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AUDIT REPORT 

UNITED STATES A.I.D. MISSION TO VIETNI (USAID/VN) 

CONTRACT NO. AID 730-3529 

BETWEEN VINULL CORPORATION AND 

VIETNN ENGINEERING IND CONSTRUCTION COIQANY (VECCO) 

(PROJECT NO. 730-15-390-414, VIETUA1 CONSTRUCTION INDUSTRY (VECCO)) 

PART - - PURPOSE AND SCOPE 

Ue have made an interim audit of fixed-rate contract No. Alm
 
730-3529 between Vinnell Corporation of Alhambra, California and the
 
Vietnam Engineering and Construction Company (VECCO) of Saigon,
 
Vietnam. Our =eview was conducted at the contractor's office within
 
the VECCO organization, and covered the pericd from contract incep­
tion on Septamber 29, 1972 through November 30, 1973.
 

The scopa of our examination was limited to a review of tha
 
contractor's compliance with the terms of the contract and did not
 
include a.n evaluation of the VECCO organization as a separate
 
operating entity. An audit of VECCO is currently in process and
 
will be issued as a separate report.
 

Tha purposes of our reviaw wore to: (I)ascertain the propriety 
of fixod-ratos billed to VECCO and paid by the USAID; (2) evaluate 
USAID's management inputs; and (3) evaluate contractor performance. 
Our audit "no made in accordance with generally accepted auditing 
standards giving due consideration to applicable AID regulations. 

Our examination included a reviaw of contractor's reports, 
accounting and personnel records, USAID/VN planning and funding 
documents, zoporto and other docnontation. We interviewed the 
oenior U.S. contractor advisors and VZCCO management officials, and 
their commanto have boon given consideration in our audit report. 
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PART II - BAONGROUND 

A - VLTLL CORPORATION CONTRAT 

funded 1-'Jcct 
730-15-390-414, Vietnam Construction Industry, whic" designed to 
facilitate the establishment of a Vietnamese heavy-construction
industry uii'hin the private sector. In a narrower context, it was 

Contract No. AMD 730-3529 is under I . 

first necossary to establish a central organization from whic?­
technique, materiala and other supporting factors and services could 
flow to the private sector. This was done in June 1970 when the 
Government ot Vietnam (GV) established the Vietnam Engineering and 
Construction Company (VECCO). As a neai autonomous organization, 
VECCO requires assistance in all organizational elements. Un-_ar 
separate but related agreements, U.S. Goverrnment-excess equipment 
and faciliti3s ,ere transferred :o VECCO, thus providing the initial 
operacing base for revenue generation. The effective utilization of 
equipment and facilities, however, is dependent on the ranagerial 
capabilities of VECCO and the private sector for which it was created 
to support. To initiate the development of VECCO managerial e:pertise, 
USAID/V11 agreed to provide the grant funds for training and advisory 
assistance. This assistance was initiated on September 29, 1972 by 
the execution of contract No. AD 730-3529 between Vinnell and VECCO. 
The objectives of the contract are to provide the requisite services 
designed to strengthen the corporation structure oi VECCO and to 
enhance the =anagerial capabilities of its staff in order to better 
perform its supporting functions. 

The contract was divided into two phases. Phase I provided for
 
six U.S. advisors to counterpart top-level VECCO managers in major
 
departments. On January 20, 1973, Phase IIwas formalized as
 
Amendment No. I to the contract, and provided 22 additional U.S.
 
advisors to counterpart VECCO supervisors at operating levels of
 
management. The original contract was for a 20 month p,:!riod in the
 
amount of $295,630 and VN$15,000,000. Amendment No. I fo" Phase I
 
increased the contract prico to $1,551,546 and VN$113,429,630 and
 
extanded the corpletion date to 20 months, or through January 1975.
 
As of November 30, 1973, totals of $1,483,000 and VN$71,000,000 have
 
boon cornittod and cblLgatod b. USAD/1II to cover contract costs. 

B - C0ANTTCT WtNAGM T 

As tLo designate' Contrnctin3 Officor, the VECCO General 
Manager is responsible for contract anageront. :Iowevor, bac'atop 
services in USAID/V14 are prcvido.! by the Assiutnnt Director, Engineer­
ing Technical Assistance Division (AD/CTA) who or3anizationally 
reports to the USAID/Vy, Aaaoci.;a )Lro:O for Cornarcinl and CapLtal 
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Assistance (AICCA). As donor, UZAI/VN retains certain administratIve
 
approva . aut-.ori.y under the contraCt, in addition to actinS as trustee
 
and disbursin- agent for VECCO.
 

C - P2.ICR AUDIT REPORTS 

Audit RLeport No. 9-730-74-C3, dated July 13, 1973 covered th1w 
VECCO pi-oj.ct, ITo. 730-15-390-414. There are no open recom andations. 
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PART III - ZIL'OY 

Almost complete assimilation of advisors into the VECCO orlani­
zation has Seneratad certain undesirable characteristicc under the
 
contract. Advisors have assumed many operational naikc at che risk
 
of retarding VECCO development. In some respects, such involvement
 
is a subsidy to VECCO, which could evolve as a source of cri=cisin
 
under present AID policies (pages 8 and 15).
 

An evaluation of advisory benefits indicates that the level of
 
assistance is too high. This conclusion, plus tha fact that contract
 
objectives have been met in certain areas led us to suggest that a
 
number of advisory positions be eliminated (page 7 ). However,
 

ESAID/Ve
fels such action would be premature at this time.
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PART WV 

STATEMENT OF FINDINGS AND 3CC1,E'NDATIONS 

For the Office of the Director, USAID/VU 

A - CONTRACT FUNDING 

The following schedule summarizes the source and status oZ 
contract funds as of November 30, 1973: 

U.S. Dollars 
Unliquidated 

PIO/T Number Obligated Expended Balance 

730-414-3-(21)20452 $ 300,000 $300,000 $ -0 
730-414-3.(31)30171 _1183,000 327,524 855,476 

Totals $1,483,000 $627.524 $855.476 

VW Piasters
 
Unliquidated


PIO/T Number Obligated Expended Balance 

730-414-3-(21)20452 VN$15,000,O00 VU$15,000,000 VN$ -0­
730-414-3-(31)30171 , 56,000,000 27.956,05) 28,043,942
 

Totals VN71,000,000 V$42X956,058 VN$28.043.942 

B - CONTRACT EXPEI)ITURES 

During the current audit periodl contract expenditures 
totalled $627,524 and V$42,956,058 (soc Exhibit A). Vo exceptions 
were noted pertaining to plaster expcnditures. Dollar custs are 
considered proper with minor exceptions. These exceptions, which 
primarily involvedi small overcharges for mobilization have been 
discussed with t'ie Contracting Officer and the Contractor's Chief of 
Party. A joint review by the two parties is presently being conducted 
to determine the precise amount of the overcharge, which will then bo 
corrected by adjustment on the next billing voucher.
 

C - rONTRACT MANAGEMENT 

1 - Contract Award 

Solicitation of bids was sent to seventeen architect and enginaar­
ing (A&E) firms. Only eight applicants rospondod. 
The bid evaluation
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process used for the eight proposals arcs )nsod on the applicatio~n o 
a numerical system. Vinnell was give-n ::he hiahet overall rating with 
a 77.32. The runner-up was considerably lozr with a 61.31. Compared 
to the bidder with the lowest cost proposal, Vinnell was second irit a 
11 percent price margin, but with a ai-gh.r overall rating margin 3.1
 
24 percent. 
 Based on these facts, end other priority requisites,

Vinnell was chosen to negotiate with VECCO Zor the contract. 
This
 
selection process cppeared both objective and orderly.
 

We have reviewed the cost proposals Ior both Phase I and Phase II.
 
In retrospect, VECCr's and USAID/VN's review appeared thcrough except

for two basic shortcomings: (1)no request was made for a financial
 
review of the two proposals totalling over 
̂ l.5 million; and (2)

internationul Lranspor:'ation was included in the daily time 
rates.
 
Ordinarily, international transportation expense is a reimbursable
 
cost item. Consequently, the contractor .as supplemented its pro.its
 
where U.S. advisors were hired in-county.
 

2 - Contract Plan 

The contract is to provide advisory c sistnnce to VECCO Management

for the various departmental units, whic., include; Personnel Admdnistza­
tion, Financial Management, Contract Administration, Marketing, Equip­
ment Management and Production Management. According to Appendix A ol 
the contract, the contract advisors were to initially provide in-so-vice
 
training to supplement the managerial skills oZ their Lounterparts

during the early stages of the contract, and then gradually retras.
 
to a purely advisory role. Generally, we have found that advisors have
 
been fully assimilated into the VECCO orgrnization at the respective
departmental levels, with cloce counterpcrt relationsbips established 
at important positions of management end supervision. Although there 
are distinct advantages to this planning svracogy, we noted that the 
intimate exposure to the day-to-day dopartnaJ. activitias has caused 1/
advisors to become overly involved in direcz operaL on.l matters. V 
Advisors have become operationally involved in bill collection,
 
inventories, equipment mnnagement and rapnir, accounting, writing
 
procedures, customer contracta, availability of working capital and 
many other aspects of VECCO's day-to-day cctivities. In effect, by
divorcing themselves more and more from tha advisor/teacher role, 
contract personnel are Qontributing to opposite purposes of the 
contr.ct. By this tine, o 1-yiar-- --­aInetionW-- Van preo'ua.bly 
the intent for many edvisors to have iri'.dr-rn to advisory capacities
only, yet tho opposito trend appears predominant. Furtbor, with such 
involvement, we noted an adverse effect on the development ol a sol­
sustiaLing VECCO orgcnizntion. The parorncnco of dirocu functionc 
not only rotczdo V7,CCO loeaning, but it in olaoct a subsidy to VZZCC01O 
operations. To , degroo this diatznrts its cash-flow and incona cclcotnto 
by conveying n mora Zmvirablo financial position that indicates V""CCO
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has reached a higher level of self sueici.ncy and achievement. Thio
 
becones particularly evident in the ccsc o! four advisors who had
 
worked as direct-hires for VECCO, but war, later hired as contrcto­
advisors with little change in job nctivizy. Such seemingly direc
 
subsidization is not the purpose of the contract. To achieve contract
 
objectives in establishing an efficient, self-sustaining o.gcnizntion,
 
advisors must be withdrnwn from direct operations as quickly as
 
practicable. 

In exit conferences with the contractor, the VECCO General Manager 
and USAID/VN's Contracting Officer Representative, this matter was 
thoroughly discussed. In general, there wes a consensus that the 
situation should be examined. USAID/Vil's response to our draft audi.
 
report stated that the writhdrawal of contractor advisors from direct
 
operations is now underway cnd that direct involvement is continued
 
only where needed. We are therefure making no recommendation.
 

3 - Contract Accomplishrments
 

We examined contractor progress in terms of actual accomplishments
 
and costs of advisory services. Our review locused on contractor
 
activities by functional department. Departmental dispersion of
 
contractor advisors currently assigned is co follows:
 

._ Advyioor Positions
 
Department Filled Not Filled Total
 

Administration:
 

Organization 2 2
 
Financial Management 4 4
 
Marketing Management 1 1
 
Personnel MOnngoment 1 1
 
Contract Administration 1 1
 
Construction Manager 1 1
 

Revenue Production:
 

Production Management 6
 
Equipment Mnnegomcnt 11 1 12
 

Totals 26 2 28
 

Cur revicw approach wan to divide tho ctivitios into two ctogorio, 
administration (indirect) end revunuo production (direct). Administrn­
tvo dapartmants woro roviowed on the basic of nccomplishmcntc wit!.ou: 
attempting to factor in nn intnngibl .i:iancial benefit in rolation Z: 
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costs. Organization is comprised oR the C'hiel of Party and an adminia­
trative assistant, thus their effectiveness is primarily meacureable
 
in terms of the other advisors.
 

a. Administracive Advisors 

Our review o the remaining administrative departments led us
 
to conclude that contract objectives have boon met to the extent tha.
 
five of the six presently filled advisory positions could now be
 
climinated, resulting in a projected savings of more than $135,000 under
 
the contract. Contrarily, one position, 00azot Advisor, should be
 
strongly encouraged t: expand marketing axpertise for maximum benefits.
 

(1) Financial Management Advisoro
 

The contract provides fou rdvisors to establish n unifor-m
 
financial management system for budgeting, czmmorcial (general) account­
ing, cost accounting, and auditing. This aoa is considered one of tho
 
most successful by VECCO management.
 

An audit manul including procedures and sample prograrms has bean
 
completed by the U.S. advisors and very littla futura -ssistancc Is
 
contomplated for audit advisory services.
 

A cost accounting system was introduced and fully iploented.
A furthcr modification somewhat decentralizing the cost accounting

system was introduced during January 1974. Therefore, only refinement
 
will be require! in the future.
 

Financial statements are now dcvoloped by VECCO stafZ and 
ara
 
considered to be issued on a timely basin. .urther assistance in the 
general accounting area will be nooded in cubsidiary accounting tocn­
quos only. This, however, is not considrai a major undartaking. 

A 1973 budgot was prorarul 'nd tho 1V74 budget will coon be
 
completed. Further, a thorough budget cntlyoic has boon prepared 2or
 
1973. On-going refinemenc in technique is all that will be needed i..
 
this aren.
 

In summation, a financial management and reporting system has boon 
installed for the moct part. llowcvor, VECCO mnagoment would li1o to
retain the advisors in thin nrui fur vansitanco in aubai('inry accounting / 
systems, modific.tlon and refinamont, and mr:-ting procedures for tho 
systemrs which hove al'mady boon inatcllod. Much of thin is admittodl7 
needed foe profossional and ofician: opeoation, howover, the ratancin 
of all tho Cnancial advisors would conatimZuet an unnocossary luxur',
that in not justiftod and could in Ac. rocrud tvo progroan 4Iroad; 
made. The dongorc would biu twofold. ,',dvioora could continua to involve 



themselves in da,-to-day operational ec'iv~is, and, with a high 
probability, continu to modify end Lo-ia the system 6o the point o.
 
over-sophis tication. 

Procedure writing by advisors for s',anms already installed is 
also not justified. This is a diroct :A- zion and VECCO should be 
able to provide this service from its o;r- sZa.f. It would be pro-s­
sionally beneficial for VECCO staff rs well as a cost saving to the
 
contract. The cost saving would not only be the difference between
 
U.S. and Vietnamese salcry scales, but an elimination of unnecessary
 
translating costs. The VECCO General Managa generally agreed wit!. 
this, but stated that nssistarnce in regard t: "form" will be required. 
This however would involve minimal ncvisory effort. 

Given the present situntion, wit:. -sr'otance needed only in
 
refinement and gencral accountiig subsidiary records, one advisor is
 
sufficient to proviec necessary assistance
nr~y after January 1974. 
Therefore, three advisory positions could be eliminated from the 
contract. Savings to the U.S. Government would be In excess of $75,000. 

(2) Markting Advisor
 

The lack of market info:mation was recognized as a 
deficient arca early in contract planning. Underlying this deficioncy 
was the lack of a VECCO capability in marketing concepts and techniques. 
To correct this, the contract provided for the employment of a marhcting 
advisor. Cn March 15, 1973, the contraczor hired a marketing Cdviso: 
who has since attempted to establish r distinct marketing unit within 
VECCO. This effort has been mostly ineffectivo nnd the marketing 
apparatus remains fragmented among the vnrious VECCO departments with 
no central coordinated direction. Consequently, the U.S. advisor ,,so 
boon primarily used in direct operations, ns information gatherer, in 
bill collection, in customer contacts, in lansing equipment, nnd on 
foasibility studies. In short, no Institutional dc-olopment hm, evnlvod. 

It is understandable why this hns nol occurred. .'4
successful
 
marketing operation basically requires !t. '.rae in-flow of informntion 
that pertnins to all frcets which afoct deoinnd and supply. Duo to the 
lack of historicnl drta, the coriplato absence of soma v-itnl infornraion, 
and An overprotective nttitude by infornat:ion sources, thera is no Zro 
flow of data into the syston. It is, Eioho:e.oro, difficult for VECCO ta 
attach any importanco to the adoption o2 rm.-a:ting concepts where 
results cannot be proven. This attituda in i.ofljctad in the countarprt 
relationship. VECCO has nnsuinod only ono oroesuionl position tn 
moderato salary to the full-ticw rerhating rctivity. I: has furthe. 
given little prestige to the position. Brood on discussions tiith the 
contractor and VECCO, ind under the ctrcunna,nicue, it is unlikely thnt 
n narketinq unit ns such will eowr ovlva ovwr tho contrnct period. 
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Marketing infr tion is one of the important data required by 
private enterprise to assure an efficoan: and profitable operation. 
More specifically, t-is information ic needed by management to ma.e 
proper and timely decisions on the size and type of organization and 
the assets required to meet the markel demrnd. This infortimon should 
be the vital factor in the justification oA toe VECCC organization rnc 
tailoring its corporate m.kc-up. Under the current arrangement, the 
retention of the marketing advisor io not wirranted. We believe, 
however, that because of the important role played by marketing, USID/ 
VN should strongly suggest that the conLra or place greater emphesis
 
on this program.
 

(3) Personnel ,Anagement Advisor" 

Upon arrival of the U.S. advisor, VECCO had no well defined
 
personnel policies, no uniform system o! job classification or wage and
 
salary administrntion, no standard employee evAuction procedure, and no
 
safety program. Our review of srntus oeportns nd discussions with
 
advisors and VECCO raners indicate tht all of these programs have now 
been fully introduced into the organization and ore in varied stages of 
implementation, but nearly completed. In addition, we noted that a nen 
wage program has been introduced which will provide VECCO with a better 
competitive base to acquire qualified personnel. It is apparent that
 
the advisor has been successful in Waking a significant contribution
 
by instituting a professional personnel acnn~ement system.
 

During our revi w, the U.S. advisor was ongrged in refinements in 
the employee-mnnagement relations program, arployee cornpensation 
policies, and the safety program. Hswever, ouch of this refinement 
is predicated on r3cgowent practices distir.t to Vietnam and not a 
direct result of U.S. expertise. In other words, ,merican personnel 
management techniques have been installed in the system and from here 
on it will primarily be a matter of inusing Vietnamese business 
practices into the nyntem. A major exampla in the inw't..ron of a 
cost of-living-llowanca (CCLA) as a part of amploya, .. ,opcnsation. 
Essentially, COLA is unique to Aericnn business practices. We believe 
that the services of tha U.S. advisor to this department are no longer 
essential for refinement in the devolopr.ont process, and the position 
can now be eliminated from the contrect, Ina cost sevng on the contract 
would exceed $25,000, 

(4) Contract .rinintrntion Advior
 

The contrmct objective in bncicnlly to develop stendYrd 
procedures nnd formets for salon and servica, contracts rnd agrocemanto 
for rental and/or lKnse A( heavy cquipnon. and mnatorial production 
facilitive. G,nornlly, much stnndnards hAv boon d,volopod, and VECCO 
personnal nro cpnblQ of continuing tin nactivity on their oim. 
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Despite this, the U.S. advisor is asked to continue Fuxrnishing VZCO 
with direcc legal ossis-ance which could ba ::) ain.ad by VECCO h-ou&' 
its own staff .,r cont-aeting fcr part i.a Vaznar:e.a lagc . 
from sources outside the VECCO organizr.'on r: a much leaser cos:. 
The continuation ol thi advisor in ..i"- cvp&,ity .- si:, s'oubidi.es 
the VEOCO operating capital account nnd co; .iute ' ..A.Cle tc t:e 
contract purlose. 11 subsidization is t:e intent, similar Vietnames­
services could be obtAined at n fracion ol the cost. We therefors
 
believe this U.S. advisory position could be aliminatad. Contract 
savings would exceed 435,000.
 

In our draft cudit report we recommended that LJSAID/XN evalut.t. 
further benefits to be derived from continuing certain advisors provided
by the contractor and consider elimin.ing 2ive advisory positions. 
In their response to hc drea=t report, USAID/VN statud "... Che audit 
report does not give sufficient weight zo to fact that construction 
activity was very low in 1973 but is onac'.d to increase rapidly in 
mid-1974. VECCO nnd Vinnell have bee_ using Zhia quiet period to t.-in
 
and build the VECCO stafZ nnd tc get its opei-ctions undo control, but
 
the test of VE2'CO's compctence will czme thic. summer. To prematurely 
withdraw a number of vdvi.ors in the in.a-cs of saving a small amount 
of coney would jeop :diza our major inies.r.onzs in VECCO just bo-o its 
big tet." For these reasons USAID/ViT proezs to defer a decision on 
reducing advisors until after the VECCO expcnsion is completed. Ile 
suggest, therefore, t..t as soon as the VZCCO expnnsirn is cons :adl 
completed, USAID/VN should evaluate .'tho neo'! o2 continuing certain 
advisory services undecr the Vinnell contract. 

b, Revenue Production
 

As presently rt-LcturedVECCO 'ac est-iblished wo revenue 
components. The firs' accounts for !':ut 45 porcent :f revenue. nd 
includes U.S. donated 2aciliries such as quarrics, an asphaLt plant,

and concrete plantn, which produce a mnr~co cblo producz L% a:a le.ood 
to privta industry. The other revenue prducing ae;a ir the leave o. 
U.S. donited oquiprlent to private ccntr.ct-ro. 

Contract advisors have been assigned positions within those two
 
rovenue contern. Wit' some ovo-lappini of ?uties, six tvisors hLvo 
boon assigned to Production 1ar.agomont and 11 to Equipmont: Minagomont.
The following ourmnriozs the r4,,ulta ol. our raview. 

(1) Production Mnnngemant 

VECCO manngomant rates tho ndviiorn in thin ran wi h 
the highest level o1 eZI.uctivononn in tcrmii o tangibl., return. During
the first 9 months of 1973, vhich correoponds to the contract period 
when advisory inputa voru mido, relntad 7roon rovonuo hns incronsod 
drnmaticnlly ma shown balow. 
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Gross Production
 
Period Ending Revenues
 

CVN$ millions)
 

1971 
 *W.
 

1972 30.. 
1973 (through 9/3C/73) 460.7
 

This would teni to substdciete the beliaf that contractor 
advisors had a direct influence on increasing total revenue-. Othe­
favorable events which occurred during the first three quarters of 
1973 hWve Also concributed to expanded production returns. These 
include (I) improved market condition3; (2) lease of a plant which 
contributed to incrwasing gross revenues by VN$52.5 million and; (3) 
acquisition of the Nui Sap Quarry, accounting for VN$72 million in 
gross revenues. Desp.te this, and if the above increases are 
eliminated, the production ceuter still shows increases in g'oss 
revenues for the nine-month period of more than 1,000 percent over 
calendar year 1972. Production Mnnegement is given credit for this 
significant incrense in productivity. 

Increase in productivity, however, is only one of several means 
of measuring effectiveness. A more important and crucial test is what 
has been accomplished in terms of establishing a self-sustaining 
organization, with a sufficient re-generative capability to replace 
revenue producing assets. As of September 30, 1973, & favorable 
position in this regard has not been sttained. For the production 
activity VECCO financi .I statements show a not cash gain for the first 
9 conths of 1973. Two critical elements, hesuover, must be included to 
bring this figure into line with realities i2 the benefits of advisory 
services are to be proporly weighed. Those anre the npplicaticn of n 
depreciation factor to provide for replacement (despite the fact that 
most of the assets were donated) 3nd the actual co:n n n.dvluory 
services. The following quantitatively demonstrae- Ob anvisory 
relationship to costa and benefits. 
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Production Revenue Center 
_ ina Months Ended 9/30,'73) 

Us$ 
Equivalent 

VII Pins tars .- (1:550) 

Net Cash Gain VI$159s202,000 $209,458 
Less: Depreciation (Based on 

Fair Market Value) 224,000,000 (40 .73) 

Net Profit (Loss) 9800G ($117,815) 

Dollar Cost of Production 
Advisory Services (Averaged) (150,000) 

Net Negative Benefit $267,815) 

This shows that cash gain would have to double before the cost/

benefit rntio for advisory services and recovery of depreciable assetc.
 
would even approach a positive figure. The prospect of this occurring
 
over the life of the contract is highly unlikely given the current
 
rate of growth of the construction industry and present economy of
 
Vietnam. Under normal circumstances, the cost of advisory services
 
could be allocated over a number of future years, resulting in a 
higher benefit ratio. 
 In the case of VECCO, whose status as a GVT
 
organization is only temporary, advisory costs must be related to the
 
period in which services are rendered. This will continue to result
 
in a negative benefit factor unless production advisory services nra
 
reduced accordingly.
 

(2) Equipment Management 

The contract provides for 12 U.S. adv4iori in the 
following positions: 

No. of 
Position Title Advisors
 

Equipment Pool Management 4 
Equipment Lease Management 2 
Field Inspectors Maintenerncs 2 
Maintonance Shop M.nagoment 2 
Supply Nnngenent 2 

Total 12
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To date, nll but one position, a:. 7quipment Lease Maniger, hvas
 
been filled.
 

Our prior audit ol VECCO pointed out that as of ny 31, 1973,
 
the rate of utilization of U.S. excess p:oper_-y donaLe 'o V7CCC for
 
rentals to private construction firms was only 4 per'atL. This low
 
rate of utilization was a serious concern to USA!D/VN manageaent, and
 
in nart, explains the imbalanced input ol advisors to this activity.

Not unexpectedly, such imbalance has resulted in a significant
 
negative cost/benefit ratio, even given the questionable assumption
 
that increased revenue is wholly attributable to contract advisory

efforts. Without factoring in a provision for depreciation, we note
 
that the net gain from equipment rentals Tas about $155,000 for the
 
nine-month period ending September 3C, 1073. This compares unfavorably
 
to the cost of contract advisory services which averages about $250,000
 
for a comparable period. If a provision for replacement (depreciation)
 
were added, the negative cost/benefit would be considernbly greater.
 
It is true that advisory services !rc allocable to VECtOs interncl
 
equipment fleet and scme production facilities as wall, However, even 
if this quantitative refinement were made, cost benefits would not
 
improve significantly.
 

Although the situation at the time may hiave been dictated by

circumstances, the continued emphasis on use of advisory services in
 
this activity is not justifLed. Since May 1973 equipment utilization
 
has risen from 4 percent to about 35 percent. This has been influenced
 
by increases in utilization as well as the return of cluipment ite­
to the U.S. G:.-ernment which have little or no rental demind. Further,
 
we were informed that equipment cate3ori.s which ara under demand co
 
now le-sedat optimum levels of utilization, and may even become in
 
short-supply in the near future. Assuming constants in prices, etc.
 
this situation would imply that increases in rental revenues will not
 
be noteworthy. The cost/bonefit relationship is therefore not expected
 
to change. VECCO is presently experiancing a seri,oish-iiow problem
 
largely brought about by a lack of analycis and czntrol o5 -cccunnu
 
receivable and nttendant bill collection procedurai. Cash shortages
 
obviously have an adverse effect on operations. Equipment utilization
 
is primarily iffected by the lack of spare parts to service tt' rental
 
equipment pol, and advisory services aro accordingly diverted to lans
 
affective activities. No Ac uuk cf advoory services in Equipment
 
Management con correct this situation.
 

Although we are not making amy zecommendntion due Co our prior 
audit and the USAID/VN's comments noted on pngo 11, we suggest
that USAID/VN also examine its pocture on the contract in tOo light of 



the policy statement transmitted by the Deputy Assistant Administrator
 
on November 16, 1973. Briefly, this statement emphasizes an important
 
AID Lbjective, that is, the generation of employment in labor intensive
 
areas. To thL extent that the contract displaces Vietnamese employment 
there is conflict with the policy, and corresponding rcducticns in
 
advisors made by USAID/VN would demonstrate USAID/V1's dutarr.dnation
 
to uniformly apply AID principles and objectives.
 

4 - Contract MoniLorin 

USAID/VN monitoring of contract activities is presently assigned
 
to an engineer. From discussions with ADCCA/STA, VECCO Managers and 
contractor personnel ic is evident that VECCC activities under
 
Production nnd Equipment Management have been closely observed and
 
monitored from n technical viewpoint. On the other hand, we found that 
ronitoring progress oR VECCO as a developing autononous organization 
has been less than desirable. For cxcmplc, USAID/WV has node hardly 
any contact with advisors in administrative capacities and have not 
evaluated cost benefit factors. Therefore, the precise effect of the 
contract on VECCO's organization and adninistration is not known.
 
Emphasis in these nreas by current VECCO rmitors can not be expected
 
with the limited available USAID/VN resources presently assigned. For
 
this reason, we suggested that present ba.cstop services be strengthened 
with assistance from t:ie ADCCA/Capital Development and Industry Division. 
USAID/VN has agreod to this. 

D - CONTR.CT PRCVISIONS 

The contract provides for reimbursement of concractor personnel
 
and related costs through the npplication of fixed man-day billing rates.
 
These rntes include no provision for sic! leave, vacation and holidmys,
 
thus permitting the applicntion of th-e rates to such periods of
 
absences, up to certnin limitntions. The contract states, hccwvr,
 
thnt VECCO will pay the contractor only 2or days actually worked.
 
Obviously this was not the intent, and tdis provision should be rvisod.
 

Thii point wns discussed with the Gontracting Officer (VECCO) who 
ngrced to incorporate corrective mersuros in an nmondmont which ic now 
being processod. 
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UJS.UDIVN (VDW3, C(XIP1ATION) WUHBIT A 

Contract Ho. llD 730-3529
 
Scheducle of Contract Expenditures
 

For the Period from Inception through NovemLe- 30, 1973
 

Contract Amounta -

D. scripticun Price Expenditures Unexpended 

U.S. Doll.rs 

U.S. Personnel Costs ,1,531,546 $620,609 *1910,937 
t.-criz.ls nd Training Aids .2__ 6915 1 3 j05 

TO C. Is iL551S46 $627524 92,022 

Vlctn. se Persormel VH- 35,314,605 VN$16,531,764 V11n9,732,841
Office Supplies 15,130,500 4',739,547 10,390,953
Housing '4loa.=ccs (U.S.) 50,490,565 1C,929,520 31,561,045
Per DIc-- (In-Country) 12,308,210 1,962,555 
 10,345,655

,a1 F.irz (In-Country) 4185,150. 792,672 3 392,478 

Totals 3avN$1.429 030 V .56.058 VI-754 2
2 
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USUD/VN (VIMMELL CC:PO:'ATION) E--IBI' 

Distribution o? Ranort
 

USAID/VN 

Director 12 

AID/W 

Auditor General, C!rfico of Audit (Z/AUD) 5
 

Auditor General, Cffice of Operaticno .ppraisal
 
Staff (UG/OAS) 1 

Bureau for Supporting Assistance:
 

Office of Managoent (SA/IMGT) 2 

Office of Victnaa %ffairs(SA/VN) 1 

Buree. for Program end Management Se-vices:
 

Office of C3ntract Management (S2.2C) 2 

Inspector Gcnarrl of! ?oreign Assistrnca (IGA/W) 1 

OTHER 

GenornL Accounting Of-ico (G,%O/BanSkco!) 1 

Inspections and Invoctigationa Staff (Z15/algon) 1 
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