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AUDIT REPORT
UNTTED STATES A.I.D. MISSICH TO VIETNAM (USAID/VN)
CONTRACT NO. AID 730-3529
BEZTWEEN VIMNZLL CORPORATION AND
VICTMAM ZNGINEERING AND COMSTRUCTION COMPANY (VECCO)

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

P/RT ~ - PURPOSE AND_SCOPE

Je have made an interim audi: of fixed-rate contract No., AID
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 September 29, 1972 through November 30, 1973.

The scopa of our cxamination was limited to a raeview of tha
contractor's compliance with the tcrms of the contract and did not
include en cvaluation of the VECCO organization as z separate
operating entity. an audit of VECCO is currently in process and
will be fssucd 2s a separate rcporci.

e purposcs of our rovicw were to: (1) ascertain tho propricty
of fixed-rates billed to VECCO and paid by the USAID; (2) evaluate
USAID's monagement inputs; and (3) evaluate contractor performance.
Our audit was mede in accordance with generally acceptoed auditing
standards giving due considaeration to applicable AID regulations.

Our examination includaed o raview of contractor's rcports,
accounting and personnel records, USAID/VN planning and funding
documents, rapnrta &nd other documantation. We interviewed the
cenfor U.S. contractor advisors and VECCO managoment officials, and
thoir comments have baaen given considorction in our audit raport.



PART II - BACXGROUND

h - VLMELL CORPORATION CONTRACT

Contract No. 4AID 730-352% 15 funded under prcjest 15,
730-15-390-414, Vietnam Construciioa Industry, which w235 designed to
facilitate the cstablishment of o Vietnamese heavy-construciion
industry wichin the private gsector. In a narrower contexi, it was
first necagoary to establish o central organization from which
technique, materials and other supporting factors and services could
flow to the private sector. This was done in June 1970 when the
Government of Vietnam (GVM) established the Vietnam Engineering and
Construction Company (VECCO). s 2 new autonomcus organization,
VECCO requiras ascistance in ell organizational clements. Undar
separate but related agreements, U.5. Government-cxcess equipment
and facilitias were transferred :to VECCO, thus providing the initial
operacing bose f£or rovenue generation. The effective utilization of
equipment and facilitfes, however, 1s dependent cn the managerial
capabilitics of VECCO and tha private sector for wvhich it was created
to support. 0o initiate the development of VECCO managericl expertise,
USAID/VN agreed to provide the grant funds for training and advisory
assistance. Tuis assistance was initiated on September 29, 1572 by
the execution 5 contract No, AD 730-3529 betwean Vinnell and VECCO.
The objectives of the contract are to provide the requisite services
designed to strengthen the corporation structure of VECCO and to
anhance the ranagerial capabilities of its staff in order to better
perform its supporting functions.

The contract was dividad inco two phases. Phase I provided for
six U.S. advisors to counterpari top-level VECCO managers in major
dapartments. On January 20, 1973, Phase II was formalized as
Amendment No. 1 to the contract, cond provided 22 additional U.S,
advisors ts counterpart VECCO supervigors at operating levels of
management. Tha original contract was for a 20 monta poriod in the
awount of $295,630 and VN$15,000,000. Anmendnment o. 1 for Phagse Il
increcagsed tia contract price to $1,551,546 and VN$113,429,030 and
axtended tha conpletion date to 28 months, or through January 1975,
As of Novenber 30, 1973, totals of $1,483,000 and VN$71,000,000 have
been cormitied and cbligated ty USADD/VN %o cover contract ccats.

B - CONTRACT M/NAGEMENT

Ao tlia daaignata! Controcting Officer, tha VECCO Ganaral
Manager 15 rosponsible for contract nmoncgement. lHovaever, backstop
sorvicos in USAID/VN are prcvide! by tha Asaistant Director, Cngincers
ing Taechnical Asaistanca Divisicn (AD/CTA) who organizationally
roports to tha USAID/VH Jssocleia Yzsstor for Cormarcial and Capltal



Assistance (AUCCA). As donor, UCAIZ/VH retains certain administrative

approva; autliority under the contrazt, in addition to acting as trustee
and disbursing egent for VECCO.

C - PRICR AUDIT REPORTS

Audit Report No. 9-730-74-C3, dated July 13, 1973 covered the
VECCO project, llo. 730-15-390-414. There are no open recommandations.
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PART III - CULIIARY

Almos: compiete assimilation of advisors into the VEZCO or-ani-
zation has senerzcted certain undosirable characteristicc under the
contraci., Advisors have assumed many operational cuuikc at che ris!
of rctarding VZICTO development. In some respects, such involvement
is a subsidy to VECCO, which could avolve as a source of cri:icisn
under present AID policics (pages 8 and 15).

An evaluation of advisory benefits indicates that the level of
assistance 1s too high. This conclusion, plus tha fact that coatract
objectives nave buen mct in cartain arcas led us to suggest that a
number of advisory positions be climinated (page 7). However,
SAID/VN f2els such zction would be nromature at this time.



PART IV

STATEMENT OF FINDINGS AND 2=COIMENDATIONS

For the Office of the Director, USAID/Vil

A - CONTRACT FUNDING

The following schedule summazizes ihe source and status o
contract funds as of November 30, 1973:

Uos . D°118rs
Unliquidated
PIO/T Number Obligated Expended Balance
730«414-3-(21)20452 $ 300,000 $300,000 $ 1
730=414-3-(31)30171 _1,183,000 327,524 855,476
Totals §1!483!000 §627!524 §855'476

VN _Piasters

Unliquidated

PIO/T Number Obligated Expended Balance
730-414-3-(21)20452 ¥N$15,060,000 V$15,000,000 VN$ =0~
730-414-3-(31)30171 56,000,000 27,956,059 28,043,942
Totals VYN$71,000,000 V[‘!g42!956!058 V'N§28!043!942

B - CONTRACT EXPENDITURES

During the current audit period, contract expenditures
totalled $627,524 and VN$42,956,058 (see Exhibit A). lo oxccptions
were noted pertaining to piaster expenditures. Dollar custs are
considered proper with minor exceptions. Thase exceptions, which
primarily invelved small overcharges Zor mobilization have been
discuesed with t'ic Contracting Officer and the Contractor's Chief of
Party, A joint roview by the two partics is praesently being conducted
to datermine the precise amount of the overchargo, which will then be
corrected by adjustment on the next billing voucher,

C = CONTRACT MANAGEMENT
1 =« Contract Award

Solicitation of bids was sont to soventaan architaect and anginaqi~
ing (A4E) firms. Only cight applicants rosponded. Tha bid avaluation



process used for the cight proposals was based on the applicatisn o7

a numerical systom, Viunell was given tha hishest overall rating with
a 77.32, The runner-up was considexzbly lowaz with a 51.31, Compgred
to the bidder with thz lowest cost proposal, Vinnell was second it o
11 percent price margia, but with o kighar overall rating margin oFf

24 percent., Based on these facts, end othe:r priority requisitces,
Vinnell was chosen to negotiate with VECCO for the contract. This

selection process sppearcd both objective and orderly,

We have reviewed the cost proposals Zox both Phase I and Phase II.
In retrospect, VECCO's and USAID/VN's zeview appeared thcrough excant
for two basic shortcomings: (1) no request was made for a financial
review of the two proposals totalling over $1.5 million; and (2)
internations) transpox:ation was included in the daily time rates.
Ordinarily, international transportation expense is a reimbursable
cost item. Conscquently, the contrazctor 23 supplemented its profits
where U.S. advisors were hired in-count:y,

2 - Contract Plan

The contract is to provide advisory susistance to VECCO Mancgement
for the various departmental units, which include; Personnel Administ:g-
tion, Financial Management, Controct Administration, Marketing, Equip-
ment Menagement and Production Managemant. According to Appendix A o7
the contract, the contract advisors werc 3 initially provide in-sa=vice
troining to supplement the managerial ckills of their counterparts
during the early stages of the contrac:, and then gradually retran:
to a purely advisory role. Generally, we have found *hat advisors hgve
been fully assimilated into the VECCO oxgenization at the respeciive
departmental levels, with cloce countezpast relationships establishad
at important positions of management ond supexzvision, Although thare
are distinct adventages to this planning straeogy, we noted that the
intimate exposurce to the day-to-day depertmental activitices has cousad
advisors to become ovarly involved in direc: operat ongl matters.
Advisors havae become operationally involved in bill collection,
inventories, cquipment management and “epeir, accounting, writing
procedures, custogmer contracts, availability of working capital and
many other aspects of VECCO's day=-to-day activitics. In cffoct, by
divorcing thomselves more and more from thia odvisor/teacher rola,
contract personnel ara contributing t> opposita purposce of the
contract, By this tina, over 1 yéa¥ tInca inccoption, TE was presumably
the intent for many odvisors to have vitdzmm to advigory capacitiao
only, yat tha oppasite trend appears predoninont, Furtbor, with suen
involvement, we notod an adversa offect on tho davalopment of a sel’-
sustaloing VECCO crganization. The pazfoznence of direct functionc
not only rotavds V3ZCO loarning, but 15 in eilect a subsidy to VECZ0's
operations, To a degroe this distorts its cash-flow and incora sccrinta
by conveying n rmoru Zevarablae finencial neoltion that i{ndicacas VICCO
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has rcached a higher level of self suffieizney and achievement. T-is
becomes particularly evident in the case 2% four advisors who had
worked as direct=hires for VECCO, but wez2 luter hired as contrectoz
advisors with little ciiange in job activity. Such seemingly direc:
subsidization is not the purpose of cie contract., To achieve contrac:
objectives in estsblishing an efficieni, selZ-sustaining ovganizatio:,
advisors must be withdrown from direct opezations as quickly cs
practicable,

In exit conferences with the contractor, the VECCO General Mansger
and USAID/VN's Contracting Officer Reprecentative, this matter was
thoroughly discussed. In general, there was a consensus that the
situation should be examined. USAID/Vil's rcgponse to our draft gudis
report stated that the withdrawal of contractor adviscrs from direet
operations is now underway .nd that direc: involvement is continucd
only where nceded, We are therefure mal:ing no recommendation,

3 - Contract Accompliskments

We examined contractor progress in terms of actual accomplishments
and costs of advisory services. Our review Socused on contrector
activitics by functional department, Departmental dispersion of
contractor advisors currently assigned is as follows:

Advisor Positions

Department Filled Not Filled Total
Administration:
Orgonization 2 2
Financial Mancgement 4 4
Marketing Mansgaement 1 1
Personnel Management 1 1
Contract Acdministration 1 1
Construction Managor 1 1

Roveonua Production:

Production Manpgement < 6
Equipment Mansgoment 1 1 12
Totals 26 2 28
rm = ]

Cur rovicw copproach wan to divide tha activitias intd> two catogorics,
administration (indirect) ond rovenue production (direct)., .dministsa-
tlvo dopartmunts wore roviawed on the brsic 92 accomplishnonte withous
attcopting to factor in an intangibla financial banofit in relatisn =



costs, Organization is comprised of the Chief of Party and an adminis-
trative assistant, thus their effectivenesc is primarily meacureable
in terms of the other advisors,

2. Administrotive Advisors

Our review of the remaining administrative departments led us
to conclude that contzact objectives have baen met to the extent thes
five of the six presently filled advisazy positions could now be
climinated, resulting in a projected savings of more than $135,000 undor
the contract. Contrarily, one position, Uazl:et Advisor, should ba
strongly cncouraged t: expand marketing cupertise for maximum benefita,

(1) Finsuciel Management Advigozs

The contract provides Zcur ndvigora to establish n unifozm
financial management cystem for budgeting, commereial (generel) eccount-
ing, cost eccounting, and nuditing. This arco is considered sne of tha
nost succaessful by VECCO nanagement.

an 2udit npnuel including procedures snd sample prograns hes baean
completed by the U,S. edvisors and vewy littls futurc :ssistance 13
contenplated for audit advisory servieas,

A cost accounting systen wns intzoducad and fully icplenented,
A further modification somewhat decen:ralizing the cost accounting
system was introduced during January 1974, Therefore, only refinement
will be require? in the future.

Pinancial statcments are now devaloped by VECCO staff and ara
considerced to be issucs on a timely basis, XFurther assistance in “ha
general accounting arcz will be necded in gubsidiary accounting tochni-
ques only, This, howaver, is not considara? a major undertaking.

& 1973 budgat was preparud und the 1974 budgat will coon be
complated, Further, = thorough budzot annlyaic has been preparad oo
1973, Onegoing refinaemanc in techniqua i85 all that will ba neceded 1in
this arca.

In summation, a financizl mansgement rd roporting system hes baon
instolled for the most part. NHowcver, VECSC managumaent would 1lil:e to
retoin the ccvisors in thia arca fur cosiotanca in subsidiary nccounting
syotems, mocification and rofinement, and writing proceduren for tha
gsysteris which have al-aady boen instelled., Huch of this is admittadly
needed for profossional and effictioncs oparaiion, however, the rotencisn
of all tho [lnancial advisors would conasituze an unnacosnary luxuusy
that {s not justified and could 1n Tee: roced the progrceos alread:’
made, Tho dangare would be twofold., Jdvissrs could continua to involva



themselves in da§-to-day operational ectivities, and, with a high
probability, continu: %o mocdify end zelfinc the system to the point of
over=sophistication,

»

Procedure writing bty advisors f£oz s'a:ams already installed i /

also not justified, This is a direct v :ion and VECLU should be
able to provide this service from itc oir: s:a’f., It would be proZas-
sionally beneficial for VECCO staff o3 well 23 a cost saving to the
contrect, The cost saving would not only te the diffcrence between
U.S. and Victnamese s-lary scales, bu:s zia elimination of unnecessary
translating costs, Tae VECCO General Mansga: generally ogreed with
this, but stnted that sssistance in regesd to "form" will be requized,
This however would invalve minimel soCvisory elfort,

Given the present situation, wit:: nsrictance nceded only in
refinement and gencral accounting subsidin=y sccords, one advisor is
sufficicent to provice ony necessary assistance after January 1974,
Therefore, thrac civissey positions could be eliminated from the
contract. Savings to the U.5. Government would be in excess of $73,000,

(2) Markecting Advisor

The lack of market information was rocognized as a
deficient arca carly in contract planniaz. Underlying this deficfoney
was the lack of a VECCO capability in mezketing concepts and techniques.
To correct this, the contract provided for tho cmployment of a meritating
advisor., Cn March 15, 1973, thc contracts: hired a markoting ecdviso:
who has since attemptad to establish n distinct marketing unit witkin
VECCO. This offort has becn mostly inaffcctive and the markoting
apparatus rcmains fragmented among tha various VECCO dapartments with
no central coordinnted direction. Consequantly, the U,S. advisor has
beon primarily used in direct operations, no information gatherewr, in
bill collcction, in customor contacts, in laasing equipment, nnd on
foasibility studiecs. 1In short, no {nstitutional dcvalopment has avalved.

It is undorstandable why this has no: sccurred, .\ ouccaossful
marketing opcration bpasically requiras :tha 7roa in-flow of {nformation
that pertains to all frcats which affoct denand and supply. Duo to tha
lack of historicnal drta, the complate nbsenco of some vital informestion,
and an overprotoctivo nttituda by infomation sourcas, thars 18 no Zgce
flow of data into the system, It is, thovolore, difficult for VECCO t»
attach any fcportance to the adoption ol mesitating concopts where
rosults cannot be proven, This attituda 15 1aflucted in the countazpart
ralationahip. VECCO hao nssignod only sna prafossionnl position nt o
roderate anlary to tho fulleticw nerocing getivity, I has furthes
given little prostige t> tha position., Drood on discussions with th
contractor and VECCO, and undor tho clrcursiaicos, {t is unlikely that
o narkoting unit as such will over evolva ovar tho contract poriod,



Marketing informotion is one of :ti:e important data vequired by
private enterprise co 2ssurc an efficiont and profitable operation.
More specifically, t-is information ic needad by management to melie
proper and timely decisions on the size ond type of organization onxd
the asgets required to meet the market demend, This informetion siould
be the vital factor ia the justification 57 the VECCU organization and
talloring its corporata mnkc-up., Undex ti:e current srrangement, tioe
retention of the marketing advisor is not warzanted, We belicve,
however, thot because of the importent zola played by marketing, USAID/
UN should strongly suggest that the conizzucor place graater emphesis
on this progrenm,

(3) Pcrsonnel Menngerent Advisox

Upon crxival of the U.S. advigor, VECCO had no well dafined
personnel policics, no uniform system of jsb classification or wege and
salary adoinistration, no standard cnmployae nvaluation procedure, snd no
safety progran. CQur review of status weports wnd discussions with
ndvisors and VECCO nanaszers indicate tiet all of these programs have now
been fully introduccd iato the organization and are in veried steges of
implementation, but ncarly complated, Ia addition, we noted thet g new
wage program has been introcduced vhich will provide VECCO with a bottax
competitive base to acquire qualificd personnecl. it is apperent that
thae advisor has becon successful in mpking a significant contribution
by instituting o professional personnal mcnagenment systern.

During our revicw, the U,S. advisor was cngrged in refinements in
the ecmployece=nansgerent relations progzam, amplsoyee compensation
policies, anc the safety progran. Howaver, much of this refinement
i3 predicated on rmnegoment practices digtinet to Vietnam and not a
direct result of U.S, expertise., In other wazds, .merican personnel
management techniques have been installed in the system and from haera
on it will primarily ba a matter of infusing Victnamcsc businass
practices into tha ayntem, .\ major exampla it the {acua‘usilon of a
cost of-living-nllowanca (CCLA) as a past of employac cuupensation,
Esscntially, COLA is uniquc to American businoss practices. We boliaova
that tho servicas of tha U.S. advisor to this dapartment are no longer
essantial for rcfinamant in the development process, and the position
can now bo clinminated from the contract, ‘i.a cost seving on tha contsact
would axcoed $25,000.

(4) Contract drinistzation Adviaor

The conteact objoctive 1in bacically to davelop atendaxd
procodurcs and formats for salos and sorvicas contracts nnd agracnants
for rontnl and/or lrnso af hoavy cquipman: ond nmatarial production
facilitive. Gonornliy, such stendnzdo have boon davelepod, and VECCO
pursonnal are capable of continuing this nctivity on thoir own,

-10-



Despite this, the U.S, advisor is asliad tc continuce Zurnishing VICTO
with dircct legal ossistance which could ba shininad by VESCO thuouahs
its own staff or csntracting for part tisme Vietnanmese logel assis:aae.
from sources outside ti:e VECCO organizo:ion »: a much leaser cos:,

The continuation ol this advisor in chiis copacity . ..-~n%fally subsidizes
the VECCO operzting capital account oad coucmibuter =7y .aiocle to the
contract purypose, IS subsidization is tie iatent, similar Vietneomesa
services could be obteined at ~ frac:tion o the cost, We thereforz
believe this Y,S, advisory position ecould be oliminated, Contract
savings would oxceed 335,000,

In our draft cudit report we recommended that USAID/VN cvaluanta
fuvther benefits to be derived from coatiaving certain cdvisors providad
by the contractor ond consider eliminating Zive adviscry positions,

In their response to che dro€t report, USAID/VN stated "... che cudit
report does not give suificient weight to tha fact that constauction
activity wns very low in 1973 but i3 oxtpoc:ed to incraase rapidly in
mid-1974, VECCO and Vinnell have beon usiag this quiet period to tzain
and build the VICCO stciy and tc get its operations under control, bus
the rest of VECCO's competence will come thic summer. To prematurely
withdrew o number of ecdvisors in the interes: of saving 2 smell gmount
of coney would jeopardize our mnjor investments in VECCO just bafoma i:s
big tegt." For these rcasons USAID/VII prelfezs to daefer a decision on
raducing advisors until after the VECSO cxpension is completed. Wa
suggest, therofore, tint as soon as tha VECCO expansicn is considawed
completed, USAID/VY siculd evaluate tho need of continuing certein
cdvisory services undcr the Vinnell coatrzcs.

b, Revenue Production

A8 prosently structuredVECCO ac cotablighed two raevenue
componants., The first accounts for obsut 45 perzent :f reovenues mad
includes U.5. donnted Zacilitics such as quacrics, an cophalt plent,
and concrote planta, which produce ¢ mnrikasebla pruducs o ose lagsed
to private induatry, Tho other rovenua prcducing ceer L¢ tha leaso 27
U.S. donatad equipnment tz private contiunctous,

Contract advisors have been assigned positions within these tws
ravenua centers. Wit'h some ove-lapping 2 Zuties, six ( lvisors hgve
boon asaigned to Production Moragement ond 11 to Equipmen: Managomont.
The following osummnrizes the r.cults o7 sur raview,

(1) Production Manngemant

VECCO management ratos tiic adviasorn in this avan with
tha highast leval ol ulfuctivenass in terme o7 tangibl. roturn, During
the first 9 months ol 1973, vhich corresponds to thu contract puriad
when advigory Lnputa wara mnda, relatad 92308 raovenuc has incronsad
dramatically as showm bolow.

-11-
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Suwoss Production
Period Cnding Revenues
(VN3 millions)

171 1.y
1972 30,1
1973 (through 9/3C/73) 460,7

This would ten< to substaucizte the belizf that contractor
advisors had a direct influence on inercasing total revenue-. Othe:
favorable cvents which occurred during the first three quarters of
1973 heve also contribucted to expanded production returns, These
include (1) improved masket conditions; (2) lcase of a plant which
contributed to increosing gross revenues by VN$52.5 million and; (3)
acquisition of the Nui Sap Quarry, accounting for VH$72 million in
gross revenues. Despite this, and if the above increeses are
eliminated, the production ccuter still shows increases in geoss
rcvenues for the nine=month period of more than 1,000 percent over
calendar year 1972, Production Mancsgoment i3 given credit for this
significant increcnse in productivicy,

Incrcase in productivity, however, is only one of several mecens
of measuring cffectiveness. & more important and cruciel test is what
has becn acronmplished in terms of es:tcbliching a self-~sustoining
organization, with a sufficicnt rcegencrative capability to replace
revenue producing assets. 4As of September 30, 1973, : favorabla
position in this regard has not been nttained., For the productisn
activity VECCO financi 1 statecments show a uet cash geain for the firsé
9 ronths of 1973, 1wo critical elements, Liotraver, cust be included to
bring this figure into line with reclitices 1Z the benefits of advisory
services are to be properly weighad, These nre the npplicaticn of 7
depreciation factor to provide for replacement (despita the fact that
most of the nsgots were donuted) and the actual co:.* ~¥ ndvisory
sorvices. The following quantitatively demonatraic~ *ha cuvisgory
rolationship to costs and bencfits,

“12 -



P»oduction Revenue Center
(iline Months Ended 9/30,'73)

Us$
Equivalent
VI Piasters ot {1:550)
Net Cash Gain Vi1$159,202,000 $239,458
Less: Depreciation (3ased on
Fair Markct Value) 224,000,000 (407,273)
Net Profit (Loss) (VNE 64!298‘000) ($117,815)

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

Net Negative Benefit !§267!8152

This shows that cash gain would have to double before the cost/
benefit ratio for advisory services and recovery of depreciable assets
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 ycars, resulting in a
higher benefit ratio. In the case of VECCO, whose status as a GV
organization is only tomporary, advisory costs must be related to the
period in which services are rendered., This will continuc to result
in a negative bencfit factor unless pioduction advisory services aze
reduced accordingly,

(2) Equipment Management

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

No, of

Position Title Advisors
Equipment Pool Mancgenment 4
Equipment Leasc Management 2
Picld Inspectors Maintensnca 2
Maintenonce Shop Manegement 2
Supply ranngement 2
Totzl 12
=

e 1) -



To date, all but cuae position, g Iquivment Lease Manager, hes

been filled,

Our prior audic¢ oI VECCO pointed sut that as of May 31, 1973,
the rote of utilization of U.S. excess pzoper:y donuated “s YICCC fou
rentals to private construction firms was only &4 perceut. This low O
rate of utilization was a serious concern to USATD/VN management, and
in nart, explains the imbalanced input of 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 nste
that the net goin from equipment rentals twas about $155,000 for the
nine-month period ending September 3C, 1973, This compares unfavozably
to the cost of contract advisory services which averages about $25C,000
for a comparable period. If a provision for replacement (depreciation)
were added, the regative cost/benefit would be considerably greates.
It is true that advisory services cre allocable to VECSO's internel
equipment flect and scme production facilities as well, However, even
if this quantitative refinement were made, cost benefits would not
improve significantly.

Although the situation at the time may have becen dictated by
circumstances, the continued cophasis on use of advisory scrvices in
this activity is not justified. Since May 1973 equipment utilizatlon
hes risen fron &4 percent to about 35 percen:c, This has been influenced
by increases in utilization as well as the veturn of cquipment itens
to the U.S. Gzvernment which have little or no rental demand, Fuzther,
we were informed that equipment catezovies which are under demond aze
now lensed at optirun levels of utilization, cnd may ceven become in
shortesupply in the near future. Assuzdng constants in pricecs, ctec,
this situation would imply that increases in rental revenues will not
be noteworthy. The cost/benefit relationship is therafore not exnected
to change. VECCO ic prooently experiancing o serions cashetiow prablan
largely brought about by a lack of snalycis and contro)l of ccesunts
receivable and attendent bill collection procedures. Cash shorteges
obviously have an adverse effect on operations., Equipment utilization
i3 prinarily nffected by the lack of apare parts to sorvice the rental ;/'-
equipnent pcol, and rdvisory servicac nire aecordingly diverted to lass
offective activitios. No apount cf advisory scrvices in Equipnent
Management can corrcet this situation, T

although we are not making ey vecommendation due to our prior
audit and the USAID/VN's comments noted on page 11, we suggea:
that USAID/VN also examine its poctuze on the contract in the light of



the policy statement transmitted by the Depuiy Assistant Administuzios
on November 16, 1973. Briefly, this scatement emphasizes an important
AID (bjective, that ic, the generation of employment in labor intensive
arcas, To thc oxtent that the contract displaces Victnamese employmens
there is conflict with the policy, and eorresponding rcducticns in
advisors made by USAID/VN would demonstrate USAID/VMN's deterninctisn

to uniformly apply AID principles and objeciives.

4 = Contract Monitoring

USAID/VN ronitoring of contract activitics is presently assigned
to an engineer. Fron discussions with ADCCA/ETA, VECCO Mznagers ond
contractor personncl it is cvident that VECCC activitics under
Production and Equipnent Managenent have beea closcly obscerved and
ronitored from a technical viewpoint. On thae other haad, we found that
ronitoring progress of VECCO as a develoning autonotious organization
has been less then desirable, For cxomple, USAID/VN has nade hardly
any contact with advisors in adninistrative capacities and have not
evaluated cost benefit £actors. Therefore, the precise cffect of the
contract on VECCC's organization and adninistration 13 not known.
Enphasis in thesc creas by current VECCO ronitors can not be expected
with the limited available USAID/VM resources presently assigned, Fox
this reason, we suggested that present bacl:stop services be strengthened
with assistence from the ADCC.A/Capital Davelopment and Induscry Division,
USAID/VN has zgreed to this,

D - CONTR/.CT PRCVISIONS

The contract provides for reimburacment of concractor personncl
and rclated costs through the application of fixed mane=day billing rates.
These rates include no provision for sic': lcave, vacation pond holidays,
thus permitting tha application of ti:a rates to such periods of
absences, up to cortnain limitations. Thae contract states, hewever,
that VECCO will pay the contractor only Zor days cctually worked,
Obviously this was not the intent, cnd tiis provision should be roviaed,

This point was discussod with tho Gontracting Officor (VECCO) who

agreed to incorporata eorractive measuros in an amendment which 1o now
being processad,
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USAID/VH (VINMELL CORPORATION)

Contract Ho., AID 730-3529

Schedele of Contract Expenditures

P gy

cscriptiun ) Price

U.S5. Dollaors

U.S. Pcrsonncl Costs 1,531,546

Materials and Training Afds 20,000
™ [

Totals 5915912566

Vi Piasters

Victnamscsce Porsomnel VHS 35,314,605
Officc Supplics 15,130,500
Housing Jillowanccs (U.S.) 590,%90,565
Pcr Dicm (In-Country) 12,308,210
afc Fare (In-Country) 4,185,150
Totals VK$118,429,030

Expendi turcs

$62¢,609
5,915

$627,524

VN$16,531,764
4,739,547
16,929,520
1,962,555
792,672

VN$42,956,058

EXHIBIT A

Contract Amounts

Unexnended

$510,937
12,085

$924,022

fr—d- e — 4

Vn$19,752, 841

19,350,953
31,561,045
12,345,655

3,392,478

VN$75,472,972
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USAID/VN (VIMNELL CCRPCIATION)

Distribution of Ranoxt

USAID/VN

Director

AID/W
Auditor General, CZfice of Audit (/3/AUD)

Auditor General, Cf{fice of Operaticns .ppraisal
Staff (AG/0AS)

Bureau for Supporting Assistance:
Office of Managewment (SA/MGT)
Officc of Victnen Affairs (SA/VN)

Buresu for Progrom end Managenent Sexrvices:
Office of Contrnct Manasgement (SZR/CH)

Inspector Generel of Toreign Assistonca (ISA/W)

OTHER
Genernl Accounting Office (GAO/Banglko'z)

Inapactions end Investigations Staff (II5/5aigon)
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EXBISIT 3
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