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I. Sumrnaq of Findi n~.! 
the 

The AG/OAS review of Mission management and operntions in.\ Khmer 

Republic, Dect~mber 5 to 20, found that AID's program was well managed, 

and that the ove1·all objective of ~intaining the standard of livlng 

in the 'War-torn Khmer Republic was being achieved. The AID program, 
t,11 .•. :u.. ~k~ 

with the exception of the working clas_s,f was having the indirect 

effect of keeping inflation within reasonable bounds, 

From FY 1971 through FY 1973, the U.S. has given the Khmer 

Republic six grants totalling $139 million. There have been two 

PL 480 Title I Sales Agreements valued at $45 .2 million. Grants 601, 
c:v 

602, 604, and 606 directlv financed imports through,\Corrmodity Import 

Program ( CIP). Grant 603 was a cash trans fer, and Grant 605 provided 

the U.S. contribution to the Exchange E:.'pport Fund (ESF). 

'!·he ta.r, ar ~er ini tiai. 0.it:ticuli:;ies, was worK.ing re<::tsonaol.y well. 

Much of the success could be attributed to four principal fact9rs: 
~ e;.t.·'-..Jl"'d_\,(L~ J·~r.n~ .... l d',t.....'f~cn, 

(l) Khmer importerz an~~ONEXI~i quasi-government ~gency for imports, 

had become acquainted with American procedures; (2) the 30 percent 

premium J'or American imports; ( 3) AID/W agreement in Grant 602 to 

permit up to 50 percent purchases from Code 94l countries; and, perhaps 
important, 

most l(4) a realistic exchange rate. 

Twelve million dollars of Grant 602 wes set aside for the pur-

chase of public sector commodities. With no in-house technical 

resources, the Mission has found these public sector purchases extremely 

difficult to manage. In the case of the commodities for Electricite 

du Cambodge, there have been particular difficulties and long delay in 

./ 
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1 antic:J.pated nrrival raiSCl3 a question Hr. to Whethe:r this t.ype Of 

commodity is suitable for ~ .\.w.,(t.1.\,'~~...._., ~11.u.., l'L.L C..\ ~. #~ ne l~it-tN' '\ , " . 
t(~. r-.,. vv.' . 

1 
;, b. 1 J -

CIP pronra.mming is based on studies made of import composition 

and volume in 1968 and 1969. This method has been adequate for FY 1973. 

end can ne11ve ::Pep R 19+h, But the need for more sophisticated 

analyses of current import trends and the impact of the CIP and ESF on 

the domestic p1•ice structure and production is apparent and cannot be 

postponed, tel' any g1sab !:eue,tih oil ·Mellii 

the 

The ESF has been successful as 
1
a multilateral mechanism.· to provide 

. r1f\L.~h "'(d~(v.- ~r. "'\·~ :~~-a e( 
Government of the Khmer Republic (GKR) withAimports not ~lble-

under the CIP and in sustaining a flexible exchange rate. Adfuinistrative 

measurefto provide audit and inspection services taken by the Working 

Group in recent months should provide necessary safeguards. 

There have been two PI,, 480 Title I Sales Agreerr.cnts, totalling 

¢45.2 million. The AID Mission is completely responsible for all cLoUlVl. 

aspects of these agreements and the operation has been successful. The 

1972 rice crisis was a€t at a very heavy expense of Mission personnel 

time. The problem of insuring that Phnom Penh has a continuous supply 

of rice absorbs a major fraction oi' the available time of Mission 

personnel. 

Rapport between the Mission and the GKR is good, and the Mission 

has been active--and, in many cases, successful--in seeking GKR 

economic policy changes through the :ESF mechanism or through its mm 

actions. The Mission also serves as the Economtc Section of the 

Embassy, and coordination ia good. ·section 656 of the Foreign 
~ 

Assistance /,ct limits American personnel in KhJner Hepublic to 200 at 
' 
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one time• The Mission is, theref<?re, managing a program approximating 

$100 million a year with 15 emplo;:ecs, includine four secretaries. It 

is very thin in economic and technical expertise and vulnerable to 

absence for any cause--sickness, R&H., etc. Providing the missing 

expertise through temporary duty per"sonncl has had mixed results • . 
II. Background and Scope 

AO/Audit and AG/IIS have made audits and inspections of AID 

activit:i.es in the l\hiner Republic. AG/Audit made its first audit of the 

reactivated AID GKR program, September-December 1971, and a second 

audit, July-August 1972. Both audits concentrated on arrival and 

end-use accounting. The !IS inspection, October 1972, concentrated on 

the licensing system. A General Accounting Office (GAO) f'our-man team 

reviewed the program in February-June 1972. This audit bas not been 
~ 

published but "Interim Memorandums 11 delivered to the principal AID 

officer were made available to the AG/OAS team. Replies by the AID 

Representative to both the GAO memorandums and the AAG/VN audit were 

also made available. 

Our operations appraisal took account of the d'orementioned 

inspections and audits but, in the main, the thrust was an overview of 

progress and problems in planning and general operational effectivenes .... 

in relation to AID strateg;y and objectives. We reviewed the effective-

ness of Mission management including financial management, the Commoc1i ty 

Import Program, the Exchange Support Fund, .and PL 480 activit.ies. In 

the case of financial management, we did not audit the accounts but, 

rather, ascertained that all required reports were current and Mission 

-3-
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' lcntroller was uware of his responsibilities. An AAG/VN audit of 

arrival and end-use accounting is ·,schecluled for early Janun.ry 1973; 

our review, therefore, was restricted to methodology. Nonually, AID 

PL 480 responsibility is restricted to Title II, but, in Phnom Penh, 

AID has managed the Title I program. The current rice crisis has 

absorbed a large fraction of the attention of AID personnel, .and a 

detailed review of the rice files was necessary to obtain an apprecia-

tion of AID/Phnom Penh management responsibilities. 

Before leaving AID/W, we interviewed Bureau officers, in par~icular 

those on the Cambodian Desk, officers in SER/COM and SER/~roller 
dealing with the Cambodian CIP program, and read all pe1,,tinent d.ocu-

ments. AAG/Sa1.gon was visited and audit workpapers and other doct:ments 

reviewed. The Resident Auditor, Bangkok, audited AID/Plu1om Penh 

Bangkok and is incorporated in our report. 

III. Program Perspective 

U.S. assistance to Cambodia (now officially the Khmer Republic) 

was initiated in 1951 and was terminated in 1963. As the war in Indo-

china intensified and swept into Cambcdia in 1970, the Cambodian 

economic situation worsened. Normal foreign exchange earnings dis-

appeared, and budget deficits grew as defense expenditures increased) 

with resultant deficit financing. ~:he absence of export earningsplaced. 

severe limitations on Cambodia's ability to finance imports, and the-

rapid increase in thlmoney sup~Q.,_, coupled ~·th a shortaee of goods 
• ~ , . 41.1\cu " - • ~··· 4Mi ... 

spelltr:.~~flatl.o'}i\ The Camb ian G.overnme t {cJ) was fighting a 



, 
battle ontwo major fronts: the first to maintain its national 

integrity, and the second to maintain civilian support and morale. 

In November 1970 the Presi.dent of the United States requested 

economic assistance for Cambodia, and an initial appropriation for 
..: ... ro lt'--\ 

$70 million for economic assistance was enacted ~ tii:e eongte&'S' en 

Januaryk 19'{1. In 1968 and 1969 Cambodia had an import bill of 

approxinll,l.Ji.,ll.l.Y $90 :~-t-t; • .;j'~·· offset by an equivalent amount of' 
~'~ ~ ....... ,., \ . . . 

exporcs," In testimony oefore he Congress, the Agency testified that 

the AID request for Cambodia was intended to keep the supply of imports 

to the Cambodia economy at a relatively even keel; the amount was 

based on a study of imports in the 1968 and 1969 period. It was noted 

specifically that the amount requested was no~ to combat inflation or 

to offset budget deficits. 

m'I~- ..r..,, ... .L.. ·~·--."'· It:'"'~' ..... _..,._,!J_ ..... ,, .Ll,._~ ~T "1f""\TT1 ...... -.·--·~--~~- J.~,.. .... -·:-- • ..n .... _ .. .i..""''"''- ~ ..... -..v-..o "°"""'•v \"'V~J \,,A,,jJ.\.A..'-'..t.. \..l'..a...a.'- .,,_ ......... /I- '-1;./1:'·.;...vt:'- ........ v ..... ,-,~u .;..v..;.. 

$20 million; it was given on a reimbursable basis, i.e., AID would 
u. . ;. e,,,.~ A ( .;; l{._., ~i.+1 ec' l ........... ~ 

reimburse the GI<R for specified ~.Hi@l"iee:R imports ~;r.ievieu.,l;y f±Ha:z.1,,;ed io-
~~..UJ:..'-·~ -~"v:."'1 A . 
Q-iwl~/'By t"he Banque Nationale du Cambodge (BNC). The second grant ( 602) .was 

. ~ ~ · a normal Commodity Import Program grant except that ~ U.S. Government 

agencies, such as General Services Administration (GSA), were to be the 

procurement agents. Various factors (see Section IV. BJ inhibited this 

arrangement, and t.he d.rawdmm on the grant was extremely slow; as of 
ve.c~-t.-... t, )C( l ,.- J 4./.'b 
S~ $~million was still uncommitted. The GSA 

arrangement did not work well, and it was elimtnated as the major 

procurement source except for capital goods for the public ;:;ector and 



certain bulk commooi ties. The exiutence of a largely unspettt 11602 11 
• 

l/0W6'Al~1 ./.l~ 
· reduced the need for additional qIP grants in U.S. FY 1972• ~ the doi-.J £,u~.r&ttv.lv"­

Kc.u.~. (}:\M--+s 1:thc~.tl IL.. ~kt..,,.. '} .....;...... ~trYf-s 11>"v1.To ,'L...,. G /(ft.; 
.A fore'ig~ e~ahan?e reserves)tt5c~I4ffh~d fallen to dangero:.!Gly low 

levels,-.. Er' Cash Grant ( 603) of 1$20 million was made in October 1971. 

In June 19'72, by which time the bulk of Grant 602 had been committed, 
. . Lon. 

CIP Grant/6o1f .ilJr" $16. 5 million was signed in order to assur-3 an 

uninterrupted flow of commodities into the Khmer Republic. 

In U.S. FY 1973 GIP Grant/6~6} for $20 rn:i.llion was signed on 

October 14, 1972; only $1.4 million of 11604" was committed as of that 

time. In the late 1960 1 s only three percent of Cambodia's imports 

came from the United States. Despite the fact that the CIP program in 

c.Jimbodia permits the financing of imports from the lesser developed 

countries as well as the United States, the C'IP proe;ram was i_nadequate 

..J.,. '\W_,_ .,...I,. ~r-~··, .. .... ~,.,, .- ' ..... .!t ,., •• - ..... -. ..... .1~ ,. .... - ,- ~,, 
":"-"" A-1.l\.:.."""..., V.....,,il.4...,V.....,..._\-4 u J..;,J..,4J:'V..i. v .i.s..._'-'°""...J • 

TT.• . .f. 1 •. 
U..L. UJ.J, 

r ,.'1~ ~• ,...,, •. _ ,._n .!.\--,- "'f'" •• L ,; ... _ ..... ,.. .J. ~-·~ ~ 'l 
........ ~" ..L\....ti...- v..;.. u,a..L~ ..LJ..LV~.l.l..!.'U. V•.LU...1-

Monetary Fund (IMF), Cambodia created the ESF in February 19T2 (sec .. 

Section V). Grant 605 provided $12.5 mil~.ion as the: U.S. contribution 

to the CY 1972 operations of the ESF. 

Total U.S. grants to Cambodia in U.S. F'Y 1971, 19'72, and 1973 

were $139 million (see Table I for details). _In addition, tl~ere were 

two PL 480 Title I Agreeme.r;its totalling $45.2 million. for a total of 
{:;Jotr"J ect'-n~·, ~~u.- · 

$184.2 million/\. Cambodia also had a very small amount of PL 480 

Title II funds in a mu CEF program. 

The AID program in Cambpdiasignificantly differs from other AID 
o.Jo ~1; ~ i }" 

programs. in that the Agency has/\ a pol:i.cy l·ib:i Ch .,.+ntgs 5! ri~i not 
' • ,...f,.. . · c ~-\ D f\. UM.ts..,-., <t~f 

becornf!i1~olved in capital projects nor · l'echnical Assist<."nce ~ 

of'fen.:i g;i;· 11~?1"1ris1'°'1'M"l in CambcrJJu. Secondly, there is th<': so-called 

-()-



'"low profile" stance in Cambodia. Bection 656 "I,imi tat ions on United 

States Personnel and Personnel SUP.ported by the United States 11 of the 
'fl w'f the . ~ . d~ a;ttlf;'ri ~Y' ~ ~ ~l;Nf a "(j' tA-c~ {} I k 

Foreign Assistance Act statesAtotal numbel- · · Mie United 

"""~ . 
States A· civilian or military, that 1nay be present at any one time 

shall not exceed 200 and that thetotal number of third country nationals 

employed by the United States shall not exceed 85. The 2ob···figure, 
E'tc:. c.u.J.'-'>~ 8 Q. A-~ t.. ~ "2$~ ." 

therefore, must accommodate a!lTdI_,lomatic, AID, military, information 

" and temporary duty personnel. This has placed severe co~straints on 

staffing the AID presence in Cambodia. In addition, the principal AID 

officer also acts as the Economic Counselor of the Embassy. It should 

be noted that the Mission has not assumed a low profile in matters of 

Cambodian economic policy. Through our member'ship in the ESF Working 

Group and directly, the U.S. has urgec1 llk'l.jor economy policy changes··-

ruany times successfully. 

At time of writing( mid-December) the political situation is such 

·that it is difficult to discern futu:re trends, let alone discuss them. 

,,-feace could change the whole climate and immediately outmode all 

existing plans. The program is in transition but the end objective is 
n.vrL;dv 

not clear. There are serious inflationary trends, ·~he American 
"A 

establishment is aware and concerned but, for the moment, FY 1974 plans 

are much like those &r FY 1973. 

-7-



IV. Progress on CIP Activities 

A. Planni1~g and Pro~ramreing the CIP 

The intensification of the war in Cambodia in 1970 had a 

severe economic impact. Export earnings decreased 70 to 80 percent, 

domestic production lessened, normal trade between Phnom Penh and the 

provinc~s ceased, and the government budget grew through multiplied 

military spending. Deficit financing resulted in a sharply increased 

money supply at a time when domestic production was low and the country 

was starved of the foreign exchange necessary to finance imports. 

Inflation was a way of life in Phnom Penh. 

The AID program introduced in 1971 was aesigned to assist the 

government-controlled economy to reach a modified state of normal con-

sumption and to stabilize it at that level. Unlike the program in 

South Vietnam, it was not designed to control inflation though, hopefully, 

the resulting increase in the supply of consumption goods would counter 

the inflationary spiral substantially. Defined simply, the purpose was 

to maintain the standard of living. The weakness of this theory in 

other countries has been the difficulty in keeping government employees' 

salaries at a level where they could compete for goods in a market 

where all prices were rising. Government salaries have apparently kept 

pace with inflation (at least during the last six months) and to a 

large extent id.th those of consumers from the private s2ctor for non-

luxury goods and, therefore, this was not a prime problem at the time 

of our review. 



A CIP in Cambodia faced ~ major problems. l"irstly, only 

a. very small fractj.on of Cambodi.a imports had traditionally come from 

the United States, and American corntnercial representation was nonexistnnt; 

secondly, American prices for the type of goods Cambodians wanted to 

import were not competitive with Cambodia's usual sources;~ thirdly, 

the long pj.peline involved in bringing goods from the United States 

~ef~ated.the desire to have a}:'ela};~,vely,guick impa,ct; c;..........clA~ct,U~, GKR,1..~i.O_f, 
\b.J\,\.'i J-i,'fh, Tl.... ~~ .. &s ~· U .c.;,. G-•uu"~ t'~~· 

Grant 601 was on a reimbursable basis, and this compounded, 
; ... ~t.C..~ . .-~- ·- - ~tfu..+ (r~~Jc~ Q-CHti:v..-r IL l\..C1.~~~ •• '1AM,.{~.S-f··~e..: r.L.... I tL (:,KR 
wus J\.t.t.i~("-"'"lrth~ problemA Grant 602 was a normal CIP agreement but because of slow 
+o e~u.-f-- / fJ-s _G~ \~~plementation failed to solve the proble!Il which was intensified by 

~(LQ....w't'tt~ .... !~1rink.ing Cambodian forej.gn exchange reserves. Grant 603 which was a 

e~ck"-lJ \ 
~µ ~ f >-ov..u~j'caBh transfer was designed to refurbish those reserves. Two important 

t f\U,W\~~ • 6 -------- actions were taken to accelerate implementation of Grant 02. It was 

agreed that up to 50 percent of· imports financed by 11602 11 could be pro-

cured in Code 941 countries which were more competitive in price terms 

and had a shorter delivery time. A 25 percent discount in riel terms 

was given to importers buying in the United States in January 1972; by 

end of February this was raised to 30 percent. The remaining gap of 

the objective of maintaining the standard of living was to fill the 
"V\,o 't __\v. qi,.v,. u..c\ 

need for those co:mmodi ties :i:rteli~le fox financi~ under the GIP. 
. . 1~} ~cc~~fY:... 

This was done by the creation of the ESF (see Section V) to provide 0 

~ commoditieo ~:0'l~'iti~1n the CIP and to widen sources of supply. By 

far the most important element was the freeing of the r:tel from the 

unrealistic fixed rate to one apprqxJmating the so-called curb or side-
.\\.µ 

walk rate and providing through nmiveau marche', a mechanism for keeping · 
.I\ 

the rate current. 

··9-



\ 

Problems in implementation ot' the CIP remain (see next part of 

this Section) but• .in "iikil overall, ~he AJY.erican plus other foreign 

aid is yurrently meeting the objective. There are few statistical 

data in Cambodia to measure this, but tµe best available is the 

"European" consumer_ price index compiled by the government~and, to a 

lesse:r. extent, the middle class index. In CT 1971, the former rose 

131 percent, and the latter, 72 percent. Comparable increases from 

January to September 1972 were 17 percent and 25 percent. The sharp 

decrease in the acceleration rate reflected the fact that supply of 

imports by summer 1972 approached~ that of the pre-1970 base 

period. 

A relatively/ in-depth/' study of i.mports in 1968 ani 1969 has 

served as the basis for the calculation of import needs, regardless of 

source of financing. The base figure did not allow for the import of 

rice, cotton, or tobacco, since virtually all these needs were supplied 

from the domestic economy. These commodities are currently being sup-

plied through PL 480, although in 1972 some Thai rice was financed 

through ESF and more may be supplied either through CIP or ESF in 

1973. As noted previously, the present formula for calculating 

American aid ~worked reasonably well. Base figures have to be 

inflated by increases in world com.modity prices and freight costs. 
~w~ I 'tc. S v..r~ T\"" \\J._ 

This formula ~l become dated i£ pol:isical 0 2 .11ilJJ.ts, c;;anRe,,,,a.. changeS in 
, " I\ 

the composition of the program. Yo!~·llf~,l kv~-~ .• Ji :1C,tJcl '\1.v'.c, ·\~---· .. TLv ·c.£~,:~.i:,/ S. 
\J \J 

In the overall, this method of planning leaves sizeable gaps. 

'.rhe Mission is not staffed to analyze current import demand in tenr~ 

of cur1Y:nt p:d.C(.<J. • I 
Jt '--• 

the ti.me of' our review, the working clar;!; pd cc tndex w:J.~~ .;howtni~ t.hr: 

-10-



shn.tpest increases. '11here is no staff to annlyzc this trend. It is 

not known whether the cost of the 'fhal rice is totally or partially 

mlditive. The :catio between FSF' and CIP are arrived at through crude 

estirr.ates of mnrket demand. Raising the i;remitmw given for importj_ng 

from the Uni.ted States from 25 to 30 percent obviously had an impact. 

Importers have now become acquainted with the American market, and 

American.commercial interests o.re creating !lgencies in Phnom Penh. 

All of this might indicate that a 30 percent premium is excessive in 

terms of the need to mt=i.ke American :i.mports competitive. Cou1.d a t:if-

ferent composition of imports lncrease domestic production? These are 

some of the questions which should be considered if more sophisticated 
.ll',1. "-Vv' rt~ e (; ,~ £,1).,t...:_ i~~ ;·1 f"' ti 

programming is to be done. 14 au1, gi¥eft ett¥!1'.el!ril. Mission staf'fing, this !us. )t•>t (u ..... 

~- possible. Temporary duty personnel provida:l.a partial, but not 

a sat is 1·act;ory, solu~ion. Origina:tly, it; was t,ho1.1gnt T.na--.; t;ne l1·ir' 

(' ... ~ t""'"' ~ -t~ (,,tj_,;h .. ly 'If~~ 
would fill this gap but, in fact, it has not. ~ fJ.6-/o.~r;- t~amj" in'"" ·· 

£..(, ........ ~~ c... ~i ~v Xt e-- AL I~ -L !>t.)<...tlt~\ (AJ-..t} '..{J { r . (l( fla. fJ~ Y{f ) 0 ~-L ':.,/.,.. 
view of current M:ih,sjl1~ :::tajfiuJ;;l.JllJ.d .... tlu.L~.oWif;m.Gt~-Mi~-4:"1 ~eeeJ v 

ith fi,·s<f,,· e-..._. A4- a...v-l~ • 
.has &@ i El e~itef!tiQH OIMo 

B. Cc:mmodi ty Imports 

There have been two basic methods of financing the CIP for the 

Khmer Republic, the procedures for ·...rhi':!h var.J widely: Reir.1bur£able 

Grant and regular CIP Grant. 

1. Reimbursabl2 

The original Grant P.grcement 442-K-601 of March 2, 1971_. 

for $10 million--incrcased to $20 million by maendment dated March 27, 

1971--was kept as simple as possible because of i..he lack oi' recent GKR 

-11-



The objective was to create as earl.,y an impact as possible to keep ~aaential 

imports flowing. Thus, the requireinents of AID Re1gulation 1 were valved 

except for the mandatory requirements as described in M.O. 1457.l. II.A.l.w 

An Eligible List or commodities, giving maxi.mum dollar amounts by two digit 

codes, was attached to the Agreement. Reimbursement was to be effected upon 

GKR p~eentation of requests to be ElCCompanied by receipted invoices 1 bills 

or lading, and GKR customs deJtver.r,receipts. 

Even under the relatively simple procedures o:r this Agreement, the 

flow or commodities proceeded more s1lowly than anticipated. Frequent 

exten&ions of terminal shipping and disbursement d19.tes were required.. In 

fact, nineteen Implementation Lette:r•s have been issued, primarilY. to 
CA..'. c~ ~~{ 

broaden the impact of the .Agreement and to ease ce:rtain res ctions. 

" 
Inexperienc;ed pc!lreonnel and o1;her weaknesses vi thin the SONEXIM 

system, combined with data lags witbin the AID system made it difficult 

to reconcile commodity flow informa1;ion. Although TDY assistance from 

the AID/w Price Analysis Staff helpeMi spped up import liceuae approvals 1 

major delays persisted between isswmce of the llcwee·: and reimbursemant 

to the GKR for the foreign exchangeu Slow and incomplete document sub-

mission by importers pla.gtlet the syotem. This situation was eased by 

fmpl++t1Uww Implementation Letter 13, September 4., 19711 which permitted 

reimbursement to the 6KR on the basis of evidence of shipment rather than of ........ 
•ax«11i~all< evidence of arrivals. ~e estimate tJlat three-quarters of the 

commodities had actually arrived within jhe first year of the Agreement, 

although reimbursement docume:dation did not reflect this. 

-12.-



A8 or December 15, 1972, the status of this Grant ws as follovs: 

<*ooo) 

Total Grant $20,000 

I~ss Administrative Costs 

Net Available for Licensing 

Less to be Wi thdro:wn 

Net Licenses 

Reimbursement Requests (net) 

To be Requested 

Total to be Requested 

Balance not Used 

2. Regular CIP Grants 

$19,825 l/ 

181 

19,641~ 

19,299 y 
345 2 / 

Three regular CIP Grant Agreements have been signed: 

1~42-K-602, May 31, 1971, $50 million from FY i9·r1 funds; 442-K-6ot~, 

213 

June 23, 1972, $16,502,000 from FY 1972 funds; and 4~2-K-606, Octobe~·i':/; 

1972, $20 million from FY 1973 funds. 

The original pr0visions under Gr~nt 602 contained standard 

financing procedures and fl.ID Regulation 1 was applicable. As of 

r.. t.. (_,,_,._ ~r 
Ifoveinber 9J 1972, 19 Implementation Letters had been issued, the t~ 

tt!e Grant .Agreemen1!J ~ 

·--------· -- ·~ . .:.._j 
rr~thods o ocurement (e.g. to be 
'"----~:...--~.-· .. ··- ····< -······-.~~· 

l/ Includes 33J4 for rice transport.ation fro:n Viet.num 

Includes 265 known to have arri.ved; thu~ arrival data is lfi.ckinz; 
on cnly Bo. 



....... 
All procurement under this Grant was intended to be 

limited to U.S. sources nnd it was contemplated that procurerr,ent would 

be effected by the GSA end the USDA, the latter under barter arrange-

ments. GSA procurement for priva.tt? commercir.l transu.ctions proved to 

&:,e wn.Jleluiy, olow, and genera'.t.iy unEai:;i~;fac-cory<) ~fJ\f.t\: i:t nad. 

improved by April 17, 1972, when th:i.n method was dropped. Notwtth- ·· 

standing lessons learned under the relatively simpJe procedures of 

Grant 601, the original constraints tu1der Grant 602 caused difficulties 

t"' "oti for SOHEXIM and Khmer impo·rters. The usual relationship betveen 
f\ 

supplier and importer was absent and could not be replaced by GSA. 

71iers lil"bl:lOP th~m :imp@rt@~s 1.:ui.4· ~eert-eo~eerneii uita Bf.leei:Fieei:t:i on~:t 

the,.~ter was ~ concerned about flume b.ran2r t;-nd c:ustorr.er pref-
{V: \ ~ \'l·t:u_.,. .f. ... o /\. l c e lu .\. (L..\tu... t A--_,t ~ 4~ C !I '.• '~~ A.A-M. 

erences•)/\ DetaiiJd specifications, ,,,.hich had to be in English and in 

terms of U.S. goods, comphcated commodity codes, requirements for 

proprietary procurement, AID reeulu.tions--all were new to the Khmer 
. c..-J.. b.tl~ 

and all helped to create early confusion ln the procurement process. 
" 

The complicated procedural chain between importer and supplier frustrated 

Khmer importers, who cancelled over- half of their .impor'..; applications 

intended to go through the GSA procurement route. 

It became increasinRlv anDarent tha.t commodities restricted to 

U.S. procurement were not going to f'lov at the desired rate. On October ~, 

1971, Implam<,ntation Letter No. 4 acknowledged this !'act by implementing 

a limited source waiver authorizing $25 million (ha.11' of the Grant) to be 

used for the purchase or eligible items in Code 941 countries. This step was 

a major departure .from the original plan and was taken at the time of the 

major GKR mo•tary reforms. A further step to improve implementation was 

taken J&nll817 20, 1972, by the ilrl.t~.ation of a 25 percent discount from the 

- l4 -



te On U.S. source procurement. This discount floating foreign exchange ra 

rate was increased to 30 percent on Febr'Uar1 28, 19'72. 

The statua or this Grant as of December 1, 1972, was that 

$28,6i2,413 had been connitted for u.s. source and. $17,075,541 for non-u.s. 

Code 941 source ?'°c'Ul'~nt, for a total of $45,687,954• 

Grants 004 and t>OO subsumed ~ of the implementation changes of 

Grant 002. The source of procurement for eligible commodities, however, reverted 

to the u.s., vith the exception or Code 941 freigh·t costs or transshipments and 

selected items from Code 910 countries. These agreements also contained 

the Exclusive List concept (commodities which could be financed 

only under CIP) and the discount on the floating foreign exchange rate. 

The use of GSA was to be limited to certain bulk com-!Tiodi ties) such as 

barter arrangements for petroleum and for procurement of public sector 

commodities. Private sector procurement would be financed under~ 

regular Letter of Cormni tm~nt/Letter of Credit procedures. Under Grant. 

604 as of Decerr1ber 1, 1972, $13 million in financing requests had been 

issued and $8.5 million in import licenses had beE:n approved by the 

Natl.onal Bank. The U.S. source procurement limitation has had to be 

eased because of --.:ontinued import needs for POL and, under Grant 6o6, 

for rice from Thailand~It ls apparent that even though problems arise 

daily regardlng the flow of ClP commodities, the wor9."'~ ,ef tb:s ,reidanu• 
; r_ I) . ~ · b.-1.t1 Jv c h ~ .. ~J.. w-.(1. 
~ past.~\Qrowing familiarity with AIDr procurement practices by the 

" 
GKR and Khmer importers hHs helped Bpeed up t;i>e l'<'M).\.'{;:. ~~--"'"".Ct 1 yvJ, 



Our review of current CIP procedures and activities has 

led us to believe that this program now is functioning reasonably well 

and may be expected to continue to do so, barring unforeseen changes. 

There are some further actions which can be taken with regard to 

arrival accounting and end-use checks which will help tighten up GIP 

implementation. These are discussed in Section VII.C. 

C. ·Public Sector Conanodi ties 

At the request and with agr~ement of the GKR, $J2 million of 

the $50 million of Grant 602 was set aside for Public Sector Com-

modities. The $12 million has been totally allocated or earmarked 

(see Table 2). 
J.f.1 

'!'he Agreed M; ~ttte 1::-o Grant 602 states in Section ..J+.rl+. that 

except as agreed to by AID in writing "not more than $100,000 from the 

proceeds of this Grant shall be made available by the Grantee for 

single-end use. 11 But this provision does not preclude "use for the 

purposes of rehabilitations or modernization of an existir.g facility 

which does not involve a substantial change in the size or character 

of the facility." This further clarified in Implementation Letter 

No. l (June 11, 1971) which stated that transactions of over $100,000 

involving public agencies or enterprises may require "justiftcation of 

need including technical and economic feasibilityn as well as written 

undertakings by GKR on local cost financi_ng and other relevant matters. 

The GAO Interim Memorandum of May 25, 1972, took exception to 

the public sector commodities sh mm in Table 2 on four princlpal grounds. 
- -rf..a_,\--" ( 1) 

The GAO claimed there was ~inadequate planning and cos·t estimates; 
r-



·(2) USAID/Cambodia was not adequately staffed to monitor such purcho.3e::;; 

(3) there was a serious question concern:tng the GKR's ability to 

utilize and maintain the facilities, and ~ some of the 

items were primarily militar.f in character. 

Mission files on these public sector conunodi ties are voluminous,.) 

indicating that they were monitored as far as possible within the 

"' capacity of the Mission. The :file on the $2.9 million f'cr Electricite 

du Cambodge, however, :i.ndicates clearly the need for a better feasibility 

study and that temporary duty visits cannot replace resident technical 

staff. The absence of' such staff to a great extent accounts for the 

fact that the facility is unlikely to be on stream before end of' 1973 

""" at the earli.est--a fact that raises serious question as to whether it 
11 

should have been financed under a CIP grant designed to have an 

immediate impact on the economy. 

At this point, \Ti th exc~ption of' some road machinery, the GKR 

is utilizing all the end i ten1? that have been put in place. The 

question of whether they will be maintained is premature. We were 

told, however, that the current inventory of' the Ministry of Public 

Works contains pre-World War II equip111ent still in operation. The 
Ube_, 

question of military versus civilAis difficult. The civ~lian economy , ·.o~ .... 
f/attO.AMC"'4. ~ Js.o i.s °= """"'- \t.t~ 

of Phnom Penh depends on ~-.rici!&o arriving on Route 5,/~Route 4 45 ~,_rf;~~(Jt~· 
A ,.. A l).,a.,f 

-l.. the sea~ the escape ~!fte and, therefore, psychologicall,y important, 
~ rkt. ... ~o J\,t b}, 1<.~ O"Y\ 9r S <..~ • 

as well as an increasingly important supply VianeA Hettl!lb 5 !o-Jlsoa>'_ U 

Nfolin wj J'liR!J &hsnmghfa1e+ But the files disclose the problern.s involved 

in the purchase of the items required for Route 5 that can be encouun-

tered when AID depends on preliminary studies of other agencies without 

) . 'i ~ ~·· .- ..-,, 
~ i ~ i I , .. 



At this point in time, the 

and primarily for militnry purpos_cs, Historically, and in the longer 

run, .. its proximity to the rice warehouses will make it important to 

the civilian econoD\Y• The danger involved in a.n anununition barge 

exploding in the· center of the city at th ... e civil port is obvious. 
n~Jo.1~ 

Utilization of' OICC/Bangkok in this- .Pi;r-M>id the modernization of the 
~ . 

Civil Port has prpduced. two econcmte entities, k (l £l(,Lt:.Vi-.J I~ rl.·i.~.· •. rh 6 " B .... ~s 
rti_6 4 A.\.\).{~ ~ ~"~.s ~lf~ "i-4--~r . ...;~ ... \.,, u. .. -..~& £ . .- 1.vi."J. aJ rk 

On the other hand, the MiniBtry of Public Works has shown 
~~OM-. 'ltt'--

serious inability to receive/\road _cdfistruction commodities. A stronger 

initiative and more energetic action by the same Ministry might have 

obviated the need for C'IP imports of lumber. At the present time, 

however, the situation ·within the Ministry v:i.s-a-vis use and designa-

tion of commodities has been strengthened by the presence of a strong 

t'. s. mJ....r'\ r,49y1r"r\A,,...J.. 
- .---" -w .. ~....., ~ -- ,_... ..; ,,,..,.,..,..,....,..,,,rr" .. """'-""'"'' 

-~--.c - ~. _.. ........... -- ... 'hv MflO 
"'""ti • - ·-

• 
commodities JS another case of fund mixing; it includes MAP, AID, Giffi. 

Defense and Public Works funds and whether it is primarily civilian or 

military depends on the time of day and the point of view. 

'l'his report does not di.scuss the issue of project versus 

nonproject. We believe that is primarily a seruantics issue. The 

Mission says it is delivering connnodities and the record indicates that 

is the case. It is and has been· an emergency situation, and the Mission 

has acted to meet that emergency. 

As noted, the items sbowr. in Table 2 represent firm orders or 

earmarked i terns. for whj.ch firm conm1i tments have been made. Future plans 

called for further strengthening tha Ministry of Public Works1 aM.lity 



to maintain Route 5; specific sped.fications have been produced by the 
\ (S.C.....-T~t-tA. ~) 

aforementioned MAP civilian advisor. There are also pluns to finance 
A. 

certain ~epair parts and the necessary maintenance tools primarily for 
( ~ 'To.t-~ &t) 

quasi-public enterprises. The AID Representative stated it is his 
,It 

policy not to enter ~nto further iterris such as the ele~tri~ generating 

equipment. This new policy does not raise the same questions 'as di.d 
\(v...,4,.1 

· previous items, and no recommendation is made in this report. 
A. 

V. Exchange Support Fund 

The ESF was established February 29, 19·r2. The U.S. officially 
on 

agreed to contribute $12. 5 million in an· exchange of notes,_ May 13, 

1972. A U.S. note of July 13, 1972, stated th&t the U.S. believed 

that "the ESli' vras designed to eliminate the need for administrative 

controls in the form of licensing, quantitative restrictions, or 

positive lists as a means of maintaining an artificial or unreal5.stic 

exchange rate structure. 11 In addi-'cion, the ESl" was designed to solve 

the problem of allowing the GKR to continue imports from its' normal, 

but non-U.S. sources and of commodities not ~:;t{;::~ under the CIP 

program, on a modified basis. 

·rhe financial structure of the ESF as of October 31: · 1972, was as 

follows: 



Contributions 

United States 

Khlner Republic 

Japan 

Australia 

Great Britain 

Thailand 

New Zealand 

Disbursements and claims to Banque 
Nationale du Cambodge (BNC) 

Balance 

Resources Anticipated Oct/Dec 

'!'..-."1'""~'"'!J"'l­
.....,~"""'""" .. ""'*"'-

Khmer Republic 

Thailand 

Malaysia 

In Thousands 

10,000 

5,000 

l,ooo 

522 

125 

120 

$29,267 

29,191 

5,000 

125 

100 

$5,301 

The ESF is working reasonably well.· A Working Group, composed of 

a representative of' the BNC on be~ of the GKR and each of the con­

tributing countries (the Hfti' resident representative is an observer), 

holds f'requent meetings, minutes are kept, and policy decisions recorded. 

There have been problems: 

-X>-



1. The Agreement called for the mm. to m.uke an economic 

assessment in the third calendar quo.rter of 19'(2. 

This has not been done, and ... .:;he GKR has attempted to 

shift respon&ibility to the IMF, but the American 

and other members are pressing the GKH to take more 

responsibility for such assessments. 

2. No mechanism hes existed for validating that the 

imports covered are true imports. (Data similar 

to that required by AID/CTP arrival and end-use 

accounting procedures.) The Working Group has 

I ' agreed to employ the Societe General de Surveillance 

(SGS) to do this work on a sample or survey basis. 

Price Waterhouse/Bangkok has been employed to make 

the a.ud_i.t required by the Agreement. At the time 

of our review the plar~1ed audit scop~ of work, i.e., 

traditional or management/operational, was not yet 

available; 

3. The rice crisis, Thai rice, and PL 480 Title I 

freight, placed unexpected, but not heavy, pressures 

on ESF resources. The large rice import program 
1.n..:-¥ 

planned for c:!. 1973 will~new pressures; at the 

time of our review, various !Ileasures to resolve the 

problen were beinc; considered. 

The plus side of Ef.>F has O\lt~veighed the defects. The nouve{lu 

marchc§ mechanism--for which the ESF' provides foreien exchange--of 

requiring bidding f'or currency has resulted in a realistic exchange 

. -~I-



·~ ~ .. c IM <'J'll;\.: C,.:6.~ ~~<.~•' · ._... ~ \ vJ. M-
• ., \• akewed.,{as tlie GKR was insisting on a lioo percent deposit against 

non-ClP import licenses, thereby dampening the demand for forei.gn 

exchange. Our review of the monthly &SF reports did not disclose any 

violation of the Agreement that BSF funds were used for payment of 

debt, capital transfers, or other invisibles. All expendi.tures were 

for commodities. Actual verification, however~ will not be available 
~ P "'.;u wr._ ~·v ... (<A ... ~v ~ ~t .. J· O.JJ 

until the SGS review~ completed. The current ESF Agreement terminates 
/\ 

December 31, 1972; negotiations ror a new agreement and continuance 

for CT 1973 were taking place at the time of our review. 

vr: Agricultural Commcdities Provided under Public Law lt-80 

A. PL 480 Title I 

There have been two PL 480 Title I Agreements. 'rhe first, 

signed on March 2, 1971, called for: 

Quantiti{" yalue (000) 

Cotton 14,ooo bales $2,016 

Cotton Yarn 4.4 million lbs. 3,175 

Tobacco l,ooo M/T 

Vegetable Oil 1,000 M/T 

Wheat Flour 19,000 M/T 

Local Currency: U.S. Uses 20% 

104(c) 

Convertible Local Currency: 

8afo 

104(b)(l) 

104(b )(2) 

1,984 

350 

1,697 

$9,222 

$J84,44o 

184,lt4o 



The second Agreement, signed January 3, 1972, as amended June 23, 

1972, called for: 

Cotton 

Cotten Yarn 

Tobacco 

Vegetable Oil. 

Wheat/m1eat Flour 

Quantity 

27,600 bales 

1·B million lbs. 

-1, 750 M/T 

3,000 M/T 

50,000 M/T 

Amended on October 2 and 20, 1972, to add: 

Rice 30,000 M/T 

Amended on November 24, 1972, to add: 

Rice 40,000 M/T 

Value (000) 

$ 4,600 

6,442 

1,067 

3,218 

$19,852 

6,758 

9,348 
$35,958 

AID normally has limited responsibility for-PL 480 Title I 

but, in Phnom Penh, the AID Mission doubles as the Economic Section cil' 

the Embassy and handles all PL 480 Title I operations. The'Mission 

Controller has e.stimated that one-tenth American manyear and four-tenths 

of a local employee manyear are spent in PL 480 Title I compliance 

matters. A review of the files, however, indicates that .even when rice 

is excluded, considerably more than one-tenth year is spent by the AID 

~presentative, his Deputy, and other officers on matters dealing \dth 

the negotiation and implementation of the Title I agreements. 

The rice rioting by the military ~n September 1972 triggered. 

concentrated action by the AID Mission. A review of the Mission files 

clearly indicates that the AID Representativi:: and his .Deputy had time 

for little else in Geptcrnbcr and October 19(:1. Thr~ crj :'.: ·:-: ,,;ns met ~tr:cl 



• • 

. , .. 
nt the time of our review, stocks on hand and anticipated arrivals 

should prevent any new crisis. i\ro AID officers are spending full 

time on rice and it absorbs a considerable fraction of the AID 

Representative and his Deputy's time. At this ·point, it is not clear 

how much of the 150,000 tons needed. for· CT 1973 w:i.11 be Thai rice 

financed through CIP funds, PL 480 Title I with the GKR 1 s sha,re of the 
a 

freight fi:nanced through the IBF, or a.st\ Japanese gif't. current p:anning 

is comprehensive and thorough, and the probl..:m 5.s well monitored. 

B. Pf., 480 Title II 

There is a small UNICEP Title II MCH program in Cambodia. 

Preliminary approval has been given for 72,000 pounds or.NFDM and 

96,000 pounds of blended/fortified food for approximately 5)000 partici-

pants. The Mission has referred all programming operations to UNICE!i' 

UIIDP has submitted quarterly reports; we suggested to the l·~ission that 

it routinely obtain copies of these reports. To date, the ~ission has 

made no arrival or end-use checks. The program is very swnll and 

probably does not warrant much expenditures of time by a grossly under-

staffed Mission. 

VII. Finand.a.1 Management 

A. AIDLW Ope-ration 

The first point f'or i'iD.ancio.l review of' dire ct U.S. and Code 

911-1 conunodity procurcu~ent by AID/W is the supplie!''s J"onn J.l 
FM 

{SER/ Qiiiill/Procurerr.ent Services Di vi:; ion}. Within 48 hour3 this form in 

exrunir:ed by Ji1M/P3D :for commodity aml source eligibility and price in 

terms of U.S. prices. Price and quality comparisons for Code 9lll o-r 



Code 910 procurement cA.nnot be checked carefully at th:1.s ntaGe except. 

:for bulk and well-known commodities. a:eet:tt which tnOI't! lnfoxuJSM:en 

&altcilt1l) -ts HVa1lttUteo. New or previ.ouoly unknown suppliers' Forms 11 

are looked at more closely, but on individual pieces of equipment or 

on items not produced in the U.S., the analyst hus to rely primarily 

on his experience and judgment us to whether further infoncaticn should 

be elicited.J.,,..~ r(;,-:uvJl .. 
Payment upon shipment is made through one of two New York 

banks--First National City and Irving Trust--upon vouch~r examination 

by a small AID staff in New York. A closer post.payment check for 

price is made when copies of the vouchers and supporting documents are 

forwarded from New York to F'i·1/f>3D. At this stage Form 11 and the bank 

reim~sement documentation are compared. We believe that IQuner 

-. . . . . . . . ~t 1'.4- IW•S~ ~#eA,JI..,. 
l\epuoJ..1c procuremeni;. ac1.aons are scrm:.inizen J..:fill l.'J.~ ea1e1ux_r;y oecause 

of the newness of the program, congressional and other expressed 

interest, and the percentage of offshore procurement (under Grants 601 

and 602). DG-u~Clt~l.tiC.O\......,~r·'tU"s '~":"' • .. .Vv'{~ o~~ /)~\;~!''.\Ir'' '-'-<A)"-!'-_ r~,t.·vl'(·~ . 

v C-C1.Ad.-t, ( b r \.J A'.· lr v. ... l'ttl 01 ') (' ~\\io.-f n .... ~v... lr---c._l~ C1 k I L l,.c, ~ }\ic <./• \l vA~y J..oc tt ttL'l-w.tl•l-f 

· . _ ... R!=quests :for com.mooi'ty procureme'ht through GSA are made by 

PA/PR. 
.. 

GSA thus is responsible :for the total procurement and sur;plier 

payment action, and subsequently bills AID. There have been son::.e 

problems with the t:lmme:::;s of GSA's requests for reimbursemGnt and !m ~, [ 
f"""':c\ ~5 full supporting documentation. This has meant that there have been 

delayg up to several months in recording data through the H-214 

{Run 13) and the in-transit reportr; to the Mission. These df:lays have 

co:nplicated arrival accounting and delayed billings to the GKR i'or 



' 
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B. Bangkok Support 

The Thailand AID Mission (USOM/rr) originally was intended to 

provide complete fiscal services to the AID program in the KhJner 

Republic. As the I>rogrrun evolved and a controller i\mction was 

estnblished in Phnom Penh, the services provided by USOM/T Office or 

Finance settled dmm to the maintenance of the official accounting 

records for th~se allotment:! administrative t"unds, technical support 

fllllds, and trust funds. (A small narcot:i.cs i\md allotment may be 

added.) USOM/T processe.1. an average of 55 obligating documents and 

40 v"nchers each month for the Khmer Republic AID program, and pre .. 

pares three f1.nancial status of funds reports. The team found that 

the USOM/T controller activities on behalf of the Klmter Republic v.-rere 

adequate and functioned smooth1Yt without unreasonable delays. · 
, o~ 

Personnel ceiling restrictions and the difficulty..-. obta:i n:I ng 

qualified local accounting personnel for Phnom Penh have persuaded th~. 

team that this function should be continued by USOM/T .for the time being. 
' ! 

/ 
·'IL 

i -. 

/"~ 
-fi I . 

·' 
'I 

(This ..... ction inccrr:plet~.-rt will be t_.e.w-.cit~ 
ompleted when JJ-r- .-;,ohl~~~) 

.. ;-~­
_.~e:.-
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c. Phnom Penh Actlvitief' 

1. Arrival Accounting 

Under Reimbursable Grant 601, the Economic Section of the 

American Embassy (also the AID Mission) was the primary point for 
{~ 5'u1i:n.~C.) 

commodity arrival data. Th:!.s matter was examined iully by GAO~ . 
s...e1~ c.) n 

rel'DF&i?? E 1111' i-=4IX,f\ and as most of commodities under this Grant 

have arrived or are accounted for, the following discussion pe.rtains to 

regular CIP Grants. 

Because of w1avoidable time lags in transmittal from 

AID/W of shipment intram~i t data, imperfections in the SONEXIM 

arrival accounting system, lack of current information on trans-

shipments,, and t.he time-conswningl tedious process of reconciling cor~~"1 

arrival data from its several sources, the arrival accounting function 
{UtJ f.n..-

_J.s-:one of the problem areas in financial managerr.ent. 

The latest.I~transit Listin;1received in Phnom Penh in 
~d-

~ :&ui i * ~ December, ·reported shippj_ng data as of October 31, 1972. 

The shipments reported Y_Tere lifted at times ranging from December 1971 

t 1 b 1972 h . rt · b d A-JP • 1 · .o ear y in Octo er • T is repo ~ is ase. upon actua reimburse-,,. 
ments to U.S. banks and to other U.S. Government agenc:Les. Because 

./\P.£~~ 
GSA has been sl0w in a.osl'¥=ft~ reim.burs8ment or in submitt:i.ng full 

· GSA... pl\ o Uc.A.~Jt 
documentation to AID/W, information on much of the commodities oiil" .. •n A 

A 
-.t~.e1tgh sen arni actually shipped does not appear on the Intransit List-

ing or Report No. W-214, which shows the same information by AID 

Authort~ation Humber. These two AID/W reports are one source of 

arrival data. 

--11-
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SONEXIM compiles arrival data for its monthly computer 

run directly from shipment documents. This report is cumulat1.ve and 

bas no provision for suppressing thE~ print-out of completed trans-

actions. Manual reconciliation currently is performed between the 

SONEXIM report and the AID/W Intransit Listing. Both reports are pre-

pared by vessel or other mode of shipment. ·There are obvious gaps 

because the Intransit Listing does not report all actual shipments • 
. 

The AID Mission receives separately ~opies of bills of 

lading, suppliers' invoices, etc. Information from these and other 

sources are recorded manually on Commodity Accounting Cards, also 
.. 

filed by vessel. These cards are consulted in the reconciliation 

process because the inflow of data into the SONEXIr.1· computer at the 

time of receipt of basic arrival documents still has not been per-

fected, although revised procedures have been instituted for this 

purpose in SONEXIM. 

one of the ta~~~e: 

~~"v.. /,111.s. r .. ~ 
A high rate of tul"He=-v~er of SOI~EXIM personnel ~ · 

.A 

The U'IS. Arrival Accounting Officer still must act 

as a catalyst in. helping SONEXIM to identify gaps and weaknesses in 
h 

its system, especially between ~ Central Secretariat, which passes 

the data to the computer section, and .:ttt~ divisions dealing vrlth the 

various connnodities. · 

The most notable weakness in the arrival accounting system 

is lack of data on transshipments. Most of the incoming shipments 

c~rr/ently are destined for Phnom Penh por~, for which vessels must be 

made up into convoys because of security hazards along the Mekong 

River. Shippers and vessels willing to make this run :from the 



. . 
\_. 

. • ' t 

transshipment points, or from Code 941 source cowitries, often do not 

follow the requested proced.ures of providing the GKR and AID ?olission 

with advance shipment data. Thus
1

conunodities may wander arowid 

Southeast Asia on tramp steamers for weeks or months and then turn up 

in Phr1om Penh unannowiced. At that point, only the ship's manifest may 

tell whether and what AID-financed commodities are on board. We have 

made two·suggestions which may relieve this situation in part: 

(1) the use of the Societe Generale ~e Surveillance (SGS)--l1nder con-

tract for inspection and tally work--as an information source through 

its offices in various Far East ports; and (2) occasional visits by 

AID personnel to Hong Kong and Singapore to observe transshipment 

operations and familiarize themselves with such activities and perti-

nent problems. We suggested also that greater use be made of SGS for 

"the inspec"tion and tallying 01· incoming commodities. 'fhis would 

strengthen both the arrival accowiting and end-use activities. 

The best source of arrival data will of necessity be the 

SONEXIM monthly report. Current Mission efforts must be continued .to 

improve the timeliness and accuracy of that report. In time such 

improvements should eliminate the current necessity for the AID Mission 

to keep the manual card file~a vel;\r +edisHB Sil'fiilPi'i ce. AID/W should 

also continue to exhort GSA to improve its system for requesting 

reimbursement so that the W-214 and Intransit Listing reports may be 

more current. With the current reconciliation work being done by 1 t. A t .b 1'-(, ss. ""' ... 1 

.EQ9ff, we believe that arrival accowiting data is_ reasonably accurate, 
(J./ 

albeit difficult and time-consuming.s~~"'c..,_:~. 
,\ 



2. End-Use Checks 

The most obvious fact of the end-use check activity is 
"'"''),in., 

that there has not been enough personnel from the smaJ.l ~N staff to 

perform this service for an import .program of this si:z.e and scope and 

variety of conunodi ties, including PI1 480. One additional end-use 

position has been approved and the officer selected. !!'b:t: lie !!s nab 

This activity has come under the critical scrutiny of the 

GAO and AG auditors, not because of the substance of end-use checks 

·which have been performed, but because they have been limited in number 

and commodity coverage. With limite~ personnel available, the Mission 

properly concentrated on large transactions and on obvious problems, 
CV ~ 'ftu.w'IU.. • 

such a~shipment of defective hoes/' Five reports were completed in 
. ~ iu...'d · _b e (C-W (',.l,"-

FY 1972 and seven tlR;i.a far in FY 1973· Reports covering batteries, 

sugar, and tires are e:xpected to be completed by the end of December 

1972. Other reports are planned covering cotton yarn (PL h8o), soft 

drink ingrerlients, and fertilizer. The team believes that there is a 

need to delve into some of the small import transactions to determine 

whether or not appropriate end-users are receiving and usi.ng ·the 

commodities financed by AID. Partly to examine this aspect of the 

Mission's operation, a fUrther AID audit team is expected to arrive 

early in 1973. 



. ' 
' . 

• 

3. Counterpart Manage]llent 

All counterpart fund accounts are kept by the Controller's 

Office in Phnom Penh, in contrast to the three allotment accounts kept 

by USOM/T. 

Counterpart/ is generated from four sources: CIP, Cash 

Grant, the U.S. ESF Contribution, and PL 480 Title I. 
·JJ 

Generations (deposits due) occur at different points, 
.. 

depending upon the ~i'c~lar· agreement. CIP counterpart under 

Grants 602, 604, and 606 for the private sector or revenue~producing 

public sector is billed when payments appear on the AID/W W-214 
wen 

report. Under Cash Grant 603, counterpart j..a-"due at the rate of free 

foreign exchange prevailing as of the date of deposit to the GKR 

dollar account in a U.S. bank. Under the bilateral ESF Agreement, 

U.S.-generated counterpart is transferred to Counterpart Spacial 

Account 4804 in the National Ban.'!{ of Cambodia, in the name of the 

Minister of Finance. Under the first PL 480 Agreement( March 2, 1971}, 
t\S co'Jllterpart was generated at rate of exchang~of the date of CCC dis-

bursement. The GKR paid the 20 percent U.S. uses and. the 80 percent 

c01.l.Iltr3 uses at the same time. Under the second Agreement{ Januar~ 13, 
,, t(. '> . 

197211 the exchange rate is governed by the date the GKR pay3 the iJec'h: t l. ss, c>"'CI 

in riels against the dollar billing. Under this Agreement, th~ Y-.&.- i4.."f>'s,· or-

bills for the 80 percent immediately upon receipt of CCC disbursement 

information, but for the 20 percep.t _U.S. uses portion only when such 

funds are required. Thus, there rna.y· be aeveral rates of excha!lge 

resulting from any CCC shipment and disbursement action. 



.. ~ 

Counterpart gl'merated through AID-funderl Grants ( 601 
•. 

through 606) can hi~ used for mu.tua;Lly agreed purposes between the GKR 

and the U.S. Govermnent. The two PL 480 Agreements stipulate the.t the 

80 percent country uses porticn will be used for 104( c), cormnon 

defense, which in effect has meant s?pport of the GKR military budget. 

'11he Mission has no program plans for the use of the CIP-generated 
. $ 

counterpart, although project~re made for the generation of funds 

under the CIP and PL 480. In actual practice, most of the CIP-

generated currency also has been allocated to the GKR defense budget. 
. . ( ~ (.,{} ik C.. \ (> u.-.& PL 4-i'o ~~l(.A.t) 

airfield improvement.has been signed;\ However, an agreement concernirig 

and an activity concerning rice production is in the planning stages. 
,lr\;\-Si O'l'\. 

The Controller's office prepares weekly local currency 
:\ 

status reports by source of generation and on the~ust ~nd. These 

..... -.---.. +- ..rt __ -yo1 "AK.: __ ..!_-~ ..!""".J-.,... .. _.,,Y".,....1 ......... n ~ ........ n1"iir1- ..:.....,.a,....,"\,,..-v;r-L~"""'"""" .-- --"--- ... --..t-~---"""_l::'_...,. ..... _, .. ...,. ,,._. ..... ..,....,._....., ............ ,.. ... ,,,,"" ......... ~.,.I.- _ ..... """, ~ .... _....__""""'_ -.. ............ v ..... µ.........,,,"-•.,,._.v,,,_ ... _..,., ... o-~ .. ...,. ............ .._,._.._-.... J....,,, 

commitments, releases, and available balances. Regular quarterly 

reports (u-106, u-109, and U-205) are forwarded to AID/W, aq is a 

monthly memorandum reporting the status of U.S.-owned foreign currency 

accounts. All of these reports are current. 
• L! 1 :ib 'd1'ij;f 

Billings to the GKR appear to be current from all~genera-

ti on sources. GKR payments under the GIP generally are paid within 

two weeks of the billing date. Under the second PL 480 Ag:'eement, there 

was some confusion as to the method of billing (100 percent, or only 

80 percent country uses) and it took several months conununication 

between the Mission and Washington (AID and the U.S. Treasury Depart­
t.(,ls--t- ( c·1...;:::v~ 

ment) to clarify this point. On the k~ side, a problem developed. aG 

- :?"Jo-' -
~ 



. . 
... . ' t.o the billing point within the GKR. To date, this has not been 

clarified, although a recent request for payment was sent to the 

Minister of Planning and National<'Development. Inherent in this 

problem is the possibility that some entity of the GKR will have to 

find funds in its budget to make up the difference between the funds 

collected from the sale of PL 480 commodities on the local_niarket--

for which the official price was set before the sale--and the riel 

equivalent of the dollar billt11g, which occu1·s some time after the 

commodities have been sold. IB E:ri;Lcr wonls, ~ ~CTJ!cciatliig tiel 

J&:DP 1 d meat~ a11 effccLice eabs1>1!' due to Citne !l!e:t~"'*' 

'IT1J°•a~f!~i b1i:te shows the status of local currency 
.' 

generations, allocations, and releases as of December 1, 1972. 

VIII. Administrative Matters 

A. M:ission Ma.riagement 

The Cumtodian Mission operates vri.thA minimally Gized staff. 

The Ambassador is responsible for maintaining the limitations on 

personnel.prescribed by S~ction 656 of the Foreign Asoistance Act 

(FAA), and his decision controls the number of AID personnel that may 

.be present in Phnom Penh at any one time. At the time of our review, 

there was a total of 15, including four secretaries and one FSR-5 

(GSO) assigned to the Embassy on a reimbursable basis. Four addi-

tional positions have been created and are currently under recruitment; 

in one case, an officer has been rE!cruj.ted and ·will be arriv:i.ng in 

January. Duties are fairly weJl delineated but, as usual in Missions 

of this small size, rnost decision-rr..aking i3 up to the AID Tiepres•:'.ntative 

or hi.s Deputy, who i:.; also the Controller. Ve:r.·y few Cambodiufo:; who 



. 
·'09 "• • English-speaking yotmger Cambodians. r.rhe result is that the Mission 

has been unable to fill. some of its local personnel positions. With 

the exception of the comments made in Section IV, Progress on CIP 

Activities, the addition of the four new positions should adequately 

staff the Mission for its current type of operations. If the Mission 

has to undertake a full scale refugee program, the question of staffing 

would have to be reexamined. 

The Mission utilizes a great deal of temporary detail per-

sonnel. Many of th0se wrote reports and it. was possible to make a 

partial assessment of those. T'ae personnel detailed from Saigon on 

the rice crisis obviously made valuable contributions and filled gaps 

in Mission expertise; the reports in the CIP capital equipment and 

material were of more uneven quality. The Mission, itself, notes 

that TDY personnel making repeated trips are more likely to Il!Ekte a 

contribution than those making only one trip to Phnom Penh. 

The Mission has no management staff although there is one 

AID officer on the Administrative staff of the Embassy. 14anagement 

support is provided under an SAS agreement--the Mtssion p/~ i4 
percent of the total. Costs are distributed roughly on the basis of 

numbers of personnel in Phnom Penh and adjusted for other factors. 

Current office quarters do not make for the greatest efficiency but 

they are dictated by security considerations. The quality and 

maintenance of personal quarters are satisfactory. 



B. AID/W Support 

From a logistics point of view, the ~distance between 

Washington and Phnom Penh and sometimes \Ulcertain means of transporta-

tion constitute ...,t!("problemf although not K'major problem~ The prlmary 

concern is in the personnel management area. Phnom Penh is an isolated 

post with severe security restrictions to which wives, but not 

children, are allowed to accompany the employee. Moreover, without 

some ability to cope with the French language, an employee's effective-

ness is reduced greatly. Safehaven arrangements have not proved to be 

entirely satisfactory--for example, two of three families safehavened 

in Bangkok were not alJ..owed to bring in an automobile duty free--even 

though visitation rights have been established. Single perso~nel do 

not have the same R&R privileges as do those serving in Vietnam. Thus 

recruii:;men-c nas oeen ai1·1·1cu.Li:; and positions nave remained vacant f'or 

months, throwing an even greater burden on the incumbent members of ·· 

the small staff. As current tours are completed, the recruitment cycle 

will begin again. 

IX. Impact of Detached Reviews 

A. f.G Audit/Inspection Activities 

1. Audit 

Auditors from AAG/Saigon have made two reviews of the 

Commodity Import Program for the Khmer Republic. The first report 

covered the period from the resumption of the program in March 1971 

through December 1971, and the s0cond brought the review period through 

August 1972. 



The first report contalned no recommcnde.tio~ but a 

March 13, 19'(2, follow-on memorandum from the Acting AG to CO/SJ'\ made 

several recouuuendations pertaining to the use of GSA for procurement 

~' personnel requirements fo_r the Mission, and procedures to 

expedite the flow of commodities. '11hese recommendations subsequently 

were addressed and progress reported in assigning appropriate personnel 

to Phnom Penh, sendi.ng a team to inquire into the GIP procedures, and 

in GKR actions to increase the commodity flows. 

The second report contained four recommendations concern-

ing unutilized commodities (batteries, adding machines, bridging 

materi~ls, and tires), one recor.unendation to increase end-use checking, 

and one recommendation pertaining to the improvement of SONEYJM's 

arrival accounting procedures. Arrival account1ng, end-use checki.ng, 

&uu repori.;s in progress on ·dre!;) anu uai:;~eries art! aciciresseu in 

Section IV. The Mission answ_ered satisfactorily the findings and 

recommendations on bridging rr.aterials and adding m~chines, although 

some follow-up activity is required. 

The team found that a more in-depth arrival accounting 

and end-use audit was desirable and plans have. been made for an audit 

review early in 1973. 

2. IIS_ 

In October irr2 two representatives of the Bangkok IIS 

office visited Phnom Penh touiake an informal review of the Commodity 

Import Program. Whether payoffs to SOIIBXIM were involved in the 

approval of import licenses and re1cnse of cormnod:t ties was of 

e:.;·' 



particular concern, especiully in light of the Moorhead Subcommittee 

hearings. The IIS team found that: a consensus of key U.S. officials' 

opinions 'indicated that SONEXIM has been reasonably successful in 

handling the CIP. IIS interYiews with 20 importers, while disclosing 

varying information with regard to t?eir relations with SONEXIM, 

revealed no proof of substantial payoffs. The net result of .the IIS 

review was that, although there were probably small voluntary tip or 

ntea money 11 payments to lesser officials, large payoffs were unlikely 

and SO.NEXIM officials enjoyed a reputation for reasonable honesty. 

Despite occasional newspape1· articles alleging graft, the team found 

no evidence which would contravene the IIS review. 

B. IGA Reviews 

IGA has posed numerous questions and made numerous comments 

began to be made under Grant 601 and commodities were ordered under 

Grant 602. Questions on commodity and source eligibility, ~hich con-

stituted the majority, were answered by AID/W shortly after they were 

posed and we believe that the answers were carefully considered and 

responsive. 

The IGA report of August 2, 1971, commented at length on the 

port improvement activity and this subject was tal;:en up again in 

April 1972. The cover memorandum forwarding the 1971 report 

acknowledged that substantive conc1usions and rec01runendatior.s in the 

report "ha1re now been essentially adopted." The later inquiry, on the 

use of excess property, electric forklifts, and the use of the 

hazardous cargo port also was amrwered fully. 



C. GAO 

The November 26, 1971, GAO report on Assistance to the Kh111e1• 

Republic, the review for which was conducted in March 19rrl-·i.e., 

before the CIP began--stated that. there were no procedures for monitor-

ing and auditing assistance program~;, but that such a system was being 

designed. 

·The other G/\O comment relating to economlc assistance was 

that the U.S. had taken no steps to recoup $2,198,541 in claims out-

standing from prior programs. ~~e AID position--that at this point 

GKR payment of such a claim would be merely taking money from one U.S. 

pocket and placing it into another--was spelled out in the .Administra-

tor's November 1, 1972 letter to Chairman Moorhead. 

During February-June 1972 GAO pari'orn.ed a field review of 

the U.S. programs in the Khmer Repttl)lic ~nd during that period issued 

nine Interim Memoranda, three of which related to the economic 

assistance program. GP.O's overall co:mment, which appeared in 

Memorandmn No. 8 of May 26, 1972, was: 11our analysis of the overall· 

economic assistance program indicated that, in spite of the numerous 

problems which developed, the program has thus fa~ been successful to 

a degree in accomplishing the stated objectives. 11 Moreover, the 

memorandum stated, " .•• it is fairly evtdent that without U.S. assistance, 

the GKR would have been bankrupt long ago." 

Memorandum Uo. 4 examined U.S. Mission controls over Grant 

601 and stated that such controls were weak with respect to arrival 

accounting, end-use, and reimbursement procedures. These items are 



Memorandum No. 7 COllllll.eD.ted onaaaistance to the public sector. 

(See Section IV.C. tor GAO major cr:ltic181D8). Thia memorandum questioned 

&110 the uae of AID funds to rent a u.s. Navy radio transmitter, and 

questioned the proposed procurement ot generating equipment to meet a 

short-term. need on the grounds that such equipnent JD81' be excess over the 

long-term vhen ~lectrio pover again is available. In addition, the 

memorandum included a discussion or financial (CIP) versus develo:pmental 

aaaiatance on the ground that the forMr ~ be expensive in long~t'"ange 

terms. Conuents on the use of' CIP to f'uDd public sector activities are 

included 1n Section IV.C. 

Memorandum No~ 8· dealt with the Cash Grant (1~1~2-I~-603) and 

the U.S. contri butlon to the ESF ( 41~2-K-605). GAO contended thut the 

Cash Grant would not have been aecessary had the E.ar.::.ier grants not 

been too restrictive ancl thus too siow and cumbersome in implementation. 

The Mis~ion responded to this by stating that the C?..sh Grant was 

required and was in :fact planneO. be.fore some ot' the tiroblems which arose 

under Gr&nt 602 becam.e uppare:::rt. 'J.'he ESF Grant is discus10;ed in 

Section V. 

The OAS t.eam has conclud{!d that GAO 1 G conunents &rld cri t.ici::;m:;--

some of which· were judgir:ental -- .. f;;;re ·examined carefully by th·:: .AID 

Min:>ion and either answered G&tfrfrlctorily or steps were "Le~wn to 

improve implementation procedures: Such improvements of cour.:::e are 

n0t one-time actions; c0ntinued vi[~ilance will be required by the 

Mission. 


