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EXECUTIVE SUMMARY  
 

This Value for Money Audit was prompted by the Auditor Generalôs Report of the 

financial year ended 2004/2005 which highl ighted the problem of low absorption of  

External Debt/Loan by beneficiary projects.  A sum of  Shillings six (6) billion was paid 

out as commitment fees on loan amounts not drawn by b eneficiary projects. The report 

further highlighted failure by government to release all the budgeted counterpart 

funding. 

 

The Public Accounts Committee of Parliament (PAC) while discussing the OAG report of 

the f inancial year ended 30th June, 2005 recommended that Government should not 

get debt/loan which it cannot absorb.  The Committee directed that an Accounting 

officer who does not absorb loans as agreed be charged for inefficiency and negligence 

and that any commit ment fees/penalties paid as a result of non- absorption by the 

Ministry, should be surcharged to the Accounting Officer of the Ministry but not 

Government as this is a loss of tax payerôs money.  The Committee further directed 

that Government should budget for all counterpart funds before procuring a loan.  

 

The objective of the audit was to examine the causes of low absorption of external 

debt and make recommendations to address the challenges. The audit was conducted 

at the MOFPED and the relevant line min istries covering a period of four years, from FY 

2004/2005 to FY 2007/2008. 

 

AUDIT FINDINGS  
 
The study revealed the following as the main causes of the failure by implementing  

agencies to absorb the allocated funds/loans leading t o payment of commitment fe es / 

penalty:- 

 

1.0   Counterpart  Funding  

Government did not honor its obligation of  approving and releasing in full  all the 

counterpart funds budgeted for by the PIUs/Line Ministries. Inadequate counterpart 

funding affected the implementation of project activities by slowing down the rate of 

implementation. 
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2.0  Diversion of Project Funds  

We noted that 4 out of the 8  projects had their counterpart funds contribution 

amounting to Ug Ug Shs 3,174,454,821 diverted by the Ministries during the period 

under review.  Diversion of project funds deprived them  of resources needed to 

achieve timely implementation of project activities.  

 

3.0      Operational  Conditionalities  
 

Some of the projects were delayed for a period ranging from 2 to 7 years because of 

the difficulties the projects were experiencing in fulfilling the conditionalities. Some 

of the conditionalities/milestones were not easy to achieve and delayed the start and 

also contributed to the slow  rate of implementing the projectôs activities.  

 

4.0 Procu rement  

We noted that the Procurement units within the line ministries did not execute the 

procurement plans on schedule.  Delays in procurement denied the projects the 

inputs necessary for timely project implementation.  

 

5.0 Monit oring and Evaluation   

According to the World Bank Independent Evaluation Group (WBIEG) report of 2007 

which centered on how to build M&E systems to support better Government , it was 

reported that Uganda had a large number of uncoordinated and unharmonized 

monitoring systems at the sector and sub sector levels.  

 

In the absence of a well coordinated M&E system, project stakeholders can not 

easily identify and understand the project implementation hurdles and address them 

in a timely manner. 

 

6.0 Project Designs  

The study revealed that 4 projects out of the 8 were subject  to modifications during 

implementation as a result of omissions at the design stage leading to delays in 

project implementation . 
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The study further revealed that omissions at design stage, impacted on the credit 

and civil works components of the projects.  Inappropriate design derails the project 

objectives and is costly in terms of time lost and the financial resources which would 

be required to rectify the anomalies . 

 

RECOMMENDATIONS  

1.0  Counterpart F unding  

 Government should budget f or adequate counterpart funding requirement s for all 

loans procured.  

 Ministries in consultation with MOFPED should give priority to debt funded 

projects by providing them with their budgets in full to ensure compliance with 

the loan agreements. 

 

2.0 Diversion of Project Funds  

 MOFPED should enforce compliance with the Rules and Regulations. 

 The Accountant General should carry out efficient checks including surprise 

inspections, to avoid embezzlement or mismanagement of funds as stipulated in 

Sec 7(3) h of the PFAA-2003. 

 

3.0 Operational  Conditionalities  

MOFPED should carry out a diagnostic study in consultation with the  implementing 

agencies and the development partners to identify the causes and difficulties in 

fulfilling  the loan conditions and thereafter undertake measures to address the 

issues arising. 

 

4.0 Procurement  

 MOFPED should build capacity in all ministries through training of  staff serving in 

the Procurement and Disposal Units and ensure that the staff recruited are up to 

the task. 

 All key players in the procurement process should be sensitized and regularly 

updated on the procurement procedures. 
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 Line Ministries should consider setting up sub contract committees and 

Procurement and Disposal units (PDUs) for projects. 

 

5.0 Monito ring   and Evaluation  

 OPM should expedite the process of establishing and operationalising a 

coordination frame work within the auspices of the NIMES structure, as a basis 

to harmonize and standardize procedures and practices of Monitoring & 

Evaluation (M & E) in Uganda. 

 NIMES should establish clear roles and responsibilities of the different institutions 

in M & E. 

 There should be an institutional arrangement for follow up based on the annual 

M & E report and having possible interventions available to act on when 

implementation is not progressing as intended.  

 

6.0 Project  Designs  

 Line ministries should carry out wide consultations with the key stakeholders 

during the project design phase.   

 The Development Committee in the MOFPED should undertake a detailed 

analysis of the project design and associated risks before projects are approved.  
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CHAPTER 1  

                                           INTRODUCTION  

 
1.0      Motivation  
 

The Auditor Generalôs Report of F/Y 2004/2005 highlighted a problem of low 

absorption of External Debt/  loan by implementing agencies.   A sum of Shillings Six 

(6) billion  was paid out as commitment fees on loan amounts not drawn by 

beneficiary projects. The report further highlighted a problem of fail ure by 

Government to release the budgeted counterpart funding in full.  

 

The Public Accounts Committee of Parliament (PAC) while discussing the OAG report 

of the financial year ended 30th June, 2005 recommended that Government should 

not get loans which it cannot absorb.  The Committee directed that any Accounting 

Officer who does not absorb loans as agreed, should be charged for inefficiency and 

negligence. 

 

The Committee further directed that Government should budget for all counterpart 

funds before procuring a loan. 

 

The Office of the Auditor General embarked upon an independent evaluation of the 

Project performance in External Debt/ loan utilization in an effort to determine the 

cause of low absorption of external debt and make recommendations to address the 

challenges.  

 

1.1       Background of t he Auditee/Statutory Mandate  
 

In accordance with the provisions of Article 159 of the Constitution of the Republic of 

Uganda, Government may borrow from any source. Government shall borrow in a 

manner as authorized by or under an Act of Parliament. 

 

Additionally, the Public Finance and Accountability Act, 2003 (PFAA) expounds upon 

the necessary measures in the control and management of public finances, including 

the regulation of government borrowing. Under this Act, the management  of the 
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Consolidated Fund and the supervision and control of all the financial affairs of the 

Government is entrusted to the Ministry of Finance, Planning and Economic 

Development.  

 

The Ministry of Finance, Planning and Economic Development is responsible for the 

borrowing of funds and monitoring of the projects funded by borrowed funds  while 

the respective Line Ministries are responsible for managing and accounting for those 

funds. 

 

1.2      Vision a nd Mission  
 
           Vision  

The vision of MOFPED is ñTo be the most effective and efficient Ministry that is 

capable of achieving the fastest rate of economic transformation among the 

emerging economies.ò 

 

Mission  

The MOFPED mission is ñTo formulate sound economic policies, maximize revenue 

mobilization, ensure efficient allocation and accountability for public resources so as 

to achieve the most rapid and sustainable economic growth and development.ò 

 

1.3      Goals a nd Objectives  
 

 Formulation of medium to long -term national priorities and programme for 

Poverty Eradication.  

 Formulation of medium to long -term plans for private sector development 

strategy and medium term competitiveness strategy.  

 Undertake research on persistence of poverty in some regions of the country.  

 Build institutional and national capacities in policy formulation and evaluation for 

sustained economic growth and poverty reduction. 

 

1.4       Debt Financing  
 

IDA, ADF, IFAD,EIB and the NORDIC FUND are the major sources of external debt 

financing to Uganda. For the period from 2005 to 2008 , debt funding of Ug Shs 

5.069 trillion was received as indicated below:- 
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          Table I: Debt Financing  

      Source : Ministry of Finance Planning and Economic Development  

 
1.5      Audit Objective a nd Scope  
 
1.5.1   Audit O bjective  

The audit objective was to examine the causes of low absorption of external debt by 

implementing agencies and make recommendations to address the challenges. 

 

1.5.2    Audit S cope  

The Audit was carried out in the Ministry of Finance, Planning and Economic 

Development and the relevant line ministries which hosted the projects.  The audit 

focused on the financial years from 2004/2005 to 2007/08 and on  eight (8) debt 

funded projects out of the f ifty nine (59) projects implemented and whose closing 

dates were extended during the period under review . Of the eight projects, four 

were funded by ADF, three were funded by IDA and one was funded by IFAD as 

shown in the table overleaf: 

 

 

 

 

 

 

 

 

 

 

 

Financial Year  Amount ( Ug Shsô000) 

2004/2005 1,755,702,792 

2005/2006   889,837,068 

2006/2007 1,906,748,498 

2007/2008   517,562,784 

Total  5,069, 851,142  
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 Table III: Project Funding                                              

 
PROJECT NAME 

 

DEVELOPMENT PARTNERS 

  
ADF 

 
IFAD  

 
IDA  
 

Northern Uganda Social Action 
Fund(NUSAF) 

   
V  

Small Towns Water Supply and Sanitation  V    

Fisheries Development project, V    

Road Development Program Phase 1, V    

Road Sector Support  Programme  I   V  

North West Smallholder Agricultural 

Project 

V    

Vegetable Oil Development Project  V   

Economic, Financial and Management 

Project (EFMP II) 
 

  V  

TOTAL 4 1 3 
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CHAPTER 2  

 

METHODS OF DATA COLLECTION  
 
The audit was carried out in accordance with the International Organization of 

Supreme Audit Institutions (INTOSAI) Auditing Standards and Guidelines as set out 

in the VFM Audit Manual of the Office of the Auditor General.  Those standards 

require that the audit should be planned, in a manner, which ensures that an audit 

of high quality is carried out in an economic, efficient and  effective way and in a 

timely manner.   

 

In collecting data from the field, the team carried out interviews  with a number of 

officials to understand the operations of  the proj ects and the challenges in project 

implementation. 

 

Inspections were also conducted with a view of physically ascertaining the progress 

of project implementation.   A number of documents were also reviewed with a 

purpose of obtaining collaborative evidence for comparison against evidence 

obtained from interviews and inspections.  (Appendix iii) 
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CHAPTER 3  

SYSTEMS AND PROCESS DESCRIPTION  

 

3.1       Roles and Responsibilities o f Key Players  

  

ACTIVITY  KEY PLAYER 

Inventory of loan agreements  MOFPED/BOU 

Recording and monitoring Government External Debt MOFPED/Line Ministry 

Monitoring projects execution MOFPED/Line Ministry 

Presenting to Parliament before the 15th June specified 

information related to external borrowing (Budget Act)  

MOFPED 

Planning, Implementation, Monitoring and Evaluation MOFPED, OPM, Line 

Ministries/Agencies 

 

While the ultimate authority to raise loans and issue guarantees on behalf of 

Government is vested in the Minister of Finance (PFAA 2003) with Parliamentary 

approval, several other stakeholders play an important role in external debt 

utilization including; BOU, and relevant line ministries. The role of the respective key 

players in the contracting of loans and utilization of the external debt is described 

below: 

 
 (a) Secretary to the Treasury 
 

The control and management of Public finance, including borrowed funds by the 

Government is entrusted to MOFPED under the PFAA. The Secretary to the Treasury 

(ST) is responsible to the Minister for the effective application of the PFAA and any 

regulations, instructions or directives issued under the Act.  

 
(b) Aid Liaison Department :  (MOFPED) 
 
The Aid Liaison Department (ALD), liaises with external aid donors on external 

resources and its responsibilities include but not limited to:  

 Keeping custody of all loans and grants agreements and maintaining the register 

of such agreements. 
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 Monitoring disbursements to ensure appropriate utilization of aid funds  and 

ensuring that relevant reports are regularly and promptly forwarded to the 

donors. 

 Maintain an up-to-date data base on all donor commitments.  

 Coordination of donor supervision missions. 

 
(c) Accountant Generalôs Office 
 

 Controls and manages public funds in accordance with the provisions of the 

Public Finance Act. 

 Administers the implementation of all Statutory Accounting procedures and 

regulations 

 Provide supervision and technical support to managers and accounts staff . 

 Responsible for tracking / monitoring of projects.  

 Responsible for opening and closing project accounts. 

 Effects payment for counter part funds for Ministries on the IFMS.  

 Keep stock of all loan disbursements. 

 
(d) Bank of Uganda  
 

     As a Central Bank,  BOU is responsible for:- 

 Maintaining Project Bank accounts and payments. 

 Maintaining Government of Uganda Consolidated Accounts and 

 Taking custody of loan agreements. 

 
(e) Parliament 
 
          Parliament scrutinizes the proposals for the loans before approval. 
 
 (f) Relevant line Ministries 
 

The line ministries prepare project proposals, participate in the project 

appraisal and negotiations with the donors, implement the projects, monitor 

progress and prepare reports to Government and donors. 
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3.2      Process Description  
 
3.2.1    Planning  
 

The line Ministry prepares a project proposal in consultation with the Key 

stakeholders, including the beneficiaries, Standards enforcement agencies and 

Donors, and submits the proposal with costs and the detailed activities to  MOFPED.  

The Development Committee (DC) of MOFPED reviews the sectoral strategies and 

acts as a filter to ensure that the planned programs and the projects are consistent 

with the sector strategies and overall Government Policy.  

 

A summary record of salient points (Conditionalities) arising during negotiations are 

produced and signed by the borrower ( MOFPED) and the Donor.   All the necessary 

documents including the procurement plans required to facilitate appro val by the 

Donors are prepared and submitted to facilitate approval  by the relevant Boards of 

the Donors.  Once the Board has approved the project, the Government is notified 

and the necessary brief of the loan request is prepared for cabinet before submission 

to Parliament.  All loans are scrutinized by the Parliamentary Committee on the 

National Economy and approved by Parliament which authorizes the borrowings.  

MOFPED then signs the Project Financing Agreement with the relevant donor (s). 

 
3.2.2   Disbur sement  

 
Accounting requirements for debt funded projects are broadly similar. There are 

however variations from one donor to another.   After approval of the loan by 

Parliament and signing of the agreement, a special project account is opened in 

B.O.U with authority of the Accountant General for receipt of the funds. Donors may 

also require the project to open a shillings account for operational purposes.  

A disbursement letter 1 is sent by the donor clearly spelling out the conditions for 

disbursement/ util ization of funds. Such conditions may include counterpart funding 

by government, accountability and reporting among others.  

 

To withdraw funds from the loan account, the  Ministry/Project Implementation Unit    

(PIU) has to submit a request for disbursement of funds based on schedules as 

stipulated in the loan agreement. Requests can be made payable to the special 

                                                 
1
 ADB Disbursement Hand Book 
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account or to a third party (supplier/service provider) directly. The withdraw al 

applications are submitted according to a prescribed method and on standardized 

forms to MOFPED for pre-screening and forwarding to the donors.  

The withdrawal applications are processed and approved by donors. Withdrawal 

applications are expected to be processed within fifteen (15) days of receipt.  Funds 

are then released to B.O.U or a Commercial Bank as agreed with donors. The donor 

then advises the borrower immediately the disbursement is made. Withdrawal 

applications which are not eligible for payment or that are partially paid are 

communicated and the reasons for non-payment set out. 

 

3.2.3    Spending of D ebt Funds  
 
On receipt of the money, the PIU initiates the procurement and payment process. 

The project procurement will follow G.O.U tendering procedures as supplemented by 

specific donor conditions as may be stated in the loan agreement.  

 

The procurement of goods and services is done in accordance with The Procurement 

and Disposal of Public Assets (PPDA) Act, 2003 and Donor requirements. The Act 

requires that the PIU/ user department prepares a work plan for proc urement based 

on the approved budget and then have it submitted  to the procurement unit for 

inclusion in the overall annual procurement plan of the line mi nistry. (PPDA Act 

Section 34 (2). 

 

In the Contract agreements, the donors specify the procurement pro cesses that will 

be followed.  The payment system will follow the procedures laid down by the G.O.U 

Treasury Accounting Instructions (2003) and the Local Governments Financial and 

Accounting Regulations 2007 (LGFAR). This system generally involves the following   

key steps:- 

 

Á Approval of payment documents submitted by PIU to the Accounting Officers. 

Á Prompt preparation of payment vouchers and their submission to the appropriate 

paying officer for settlement .  
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Á Advances not accounted for within 60 days from t he date of payment shall be 

deducted from the monthly salary of the debtor and instructions shall also be 

given not to give a new advance to anybody with an unsettled advance.  

 

3.2.4    Replenishment of Special Account  
 
The donor will replenish the special account under the preceding advance on 

condition that the latter has  been utilized and justified up to at least 2 0% of the 

funds paid up into the special account. The donor will also replenish the special 

account with the amount requested and justified up to the maximum ceiling agreed 

during loan negotiations and in accordance with the provisions of the disbursement 

letter. (Disbursement Hand book Para. 9.12 pages 54 & 55). 

 

3.2.5    Monitoring and Evaluation  
 
Monitoring and Evaluation is conducted in accordance with the financing agreement 

provisions at Project level.   For most of the donor funded projects , regular project 

supervision missions are conducted by the donors in close consultation with the 

implementers.  The missions are coordinated by MOFPED.  Regular Project progress 

reports are supposed to be filed with the O ffice of the Prime Minister. 
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CHAPTER 4 
 

                                                 FINDINGS  

 
 

4.1      Implementation o f Pr ojects  
 
For each debt funded project being implemented by Government, the effective and 

completion dates are clearly stated in the relevant financing agreement. The dates 

are set after both the Development partner and Government have carried out a 

detailed review of the economic, financial and technical requirements of the project  

have been identified and the key success factors agreed upon.  

 

The eight (8)  debt funded projects under study, as shown in Appendix (i) had their 

completion dates extended due to the delays in achieving the critical development 

objectives (milestones).  The commitment fees paid during the period under  review 

amounted to Ug Shs 20.6 billion including penalities as shown in the table below: -  

 
  Table IV  -Commitment Fees   

Financial  Year  Amount paid in Billions of Shillings  

2004/2005 6.4 

2005/2006 5.5  

2006/2007 4.4  

2007/2008 4.0 

Total  20.6  

Source: -  Ministry of Finance Planning and Economi c Development  

 
The audit revealed that the  DMFAS Accounting software used by MOFPED for 

external debt management did not produce information on penalties resulting from 

the low absorption of borrowed funds  on an ongoing basis.   According to MOFPED 

the penalties are embedded in the commitment fees calculated by the system. 

 

The study of the eight projects further  revealed that the projects delayed for a 

period ranging from 6 months to 5 years, and according to MOFPED, it is estimated 

that an amount of US$ 585,358 is to be paid as excess commitment fees as shown 

in the table below:  
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Table ( V) -  Delay s and  Excess  Commitment Fees  

S/No  Project  Extended 

Period 
(Years)  

Un-

disbursed 
amounts  

(US $ and 
SDR)  

Extra 

Commitment  
Fees  

(US $)  

1 Second Economic Financial 

Management Project 

3  

SDR 410,421 

220,438.18 

2 North Uganda Social Action 

Fund Project 

11/ 2 1,208,562 55,204.48 

3 Small Towns Water Supply 

and Sanitation Development 

6 months 1,805,254 12,281.63 

4 Fisheries Development 

Project 

2 11,867,655 49,428.64 

5 Vegetable Oil Development 

Project 

5 6,492,841 - 

6 North West Small Holders 

Agricultural Project 

3 2,064,854 158,153.15 

7 Road Development 

Programme Phase 1 

11/ 2 6,075,725 89,312.70 

8 Road Sector Institional 

Support Technical Assistance 
Project (RSSTP) 

3 4,411,240 534.98 

 Total    585,358.76  

Source: Ministry Of Finance Planning Economic Development  

 

The delays in implementation and low absorption of the external debt does not only 

cause loss of public resources as government has to meet the excess commitment 

fees and penalty on un-disbursed funds held on the loan accounts by the 

development partners but also leads to cost escalation such as increased future 

prices of goods and services due to inflation and extra administrative costs.    

 

It was  noted that the delayed implementation of projects was caused by the 

following factors: - 

 

4.1.1   Cou nterpart Funding  
 

Each loan/credit financing agreement stipulates various categories of expenditure, 

coupled with percentages, to be financed by government ( counterpart funding ).  

Every financial year, counterpart funds have to be budgeted for and approved  by 
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Parliament for which a respective Accounting Officer of the line ministry is 

responsible (section 145 of the TAI refers).  

 

The counterpart funds usually cater for the cost of operational activities which may 

include the day to day operations of a proje ct such as field activities, monitoring and 

evaluation activities, payment of tax liabi lity and maintenance of vehicles as 

stipulated in their respective financing agreements. 

 

It was noted that Government did not honor its obligation of approving  all 

counterpart funds as budgeted for by the PIUs/line ministries  as shown below:- 

 

Table VI - Analysis of Budget against approved estimates (2004/5 ï     
2007/8)  

S/N  Project name  Budget  
ó000ô 
(Ug Shs )  

Approved 
estimates  
ó000ô 
(Ug Shs )  

(Shortfall )  
(Ug Shs )  

% 
Contr ibution  

1 Fisheries Development  
project 

 
20,289,000 

 
8,419,560 

 
(11,869,440) 

 
41% 
 

2 North West Small  
Holders Agricultural  
project 

 
13,277,800 

 
5,517,542 

 
(7,760,258) 

 
42% 

3 Vegetable oil Project 
 

 
15,993,000 

 
5,983,426 

 
(10,009,574) 

 
37% 

4 Road Development 
programme  phase I 
 

 
19,160,000 

 
14,767,091 

 
(4,392,909) 

 
77% 

5 Road Sector Support 
Project 
 

 
25,880,000 

 
22,837,598 

 
(3,042,402) 

 
88% 

6 Small Towns Water 
and Sanitation  project 

26,902,047 15,036,027 (11,866,020) 56% 

 
 

 
Total  

 

 
121,501,847  

 
72 ,261,244  

 
(48,891,602)  

 
 

 Source:  Line Ministry Policy Statements  

 

It was further noted  that Government did not honor its obligation of releasing in ful l 

the counterpart funds as per the approved estimates . It was noted during the review 

that only Shs12,765,421,421 out of the  approved estimates of Shs57,525,217,000 in 

five projects was released by Government, which was only 22.2% of the total 

budgeted  amount, as shown in the table below: -  
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Table VII : Approved estimates and actual releases  

S/N  Project Na me  Approved 

estimates  
(Shs)   

Actual G.O.U 

releases ( Shs)  

Under funding   

(Shs)  
 
 

%ge  of 

releases  

1 Fisheries 
Development 
Project 

 
8,419,560,000 

   
417,153,842 

 
(8,002,406,158) 

 
5% 

2 North West 
Small Holders 
Agricultural  
Project 

 
5,517,542,000 

 
1,762,171,024 

 
(3,755,370,976) 

 
32% 

3 Vegetable Oil 
Development  
Project 

 
5,983,426,000 

 
3,895,222,555 

 
(2,088,203,445) 

 
65% 

4 Road Sector 
Support Project 
(1) 

 
14,767,091,000 

 
4,834,065,000 

 
(9,933,026,000) 

 
32.7% 

 

5  
Road 
Development 
Program phase 
1 
 

 
22,837,598,000 

 

 
1,856,809,000 

 
(20,980,789,000) 

 
8.1% 

 Total  57,525,217,000  12,765,421,421  44,759,795,579  22 .2%  

Source : Financial Stat ements/Progress R eports     

 

In relation to the budgeted funds, the Fisheries development project the North West 

Small Holders Agricultural Project and of the Road Sector Support Project received as 

low as 5%, 32% and 33% respectively  (1) as shown in the table above.  However, 

the Vegetable Oil Development Project received more than 50%.  

 

According to MOFPED, governmentôs failure to remit the budgeted counter part 

funds is due to the inadequate government resources (Budget constraints) and 

prioritization of Government programmes.  The failure of government to honor its 

obligation of providing the budgeted counterpart funding  led to the following: -   

  

 The project commencement time was delayed because funds that were needed 

to kick start the activities were insufficient and this in turn resulted  in failure to 

utilize debt funds. 

A case in point is the Vegetable Oil Development Project, which could not take 

off without land which was supposed to  have been purchased using counterpart 

funds. At the time of the audit, Government had not released the total budget 

for the purchase of the land. 
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 The implementation of project activities could not be on schedule and according 

to work plans due to failure by government to provide fund s as planned which 

led to delays in project implementation.  A case in point was the Fisheries 

Development Project which could not secure the required land titles f or the civil 

works in time because management did not have adequate counterpart funds. 

Negotiations with private land owners failed to materialize as planned. 

Consequently, the implementation of the civil works component was delayed for 

two years. 

 

The failure of government to honor its obligation of providing t he budgeted 

counterpart funding  led to the failure of the projects to a ttain their intended 

objectives. This failure is also a violation of the funding agreement covenant and 

could lead to the suspension of project disbursements by the Development Partner 

and consequently stall project implementation.  

 

4.1.2   Diversion of Project Funds  
 
According to Treasury Accounting Instructions (TAI) 2003, Section 145, published 

estimates should contain estimated revenue and expenditure budgets of all debt  

funded projects which have been approved by Parliament. Any re-allocation has to 

be approved by the Permanent Secretary/ Secretary to the Treasury (ST), MOFPED. 

(Section 152 refs) 

 

It was noted that four (4) out of the eight (8) projects had their counterpar t funds 

amounting to  Shs.3,174,454,821 diverted by the Ministr ies during the period under 

review as shown below:- 
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Table VI I I:  Diverted project funds (2004/05 to 2007/08)  

Project Name  Approved estimate s 

(  Shs)  

Amount diverted  

(  Shs)  

Fisheries Development Project  

8,419,560,000 

 

1,815,533,963 

North West Small Holders 
Agricultural  Project 

 
5,517,542,000 

 
832,627,325 

Vegetable Oil Development 

Project 

 

5,983,426,000 

 

164,619,537 

Road sector support project (1 )  

14,767,091,000 

 

361,673,996 

Total  34,681,619,000  3,174,454,821  
              Source:  Auditor Generalôs Reports  

 

Diversion of funds deprived the projects of the much needed operational funds 

leading to delayed project implementation.  According to interviews carried out with 

the Project Coordinators and MOFPED staff, the diversion of funds is attributed to 

lack of direct control of counterpart funds by the project coordination unit s and 

mixing of project releases on the same account with line Ministriesô releases. The 

diversion of counterpart funds was also attributed to non -adherence to control 

procedures and financial indiscipline by government officials.  

 

4.2      Operational Conditionalities  
 
The general conditions as set out in the loan agreements have to be adhered to 

before and during the project implementation.  These agreements further set out the 

conditionalities that have to be met by either party.   It was  noted that some of the 

performance conditions set in the agreements took long to be fulfilled leading to 

delays in utilization of funds.  The projects listed in appendix ii were delayed for a 

period ranging from 2  to 7 years because of the difficulties the projects were 

experiencing in fulfilling the conditionalities.  For example:- 

 

 In some projects, the conditionality was fulfilled after 5  years as in the case of 

the Vegetable Oil Development Project, where it took the project 5 years to 

identify a private partner . 

 The Credit component under the Fisheries Development project was delayed for 

more than 3 years and eventually cancelled and funds reallocated to another 

component within the project.  
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 In addition , the Fisheries Development Project loan agreement required that 

districts should provide evidence of land ownership at the sites where 30 fish 

landing centers and 21 fish market stalls were to be constructed/ rehabilitated 

before any civil works could commence which delayed the commencement of 

civil works under the project by 2  years. 

 The Road Development Program was extended for a period of more than 7 years 

until the conditionality of establishing UNRA was fulfilled. 

 In the case of Small Towns Water Supply and sanitation project, the project was 

extended for more than 7 years because of failure to acquire land title deeds.  

 
The  causes of failure to meet the conditionalities were  attributed to  the 

following: - 

 Lack of technical persons on the project  implementation team to provide 

technical guidance on the tasks which are not easy to implement .  

 Lack of commitment by some stakeholders. 

 

The operational conditionalities affected the project implementation by delaying the 

start of the project and slowing down the rate of implementation.  

 

4.3      Procurement  
 
Section 34 sub-section 2 of the PPDA Act, requires the user department / Project 

Coordination unit to prepare work plan s for procurement based on the annual 

approved budget which is submitted to Procurement and Disposal Unit in the 

Ministry for implementation . 

 

We noted that the procurement units within the line ministries did not execute the 

procurement plans on schedule. 

 

For instance, some projects were faced with delays ranging from three  months to 

one year in the processing and awarding of contracts as shown below:- 
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Table IX : Delays in procurement  

 

Project name  

 

Relevant 
com ponents/items  

 

Planned 
period of 

award  

 

Actual date 
of award  

 

Delayed by  
Months/Yrs  

Vegetable  
Oil 

Development 
Project 

Oil Palm Support 
Component  

 Earth  

            Moving           
            Equipments 

 
2004 

 
4/9/2006  

 

 
1year and 8 

months. 
 

Small Towns  

Water and 
Sanitation 

Project 

 Iganga Water 

supply 

 
 Construction of 

Ventilated 

Improved Pit 
(V.I.P) latrines in 

Nebbi District 

22nd Nov, 

2005 
 

22nd Aug 
2006 

 

10th 

March,2006 
 

 
24thJan 2007 

3 months 

 
 

5 months 

Road Sector 
institutional 

Support 

Project 

Construction of  
Busega Mityana road 

 

17th May 
2003 

14th Nov, 2004 1 year  

North West 

Small Holder 
Agricultural 

Project 

 Roads and 

bridges 

 
 Market 

construction 

 

 Water supply 

March 

2006 
 

March 

2006 
 

March 
2006 

1st Nov. 2006 

 
 

July 2007 

 
 

Aug 2006 
 

7 months 

 
 

1 year 

 
 

5 months 

Source: Project Aid e memoirs and monitoring reports  

 

We further noted that the most affected projects were those with civil works 

components involving construction/ rehabilitation  work as shown above. 

 

According to the interviews carried out with the MOFPED staff, the project 

managers, and the review of the Aid e Memoirs, the delays in procurement were 

attributed to the slow pace at which the line ministries p rocessed procurement 

documents. We further noted that  the Contracts Committees within the ministries 

are composed of staff with relatively busy schedules and in most instances failed to 

meet on the regular basis. 

 

In addition some of the accounting officers and officers involved in procurement are 

not very conversant wit h the PPDA Act.  The delays in procurement were also a 



27  

 

result of lack of experienced staff in handling specialized procurements and the time 

it takes in delivering information back and forth with donors.  

 

4.4      Monitoring a nd Evaluation   
 
The Project loan agreements require the borrower to maintain policies and 

procedures adequate to enable it evaluate on an ongoing basis all the debt funded 

projects. The loan agreement also stipulates the outputs and performance indicators 

each project should achieve. The policies and procedures require the existence of an 

institutional frame work, M  & E units with adequate qualified staff, production of 

reliable and broadly adequate reports in a timely manner as amplified in the M & E 

manuals.  

 

MOFPED and the line ministries carry out the role of monit oring, evaluation and 

follow-up of debt funded projects.   

 

According to the World Bank Independent Evaluation Group (WBIEG) report of 2007, 

it was reported that Uganda  had a large number of uncoordinated monitoring 

systems at the sector and sub sector levels. This led to the creation of a National 

Integrated Monitoring and Evaluation System (NIMES) under the jurisdiction of the 

office of the Prime minister in 2006. 

 

The objectives of NIMES were to create an umbrella M & E strategy within which the 

existing systems could be coordinated and harmonized and Government capacity to 

conduct and use the M & E strategy strengthened. 

 

However, according to the report of  the National M & E Technical Working Group, 

Subcommittee on NDP of May 2009 it was  reported that, NIMES has yet to be fully 

implemented, and that the overall coordination frame work intended by NIMES, as a 

basis to harmonize and standardize procedures and practices has not been realized.  

 

It was further observed that according to t he RSISTAP Quality Assurance Group 

(QAG) report, M & E reports were not sufficiently sensitive to tracking progress 

through intermediate targets and benchmark.  The benchmarks used in measuring 
























