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I. Summary of Findings

the
The AG/OAS review of Mission management and operations inAKhmer

Republie, December S5 to 20, found that AID's program was well managed,
and that the overall objective of maintaining the standard of living
in the war-torn Khmer Republic was being achieved. The AID program,
Tﬂuw il

with the exception of the working clasi/ 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. Crants 601,

o

602, 6Chk, and 606 directlv financed imports through Commodity Import
Program (CIP). Grant 603 was a cash transfer, and Grant 605 provided
the U.S. contribution to the Exchange Svpport Fund (ESF).

The CLP, alcer initial AlrTricultles, was working reasonaoly well.
Much of the success could be attributed to four principal factors:

e Sectd Naleonale a' i;PJdTCL-m—\ ot b J.M.Tmﬁrm\

(l) Khmer importers and(?ONEXI@L quasi-government agency for imports,
had become acquainted with American procedures; (2) the 30 percent
premium for American imporcis; (3) AID/W agreement in Grant 602 to
permit up to 50 percent purchases from Code 941 countries; and, perhaps

important,
most k(h) a realistic exchange rate.

Twelve million dollars of Grant 602 was set aside for the pur-
chase of public sector commodities. With no in-house technicai
resources, the Hission has found these public sector purchases extremely

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

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

.7



jv ;.£ntieipatednrr1val raiscs a q“estioﬁ as to whether this type of
e ,co_mniodity is suitable for SR, %u(xn.-.\%t\um;j) an fapy Ve CAP '}pv Te [hvmer’ e %:ui‘{l't .
= CIP programming is bascd on‘stuaies made of import composition
‘and volume in 1968 and 1969. This m@auxod has been adequate for FY 1973,
erd-canm-serve—fon-i-39%. But the neced fér more sophisticated
~ analyses of current import trends and ihe impact of the CIP and ESF on
the domestic price structure and production is apparent and cannot bpe
postponed.for—mt‘tam

The ESF has been successful as a multilateral mechanism to provide

N el ce Ad0v B Gnc o C{
thé Government of the Khmer Republic (GKR) withAimports not éiZE;hLa«
under the CIP and in sustaining a flexible exchange rate., Administrative
measurefto provide cudit and inspectlion services taken by the Working
Group in recent months should provide necessary safeguards.

There have been two PL k80 Title I Sales Agreements, totalling
$h5.2 million. The AID Mission.is completely responsible for all dotl an
aspects of these agreements and the operation has been successful. The
1972 rice crisis was mét at a very heavy expense of Mission persénnel
time. The problem of insuring that Phnom Penh has a continuous supply
of rice absorbs a major fraction of the available time of Mission
personnel.

Rapport between the Mission_and thé GKR is gocd, and the Mission
has been active--and, in many cases, successful--in seeking GKR
econonic policy changes through the ESF mechanism or through its own
dactions. The Mission also sérves as}the Economic Section of the
Eubassy, and coordination is good. 'Section 656 of the.Fcreign

Tlhe

. ' ]
Assistance Act limits American versonnel in\Khmer Republic to 200 at



onec time; The Mission is, theretcre, managing a program approximating
$100 million a year with 15 emplo;Ees, including four secretaries. 1t
is veryithinin economic and technical expertise and vulnerable to
absence for any cause-~sickness, R&R, eﬁc. ?roviding the missing
expertise through tgmporary duty perhonnel has had mixed results.

II. Background and Scope

AG/Audit and AG/IIS have made audits and inspections of AID
activities in the Khmer 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 IIS inspection, October 1972, ééncentrated on
the licensing system. A General Accounting Office (GAO) four-man team
reviewed the program in February-June 1972. This audit has not been

published but "Interim Memorandums" 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 ope?ations appraisal took account of the s#forementioned
inspections and audits but, in the main, the thrust was an overview of
progress and problemé in planning and general operational effectivenes.
iﬁ relation to AID strategy and objectives. We reviewed the effective-
ness of Mission management including financial management, the Commodity
Import Program, the Exchange Support Fund, .and PI, 80 activities. Eﬁ

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

rather, ascertained that all required reports were current and Mission



‘écntrollér was aware of his responsibilities. An AAG/VN audit of
arrival and end-use accounting isischeduled for early January 1973;
our review, therefore, was restricted to methodology. Normally, 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 peréonnéi:,and a
detailed review ofrthe rice files was necessary to obtain an apprecia-
tion of AID/Phnom Penh management responsibilities.

Before leaving AID/W, we interviewed Bureau officers, in particular
those on the Cambodian Desk, officers in SER/COM and SER/CEZQL&iEhEP—
dealing with the Cambodian CIP program,'and read all pertinent docu-

ments. AAG/Saigon was visited and audit workpapers and other documents

reviewed. The Resident Auditor, Bangkok, audited AID/Phnom Penh
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Bangkok and is incorporated in our report.

JII. 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 Cambodlan
economic situation worsened. Normal foreign exchange earnings dis-
appeared, and budget deficits grew as defense expenditures 1nbreased)
with resultant deficit financing. The absence of export earningsplaced
severe limitations on Cambodia's abllity to finance imports, and the.

rapid increase in th money supgﬁg coupled ith a shortage of goods

<spellgd lnfldt30%4 The CdmbBEIGH QOvcrnme t (CKQ) was Tighting a
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battle on two major fronts: the first to maintain its national
integrity, and the second to maintain civilian support and morale.

In November 1970 the President of the United States requested

economic assistance for Cambodia, and an initial appropriation for
wdo Raus

$70 million for economic assistance was enacted by.bhe-Soreress cn

Januaryfg%(l971. In 1968 and 1969 Cambodia had an import bill of

approximatﬁiy $90 mi%}ion}w?ich_ya? offset by an equivalent amount of
*nglg*ts,ﬁbln testimony Before the C;pgress, 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 not to combat inflation or

to offset budget deficits.

ML . A2 L oaimemd (AN e Fewy AV TUP VAPV eei e 2 A e e . Vo
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$20 million; it was given on a reimbursable basis, i.e., AID would
w. S, Q,A Co ol 9’—” C\:'(W:GA/(

reimburse the GKR for specified AgeréeegAimports @fevéeasiy—finanted:%a~ whocte

’ uoﬁm-g, - SURTE .
: ‘&“§?H§ZI y the Banque Nationale du Cembodge (BNC). The second grant (602) was

. a ncrmal Commodity Import Program grant excepht that &ke U.S. Government

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

procurement agents. Various factors (see Section TV, B) inhibited this

arrengement, and the drawdown on the grant was extremely slow; as of

Decarnker ), 141V, 43

Septewber 30 397y (4K million was still uncommitted. The GSA

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

procurement source except for capital goods for the public sector and




-
certain bulk commodities. The existence of a largely unspent "602" .
Howeyre Aurcts
reduced the need for additional CIP grants in U.S. 3%1%?7 ont? tmagfodcﬂu»f&awW\

uw&,, Hius. ¢ &mc( T bualen & o pinds ol (hs 6
/‘f01 ign exchange regerveim_ ~ R had fallen to dangerously low

levelﬁ,qui & Cash Grant (603) of'$29 million was made in October 1971.
In June 1972, by which time the bulk of Grant 602 had been committed,
cIp Granﬁ/(goﬁy-£;P$16.5 million was slgned in order to assure an
uninterrupted flow of commodities into the Khmer Republic.

In U.S. FY 1973 CIP Grant/(%béj for $20 million was signed on
October 1k, 1972; only $1.h miilion of "604" was committed as of that
tiﬁe. In the late 1960's only three percent of Cambodia's imports
came from the United States. Despite the fact that the CIP program in

Q‘ambodla permits the financing of 1mports from the lesser developed

countries as well as the United States, the CIP program was inadequate

A P Y 4. T N I T B e s R | TEe L 1, L0 LY - T
uu FRTL AL S vuu_.nauu..a.uu ke ed ~A 2 LR T S ) W UL B v.«u.v _L\_\., i viie .LJ.J.U\.,.L.L \&U.LU-LM_L

Monetary Fund (IMF), Cambodia created the ESF in February 1972 (see
Section V). Grant 605 provided $12.5 million as the U.S. contribution
to the CY 1972 cperations of the ESF.

Total U.S. grants to Cambodia in U.S. FY 1971, 1972, and 1973
were $139 million (see Table I for details). In addition, there were
two PL 480 Title I Agreements totalling $45.2 million for a total of

{n-(ﬁﬁf\k( eeenewml MM\LL—
$18k4 .2 million, Cambodia also had a very small amount of PL L80
Title IT funds in a UNICEF érogram.

The AID program in Cambodia- blgnlilcantly differs from other AID

aéoﬂﬁd

programs in that the Agency ha%Aa pol1cy
. ! Dn uMﬁiA,&uM»
becom¢” intolvad in capital prOJCLtb nor ‘cchnical Assistence Ja=

abaleam 1n Cambcdiua.  Sccondly, there is the so-called

5=



“"low profile" stance in Cambodia. Section 656 "ILimitations on United

States Personnel and Personnel Supported by the United States" of the

ﬂ‘ax the 6‘0»»!_(0: ({295 (/fb ""/"‘:4-4—1;""" @ ‘6"‘* cata. {3' e
e

Forelgn Assistance Act statesatotal numb ' the Unlted
Stategiﬂciviliag or military, that immay be present at any one time
shall not exceed 200 and that thetotal numbexr of third country nationals
employed by the United States shall .not exceed 85, The 200 figure,

Exc cudvyc Branel Rsn 0’ ’
therefore, must accommodate all¥diplomatic, AID, military, information
and temporary duty personnel. ?&dﬁ has placed severe constraints 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 assuméd a low profile‘in matters of
Cambodian economic policy. Through ourvmemberShip in theVBSF Working
Group and directly, the U.S. has urged major economy policy changes--
nany times successfully. )

At time of writing( mid-December) the political situation is sug?
~that it is difficult to discern future trends, let alone discuss them.
g?'kace could change tﬁe vhole climate and immediately outm;de ail
existing plans. " The program is in transition but the eﬁd‘objective is
. ; wh oo
not clear. There are serious inflationary trends,ﬁuhe Amrerican

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

are muc;h like those tFFY 1973.



IV, Progress on CIP Activities

A. Planning and Programming the CIP

The intensification of the war in Cambodia in 1970 had a
severe economic impact. Export earnings decreased TO to 80 percent,
domestic production lessened, normal trade between Phnom Penh and the
Provinces 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 wes low and the country
was starved of the foreign exchange necessary to finance imports.
Inflétion was a way of life in Phnom Penh,

The AID program introduced in 1971 was designed to assist the
government~controlled eéonomy-to reach a modified state of norﬁal con-
sumption and to stavilize it at that level. Uniike the progran in
South Vietnam, it was not designed to control inflation though, hopefully,
the resulting increase in tﬁe supply of consumption goods would counter
the inflationary spirai substantially. Defined simply, the purpose was
to maintain the standard of living. The weakness of this theory iﬁ
other countries has been the difficulty in keeping government erployees!
salaries at a level where they could cqmpete 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 with those of consumers from ihe private sector for non-
luxury goods and, therefore, this was not a prime problem at the time

of our review.

wl)e



ol .
A CIP in Cambodia faced s niajor problems. Firstly, only

'afvery small fraction of Cambodisa imports had traditionaily come from

the United States, and American commercial representation was nonexistant;
secondly, American prices for the type of goods Cambodians wanted to |
import were not competitive with Cambodia's usual sources! aﬂdg thlraly,‘ I
the long pipeline involved in bringing goods from the United States

. N | *
defeated the desire to have a relatively quick impact, cvwﬂ)/(]"‘““'u‘d) G K R*“‘“‘(}‘””“"
\ul\.\'\-\ With T Ao wanm&s b\-& u‘g GzLﬂMM o

- Grant 601 was on a reimbursable ba51s,'and this compounded ,
,L'vu.t&L - O*Qm "J‘J & O’C‘c‘tﬁtﬁ‘g N LA~ bm%m»d' l’\sz\-CA, “) i 1\11-2 C" K “2

ansmsﬁd |'”é proble%ﬂ Grant 602 was a normal CIP agreement but because of slow

{o cmwww /‘
L¥>()un~ ‘Jdmplementation failed to solve the problem which was intensified by

' JLQ»s W“‘a’
ol w wFﬂuﬂ irinking Cambodian foreign exchange reserves. Grant 603 which was a

&muudbuJ
ijd'a_ Aomuacash transfer was designed to refurbish those reserves. Two important

Nﬁt%fffgy/actions were taken to accelerate implementation of Grant 602. t was
agreed that up to 50 percent of-imports financedAby "602" could be pro-
cured in Code 9Ll countrigs which were more competitive in price terms
and had a shorter delivery time. A 25 percent discount in riel terms
was gi#en to importers puying 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 vas to fill the

'V\o'\' (' -‘&‘WCLA .
need for those commodities i s _ ’ : under the CIP.

. st G

This was done by the creation of the ESF (see Section V) to providéfthéf &x_
. vefdwgeced . '

&0, commodities i > in the CIP and to widen sources of supply. By

far the most important element was the freeing of the riel from the

unrealistic fixed rate to one approximating the so-called curb or side-

e N / . .
walk rate and providing through nouveau marché, a mechanism for keeping -
A

the rate current.



Problems in implementatign of the CIP remain (see next part of
this Section) but, -eedshe overali;{ihe Arerican plus other foreign
ald is currently mecting the objective, There are few statistical
data in Cambodia to measure this, but the best available is the
"European" consumer price index compiled by the government-and, to a
lesser extent, the middle class index. In CY 1971, the formér rose
131 percent, and the latter, 72 percent. Comparable incrgases 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 de that of the pre-~1970 base
period. “

A relatively,” in-depth, study of imports 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 }or the import of

‘rice, cotton, or tobacco, since virtually all these needs were suppliéd
from the domestic economy: These commodities are currently.being sup-
plied through PL’th, although in 1972 sowe Thai rice vas 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 has'worked reasonably well. Base figures have to be
inflated by increases in world commodity prices and freight costs.

duovering fees wo The than
This formula Wil chome dated tf—pU&:*:t&%-euenLa_gauﬁg_arPhanne$1n

the composition of the program. —RDl{l( t ﬁwh& zondd Tavie
In the overall, this method of planning leaves sizeable zaps.

The Mission is not staffed to analyze current import demand in terms

-

of current prices. Pricez in Lhe ecoumny move b dif'fevlns paoos. A
the time of our review, the working ciass price index wuis Showing the

~10-



'shufpeét increases. Theré is no staff to analyze this trend. It is
not khown wiether the cost of the Thai rice is totally or partially
additive. The ratio belween ESF and CIP are arrived at through crude
estimatés of market demand. Raising the premiwns given for importing
from the United States from 25 to 30 percent obviously had an impact.
Importers have now become acquainted with the American market, and
American. commercial interests are creating agencies in Phnom Penh.

All éf this might indicate that a 30'percent premium is excessive in
terms of the need to make American imports competitive. Could a dif-
ferent composition of imports increase domestic production? These are
some of the questions which should be considered if more sophisticated

LL‘IC(W r{w "&’WC“QMN‘J t{ T2 sT
BUl—fiven—eunmeant

programming is to be done. Mission staffing, this {%as naf'tiu\

é
‘giﬁﬁzt possible. Temporary duty personnel providaaa partial, but not

a satisractory, solutiomn. Orlﬂxﬁa'Ly, 1t vas tihougnt tnat Tne Ly
Eang TQ ’Jt l.,:tl.-‘\. I!Kg__

would f£ill this gap but, in fact, it has not.

et IR G M—g{ 6. "ﬁ,‘ e u L\J"Lc —{'J{( (,( f’(&ﬁ. ﬂf( ) C/ (bL_/A
viewy_of currenbt Mi i f" And.ihd. bijBmgﬁe.Mi
xt\b H( )‘33 C\\. A O YONLws o

B. Commodity Imports

There have been two basic methods of financing the CIP for the
Khmer Republic, the procedures for which vary widely: Reimburcable
Grant and regulzr CIP Grant.

1. Reimbursabl:

The original Granl Agrcement WlU2-K-601 of March 2, 1971,
for $10 million--increased to $20 miliion by wzuendment dated March 27,
1971--was keot as simple as poscible because of the lack of recent GER

experlence with CT? ond weak administrative CY¥R crianization. <Ssvetdeey

~11-



The objective was to create as early an impact as possible to keep ocssential
imports flowing. Thus, the requirements of ATID Regulation 1 were waived
except for the mandatory requirements as described in M.0. 1457.1. Il.A.l.
An Eligible List of commodities, giving maximum dollar amounts by two digit
codes, was attached to the Agreement. Reimbursement was to be effected upon
GKR pyeaentation of requests to be accompanied by recelpted invoices, bills

of lading, and GKR customs delivurysrocoipts.

Even under the relatively simple procedures of this Agreement, the
flow of commodities proceeded more slowly than anticipated. Frequent
extensions of terminal shipping and disbursement dates were required. In
fact, nineteen Implementation Letters have been issued, primarily to

[ A».\[ A Ao

broaden the impact of the Agreement and to ease certain\res ctions,

Inexperienced perabnnel and other weaknesses within the SONEXIM
system, combined with data Zsgs within the AID system made it difficult
to reconcile commodity flow information. Although TDY assistance from
the AID/W Price Analysis Staff helped spped up import licemme: approvals,
major delays persisted between issumnce of the licenmses:and reimbursemant
to the GKR for the foreign exchange, Slow and incomplete document sub-
migsion by importers plagueg the system. This situation was eased by
Fmplawkxtiex Implementation Letter 13, September 4, 1971, which permitted
reimbursement to the BKR on the basis of evidence of shipment rather than of
oo
soaxxkeaisx evidence of arrivals. We estimate that three-quarters of the

commodities had actually arrived withingiﬁe first year of the Agreement,
although reimbursement documedation did not reflect this.



As of December 15, 1972, the status of this Grant was as follows:

($000)

Total Grant $20, 000
Iess Administrative Costs 213
Net Available for ILicensing 19,787
Ticenses Issued $19,825 }/

Less to be Withdrawn 181

Net Licenses 19,6k}

Reimbursement Requests (net) 19,299 Y

To be Requested 3L5 2/

Total to be Requested 19,644
Balance not Used ' $ 143

2. Regular CIP Grants

Three regular CIP Grant Agreements have been signed:
L2 -X.602, May 31, 1971, $50 millicn from FY 1971 funds; Lh2-K-60L,
June 23, 1972, $16,502,000 from FY 1972 funds; and ih2-K-606, Octobef'iy}
1972, $20 million from FY 1973 funds.

The original provisions under Grant 602 contained standard
financing procedures and ATD Regulation 1 was applicable. As of
Novewber 9, 1972, 19 Implementation lLetters had been issued, é§§i€§§¥§§

T conC1dorab¢y the original prov1c1c>nc of

prstate T s w:,;m-w’

zibility; source eligibiTity;

) . R
methods o ocurwment (P.g Dulk itemS-exiginally-intended to be

e e

1/ Inciudes 33% for rice transportation from Vietnam

2/ Includes 265 known to have arrived; thus arrival data is lacking
on cnly 80. ' '

—12=



S
All procurement under this Grant was intended to be

1imited to.U S. sources and it was contemplated that procurement would
be eifected by the GSA end the USDA, the latter under barter arrange-
ments. GSA procurement for private commercial transocctions proved to
ve uuvwielidly, siow, and generaily unsatisiacaory§ aifﬁeuabfﬁf'nad
improved by April 17, 1972, when this method was dropped. Notwith-
standing lessons learned ﬁnder the relatively simple procedures of
Grant 601, the original constraints under Grant 602 caused difficulties
1;/\\ \Jat ) B e .
for SONEXIM and Fhmer importers. The usual relationchip betieen

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

- s . ] )

{he importer wvas wmews concerned abcut pame brands and custorer pref-
w$ \1L‘-Lv o & Leelen (,Lf\u\,l ‘uu £o Lodve Ar

ercncesh , Detailed cspecifications, wvhich had to be in anllsh und in

A
terms of U.S. goods, complicated commodity codes, requiremsents for
proprietary procurement, AID reculatlocu~-all welc new to the Khrer

and all helped to create early confuanon in the6;§ziurcmvnt process,

The complicated procedural chain between importer and supplier frustrated
Khmer importers, who cancelled over half of their import applications

intended to go through the GSA procurement route.

It became inereasinglv appnarent that commodities restricted to
U.S. procurement were not going to flow at the desired rate. On October 29,
1971, Implamentation Letter No. 4 acknowledged this fact by implementing
a limited source waiver euthorizing $25 million (half of the Grant) to be
used for the purchase of 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 monétary reforms. A further step to improve implementation was

taken January 20, 1972, by the initiation of a 25 percent discount from the

-1 -



t
floating foreign exchange rate on U.S. source procurement. This discoun

rate was increased to 30 percent on February 28, 1972.

The status of this Grant as of December 1, 1972, was that

$28,612,413 had been comnitted for U.S. source and $17,075,541 for non-U.S.
 J 9

Gode 941 source procurement, for a total of $43,687,954-

Grants-604 and-bbé subsumed many of the implementation changes of
Grant 602, Tﬁe source of procurement for eligible commodities, however, reverted
to the U.S., with the exception of Code 941 freight costs of transshipments and
selected items from Code 910 countries. These agreements also contained

the Exclusive List concept (commodities which could be financed

- eas WEALGLIS e oo

only under CIPj and the discount on the floating foreign exchange rate.
The use of (GSA was to be limited to certain bulk com@oditieg,such as
barter arrangements for petroleum and for procurement of public sectqr
commodities. Private sector procurement would be financed gnder FHea
regular Letter of Commitmént/Letter of Credit procedures. Under Grant.
604 as of December 1, 1972, $13 miilion in financing requests had been
Aissued and $8.5 million in import licenses had been approved by the
National Bank. The U... source procurement limitation has had to be
eased because of zontinued impert needs for POL and, under Grant 606,
for rice from Thailand M Tt is apparent that even though problems arise
dnlly regarding the Tlow of CLP commodities, the Vorgl  @f-ideteapraivima
V.5 "JJ( T Cac W‘ﬁ\

\
43&Lpast3&§é65rowing familiarity with AID procurement practices by the
A R

GKK and Khmer importers has helped speed up bhe—pa-e&. Q,J:m-.,z‘ec{:‘t\ (Q[ ped,



\'lo % 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 sc, barring unforeseen éhanges.
There a£e some further actions which can be taken with regard to
arrival accounting and end-use checks which will help tighien up CIP
implementation., These are discussed in Section VII.C.

C. "Public Sector Commodities

At the request and with agreement of the GKR, $12 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).

. X%
Phe—Apreed—Miaute—to Grant 602 states in Section U 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." But this provision does not preclude "use for the
purposes of rehabilitations or modernization of an existirng facility
which does not involve a substantial change in the size or character
of the facility." This is further clarified in Implementation Letter
No. 1 (June 11, 1971) which stated that transactions of over $100,000
involving public agencies or enterprises may require "justification of
need including technical and economic féasibility" as well as written
undertakings by GKR on local cost financing and other relevant matters.
The GAC Interim Memorandum cf May 25, 1972, took exception to
the public sector commodities chown in Table 2 on four principal grounds.

thet (1)

- The GAO claimed there was 1%:{:inadequate planning and cost estimates;
~
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v '(2) USAID/Cambodia was not adequately s@affed to monitor such purchases;
(3) there was a serious question concerning the CKR's ability to
utilize and maintain the facilities, and ¥£;2**¥T—bh&f some of the
items wére primarily military in character.

Mission files on these public sector commodities are voluminouﬁ)
indicating that they were monitored as far as possible within the
capacity of the Mission. The file on the $2.9 million for Flectricité
du Cambodge, however, indicates clearly the need for a better feasibility
study and that temporary duty v131ts cannot replace resident technical
staff. The absence of such staff to a greal extent accounts for the
fact that the facility is unlikely to be on stream before end of 1973
at the earliest--a fact that raise%?éerious question as to whether it
should have been financed under a CIP grant designed to have an
immediate impact on the economv.

At this point, with exception of some road machinery, the GKR
is utilizing all the end items that have been put in place. The
gquestion of whether théy will be maintained is premature. We were
told, however, that the current inventory of the Ministry of Public
Works contains pre-World War II equipument still in operation. The

noe-
question of military versus civil,is difficult. The c1v111an economy

%aﬁwc Q_ng isa wa..;u. M&Q&—
of Phnom Penh depends on bhe é arriving on Route 5[&&&* Route L4 AS \Lc ‘?‘““i‘l"“

a,u(\ ,ﬂ,\_
4. the seaAéa~the escape ﬁgu%e and, therefore, psychologically important,
d\l. * 1)0 ILT- |< a S(,."W\
as well as an increasingly important supplyt]an ,
nail Jeinkibisaemcsoysmmmirferresy.  But the files disclose the problemns involved
in the purchase of the items required for Route S that can be encouun-
tered vhen AID depends on preliminary studies of other agencies without

-1 Sy e 4 e . R S N S
o Tn-honcs o st enpnet Tiie oy

Lieiia e




’Ll

BM W&,Gﬁo mﬁm}b’eﬁ ’L.uut"bﬂl b,

At this point in time, the Hazardous Cargo Ples

‘;qclearly
and primarily for military purposes. Historically, and in the lcnger
run, its proximity to the rice warehouses will make it important to
the civilian economy. The danger involved in an ammunition barge
exploding in the center of the city at the civil port is obvious.

nrbab
Utilization of OICC /Bangkok in this pier #d the modernization of the

T Hission~ an gues

Civil Port has prpduced. two econcmic entities. Lo o Al bions
. ﬂ&o;A\ O. W&E—(ﬁ - Wﬂw's ﬁnMLuLyj’ %%mud‘ R {\. ot & G M"‘Q 0«" rLL-
el boat On the other hand, the Ministry of Public Works has shown

as wk,, a»Anumuigf

'(u*&‘&LMCL serious inability to receiveAroad.c hstruction commodities. A stronger

W RANR wet .

uuL*vtxth initiative and more cnergetic action by the same Ministry might have

s s
obviated the need for CIP impcrts of lumber. At the present time,
however, the situation within the Ministry vis-a-vis use and designa-
tion of commodities has been strengthened by the presence of a strong
U

fa) p3er3tdan cAvicsn Finonand b MAD £unds Mhna Afwnant 4 mvaairamand
-

- —— o S = B I N BP ——— . [ L I SN, pope-

commodities‘;S another case of fund mixing; it includes MAP, AID, GKR.
Defense and Public Worﬁs funds and whether it is primarily civilian or
military depends on the time of day and the point of view.

Thic report doés not discuss the issue of project versus
nonproject. We believe that is primarily a semantics issue. The
Mission says it is delivering comnodities 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 shown in Table 2 represent firm orders or
earmarked items for which firm commitments have been made. Future plans

called for further sitrengthening the Ministry of Public Works’ability

8.




to maintain Route 5; specific specifications have been produced by the
i (G Tel e 2)
aforementioned MAP civilian advisor./‘There are also plans to finance

certain repair parts and the necessary maintenance tools primarily for
(Sere Tolle i)
quasi-public enterprises. The AID Representative stated it is his
/ .
policy not to enter into further iteﬂs such as the electric generating
equipment. This new policy does not raise the same questions'as did
T(«»&U

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

V. Exchange Support Fund

The ESF was established February,29, 1972. The U.S. officially
agreed to contribute $12.5 million in an’'exchange of notes?ﬁay 13,
1972. A U.S. note of July 13, 1972, stated that the U.S;.believed
that "the EST wvas designed to eliminate the need for adwinistrative
controls in the form of licensing, quantitative restrictions, or
positive lists as a means of maintaining an artificiél or uanrealislic

' In addition, the ESF was designed to solve

exchange rate structure.'

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

but non-U.S. sources and of commodities not éi;gtbie under the CIP

program, on a modified basis.

The financial structure of the ESF as of October 31, 1972, was as

follows:




Contributions ' In Thousands

United States $12,500
Khmer Republic 10,060
Japan 5,000
Australia 1,000
Great Britain 522
Thailand | 125
New Zealand . 120
$29,267

Disbursements and claims to Banque
Nationale du Cambodge (BNC) 29,191
Balance 7 , ' 76

Resources Anticipated Oct/Dec

Pzlancs ' 75
Khmer Republic } 5,000
Thailand _ 125
Malaysia 100

$5,301

The ESF is working reasonably well. A Working Group, composed of
a representative of the BHNC on behﬂﬂﬁ'of the GKR &nd each of the con-
tributing countries (the IMP resident representative is an observer),
holds frequent meetings, minutes are kept, and policy decisions recorded.

There have been problems:



1. The Agreement called for the GKR to make an economic
assessment in the third calendar quarter of 1972.
This has not been déne, and the GKR has attempted to
shift responeibility to the IMF, but the American
and other members are pressing the GKR to take more
responsibility for such assessments.

2. No mechanism hes existed for validating that the
imports co&ered are true imports. (ﬁata similar
to that required by AID/CIP arrival and end-use
accounting procedures.) The Working Group has
agreed to employ the Socidte General de Surveillance
(SGS) to do this work on a sample or survey basis,
Price Waterhouse/Bangkok has been employed to make
the audit required by the Agreement. At the time
of our review the planned audit scope of work, i.e.,
traditional or management/operational, was not yet
available.

3. The rice crisis, Thai rice, and PL 480 Title I
freignt, placed unexpected, but not hecavy, pressures
on ESF resources. The large rice ihport prograﬁ
planned for CY 1973 willimu; new pressures; at the
time of our review5.various measures to resolve the
problien were being considered.

The plus side of ESF haé outweighed the defects. The nouveau
marché mechanism--for which the ESF provides foreign exchange--of
requiring bidding for currency has resulted in a realistic exchange

P R T A Pl 5 e T - P [ S
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sske ed as the GKR was insisting on a 400 percent deposit against

non-CIP import licenses, thereby dampening the demand for forelgn

exchange. Our review of the monfhly ESF reports did nol disclose any

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

debt, capital transfers, or other invisibles. All expenditures were

for commodities. Actual verif;catlon, however, will not be available
.\ P’\'*'(“L wo v v sV M[JJ’ ol

until the 8GS review/?s completed. The current ESF Agreement terminates

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

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

VI. Agricultural Commcdities Provided under Public Law 480

A. PL 480 Title I

There have been two PL 48O Title I Agreements. ‘The first,

signed on March 2, 1971, called for:

Quantity Value (000)
Cotton ' 14,0C0 bales $2,016
Cotton Yarn S b4 million lbs. 3,175
Tobacco ' 1,000 M/T 1,98k
Vegetable 0il : 1,000 M/T 350
Wheat Flour 19,000 M/T 1,697
' $9,222
Local Currency: U.S. Uses 20%
104(c) 80%
Convertible Local Currency: 101;(13)(1.) $184,L40
' 104(b)(2) 18k, 4o

_*Q&E—



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

1972, callcd for:

Quantity Value (000)
Cotton 2;(,600 bales $ 4,600
Cottcn Yarn 7.5 million lbs. 6,442
Tobacco 1,750 M/T - 7k, 525
Vegetable 0il- 3,000 M/T 1,067
Wheat /Wheat Flour 50,000 M/T . 3,218
$19,852

Amended on October 2 and 20, 1972, to add:
Rice 30,000 M/T 6,758
Amended on November 2k, 1972, to add:

Rice 10,000 M/T 9,348
$35,958

AID normally has limited responsibility for PL 480 Title T
but, in Phnom Penh, the AID Mission doubles as the Economic Section of
the Embassy and handles all PL 480 Title I operations. The Mission
Controller has estimated 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
Representative, his Deputy, and other officers on matters dealing with
the negotiation and implementation of the Title I agreecments.

The rice rioting by the military in September 1972 triggered
concentrated action by the AID Mission. A review of the Eission files
clearly indicates that the AID Representative and his Deputy had time

for litile else in Septewber and Octcbor 1972, The cris?s was mwet and

23—
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;t the.time of our review, stocks on hand and anticipated arrivals
should prevent any new crisis. Tﬁg AID officers are spending full

time on rice and it absorbs a considerable fraction of the AID
Represehfative and his Deputy's time. At this point, it is not clear
how much of the 150,000 tons needed ;or'CY 1973 will be Thai rice
financed through CIP funds, PL 480 Title T with the GKR's share of the
freight financed tﬁrough the ESF, or aszﬁapanese gift. Current planning

is comprehensive and thorough, and the problum is well monitored.

B. PI, 480 Title II

There is a small UNICEP Title II MCH program in Cambodia.
Preliminary approval has been given for 72,000 pounds of NFDM and
96,000 pounds of blended/fortified food for apbroximately 5,000 partici-
pants. The Mission has referred all programming operations to UNICEF

Y A\

Racinnmal Headranavrtarc in Rans
N S Emes - M i -t = e

. The reoccorde alen indicnte +ha Jooel
UNDP has submitted quarterly reports; we suggested to the lMission that
it routinely obtain copies of these reports. To date, the Mission has
made no arrival or end-usé checks. The program is very small and
probably does nof warrant much expenditures of time by a grossly undexr-

staffed Mission.

VIiI. Financial Management

A, AID/W Operation

The first point for finuncial review of direct U.S. and Code
9kl commodity procurement by AID/W iz the supplier's Form 11
(SER/QDgg/Procurement Services Division). ‘Within 48 hours this form is
examired by FM/PSD for commodity and source eligibility and price in

terms of U.S. vrices. Price and qualily comparicons for Code 9hl or

,;;g;



Code 910 procurement cannot be checked carefully at this stage except

for bulk and weli-known commodities, abeut—whicirmorr—tmtormaxtdon—

o

.  New or previously unknown supplicrs' Forms 11
are looked at more closely, but on individual pieces of equipment or
on items not produced in the U.S,, the analyst has to rely primarily
on his experience and judgwent as to whether further informaticn should
be e].icitedbt(&'w comovell.

Payment upon shipment is ma@e through one of two New York
banks--First National City and Irving Trust--upon voucher examination
by a small AID staff in New York. A closer postpayment check for
price is made when copies of the vouchers and supporting documents are
forwvarded from New Yorkvto FM/PSD. At this stage Form 11 and the bank
reimbidsement documentation are compared, We believe that Khmer
Kepubliic procurement aciions are scrutinizeca §22553ﬁ5522;££§5§f332auoe
of the newness of the program, congressional and other expressed
interest, and the percentage of offshore procurecment (under Grants 601

and 602) ()(}\)u_llsl QOLWMOC‘. tlfS Aoc\,u\l‘(g &/JL\-'\IL, A VY Leeo [N VI LY 'I'\/W .
‘()((OJLAS\, Cb I‘J (\! k\(-lt@] (.‘ ‘b C(% ‘ ﬂs.ut)v ‘E—;t&t\.e'«\ [ 2 rt—’ UO‘ Sﬁg A ‘Q‘-'A’V\ (‘O(hu‘-e'“ﬁf"l

Requestc for commodl y procurement through GSA ayve made by
PA/PR.' GSA thus is resbonsible for the total ptocurement and supplier
payment action, and subsequently bills AID. There have been sore
problems with the clowness of GSA's requests for reimbursement and m
thﬁAQtS full supporting documentation. This has meant ihat there have been
delays up to several months in recording data through the W-21h
(Run 13) and thc in-transit reports to the Mission, These delays have
complicated arrival accounting and delayed billings to the GKR for

comterpart, which arc made on the basis of payment: rocorded on the

- S’ -~
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B, Bangkok Support

The Thailand AID Mission (USOM/T) originally was intended to
provide complete fiscal services to the AID program in the Khmer
Republic. As the program evolved and a controller function was
established in Phnom Penh, the services provided by USOM/T Office of
Finance settled down to the maintenznce of the official accounting
records for these allotmentot administrative funds, technical support
funds, and trust funds. (A small narcotics fund allotment may be
added. ) USOM/T processef an average.of 55 obligating documents and
4O veschers each month for the Khmer Republic AID program, and pre-
pares three financial status of funds reports. The team found that
the USOM/T controller activities on behalf of the Khmer Republic were
adequate and functioned smoothliy, without unreasonable deléya.

Personnel ceiling restrictions and the difficultyo:i' obtaining
qualified local accounting personnel for Phnom Penh have persuaded the
team that this function should be continued by USOM/T for the time being.
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C. Phnom Penh Activities

l. Arrival Accounting

Under Reimbursable Grant 601, the Economic Scction of the
American Embassy (also the AID Mission) was the primary point for

5ecta.ﬁ.c.)
commodity arrival data. This matter was examined fully by GA(%..ar )

mﬁm;?l\ and as most of commodities under this Grant

have arrived or are accounted for, the following discussion pertains to

regular CIP Grants.

‘Because of unavoidable time lags in transmittal from
AID/‘.-I of shipment intransit data, imperfections in the SONEXIM
arrival accounting system, lack of current information on trans-
shipments, and the time-consuming,tedious process of reconciling mmm;:&;f’j
arrival data from its several sources, the arrival accounting function
ﬁg—'o{éé of the problem areas in financial management.

The latest. Intransit Listing)received in Phnor Penh in

Wl ~

the piddimef December, reported shipping data as of October 31, 1972.
The shipments reported were lifted at times ranging from December 1971

1P .
- to early in October 1972. This report is based uponAactual reimbuUrse~
A

menits to U.S. banks and to other U.S. Governmert agencies. Because

. Nog . P
GSA has been slow in asm reimbursement or in submitting full

GSA- pnoautuaf
documentation to AID/W 1n;o~r'matlon on much of the commodities grarured.

A
-Lheewsed@fmennd. actually shipped does not appear on the Intransit Iist-
ing or Report No. W-21l, which shows the same information by AID

Authoriration Humber. These two ATD/U rcporte are one source of

arrival aata.

—aT-
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SONEXIM compiles arrivql data for its monthly computer
mﬁﬁmdhfmm%@deme@.TMsmmmiswmmmmam
has no provision for suppressing the print-out of completed irans-
actions. Manual reconciliation curfently is performed between the
SONEXIM report and the AID/W Intransit Listing. Both ;eports are pre-
pared by vessel or‘sther mode of shipment. There are obvious gaps
because the Intransit Listing does not report all actual shipments.

The AID Mission receives separately =zcpies 6% bills of
lading, suppliers' invoices, etc. Information from these and other
sources are recorded manually én Commodity Accounting Cards, also
filed by vessel. These cards are consulted in the reconciliation
process because the inflow of data into the SONEXIl: 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. A high"h;'fz;gg v;-:?—‘aurﬁever of SONEXIM personnel {:‘,‘éi oo
’one of the ﬁéﬁgg;t The Uﬁs; Arrival Accounting Officer still must act
as a catalyst in.heiping SONEXTM to identify gaps and wesaknesses in
its system, especially between ﬁ&é Central Secretariat, which passes
the data to the computer section, and-tﬁé divisions dealing with the
various commodities. 3

The most notable weakness in the arrival accounting systen
is lack of data on transshipments. Most of the incoming shipments
currrently are destined for Phnom Penh port, for which vessels must be
médé up into convoys because of security hazards along the Mekong
River. Shippers and vessels willing to make this run from the

Y5~
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transshipment points, or from Code 941 source countries, often do not
'fdllow the requested procedures of providing the GKR and AID Mission

with,advance shipment data. Thus, comnodities may wander around

)

_Southeast Asia on tramp steamers for weeks or months and then turn up
in Phrniom Penh unannounced. 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 de Surveillance (SGS)--under con-
tract for inspection and tally work--as an information source through
its offices in various Far East ports; and (2) occasiénal visits by
AID personnel to Hong Kong and Singapore ito observe transshipment
operations and familiarize themselves with such acfivities and perti-
nenl problems. We suggested also that greater use be made of SGS for
the inspection and tallying ot incoming commoditiés. This would
strengthen both the arrival accounting 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_xexy;iedieué—exaaeise.. AID/W should
also continue to exhort GSA to improve its system for requesting
reimbursement so that the w-élh and Intransit Listing reports may be
more current. With the current reconciliation work being done by ihe M D Hessi o

Jﬂ*&&?we believe that arrival accountiﬁg data is_reasonabiy accurate,
élbeié?difficult and time-consumingafere'se.
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2. End-Use Checks

The most obvious fact of the end-use check activity is
that there has not been enough personnel from the smal&éégéﬁmétaff to
perform thils service for an import program of this size and scope and
variety of commodities, including PL 480. One additional end-use
position has been approved and the officer selected. Pot=iE=de—-noP
Naa g avioonernd

This activity has come under the critical scrutiny of the
GAQ 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 limited personnel available, the Mission
properly concentrated on large transactions and on obvious problems,

a AL
such aifshlpment of defectlve hoL%/AA;;ve reports were completed in

{n&%u Deccwren
thuve—far in FY 1973. Reports covering batteries,

FY 1972 and seven
sugar, and tires are expepted to be completed by the end of December
1972. Other reports are planned covering cotton yarn (PL 480), soft
drink ingredients, 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 using the
commodities fTinanced by ATD. Partly to examine this aspect of the

Mission's opecration, a further AID audit team is expected to arrive

early in 1973.
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3. Counterpari Management

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.

Counterpargflls generated from four sources: CIP, Cash
Grant, the U.S. ESF Contrlbutlon, and PL 480 Title I.

Generations (deposits due) occur at different points,
depending upon the'%&g%iggia:“agreement. CIP counterpart under
Crants 602, 604, and 606 for the private sector or revenue-producing
public sector is billed when payments appear on the AID/W W-21k
report. Under Cash Grant 603, counterpart‘ﬁgidue 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 Bank of Cambodia, in the name of the
Minister of Finance. Under the first PL L80 Agreement( March 2, 1971),
counterpart was generated at rate of exchangiz%f the date of CCC dis-
bursement. The GKR paid the 20 percent U.S., uses and the 80 psrcent
country uses at the same time. Under the second Agreement( Jénuary 13,
1972)7the exchange rate is governed by the date the GKR pays the éékgé#ﬁxsFiﬁb
in riels against the dollar billing. Under this Agreement, the Y-S+ MsSs o
bills for the 80 pzrcent immediately upon receipt of CCC disbursement
information, but for the 20 bercent,U.S. uses portion only when suchA
Tunds are required. Thus, there may be several rates of exchange

resulting from any CCC shipment and disbursement action.

21l
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Counterpa*t generafed through AID-funded Grants (601
through 606) can be used for mutually agreed purposes between the GKR
and the U.S, Government. The two PL 480 Agreements stipulate that the
80 percent country uses porticn will be used for 104(c), common

defense, which in effect has meant spppbrt of the GKR military budget.

P

The Mission has no brogram plans for the use of the CIP-generated
counterpart, although projectbpggz made for the generation of funds
under the CIP and PL 480. 1In actual practice, most of thé CIP-
generated currency also has been allocated to the GKR defense budget.

{oih CLP and PLYG0 ww:trT—T)

However, an agreement concerning alrfleld merovemgntahas been 51gnedA

and an activity concerning rice production is in the planning stages.

\A\‘S‘ ’
The Controller's office prepares weekly local currency

A

/
status reports by source of generation and on the“trust ¥ond. These
i
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commitments, releases, and available balances. Regular guarterly
‘reports (U-106, U-lO9,_and U-205) are forwarded to AID/W, as is a
monthly memorandum reporting the status of U.S,-owned foreign currency
accounts. All of these reports are current.
| Billings to the GKR appear to be curreﬁt frqm al%@genera-
tion sources. GKR payments under the CIP generally are paid within
two weeks of the billing date. Under the second PI, 480 Ag-cement, there
was some confusion as to the method of billing (100 percent, or only
80 percent country uses) and it took several months communication
between the Mission and Washington (AID and the U.S5. Treasury Depart-
Lot Conamlug
ment) to clarify this point. On the}%&ﬁmﬂ7sidﬂ, a problem developed as

Y
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1o thekbillingrpoint within the GKR. To date, this has not been
clérified, although a recent request for payment was sent to the
Minister of Planning and Nationalﬁbevelopment. Inhergntvin 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 market--
for which the official price was set before the sale--and the riel
equivalent of the dollar billing, which occurs some time after the

commodities have been sold. #r—ebker—wordsy—a—deprectating Ticl

a0 ) 3 r
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shows the status of local currency
generations, allocations, and reieases as of December 1, 1972.

VIII. Administrative Matters

A, Miscsion Management

a2 .
The Cambodian Mission operates withA minimally sized staff.

The Ambassador is responsible for maintaining the limitations on
personnel . prescribed by Section 656 of the Foreign Assistance Act
(FAA), and his decision controls the nuuber of AID personnel that may
.be present in Phnom Penh at any one time. At the time of ocur review,
there was a total of 15, including four secretaries and one FSR-5
(GSO) assigned to the Embzssy on a reimburzable basis. Four addi-
tional positions have been created and are currently under recrvitment;
in one casgc, an officer has been recruited and will be arriving in
January. Duties are fairly well delineated but, as usual in Missioné
of this small size, most decision-making is up to the AID Representative
.
or his Deputy, who is also the Controller. Very few Cambodians who
had worked with Arcrvican agcncies are availinhle, smnd thoin arn four

_73-
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. et English-speaki#g younger Cambodians, The'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 1V, Progress on CIP
Activities, the addition of the four ney 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 these wrote reports'and it was possible to make a
partial asseésment of those. Tne 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 make a
contribution than those making only one trip to Phnom Penh.

The Mission has noAmanagement staff although there is one
AID officer on the Administrative staff of the Embassy. Management
support is provided under an SAS agreement--the Mission pﬁgzgg;& lﬁ
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 dictatéd by security considerations. The quality and

maintenance of personal quarters are catisfactory.
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B. AID/W Support

From a logistics point of view, the ke distance between
Washington and Phnom Penh and sometimes uncertain means of trénsporta-
tion constitute &7 problem,s although not & major problem’f The primary
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 allowed to bring in an automobile duty free--even
though visitation rights have been established. Single personnel do
not have the same R&R privileges as do those serving in Vietnam. Thus
~ recruiltnent has been aifiicuit and positions navé rerained vacant for
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. AG Audit/Inspection Activities

1. Audit
Auditors from.AAG/Saigon have made two reviews of the
Commodity Import Progran fof the Khmer Republic. The first revort
covered the period from the resumption of the program in March 1971
through December 1971, and the sccond brought the review beriod through
August 1972.
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The first report contained no recommendations but a
March 13, 1972, follow-on memorandumn from the Acting AG to CD/SA made
several recommendations pertaining to the use of GSA for procurement
A Joses
tux&mmes, personnel requirements for the Mission, and procedures to
expedite the flow of commodities. These recommendations subsequently
were addressed and progress reported in assigning appropriate personnel.
to Phnom Penh, sending & team to inquire into the CIP procedures, and
in GKR actions to increase the co%modity flows.

The second report contained four recommendations concern-
ing unutilized commodities (batteries, adding machines, bridging
materials, and tires), one recormendation to increase end-use checking,
and one recommendation pertaining to the improvement of SONEXIM's
arrival accounting procedures. Arrival accounting, end-use checking,
anu reporis in progress on ires and vavieries are aadresseda 1n
Section IV. The Mission answered satisfactorily the findings and
recomrendations on bridgiﬁg raterials and adding machines, 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. 1is

In October 1972 two representafives of the Bangkok 11s
office visited Phnom Penh to. make an informal review of the Commodity
Import Progfam. Whether payoffs t{o SONEXIM were involved in the

. approval of import licenses and release of commodities was of
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particular concern, especially in light of the Moorhead Subcommittee
hearings. The IIS team found thafya consensus of key U,S. officials'
opinions ‘indicated that SONEXIM has‘been reason&bly sdccéssful in
handling the CIP. 1IIS interviews with 20 importers, while disclosing
varying information with regard to theif relations with SONEXIM,
revealed no proof of substantial paydffs. The net result ;f the IIS
review was that, aithough there were probaebly small voluntary tip or
"tea money" payments to lesser officials, large payoffs wére unlikely
and SONEXIM officials enjoyed a veputation for reasonable honesty.
Despite occasional newspaper articleé alleging graft, the team found

no evidence which would contravene the IIS review.

B. IGA Revievws

IGA has posed humerous gquestions and made numerous comments
4iia FeCUiiinEnaduions o AID oii the CIT ficin Lol LAME 2eimbur3iinciosd
began to be made under Grant 601 and commodities were ordered under
Grant 602. Questions on commodity and source eligibility, vhich 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 taken up again in
April 1972. The cover memofandum forwarding the 1971 report
acknowledged that substantive conclusions and recommendations in the
report "have now been essentially adopted.J The later inguiry, on the
use of excess property, electric forklifts, and the use of the

hazardous cargo port also was answered fully.
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C. GAO

The November 26, 1971, GAO report on Assistance to the Khmer
Republic, the review for whieh was conducted in March 197l--i.e.,
before the CIP began--stated that there were no procedures for monitor-
ing and auditing assistance programs, but that such a system was being
designed,

"The other GAO comment relating to economic assistance was
that the U.S. had taken no steps to recoup $2,198,541 in claims out-
standing from prior programs. 7T1e 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 Moorheadl

During February-June 1972 GAO performed a Tield review of
the U.S. programs in the Khmer Republic and during thatl period issued
nine Interim Memoranda, three of which related to the economic

assistance program. GAQ's overall comment, which appeared in
Memorandum Wo. 8 of May 26, 1972, was$"our analysis of the overall-
economic assistance program indicated that, in spite cf the numerous
problems which developed, the program haé thus far been successful to
a Gegree in accomplishing the stated objectives." lioreover, the

memorandun stated, "

...it is fairly evident that without U.S. assistance,
the GKR would have been bankrupt long ago."

Memorandum Ho. 4 examined U.S. Mission controls over Grant
601 and stated that such controls vere weak with wespect to arrival
accounting, end-use, and reimburscment procedures. These items are
addrezzed in Seciion V.
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Memorandum No., 7 commented on assistance to the public sector.
(See Section IV.C. for GAO major cr;lticisma). This memorandum questioned
also the use of AID funds to rent a U,S. Navy radio transmitter, and
‘questioned the proposed procurement of generating equipment to meet a
short-term need on the grounds that such equipment may be excess over the
long~-term wvhen hydroelectric power again is available. In addition, the
memorandum included a discussion of financial (CIP) versus developmental
assistance on the ground that the former may be expensive in long-range
terms. Comments on the use of CIP to fund public sector activitles are

included in Section IV.C.

~ Memorandum No. 8 dealt with the Cash Grant (Wh2-1-603) and
the U.S. contribution to the ESF (4h2-X-625), GAO.cont;nded thai the
Cash Grant wouvld not have been necessary had the earlier grants not
been too restrictive and thus (oo sicw and cumbersome in implementation.
The Mission responded to this by stating that {he Cash Grant Qas
required and was in fact plamned before some of the problems which arose
under Grant 602 became apparent. The ESF Grant is discussed in
Seclion V.

The OAS team has conciuded that CAO's comments and eriticisms--
sorce of which-were judgmental--were examined carefully by the AID
Mission and either answered satisfactorily or steps were iLeken to
improve impleﬁentation procedures. Such improvements of course are
not one-time actions; continued viéilance will be required by the

Mission.
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