme was an in-
house defined benefit scheme established in 1983. The 
scheme was administered by Zambia State Insurance 
Corporation until April 1992, when the Compensation Fund 
took over the running of the scheme. The objective of the 
scheme was to offer social security to the employees of the 
Board. 

 

As of March 2008, the scheme had 207 active pension 
members, 337 early separates bringing the total number of 
members to three hundred and thirty-seven. 
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The table below shows the performance of the scheme based 
on the actuarial reports for the period 1995 to 2007. 

 
Year 1995 1998 2001 2004 2007 

Surplus/(Deficit) K328m (K360m) (K14,217m) (K15,744m) (K43,803m) 

Required employer 
contribution rate 9.37% 18.00% 18.00% 18.10% 17.90% 

Member contribution rate 5% 5% 5% 5% 10% 

Future employer 
contribution 

9% 23% 23% 23.10% 27.90% 

Current employer 
contribution rate 

26.50% 26.50% 26.50% 26.50% 26.50% 

Excess in employer 
contribution rate 

 
8.50% 8.50% 8.40% 8.60% 

Pension increase granted - 
  

20 to 60% 
 

Funding level 
  

33% 53% 35% 

 

In 1995, the scheme recorded a surplus of K328 million.  
However, from 1998, the scheme recorded deficits implying 
that the scheme was not financially sound. In this regard, 
the deficits increased from K360 million in 1998 to K43 billion 
in 2007. The deficits meant that the Fund was not likely to 
meet the pension liabilities as they fell due. This has put 
pressure on the Board to subsidise the Fund as can be seen 
from the excess employer contribution of up to 8.6%. 
 
The deficits were attributed to the redefinition of the term 
“salary” to include allowances such as retention and 
housing allowance to be part of the pension calculation 
instead of basic pay. This change of policy resulted in 
overpayment of pension computations for all employees who 
retired between 1 January, 2000 and 31 March, 2008. 
 
The table below shows the differences between the lump sum 
commutation benefits paid using the revised basic salary 
and the old basic salary definition for the retired senior 
staff. 
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Commutation Benefits 
 

 Paid Based on
redefined 
basic salary Based on old 

Rank at Date K basic Over 
retirement Retire  K K 
 Not    
Commission Provid 367,341,070 188,380,036 178,961,034 
Commission 15.10. 470,886,015 241,480,008 229,406,007 
F/Controller 01.09. 526,553,502 255,113,130 271,440,372 
D. 03.04. 645,712,956 415,649,388 230,063,568 
  2,010,493,54

3 
1,100,622,56
2 

909,370,931 

 
As can be seen from the table above, senior management staff 
who retired during the period under review were over paid in 
the range of K178,961,034 and K271,440,372 resulting in 
an overall over payment of K909,870,981 as a result of the 
policy change. 
 
There was no evidence that actuaries, Pensions Insurance 
Authority and the Commissioner of Taxes had sanctioned a 
change.  As of March, 2008, out of a total 
overpayment of K909, 870,981, only K178, 961,034 had 
been secured through a court process. 
 
Monthly Pension Payments (In house Scheme) 
It was observed that the objectives of the scheme were not 
being achieved as regular monthly pension adjustments to 
maintain their real value against inflation were not being 
effected resulting in members receiving as little as K9,000 per 
month. In this regard, it was noted that the last increment 
was in 2004 when the pension was increased by between 20 
to 60%. 
 
In response, Management stated that the matter was being 
addressed by the Board of Trustees in line with the 
actuarial recommendations. 
 

SUBMISSION BY THE ACTING PERMANENT SECRETARY MINISTRY OF 
LABOUR AND SOCIAL SECURITY, THE CHAIRPERSON OF THE BOARD AND 
MANAGEMENT OF WORKERS’ COMPENSATION FUND CONTROL BOARD 
 
The Acting Permanent Secretary in the Ministry of Labour and Social Security, 
in the company of the Chairperson of the Board and Management of the 
Workers’ Compensation Fund Control Board, submitted as set out below. 
 
a) Review of Operations 

(i) Failure to Constitute a Board 
 
The process of appointing Board Members by the Minister of 
Labour and Social Security took longer than expected because 
nominations from respective institutions did not reach the 
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Ministry on time.  Furthermore, in some instances the profiles of 
nominated individuals did not suit the criteria set for Board 
members, hence, the delay in the constitution of the Board.  The 
Board of Directors was reconstituted on 29 July, 2008.  There 
were, however, five vacancies on the Board representing three 
representatives from Government and two from workers 
organisations.  The Minister was in the process of appointing the 
five members and the process would be finalised as soon as 
possible. 
 
In order to avoid delays in future, Management at the Workers’ 
Compensation Fund Control Board has resolved to promptly 
inform the Ministry of Labour and Social Security, being the 
appointing authority, on vacancies on the Board as they occurred. 
 
During the oral submission, your Committee was informed that 
the Board currently has seven members.  Three vacancies are in 
the process of being filled. 
 

(ii) Adequacy of the Management Structure 
 
The thirty-nine vacancies were not filled because the Board made 
a decision to undertake another job evaluation exercise given that 
the first one was not exhaustive.  Furthermore, the reason for the 
forty-seven workers being placed on temporary employment was as 
a result of non completion of the restructuring process.  A 
consultant was engaged in January, 2009, to recommend among 
other matters a suitable organisation structure and staff 
establishment.  The Board considered the consultant’s report and 
on 17 July, 2009, approved a new organisational structure and a 
revised staff establishment of 274 from the previous 204.  In order 
to reduce the staff establishment to the optimum number of two 
hundred and four, the Board approved a phased approach of staff 
separations as follows: 
 
- special voluntary early retirement scheme from 1 August, 

2009, to 31 March, 2010 and twenty-three members of staff 
excess to the requirement of the Board had as at 31 
December 2009 left the Fund through this mode of 
separation; and 

- retrenchment of excess staff who may not be separated 
through the special voluntary early retirement scheme, and 
thirty-one employees needed to be separated in order to 
conclude the restructuring of the Institution by 31 March, 
2010. 

 
The new organisation structure has six directorates in charge of 
claims and pensions; finance; fund management; legal and 
corporate services; human resources and administration, and 
audit and risk management services and all the positions at 
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director level had been filled by appropriately and adequately 
qualified personnel.  The forty-seven employees previously 
employed on temporary basis has now been engaged on 
permanent basis.   
 
The audited financial statements referred to in the query have 
been prepared and approved up to 31 March, 2009.  Copies of the 
audited financial statements as at 31 March, 2009 were provided.  
 
The position of Commissioner has been vacant since 27 April, 
2009.  The position has since been advertised.  The positions of 
Deputy Commissioner and Financial Controller were, however, 
abolished following the implementation of the new Fund structure.  
The Fund resolved to periodically review the organisation structure 
in order to determine whether it was operating efficiently to meet 
the changing needs of the stakeholders. 
 
When asked why the position of Commissioner remained vacant 
since April 2009, the Board Chairperson informed your Committee 
that the Board wanted to recruit a suitable person for the position 
preferably with an actuarial background. 

 
(iii) Strategic Plan 

 
The absence of a Strategic Plan during the period under review 
was attributed to the fact that, firstly, the Fund was at an 
advanced stage in its restructuring process, and secondly the 
development of the plan was dependent on the finalisation of the 
restructuring process.  The Board of Directors considered the draft 
Strategic Plan for the period 2010 to 2014, on 28 October, 2009 
and a refined document would be resubmitted by management for 
approval of the Board at its meeting schedule for 12 February, 
2010.  Management has resolved to ensure that it always operated 
with a strategic plan and to ensure that they remained relevant to 
the Fund’s business. A copy of the draft Strategic Plan was made 
available to your Committee. 
 

(iv) Financial Performance 
 

a) Income, Surplus and Fixed Assets 
The difference between the PACRO and the Fund’s figures were 
partly attributed to the critical shortage of staff in the Fund, 
especially, in the Inspectorate Unit and lack of operational field 
offices in some districts.  In addition, not every registered 
employer or company was necessarily assessable, therefore, the 
PACRO figures could not be the same as those at the Fund.  As 
at 30 November, 2009, the Fund had 10,623 employers on its 
database, an improvement of 28% over the 31 March, 2007, 
figure.   
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Management has put in place measures that would improve 
compliance levels.  These included the provision of additional 
resources to branches such as the procurement of additional 
motor vehicles to make inspectors and other branch staff more 
mobile for purposes of capturing more employers. 
 
The income has increased to K118 billion as at 31 March, 2009, 
representing an increase of 31% from K90 billion as at 31 
March 2007.  The surplus as at 31 March, 2009 was K9.5 
billion from K29 billion as at 31 March, 2007, the reduction 
being due to the provision of K73 billion against assessment 
debtors.   
 
The Balance Sheet position improved by 24% from K185 billion 
as at 31 March, 2007, to K229 billion as at 31 March, 2009, 
mainly, due to an increase in the fixed income securities as 
there was better management for investments and revenue 
collection.  The net fixed assets increased from K32 billion to 
K38 billion due to purchase of new motor vehicles, furniture 
and computer equipment valued at K8.4 billion in 2009.  The 
accumulated reserves increased from K136 billion at 31 March, 
2007, to K191 billion as at 31 March, 2009, due to the surplus 
recorded in 2008 and 2009.   
 
As one measure of avoiding such queries in future, Management 
has resolved to embark on a vigorous employer registration and 
education campaign in order to further increase the number of 
assessed employers and to raise awareness on the operations of 
the Compensation Fund. 

 
b) Investments 
 
The reason why some poor investment decisions were made was 
that the Fund had no internal capacity to formulate investment 
decision guidelines that is, it had no staff who were qualified 
enough for the task during the period under review.  The 
investment policy has been formulated and it was approved by 
the Board of Directors on 20 February, 2009.   
 
The new organisation structure has a Directorate of Fund 
Management which was responsible for carrying out treasury 
and investment functions.  The Directorate was headed by a 
Director supported by a qualified Investment Manager to handle 
the investment function and proper records were maintained for 
each individual investment.  Both of them were appropriately 
qualified to carry out this critical function. 
 
Out of the K2.5 billion held in closed banks, an amount of K664 
million has since been received from Union Bank (in-
liquidation).  The Bank of Zambia in response to an enquiry on 
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recoveries indicated that payment of the balance was uncertain.  
At their meeting held on 27 November, 2009, the Board of 
Directors approved a write-off of the balance of K1.836 billion.  
A copy of the response from the Bank of Zambia was provided.  
 
Out of K13.1 million owed by the Government, parastatal 
organisations and local authorities, K190, 000 and K1, 104,000 
has been received from Mumbwa Municipal Council and 
Luanshya District Council, respectively.  The balance of K11.8 
million was approved for write-off by the Board of Directors on 
20 February, 2009.  The write-off was on the strength that the 
financial state of most local authorities was very poor and the 
length of time involved was quite long to expect any recoveries.  
Some of the amounts dated as far back as 1979. 
 
In order to avoid a similar situation to occur, Management has 
resolved to invest funds in accordance with the Investment 
Policy and to also ensure that well researched investment 
appraisals were carried out before investment ventures were 
undertaken.  It has also resolved to ensure that all its 
investments were closely monitored and reviewed by the Board 
of Directors through its Finance and Investment Committee. 

 
(c) Debtors 

 
The worsening debtor position was attributed to poor 
compliance levels by employers and an inadequate staff 
complement, especially, in branch offices.  Management had 
provided additional resources to branches such as additional 
motor vehicles and information technology equipment to make 
inspectors have more access to employers with outstanding 
assessments. Furthermore, the number of prosecutors had been 
increased from seven to seventeen. 
 
The debtors’ position stood at K106 billion as at 30 November, 
2009, representing a 4.9% increase from K101 billion as at 31 
March, 2007.  During the oral submission, your Committee was 
informed that as at December, 2009, the figure was K81 billion. 
 
As one way of ensuring that the problem was permanently 
addressed, branch managers have undergone training as public 
prosecutors in order to effectively enforce the provisions of the 
Workers’ Compensation Act.  In addition, the Board was in the 
process of outsourcing the services of debt collectors in order to 
speed up the collection of unpaid assessments from employers. 
 
When asked why the debtor position had worsened during the 
period under review, the Chairperson of the Board submitted 
that this was, mainly, attributed to small companies that 
register and shortly after go under. 
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(d) Failure to carry out Actuarial Valuation 
 
The actuarial valuation was not carried out because the 
accounts as at 31 March, 2005, had not been finalised at the 
reporting date.  The actuarial valuation for the three years to 31 
March, 2005, was considered and approved by the Board of 
Directors on 27 November, 2009.  The actuarial valuation as at 
31 March, 2008, was currently being undertaken and was 
expected to be completed by the end of the current financial 
year. 
 
In order to make the Fund’s position more current, the Board 
resolved and directed Management to facilitate for an actuarial 
valuation as at 31 March, 2009 immediately the 2008 valuation 
was concluded.  The Board further resolved to consider the 
review of monthly life pension payments when a latest actuarial 
valuation as at 31 March, 2009 (whose financial statements has 
already been audited and approved) was done in the next three 
months. 
 
The Board would in future ensure that audited financial 
statements were finalised within six months of the end of the 
financial year in order to have the actuarial valuation of the 
Fund carried out in line with the Workers’ Compensation Act.  
The Board would further ensure that immediately the actuarial 
valuation report was received, recommendations contained 
therein, including adjustments to contribution rates and 
pension payments were considered for implementation. 
 

(e) Poor Performance of the In-House Pension Scheme 
 
The poor performance of the in-house pension scheme was 
attributed to uniform changes that were made to pension 
parametric factors.  The redesign of pension factors found 
reflection in salary redefinition as at 1 January, 2000, to 
include retention and housing allowances to be part of the 
pension commutation calculation instead of basic pay.  This 
only resulted in overpayment of pension commutation for all 
employees who retired between 1 January, 2000 and 31 March, 
2008.   
 
In order to address the worsening actuarial deficit of the 
scheme, the Board of Trustees and members resolved on 29 
March, 2008, to revert the definition of salary for pension 
purpose to mean basic pay only and reduce the pension accrual 
factor from one forty-fifth (1/45th) to one fiftieth(1/50th).  In 
2006, the members increased contribution from 5% to 10%. 
 
The Board has further decided to freeze the in-house defined 
benefit scheme (i.e. benefits based on final salary) and establish 
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a defined contribution pension scheme (i.e. benefits based on 
contributions). 
 
During the oral submission, the Director Fund Management 
submitted that the decision to allow the scheme to be managed 
in-house as opposed to fund managers was made because this 
was found to be cost effective.  The change in the definition of 
salary to mean salary plus allowances was necessitated by the 
realisation that basic salaries were low while allowances were 
higher.  The then management found it necessary to make the 
change.  Your Committee was further informed that the benefits 
paid out to members were quite low with some members being 
paid K700, 000 as a lump sum. 

 
(f) Monthly Pension Payments (In-House Scheme) 

 
There has been no pension increases because the scheme was 
not financially sound as it had been recording huge actuarial 
deficits since 2001.  In accordance with the in-house Pension 
Scheme’s actuarial valuation report as at 31 March, 2007, the 
Scheme had a deficit of K43.8 billion and a corresponding 
funding level of 35%.  Further, the deficit as at 31 March, 2009, 
was K26.9 billion with a corresponding funding level of 51%. 
 
Given the low level of funding, increases to pensioners’ benefits 
could not be granted based on current assets as any increase 
would worsen the financial position of the scheme.  The actuary 
has recommended that should an increase be granted, the cost 
should be funded from alternative sources other than the in-
house Pension Scheme. 
 
To address the problem, the defined benefits scheme would be 
frozen as at 31 January, 2010, in order to stop the deficit 
growing further and a five year plan to liquidate the actuarial 
deficit (about K26 billion) as at 31 January, 2010, has been 
approved by the Board.  An alternative In-house Pension 
Scheme under a defined contribution scheme would be 
established as at 1 February, 2010, to provide for the continued 
protection of the Fund’s staff. 

 
COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS 
 
a) Review of Operations 

i) Failure to Constitute a Board 
 
Your Committee notes that after the audit query, the Board has 
at least seven out of ten members appointed.  The Controlling 
Officer is urged to report progress on the remaining three 
members. 
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ii) Adequacy of Management Structure 
 
Your Committee notes with satisfaction that a new 
organisational structure has been put in place.  However, your 
Committee is concerned with the delays in the recruitment of a 
Commissioner.  The Controlling Officer and the Board of 
Directors are, therefore, urged to expedite the process but not to 
compromise on the qualifications and competencies. 
 

iii) Strategic Plan 
 
Your Committee requests the Controlling Officer, the Board and 
Management to report progress on the adoption of the Strategic 
Plan by the Board of Directors. 
  

iv) Financial Performance 
 
(a) Income, Surplus and Fixed Assets 

Your Committee observes with satisfaction the financial 
position and performance of the Fund and commends the 
Controlling Officer, the Board and Management for ensuring 
that the Institution has remained solvent.  Your Committee 
resolves that the matters on income, surplus and fixed 
assets should be closed. 

 
b) Investments 

 
Your Committee appreciates the corrective measures taken 
at board and management levels to improve the investment 
decision making process.  The Board has a finance and 
investment committee while a directorate in charge of fund 
management has been created and appropriately staffed.   
 
Your Committee resolves that the matter on writing off 
outstanding loans worth K13, 159, 000 should be closed 
considering the lapse of time. 
 
On the outstanding balances from banks in liquidation, 
your Committee observes that the write offs were in order 
for all the closed banks, except for Emerging Markets which 
the Bank of Zambia indicated was not registered with them 
as per their records.  Your Committee, therefore, urges the 
Controlling Officer and the Board to investigate the matter 
and report progress. 
 

c) Debtors 
 
Your Committee urges the Controlling Officer, the Board 
and Management not to relent in their efforts to pursue 
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debtors.  An update on the debtor’s position should be 
provided. 

 
d) Failure to carry out Actuarial Valuations 

 
Your Committee urges the Controlling Officer to ensure that 
the Board and Management of the Fund do not fail to 
prepare financial statements for any particular year and 
that actuarial valuations are carried out as specified in the  
Workers’ Compensation Act.  Should there be any lapse, 
corrective action should immediately be taken by the 
Ministry of Labour and Social Security. 

 
e) Poor Performance of the In-House Pension Scheme, and 

Monthly Pension Payments 
 
Your Committee observes that although in 1998 the In-
House Scheme was not financially sound in that it had an 
actuarial deficit of about K360 million, the change in the 
definition of salary to mean basic pay plus allowances 
worsened the situation resulting in the actuarial deficit 
increasing to K14.2 billion by 2001.  Your Committee finds 
this decision inappropriate and hopes that the then 
management did not act in this manner so as to benefit 
from the increased benefits.  The Controlling Officer and the 
Board are strongly advised to ensure that any proposed 
changes to the scheme should be approved by the Ministry 
of Labour and Social Security. 

 
CONCLUSION 
 
17. Your Committee wishes to express its gratitude to you Mr Speaker and 
the Office of the Clerk for the support rendered to it when considering the 
Report of the Auditor-General for 2007, on the Accounts of Parastatal Bodies.  
Your Committee further wishes to thank the Secretary to the Treasury, 
Controlling Officers, Chairpersons and other members of the Boards of 
Directors, and management teams of the institutions that were audited for their 
cooperation.  
 
Finally, your Committee acknowledges the valuable input from the office of the 
Auditor-General and that of the Accountant-General when considering 
submissions from the witnesses. 
 
 
E M Hachipuka, MP       June 2010 
CHAIRPERSON        LUSAKA 


