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LETTER OF TRANSMITTAL

" House or REPRISENTATIVES,

: Washington, D.C., October 8,1970.
Hon. Jorxn W, McCormAcE,
Speaker of the House of Representatives,

Washington, D.C. .
Dear Mgz, Seeaser: By direciion of the Committee on Government
Operations, I submit herewith the committee’s thirty-fourth report

-to the 91st Congress. The commitee’s report is based on a study made
by its Foreign Operations and Government Information Subcommit-
tee, ' :

- Woniam L, Dawson, Chairman.
(m) ‘
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COMMERCIAL (COMMODITY) IMPORT PROGRAM FOR
_ VIETNAM (FOLLOWUP INVESTIGATION)

O0TOBER B, 1070.—Committed to the Committee of the Whole House on the
state of the Union and ordered to be printed

Mr. DAWSON,. from the Committee on Government Operations,
submitted the following

THIRTY-FOURTH REPORT

BABED ON A BTUDY BY THE FOREIGN OPERATIONS AND GOVERN-
MENT INFORMATION SUBCOMMITTEE

On October 7, 1970, the Committes on Government Operations
approved and a(iofpted a report entitled “Commercial {Commodity)
Import Program for Vietnam (Followup Investigation).” The chair-
man was directed to transmit a copy to the Speaker-of the House,

L INTRODUCTION

On October 12, 1966, the House Committee on Government Opera-
tions published the first comprehensive congressional report on the
efficiency and economy of the U.S. aid program for Vietnam. The
report * was the result of intensive onsite investigations and hearings
in Washington and Saigon by the Foreign Operations and Govern-
ment Information Subcommittee under O%airman John E. Moss, The
introduction to that report stated that— ’

The committes has a continuing interest in the develop-
ment of an efficient and economical aid program in Vietnam

- and intends to keep the situation under constant watch in the
months to come, not Onll{) checking the effectiveness of re-
cently instituted changes but also urging action toward fur-
ther improvements. . . '

* H.Rept, 2257, 80th Cong., 24 wess;, "An Tnvestigation of T.8. Eeonomic and Military
Agglstance Programs in Vietngm,” 3 (1) - . . . f
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- In furtherance of that commitment, three subcommittee stail mem- .

bers traveled to Vietnam, in November 1966, to check on steps being
taken to implement the recommendations made in the committee re-
port and on June 29, 1967, the subcommittee left Washington for an

4

onsite, followup investigation of U.S. assistance programs in' Viet-

- nam. The continued surveillance and followup investigation by the
subsommittee résulted in the committee issuing six followup reports.”
The seven reports included substantial recommendations to improve
and correct U.S. foreign aid operations not only in Vietnam but
worldwide. ' : ‘ -

Although the subcommittee directed most of its efforts to studjes
and investigations of aid programs in other parts of the world dur-
ing 1968 and 1969, surveillance over the Vietnam program continued

" with the assistance of the T.S. General Accounting Office (GAQ).
On February 26, 1969, Chairman John E. Moss requested that the
GAO make a detailed assessment of how well the wenknesses and ir-
regularities previously reported by the subcommittee had been
remedied. - '

In response to Chairman Moss’ request, the GAO made ongite re-
views during 1969. The GAO has provided a_status report on the
subcommittee’s recommendations reYating to the commercial (com-
modity) im&)ort program for Vietnam. The information provided

. by the GAO is the basis for this report. _ :

II. SYNOPSIS
Foreign Excha_.:_nge_ Spending

Government of Vietnam spending for purchases in the United
States has increased since the subcommittee’s recommendations were
made. The increases have not always reached desired goals. Some
of the purchases made will tend to generate future imports guch as
repair parts and replacements. :

. he Agency. for Internationel Development (AID) has been only
partly successful in .
—persuading the Government of Vietnam to keep its promise to

mereage its spending in the United States during 1969, .
—identifying commodities produced only or mainly in the United
. States on which exqort prices éindluding ghi Ping‘) would be

competitive and would promote Government ofI; ietnarn financed

importation from the United States, and o
—persuading the Government of Vietnam to use its $50 million

eserow account to purchase rice and/or other products from the-

United States, S : o

o » Licensing of Importers

AID has made some background fé\,:iews of specific ilqportéis' but
no systematic investigation of the reliability and integrity of com-
mercial import, program importers, B

1 H, Rept. 609, 90th Cong., 1st sess, “Illicit Practices Affecting ‘the U.%. Boonomle Pro-
%ram in Vietnam,” H.Rept. 610, 90th Cong,, 1st pess., “The Commerclal {Commodity) .
mport Program. for. Vistnam,"” “H.Rept. 611, goth Coni.; Astusess., ‘“The Pori:.Situation In -
Vietnam,” H.Rept. 1142, 80th Cong,, 2d sees,, “Land efurm---ln:-’v'lettram." H.R4pb: 1148,
90th Cong., 2d sess, “Txcessive Programing and Proeurement of Sweetened Conderized -
Milk for Vietnam,” ﬁ.Rept. 1288, D1st Cong.; 2d sess,,."A Revlew of the Inequitable Mone-
tary Rate of Exchange in Vietnam.” ’ ‘

‘
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~ AID has relied on'a central importer file designed to accuinulaty
in one place pertinent information on importers and otherg having
“influence over importeks. Much of the file’data cime from questions,
_naires voluntarily returned by importers and others. However the :
majority did not return their questionnaires; those who did spfdomﬁ
furnished complete reports; and little or no follow-up verification of
the data was made. '
The file cannot be considered an adequate substitute for the sys-
tematic background and qualifications review recommended by the
~ ‘subcommittee, o v _ o
AID has not negotiated with the Government of Vietnam on the
problem of uniformly applyihg newly established licerising rules to
old as well as new importers, although recommended by the subcom-
mittee. AID officials in Vietnam stated, in July 1969, that they had
made informal suggestions to the Vietnamese Government but that
they -were not in a position to influence implementation.
_ Tnequities in the licensing regulations are evident and their ap-
plication unnecessarily restricts competition when (1) only new firms
must meet stock registration, financial, facilities, citizenship, and
minimum foreign exchange usage requirements, (2) only old firms
-rernain restricted to a limited number of commodity categories, and
(3) new firms can be registered only during designated periods.

Use of Commodity Analysis

AID is now using commodity analysts to estimate import com-
"modity needs, and their reports include such agpects as market growth
'Fa.tterns, population trends, moneys available for imports, purchase
Tead times, and inventories, as well ag import license applications. Con-
" tinued use of analyses based on sound, eurrent market data should help
© ATD to continue to meet the import program’s goals.

Textile anﬂ ‘Paper Imports

Imports of paper products appear to have been satisfactorily cur-
tailed, as recommended by the subcommittee. Tmports of textile fabrics
“also were curtailed beginning in 1967; however, this did not prevent

the buildup of excessive inventories. .

- ATD has not fully convinced the Government of Vietnam that regu-
lating fabric imports is necessary to avoid excessive inventories. An
over-supply of textiles tends to reduce the prices of domestic goods
causing an economic strain on the local manufacturing community and

- thus limits fuller utilization of the country’s textile. inﬁustry‘. ‘

Procurément by General Services Administ;:ration

‘Consolidated purchases: of commercial import program commodi-
. ties by the General Servies Administration were tried, from July
© 1966 to September 1967, when Vietnam port. congestion, diversion,
collusion, etc., were major problems. Consolidated procurement was
discontinued primarily because of higher costs, poor delivery experi-
- ences, and difficulties in arranging anhd coordinating requirements,
specifications, licensing, and financing. C '
' H. Rept. 1583, 01-2—2 ;




AID is not presently in favor of. resuming this type of purchasing
which is contrary to its objective of promoting self-sustaining. direct
-contact between Vietnamese importers and U.S. exporters. However,
in the interests of economy, the feasibility of this type of purchasing
should be reconsidered in relation to conditions presently existing in
Vietnam, . .. . - : Y -

Audit Coverage

AID’s overall dollar covérage of commercinl import program
gudits has substantially increased since 1967, as recommended by the
subcommittee, However, dollar values reported as covered by audits
were often based on (1) total values stated in program agreements,
(2) the total amount of licenses issued, or (3) total AID payments
for commodities. . : o : ' :

Test samples were generally selected from arrival records and may
not have been representative of all transactions under a particular
agreement or license. Reported audit coverages were sometimes in-
flated because higher valués stated in agreements and licenses, instead
of values of goods actually received, were reported. Verification of the
end-use of commodities represented only a small fraction of the audit
coverage reported by AID. AID should review the testing and report-
ing procedures to ensure that coverage claimed is commensurate with
the work performed, i ' : :

Prior Review of Transactions

AID has intensified its system .of prevalidation checks of com-

“'mercial import program shipments andp suppliers hefore transactions
‘are completed and has set up procedures to provide a reasonable re-
view. Tlgese prevalidation procedures could be more effective if cen-
tralized automatic data processing were developed. Historical ‘and
current transaction data could then. be consolidated and analyzed
simultaneously, and the separate reviews by Washington and Vietnam
ATD personnel perhaps could be eliminabe({ :

U.S, "Cl;ljstoms Advigers

The number of U.S. customs advisers was increased, as recom-
mended; wag increased further when more were needed; and was re-
" duced when port operations improved. :

Disi:_ressedTCargo Bidders

AID hss not made independent reviews of the background and

gualiﬁcations of all bidders for distressed cargo (goods not removed
* from port ares within 90 days after arrival) sold at Government of
‘Vietnam auctions. However, to safeguard U.S. interests, ATD person-
nel are attending these auctions and keeping records on AID financed
- goods sold. Considering the relatively small quantities of goods sold
-8t auction, AID actions are satisfactory, if the records are complete.

.
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JIL GVN: FOREIGN EXCHANGE SPENDING IN UNITED
STATES: R =

Recomméendations from Priox Reports ‘o

: .

- The Secretary of State should direct the T.S. Ambassador *.‘

© % il Vietnam to insist that®the. GVN increase its foreign ex-

" ‘change spending in the United States. (Source: H. Rept: %

1610, dated Aug. 55,1967-,13. 16, No: 4.) : T

' The AID mission should identify CIP commodities lEro- ‘

- duced mainly by the United States and press the GVN to -

* finance: these commeodities with ity own fdreigh exchange.:

T4 the GVN refuses, AID should declare these commodities

ineligible for U-.S.'financing. (Source: H. Rept. 610, dated
Aug. 25,1967, p.16,No.5.) = - ]

Basis for Prior Report Recommendations

* The sibcommittee investigation in 1967 disclosed that less than 10
percent of U.S. dollars acerning to the Government of Vietnam
- {GVN) from piaster sales for support of U.S. forces in Vietnam find
their way back to the United States, Although the GVN expended
$295 million of its own foreign exchange for imports in 1966, only
$6.2 million was spent inthe United States. Projections for 1967 in-
- dicated that the GPVN would expend $300 million of its own foreign
- exchange for imports and that less than 10 percent would be spent
in the United States although the projected piaster sales to the United
-States in 1967 was estimated at $296 million. It was apparent to the
subeommittee that, unless immediate steps were taken to induce GVN
to spend more of its dollars in the United States; the drain of U.S.
gold and adverse effect on the U.S. balance-of-payments position
would not only continue but would become increasingly worse.
In July. 1967, AID officials informed the subcommittee of four
major steps being taken to limit the adverse effect of the U.S, pres-
ence in Vietnam on the U.S. balance-of-payments position.
" These steps included (1) deposit by the GVN in the counterpart
. fund for U.S. use, the piaster value of 300,000 tons of rice provided-
to the GVN on concessional sales terms, in accordance with the Agri-
cultural Trade Development and Assistance Act of 1954 (Public Law
. 480), (2) prepayment in piasters of three former International Co-
operation Administration loans, (3) deposit of most GVN foreign
exchange reserves in U.S. banks, and (4) preparation. of a list of
CIP commodities Eroduced mainly by the United States. The list
. was to be used as the basis for requesting the GVN to purchase these
commodities from the United States with its-own foreign exchange.
Although the subcommittee found these steps to be eommendable, it
recognized that the first three were of a temporary and nonrecurring
nature which did not limit GVN foreign exchange expenditures out-
gide the United States. .

In connection with the fourth step, the subcommittee recommended
that the U.S. Agency for International Development, Vietnam
~ (USAID/VN), identify commodities produced  mainly by the U.S.
. and’ request-the GVN. to finance them. with: its own foreign exchange,
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“with refusal to do so resulting in the commodities’ being declared
ineligible for U.S. financing, = -

' Status of Implementation .

In a letter to the ATD .Administrator, dated September 19, 1967, .
' the subcommittee directed. specific. attention. to its recommendation,
concerning inoreased GVN foreign exchange spending in the United
States. On Qctober 6, 1967, the ATD Administrator-informed the sub-
committee that he was giving the matter careful econsideration and
that he expected to explore with the GVN Minister of Economy, dur-
_ing his visit to Washington, al] feasible means of increasing the U.S.
share of Vietnamese financed imports. Also, AID/Washington re-
quested the U.S. Mission to pursue discyssions with the GVN on ways
to achieve at least $50 million worth of GVN financed purchases from
the United States in calendar year 1968. '
On April 19, 1968, USAID/VN in a letter to the GVN Minister of -
Economy suggested an increase of $50 million in GVN financed im-
orts from the United. States for 1968. On Aﬁri-l 25, 1968, the GVN
inister of Economy specified five areas in which the GVN .intended -
to import commodities valued at about $47.1 million from the United
“States during 1968, These intended- imports, together with an .esti-
imated $23. million of im]iaorts normally purchased from the United
States produced an overal! figure 61 $70.1:million for 1968.
~-On July 6, 1968, the GV N agread to establish an escrow fund of $50
“million to be maintained by the U.S. Treasury. This escrow fund was -
to be used for the purchase of rice in the United States during the
period July 15, 1968, to August 15, 1969. The agreement provided that-
other .uses for the account could be negotiated prior to its expiration.
AID has a-ttemi)te'd' to negotiate the use of the.rice escrow account
for purchases of U.S. commodities other than rice but the GVN has
not agreed. Authority to make payments from the account-expired on
August 15, 1969, after only one rice purcliase of about $8.4 million was
: ma.ge on June 30, 1960. : : ,
Meanwhile the account has been invested in:U.S. Treasury bills
and has earned more than $5.6 millien in interest through January
1970.'This interest has been transferred to the National Bank of Viet-
- nam, as earned, and is not available for additional purchases through
“the aecount. . . - - N . ‘
. ATD/Washington officials indicated that there were two reasons
~ for the reluctance of the GVN to fully utilize this fund. First, the fre-
* quently higher cost of U.S. commodities and the higher transportation
costs combine to make U.S. products less competitive than those .ob-

- tained in nearby countries. Second, the GVN officials felt that thiere - -

~was no heed to increase the GVN foreign exchange spending in' the
* United States as ATD would supply necessary commodities under CIP
* or other programs, AID/Washington officials cited, as an example of
this, the instance of 50,000 metric tons of rice ($8.4 million) pur- -
chased only after AID) insistence. . S
- In January 1970, the rice escrow account agreement was anmiended
:to allow payment for the purehase 6f othér U.S.roducts and to
~allow payments for odan freight for U.S: commodities shipped to
* Vietnam. A second rice purchase of 50,000 metric tons valued at abeut
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- $8 million was made by the GVN after strong insistence by AID. As
of March 26, 1970, the Treasury Department had not received the
necesgsary authorization to transfer funds from the eserow account for
this purchase. Additionally, as of March 26, 1970, expenditures of
$14.7 million for ocean freight and for U.S. commodities other than
rice had been authorized by the GVN and transferred from the account -
by the Treasury Department. At least $8 million of these funds repre-
sented payments for ocean freight charges for shipment of U.8. com-
modities. S ' .

_ The total amount of funds obligated or expended from the escrow

“account, as of March 26, 1970, was approximately $31.1 million, of

" which the Treasury Department had transferred $28.1 million and

" was awaiting authority for transfer of $8 million. An addlthnal ex-
penditure -of about $§ million is expected shortly for a third rice
urchase resulting from negotiations with the GVN and issuance of
1nvitations to suppliers for bids. , S

In the program assistance grant agreement for 1969, signed Heb-
ruary 12, 1969, the GVN committed 1itself to development of policies
and procedures to increase the U.S. market share of the (VN foreign
exchange expenditures. On July 12, 1969, the Director, USAID/VN,

roposed to the GVN Minister of Heenomy a 1969 target of $70 mil-
jon' in GV N-financed imports from the United States sgeclfymg the
commodities to be purcliased. On July 26, 1969, the U8, Embassy’s
commercial attaché made inquiries c_oneerni.n%the, proposal in a meet-
ing with the GVN Assistant Minister for Commerce, who did not
wish to make a decision in view of an impending Cabinet chunﬁ:s;

Subsequently, the U.S, Mission advised that the subjeet would be -

reopened: with the: GVN. - = _ U .

The following: schedule <compares GVN foreign. exchange (U.S.
dollats) generated from. the sales of piastersto U.S. personnel in Viet-
nam with the estimated and actual amounts of GVN licenses issued -

for purchases-from theUnited- States. ,

[Dellar amounts In millions)” .

L ' . Percent of

L. e : Piaster- * o actuglte
Galendar year . . sales Estimatéd’** * Actualt<™. plaster sales
$290 $30,0° © 3240 . B3

311 . 701 57,7, 18.6

e 00 58,4 + 181

1 The 1968 amount Includes therunlicansed ‘purciiase 5 2 Boeing-aifcraft for $13,100,000; the 1959 amount dosk not
- includé the $8,400,000 rice-prrchase from:the esorow actount for which Government of Vlainam‘.licensmg-Was not required.

- These percentages: are lower when computed on the basis of total .
- purchases financed by GVN foreign exchange from all sources. On
that basis, the U.S. share of GVN foreign exchange expenditures for
11967, 1968, and 1969, was 8.2 percent, 14.7 percent 4nd 13.7 percent
respectively. Also AID Jo'ﬁiciafs advised that not all GVN import
licenses issued are used. They estimate that actual expendifures'tend
to be about.10 percent lower than reported licensing figures. | *
~ Regarding USAID/VN’s preparation of a list of CI commodities
- produced._‘mainliby ‘the United: States, USAID/VN made an effort
~ to construct such a list for the primary purpese of having the GVN

(-

oy
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finance these commodities with its own foreign exchange. In this
effort,. USAID/VN evaluated and analyzed U.S. Department of
Commerce market data forwarded from Washington as well as market
data available in Vietnam. USAID/VN found that few Vietnamese -
imports were }{roduced only or mainly in the United States, USAID/
VN was unable to construct a promising list of U.S. products that -
would be competitive in Vietnam, primarily because of higher product
and transportation costs. USAID/VN also devoted efforts to reach-
ing mutual agreement with the GVN to substantially increase im-
ports from T.S. squrces. ' . ‘ :

Conclusions

GVN foreign exchange spending in the United States has increased
" since the subcommittee’s 1967 recommendations were made, although
the increases have not always reached the estimates and goals estab-
lished by AID. Some of the purchases tend to generate Further im-
ports such as repair parts, replacements, etc., so that future increases
may be forthcoming. - : o 3 S :
SATD/VN has not been successful in identifying GVN financed
items on which U.S. export prices would be competitive and which
would promote GVN financed importation of these items from the
TUnited States. USAID/VN has urged the GVN, in some instances, to
purchage certain commodities from the United States when CIP fi-
nancing was not available. : ' : C
The $50 million rice escrow account established to increase GVN-
financed purchases in the United States has not fully served its in-
tended purpose. During the 13-month period of the agreement es: -
tablishing the account, there was only one rice purchase of $8.4 mil-

lion, 'made just prior to the expiration of the agreement and then *

only after strong insistence by AID. In. contrast, the account has

earned more than $5.6 million 1n interest through January 1970, and . -

this interest has been transferred to the National Bank of Vietnam
a¢ earned and is not available for additional U.S. purchases through
‘the escrow account. : : - 4

The recently stepped-up GVN' expenditures from the escrow ac-
count, particularly for rice, have increased GVN gpending in the .
United%tates. This increased activity, however, has been due primar- .
ily to AID’s strong insistence to the G*VN that the funds be utilized.

Although most of the funds in the account are being utilized, not
all e’Xpeng_itures have necessarily increased the GVN foreign exchange
spending in the United States. For example, at least $8 million -was
used by the GVN to pay ocean freight charges on shipments of U.8,
commodities for which the GVN would normally be obligated to pay
in any event. Moreover, the rice Eu.rchases represent temporary and
nonrecurring. transactions, since the GVN has been very reluctant to
purchase U.S. rice when cheaper sources of supply aré aveilable and -
since Vietnam is expected to be self-sufficient in rice production by .

1971,
. IV. LICENSING OF IMP‘ORTE‘RS'
Recommendations from Prior Reports

_ The ATD mission should review the backgfound: and quali-
fications of all applicants for import licenses independent of
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the review conducted by the GVN. (Source: H. Rept. 2257
dated October 12,1966, p. 24, No: 4.) I

The Committee is repeating its recommendation that. the
AID mission review the background and qualifications of all -
applicants for import licenses independent of the review con-
ducted by the GVN. (Source: H. Rept. 810 dated August 25,
1967,p.15,No. 1.) : o T

The AIb mission should insist that established importers
be required to conform to the same conditions that currently

. govern the issuance of import licenses to new applicants, If

this would require an amendment to existing Vietnamese
laws, the mission should formally request the GVN to take
thi?teg.) (Source: H. Rept, 2257 dated October 12, 19686, p.
24, No. 6. ' : '

- The committee is repeating its recommendation that the
ATID mission insist that established importers be required to
conform to the same conditions that apply to néw applicants.
Furthermore, the ATD mission should insist on the removal
of restrictions limiting established importers to the importa-
tion of certain commodities, This matter should now be
_negotiated at the highest levels of the U.S. mission and the
'(Ia:rTVN. )(Source:'H.gRept. 610, dated Aug. 25, 1967, p. 15,
0. 2, '

Basis 'fdr Prior Report Recommendation

‘During ‘its investigation of U.S. programs in Vietnam in 1966,
the subcommittee found that about 2,000 ' importers had been
authorized to import AID-financed commodities into Vietnam. The

' privilege was granted to these importers between 1956 and 1961. At
that time, investigations of each applicant’s political background and
behavior were reportedly made by the GVN. The responsibility for -
gg}l}i;soring importer activities since that time has been left to the

The subcommittes was. concerned that the GVN had sole respon-

sibility for investigating each importer’s background and for giving
permission to utilize ATD:provided foreign exchange financing. Also

of concern to the subcommittes was the fact that ATD relied com]glete-
ly on punitive measures after infractions had been committed when it
was too late to prevent such infractions of ATD regulations and il- -
Tigit, "i‘acti:c‘,es."l%e subcommittee said ‘that, although it was common

. knowledge that ATD-financed commodities were being diverted to the

;+Vietcong, USAID/VN had not established procedures for checking
the background, loyalty, honesty, or -secret connections of these
importers. R o

, ubcommittee investigation disclosed that only 23 of the 2,000 au-

" thorized importers had been'declared ineligiblé and blacklisted by .
the GVN because of infractions of AID regulations and that 20 of
the 23 importers had been blacklisted after the subcommittee initiated
its own investigation. o R

" .AID advised the subcommittee, in 1966, that importers would.be
‘asked to fill out a questionnaire designed to help in analyzing the -

7 composition and working habits of any given firm, The questionnaires .



~ were to he screened, on a selected basis, to determine the validity of
the statements and to develop in greater depth more information on
the activitips of the firms. USAID/VN hoped to have the question-
naires mailed and returned by August 81, 1966. S
During its follow-up investigation in 1967, the subcommittee found
that AID had failed to take the promised corrective action, Question-
naires were never mailed by AI%, primarily because of lack of staff
‘{0 conduct independent reviews of all importers. The subcommittee
ointed out that implementation was feasible because (1) USAID/
%N staff rqu._iraments had been largely met, (2) automatic data proc-
essing (ADP) systems were available to facilitate the collection and
use of data, (8) USAID/VN still had no adequate procedure for
identifying disloyal and dishonest importers prior to-their committing .
infractions of AID regulations, (4? only a few unsystematic an
fragmented background checks had béen made of the 2,200 authorized
OIB importers at that time, and (5) changes in the CIP program
should have reduced the number of importer background checks
nNecessary. ‘ o '
In 1966, the subcommittee found that; under the new system of
open general licensing adopted by AID with the concurrence of the
VN, new firms and importers would be permitted to enter the pre-
viously closed import community if they could demonstrate that they
were Tesponsible firms, were 70 percent Vietnamese owned with at
least 15 million piasters and paid-in capital, and had adequate ware-
house facilities and if they deposited 1 million piasters as surety
against illegal activities. These requirements, however, were not being
applied to established importers. AID advised the subcommittee, on ..
Angust 29, 1966, that the GVN took the position that application of -
these requirements to established importers would ke contrary. to Viet-
namese law. The subcommittee felt t%ut the new financial requirements
were a desirable. control device that would not be. fully effective unless
they %plie‘d to all importers. , : : A
ATD officials cited advantaggs.of the new importers over the old im- .
orters as a Teason for not requiring the old importers to meet the:
ancial requirements which had been impgsed on new impoxters. The -
. subcommittee noted that procedures in ref?eg’t at.that: time limited. old,.
importers to the importation of only one commodity within a depig.
nated category, whereas néw importers had greater latitude, they eoufd
import all of the commodities within a designated category... e
The subcommittee felt that.reasons -.citei‘by AID for not imple- -
mgi;t;ng the recommendations were unsoyngd, and did not. justify. the.:.
failure to take corrective action. Moreover, the subcommittee reported,
that the inequities in the regulations governing old and new importers. .
were unfair to the importers t;hemseﬁfes'and etrimental to. the econ-
‘omy of Vietnam because they restricted free competition among .
importers. : S

_ Status of Implementation

- AID reported to the subcommittes in December 1966, and in: July -
11987 that it wag niot feasible to conduct a comprehensive investiga-
tion of the background of all importers; however, USAID/VN did
-make gelective investigations whete there were actual or- sugpected
irregularities. - T ' T O



. USAID/VN issued a policy and procedures order on November 28,
1967, for the establishment and maintenance of a central importer
file. 'ATD» informed the subcommittee -that the file wes established
on January 1, 1968, AID reported that the file contained considerable
material on the background of importers including data from various
AID/Washington and USAID/VN audits and investigations, U.S.
Customs Advisory Group inspections, and compilations of U.S, De-
partment of Commerce World Trade Directory Reports and that
the file was continually supplemented with new material. .

On August 81,1968, USATD/VN broadened the central importer
file to include information on guppliers, sales agents, and others
who have some influential relationship to importers or whose ac-
 tivities warranted special attention. According to AID, the purpose

of this file system is to centralize the cumulative knowledge avail-
- able on those firms or individuals having access to the benefits of

AID-financed transactions for the use of all USAID/VN organiza-
tional units. ‘

_ The basic information document in the file relating to an im-
porter’s background is a questionnaire containing data from im-
porters concerning ownership, responsible officers, ca italization, sales
-volume, and other pertinent details. The file generallgr ‘contains copies
of U.S. Department of Commerce trade reports based on bank refer-
-ence information and responses to questionnaires prepared by the
importers, where such questionnaires have been returned. The file
includes copies of or references to those agency audits made, as well
as. ADP runs of CIP business activity for recent periods, although
these runs are of questionable accuracy. : '

-+ Available information indicated that a joint task foree of personnel
from USAID/VN and the U.S. Embassy Commercial Office was
formed to develop & comprehensive questionnaire to sérve two pur-

oses: (1) to acquire data which would clear up the backlog of U.S.

epartment of Commerce requests for trade reports to assist U.S.
firms in doing business with Vietnamese firms and g2) to establish
input data for the file. Questionnaires were reportedly sent to 2,265
registered importers in April 1968. In October 1968, a second effort
was made to obtain background information from 300 of the more ac-
tive importers engaged in CIP transactions who had not responded to
the first mailing. This second effort resulted in receipt of 280 addi-
 tional questionnaires: The task force reported that, as of December
1968, o total of 987 completed questionnaires had been received and
1,587 interviews had been coniducted. USATD/VN, in the meantime,
had determined ‘that only about 900 of the registered importers were
actively engaged in CIP business and that the results of the question-
naires indicated a substantial number of the others were no longer
in business, ‘ e ‘ :

An official of the U.S. Department of Commerce informed us that,
ag of January 9, 1970, approximately 748 World Trade .Directory
Reports containing commercial-type business information en. Vietna- -
‘mese firms were on file and available to the U.S. business community.
He added that approximately two-thirds of the trade reports came
- in during 1968 as a_result of the joint effort by USAID/VN and
the E}hbassy Commiercial Office. . o R s

H. Rept. 1688, 91-2——38



‘The - qiestionnaires, used both for the central importer file and
for trade report preparation, contain little usable information and
aré seldom domplete in all Tespects. As a result, the trade reports and
the questionnaires often lack the specific and comprehensive informa-
tion suitable for systematically evaluating an importer’s background -
and qualifications. For example, evén when the owners of an import-
ing company are indicated, there is little assurance that they are the
true and legal owners when the actual ownership status has not been
verified. It is apparent that many questionnaires have not been fol--
lowed with; suitsﬁ) e verification and tests of accuracy. S

Available information indicated' that ne néw import firms were
authorized by the GVN Minister of Econoniy between 1959 and 1966

‘except for end-use importers—that is, those who import solely for

their own use. On June 18, 1966, the GVN issued communique which
rovided for the formation of new companies to participate in import-
Ing activities. According to this announcement, the GVN recognized
that import activities had been controlled bi; a few businessmen and
wete largely untouched by competition. Therefore, t0 create com-
petition and to channel new moneys into import activities and thus
assist the national economy, the GVN adopted this néw policy which
would -authorize newly formed companies to enter the import com-
munity under the following general conditions: : L
1. The newly formed companies must be joint stock companies.
92, The newly formed companies must have a paid-in capital of
15 million piasters. - : .
"8, All shaves of company stock must be registered. -
4, An amount of 1 million piasters; as & surety, must be de-
posited with the GV N Treasury Genéral. | ST e
- 5, The company must possess a.-gpropria,te- warehouse facilities.
6. Seventy percent of the shareholders and the majority of the
compaiy management must, be Vietnamese citizens of at least 15
.- years’ standing. - . " - - ‘ o
" New companies thus formed were initially authorized to' import
commodities in a maximum of three categories, the same as long-estab: -
lished - impert companies. Current GVN regilations, as amended -
July 4, 1966, allow nevs_rlﬁ established import firms to operate in all
commodity categories with some limitation. Also, effective in mid-1968;
I;he‘-dtjfosi;t of f‘.millip‘_n piasters as a surety. was no loiiger required.
USAID/VN- recognized that, though new companies were formed,
they were not necessarily newcomers to the import field since, if an -
old established company could meet the. criteria of the hew require- -
ments; its owners could go through the necessary formalities and: be

3

" authorized to-import under both old and new regulations. However,
these new conditions, particularly-the collateral requirement and.other -

financial requirements, were not being imposed on the established. jm?

~ porters if they preferred not to expand their activities to.other.com--

-

modity-categories under the new regulations.. - -

" Subsequent GVN communiques and netices regarding the establish-
ment of hew importing companies were concerned primerily with
dedignationi and. exténsion of application periods and: foreign ex:
change utilization. New -applicants for import licenses could not. file.
on a continuous basis: after the issuance of the GVN communique in
June 1966 allowing the formation of new import companies. During



the 8-year period from June 1966 to July 1969, there'were three desig-
nated filing periods totaling approximately 12 months. .~ ...~ °
. A current listing of the actual status of each importer was not
available. It appeared. from the information available that. approxi:
mately 300 new importing companies had been formed from June
1966 to: March 19689, However, USAID/VN officialy explained that
* the actual ownership status of these importers had not been ascer-
tained, therefore, it was possible that some of the new firms could be .
completely inactive, end-users only, or subsidiaries of previously es-
tablished importers. oo o . _
“In regard to foreign exchange utilization, GVN notices dated June
© 29, 1068, and December 18, 1968, required that newly established
companies pledge themselves to use a minimum of $200,000 of foreign
exchange every 6 months to avoid sus ensioh’ of foreign-exchange
. grants, Although no date ‘was provided that would indicate the re-
sult of this requirement, it was apparently aimed at utilizing the
reportedly increased foreign exchange availpbility and eliminating
so-called paper importers. _ - _ B e _
In July 1969, USAID/VN officials explained that actual imposi-
‘tion of the new requirements on all importers rests with the GVN.
They advised that USAID/VN had made informal suggestions to the
GV%; however, USAID/VN was in no position to influence the im-
plementation of the subcommittee’s recommendations. . S

E _ . Conclugions ,
While USAID/VN has, in a few instances, made a_ baclground
review: on specific importers, no evidence was found to ifidicate that
USATD/VN has conducted a systematic investigation of the reliabil-
ity and integrity of CIP importers in general. Instead,.[JSAID/VN
has relied on the establishment of a central importer file designed
" to accumulate, centralize, and malke available information pertaining
to. importers- and others” having some influential relationship. to-
© - importers.: - e - e
© - Although some benefits are being derived from the central im-
porter file, it, will'Tequire completion and constant maintenance and
refinement -over 4 -period of time ‘before reasonably 'accurate and -
sufficiently reliable - data’ will be available to permit an acceptable
gvaluation of importer backgrounds and integrity. Under the current
economic conditions in Vietnam, ‘U—S'A‘I-D/“VgN conld: not. expect all
of even a majority of the establishied importers to voluntarily dis-
closa complete and accurate information: pertaining to sales, owner-
ship, working capital, and physical inventories—without ‘some. posi-
tive inducement stich as requiring the submission of the business-type
information ‘@s a condition for - participation in AID- financed - -
. transactions, - R R
© Wtiile there is, through the mechanism of the central importer file,
" certain ‘pertinent infoimation available regarding the.importers, the
+ file in its present stags.of imﬁlem’entaﬁidn cannot be considered a sub-
stitute for ,th’%ﬁjsbefﬁatic' badkground and qualifications review recom-
mended by the subcommiittes for all applicants-for import licenses..

~Tnformation contained in the file is of doubtful 'value unless it is

* followed up with suitable verification and tests of aceuricy. .. -

¥
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_No_evidence was found of negotiations or forma] re uests by
'USAJ_D/VN to the GVN regardin%g' the uniform a licatign of nev%
conditions for issuance of import licenses. USAID})X?N hiad made no
strong effort to implement the subcommittee’s recommendations.

USAID/VN has not vigorously pursued the implementation of the .
subcommittee’s recommendations regarding the uniform application,
to old ‘as well as new importers, of newly established congitions for
1ssuance of import licenses. The application of certain new conditions
to old importers could be undesimbEJ)e in some instances, For example,
the requirement that 70 percent of the shareholders and the majority
of o company’s management must be Vietnamese citizens of at least
~ 15 years’ standing could be detrimental to some of the old established -

1m§0rtmg firms. The uniform a plication of. financial requirements
and unrestricted importing condlljtlons could be of benefit to all im-
porters and. would heighten free compstition among importers,

Inequities in the regulations are evident; for example, when (1
only new importing firms must meet conditions regarding stock regis-
tration, financial requirements, facilities, citizenship, and minimum
use of foreign exchange, (2) only old importers remain restricted to
operating in a maximum of three commodity categories unless they
are willing to reorganize, and (3) although the GVN hag liberalized
the requirements for admission of new firms and has generally-abol-
ished the quota system under which certain importers have exclusive
right to import certain commodities, the practice of designating lim-
ited periods of time during which new import firms can be established
Eends to unnecessarily restrict competition and the formation of new

rms. : : S '

The conduct of business by the importing community under the
existing regulations (1) lesseng the effectiveness of control measures
inherent in the regulations to guard against fraudulent practices and
weed out firms without adequate capital or facilities to operate a
legitimate import business anqd {(2) tends to work against the general
objectives of USAID/VN and the GVN to increase competition, avert
monopolistic practices, and channel additional moneys into import
activities. o o : S

V. USE OF COMMODITY ANALYSTS IN DETERMINING

C REQUIREMENTS -

Recommendations From Prior‘-_R‘e"ports _

The types and amounts of commodities imported under
the CIP should be determined on the basis of comprehensive
studies made by qualified ATD commodity' analysts. AID
should not permit.the determination -of commodity require- -
‘ments to be based solely on the license applications of Viet-

. namese importers, {Source: IT. Rept. 2257 dated October 12,

C 1966,‘1)'.'24:, NO.‘1.) . PR ERA . S ; Lo
- AID/Washington should promptly bring. the authorized. - .
staff level of eig%t-(:ommodity analysts in - Vietnam up to full -

- strength. ATD also should: continuously evaluate the effec- ~

tiveness of these commodity analysts and increase the staff - .
if necessary. (Source: H. Rept. 2257 dated October 12, 1966,. ..

p. 24, No. 2.}



The Agency for International Development should speed
the processing of securigy clearances for consultants so that
consumer demand studies can be started immediately.
(Source: H. Rept. 610 dated August 95, 1967, p. 16, No. 3.)

Basis for Prior Report Recommendations -

The subcommittee’s investigation in 1966 showed that CIP com-
modity requirements for Vietnam were being established on the
bagis of license applications .from Vietnamese importers without
regard to the real need or ultimate use of the commodities. The subcom-
mittes reported that information essential to the determination of
sound and realistic requirements for CIP was, for the most part,
. inaccurate or nonexistent. Furthermore, it was reported that the -
quantitative and_qualitative studies or value judgments normally
made by commodity snalysts had not been made as there were no
* commodity analysts assigned to USAID/VN prior to February 1966
and, as of May 1966, only one of eight analyst positions authorized
had been filled. - O

At the time of the subcommittee’s follow-up investigation in Jul
1967, there Wwere eight commodity analyst positions authorized ang
soven filled. The subcommittee conclugzad that its recommendation
with respect to increasing the staff of commodity analysts had been’
* satisfactorily implerented. - L _ _ )

‘The subcommittee’s follow-up investigation also disclosed that

commodity analysts alone could not make the type of COmgrehensive,
in-depth studies and market analyses envisioneg by the subcommittee
in 1966 when the recommendation related to ana gis of commodity.’
requirements was made. This deficiency was broug%t to the attention
of USAID/VN by the subcommittee stafl in November 1966. At that
time, the U.S. mission intended to immediately-contract for a study.
of commodity requirements. After & delay of ‘over 6 months, a con-
tract with o private research organization was signed in .June 1967
to-perform such a study. However, the study had not begun in early
August 1967 at the time of the subcommittee’s follow-up investiga-
“tion, and AID officials did not know when the contractor’s Personnel
would arrive in Vietnam as they were still undergoing security clear--
ance. The subcommittee believed that this study was crucial in deter-
- mining sound and realistic commodity requirements. for Vietnam
and recommended that the security clearance process be gpeeded up
go that the studies could be started. o . o

Status of Implementation .. -

. In comiments transmitted to the subcommittee in October 1988, AID
indicated that the subcommittee had been somehow misinformed -
about the delay in processing security clearances for the ‘contractor
personnel assigned to perform the consumét demand studies. The sub-

", . committee was advised that ATD’s processing of security tlearances

~ had not delayed the studies. According to AID, ‘gecurity clearances
én four contractor team members had been completed by July 28,
1967, and two members arrived in Saigon on July 81, 1967, and tha
- other two arrived in mid-August. R
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The contract was signed by the contnactor. and AID on June 1 and
June 9, 1967, respectively, with an effective date of Julﬁr 5,.1967. An
ATID/Waghingion oﬁiciaf,explained that the contractor had requested

ostponement of the starting date because of vacation schedules and .
Ea.d again delayed in transmitting to AID the necessary information
and names of designated employees for whom security clearances were
to be processed. \ C
’Fieﬁlwbrk' on the first phase of the study was performed in August
- and September 1967, The contractor’s first-phase report was submitted

to. AIlg/Washington and USAID/VN on November 17, 1967, This
Pphase consisted of a trial study on a few selected commodities. The ex-

‘perience gained'in this study was to provide tlie framework for a sec-

ond-phase, comprehensive, in-depth market study., ATD/Washington -
"~ and "%SAiD/ VN, however, did not accept the conclusions of the re-

~port as valid-and discontinued the study after the first phase, which .

cost, $69,700, USAID/VN reported thaf the cost of the second hage
of the study would have been $570,000 under the contract, and tﬁe Te-
sults would have given AID little more than could be obtained by
using in-house capabilities. AID explained that a completed study
-.W()uﬁl ‘be -of limited value as the contractor's estimates would have
been- valid ‘only for ‘the period during which the study was made
whereds the real need was for a continuing studying and revision of
~vstimates to provide the necessary data for OIE‘ programming:
USAID/VN concluded in-house capability for commodity analyses -
and market studies was sufficient, to provide the necessary studies on
n.continuing basis. . - - ‘ T
... USATD/VN’s stated operational policy in determinin; ‘commodity
‘requirements is to follow market demand as demonstra.teg by requests
forimport licenses and to make independent analyses and assessments
of requirements on the basis of historical import patterns and physical
~ facilities. It is USATD/VN’ contention that, by checking and balanc:
,ingdthese-inputs, the best reading of valid import requirements can.be
-made. : Ny .
.- Initial in-house market assessments and .commodity analysis re- .
Jports were prepared early in 1968 by USAID/VN. The industrial
sectors covered by these reports included iron and stee], textiles, chemi-
cals, machinery, and bulk commodities, A current series of commodity
and market analysis reports for the industrial sectors were prepared
during the period January 1, 1969, through July 1, 1969, These re-
ports congolidate cominodity analysts’ opinions and evaluations into
formal data on market structure and commodity requirements. =~
Review of the current series of réports showed that they were com-
prehensive in the coverage of ‘each sector reported on. Although
USAID/VN continues to use the importer license applications in es-
timating the requirements for CIP commodities, they do not rely solely
- ‘upon ‘these applications. Such factors. as growth patterns, popula-
tion trends, efféect of substitute materials, inventories, availability of
foreign exchange, procurement leadtime, and GVN regulations were
-considered. - : IR o

* ... Effort has increased to independently evaluate requests for CIP

financing. For example, when bank ‘warehouse stocks. of textile raw
naterials ‘were 6onsigered_ high in 1968, USAID/VN would not-a o
- prove Office of Small Business, AID, procurement-advertising appli-
‘cations for these materials unless importers reported their current in-



ventory, current rate of consumption, and their projected rate of
consumption. o

In August 1968, there were seven commodity analysts of the eight
authorized. In September 1969, there were 10 positions authorized, of
which seven were filled. The USAID/VN official respongible for com- -

- modity analysis advised that both AID/Washington and USAID/ VN

‘had pitempted to recruit personnel to fill these positions but that they

~ had been uhable to find qualified personnel. Although there have been

fewer analysts than authorized, these analysts have been able to make
adequate studies ahd prepare reports on the market situation for a

number of commodity sectors. . -

ATID informed the subcommittee that both individual performanece
and total staff effectiveness of the commodity analysts had been evalu-
ated on a continuing basis. An ATD/Washington official advised that

the Agency considered the group quite effective.
Conclusions

. Although USAID/VN continues to use importer license applica-
tions in estimating requirements for CIP commodities, the cotnmodit;

and market analysis reports show that such factors as market growtﬁ
patterns, population trends, foreign exchange availability, procure-
ment lead times, and invenfories are also used in estwb'lisfiing com-
prehensive data on market requirements. - - :

Commodity analysts’ judgments, based on reliable and continuously -

updated market assessments, should provide the primary basis for
meaningful decisions on the kinds and quantities of commodities to be
financed by AID. Moreover, continuation of the increased effort to
independently evaluate requests for CIP financing should help to
maintain the integrity of the CIP by insuring that.AID finances only
such types and quantities of com'm’og'ities ag can be effectively absorbed
hy the country’s economy—in such manner s to control inflation and

curb speculation.

"'VI. TEXTILE AND PAPER IMPORTS @ -
" Recommendations from:Prior Reports

The AID mission should press the GVN to curtail the
importation of textile fabrics and paper items so that in- .
country industry can- produce to full capaecity. The AID
mission should also review Vietnam requirements for U.S.
financed paper items and ‘curtail importation as necessary.

" (Source: H. Rept. 610, dated Aug. 25, 1967, p. 16, No. 6.) -

- Basis for Prior Report Recommendations

- The 'subcommniittes “ found, during" its 'iiivestigatioﬁs in 1966 ‘and

-

1967, that ATD Wa.s‘providing.seemmﬁly unlimited funds under CIP
to flood the Viethamese markets with enough AID. commodities to
“gop-up” the excess local currency and bring inflation under control.
‘One .of ATD’s primary objectives under CIFP is to combat inflation in

" Vietnam by providing adequate sup%lies of basic commodities and
by absorbing excess currency. The suh

committes, however, was con-



cerned that the importation of commodities several times in excess of
nationgl requirements could adversely affect Vietnamese production
and hamper the establishment and expansion of industry within
Vietnam. o S _ .

The subcommittee learned, in June 1967, that inventories of key
commodities in Vietnam were excessively high and Saigon markets
were overloaded. The situation had already caused damage and con- .
cern in certain industries including the textile and paper-industries.
The subcommittee also obtained information indicating that, although
current, inventories were high and textile and paper plants were work-
ing nt less than full capacity, large amounts of textiles and paper
products were still being imported into Vietnam. S

In fiscal year 1967, the GVN imported over $42 million worth of
textile and cotton fabrics and over $6 million in paper and related
products. In addition, almost $10 million in U.S. financed pulp, paper,
* and related products was imported under CIP, .

Status of Implementation

.. The GVN gradually suspended the import of most basic fabrics
such as cotton, rayon, and nylon-finish fabries, beginning in February
. 1967 and continumng through July 1968, to assist the recovery of the .
textile industry from a slump caused by excessive iin{pdrts of fabrics’
in calendar year 1966, According to USATD/VN’s May 1969 Textile
Market. Structure Report, this suspension was instrumental in restor- -
ing the textile industry to an improved position prior to the 1968 Tet
attacks. : _ ‘ .

The textile industry sustained extensive damage to plant and equip-
ment during the Tet offensive in the first half of 1968. Total domage
to plant a’n% equipment was estimated to be in excess of $25 million
with about one-third of the textile industry destroyed. As a result,

- Jocal production of textile fabrics was drastically curtailed. -

To offset this drop in production, the GVN relaxed the import limi-
tations in July 1968, During the latter part of 1968, the licensing
for imports of fabrics incressed substantially, resulting in excessive
inventories in the first half of 1969, A USAID/VN official advised
that, although the GVN has not issued any licenses for importing
textile fabrics since May 1969, the loca] fabric producers ure again
in & market squeeze caused primarily by overproduction and exces-
sive inventories, similar to conditions in 1967, Representative statis-

tics on textile import licenses issued are as follows: '

- [tn miltions of doltars]

Yarns and

fibers Fabrlcs - Tatal
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With respect to fabric licensing, AID has not financed the import
of any finished fabrics since early 1966, Amounts given In the fore-
going table for fabric licensing under CIP represent licensing for fish-
net imports. . _ - :

No evidence wag found to indicate that the USAID/VN had ex-
erted any influence on the GVN to curtail the importation of textile
fabrie. USAID/VN official explained that USAID/VN has no
authority beyond advisingor suggesting suitable agtions in the cur-
tailment of fabric imports financed by the GVN. USAID/VN offi-
-cials have stressed the point that,in connection with imports financed
by the GVN, they can only provide available market data for.use
by the importers in deciding on_the Importation of the commeodities.
The final decision to import still rests with the import community.
USAID/VN makes suggestions and gives advice to the GVN infor-
mally through the Saigon Chamber of Commerce. For example, the
USAID/VN official suggested that the GVN limit the importation of
textile fabrics and finished goods to $2 million a month and thus
hold imports of these eomm,ogities to $24 million annually, However,
-~ thig suggestion received little support and was not adopted.

USA%/VN’S textile commodity analyst found that prices of im-
_ }I)_f)rted fabric are 10 to 20 percent higher than those produced locally.

e points out, however, that, when higher quality imported goods are
in oversupply, the prices of domestic fabrics are forced 10 percent or
_ more below the official price level. The commodity analyst also ex-
Fl_a.ined that the production of cotton yarn, for example, was current-

in excess of quantities needed for domestic weaving operations, to
~ the extent that some spinners were finding it necessary to store their
~ excess production, . S ‘ ‘
' AID financing of } Za;,lpér‘.products was transferred to the GVN in
March 1967 although licensing for import of newsprint furnished
under CTP continued into fiscal year 1068. = - .
. In.January 1968, ATD indicated that paper manufacturers had con-
vinged the VN that. imports competing with local products should
" be curtailed. Decreased importation of paper products by the. GVN
and steady growth of the paper.industry indicate that this policy has
been, successful, Licensing of paper imports has decreased each year
‘since, 1967, and the licensing for import of newsprint previously fi-
nanced by ATD has leveled out at about $3 million. for the last 2 years.
The paper industry in Vietnam hag experienced steady growth since
1963, although produetion dropped off slightly in 1968 apparently due
to Vietcong attacks during the.year. .. ‘ . o
* Reports of operations in 1968 indicated that papermills operated at
~ approximately. 70 percent, of capacity. Mill capacity for paper and
. paperboard had increased. from 19,600 metric tons a year in 1965 to
. 46,000 metric.tons a year in 1969, ‘At the present time, paper imports .
include primarily the paper products not produced in Vietnam such -
as,newsprint, fine writing paper, printing paper, and tissue paper.

"Conclusions o
~ The subcommittee’s recommendation as it applies to paper products -
- aggp,ei_:.-rs, to have been. satisfactorily implemented in tlgat..g;ll imports
~ of.paper products were to be financed by the GVN starting in March
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1967 and in that the GVN financed imported paper products werse
primarily limited to items not produced in Vietnam. -

Concerning textile fabrics, the GVN did curtail imports beginning
in 1967 ; however, this did not prevent the buildup of excessive inven.
tories when decreased production in 1968 resulted in the relaxation of
earlier import restrictions, USATD/VN has not been successful in
impressing upon the GVN the necessity for re lating fabric imports .
to prevent excessive inventories. An oversupply of imported textiles
tends to reduce the prices of domestic '_googs causing an economic
strain on ‘the local manufacturing community and Imiting fuller
utilization of the country’stextile industry. :

‘VILI. CIP PROCUREMENTS BY (GSA
 Recommendation From Prior Report

AID/Washington should-expand the list of GSA procured

- commodities, This list should include, at a minimum, all

bulk and uniform commodities as well as commoditieg par-.

ticularly susceptible to diversion or of strategic value to the -

Vietcong. (Source: II. Rept. 2257 dated Oct. 12, 1966,
p.24,No.3.) _

Basis for Prior Report Recommendation
Tn July 1968, ATD’s Assistant Administrator’ for the Far East

advised the subcommittee of the changes beihg implemented to im-
prove the U.S. administration of CIP. One such change was the pro-
curement of certain commodities in the United States and’ overseas
'or'cl?r g congolidated basis through the General Services Administration
( In A)ID’s view, combining requirements prior to procurement would
facilitate the analyses of importers’ requests, commodities in_pipe-
lines, and stocks in the country and .Woul_dlfip_t_armlt: more meaningful -
evaluation and judgment s to the true need for the quantity requested
and the priority of the request in relation to 'the entire CTP, Com:
bining procurement held the promise of sivings in procurement and.
transportation costs due to the larger quantities involved. Tt also would =
preclude collusion between suppliers and importers and relieve port.
congestion and expedite customs.clearance, - . T
~ In negotiations concluded in July 1966, leading to the GVN agree-
ment permitting consolidated procurement, the GVN was a.pg_r eri-
sive that the procedire involved might prove cuinbersome and result
in shortages of key commodities and accompanying price increases.
They agreed, therefore, to include only seven commodity types ini-.
tiglly. Three.of the seven commodities, ‘white cement, jute bags, and"
non-T1.S. origin rice, were removed from the list.of AID financed CTP
‘commodities and transferred to GVN financing in March 1967 before
any GSA procurement of these commodities was made. As of June 9,
1967, $28 million had been obligated for GSA procurement of the four ..
remaining commodities—fertilizer, galvanized steel sheet, tinplate, and -
mewsprint.. Lo e
"I cotariodities wers o be shipped by the Military Séa Transpot-
tation Service, excopt wheh commercial vessels would be clearly pref-



ergble. When military transportation was used, the U.S. Army’s
“inland transportation system in Vietnam was to be used to move com-

modities from the port area to first destination. o

In March 1967, the GSA Acting Administrator advised that GSA
was in a strong position to make a genuine contribution to the success
of CIP. He pointed out that GSA. had specialists availehle to provide
procurement services to the extent necessary, and he recommended that
the program for GSA participation be progressively ex anded.

‘Several differences and associated difficulties under GSA procure-
ment were noted when compared with import procedures under stand-
ard commercial practices, These' differences, which often presented -
impediments, were concerned primarily with import licensing, bank
financing, title passage and commodity ownership, loss indemnifica-
tion, and commodity programing. As experience was gained, the dif-
ficulties could be corrected by AID, GSA, and the U.S, Army address-
ing themselves to resolving these problems. :

Status of Implementation
Fertiliver :
Tmporters had been reluctant to accept the GSA procured ferti-
lizer which began arriving in December 1966, primarily because of
GVN price controls and GVN subsidies on other fertilizer provided
v the United States under the pacification program and-because of
difficulties associated with the devaluation of the piaster. In April
1967, fertilizer importation and distribution were transferred to a
gingle Vietnamese entity and imported under the pacification pro-
gram. Under this program, the fertilizer was given to the GVN and
resold at subsidizec{) rices by the GVN. ‘
. Since March 196}8)', yirtually all of the country’s needs for fer-
tilizer have been met by imports financed under CIP. The procure-
ment of ures fertilizer, which is considered a net import item in the
United .States and therefore ineligible for regular financing under
CIP, is effected through direct barter by the Commodity Cre it, Cor-
. poration of the U.S. De%)ar’tment of Agriculture, All other fertilizers

are procured through formal bidding by the GVN Directorate of
- Commercial Aid acting for the commercial importers in Vietnam. The
actual importation of fertilizer is handled by farmers’ organizations
and commercial imperters who must consolidate their shipments so
that one letter of credit will cover an entire shipload. . ‘

Additionally, the GVN seeks to protect the interest of farmers b

controlling the pricing practices of commercial importers. GVN.
regulations limit the profit margins allowed both w olesalers and
retailers. - - :
Newsprint : ‘ 2
~ GSA procured newsprint regulted in higher cost than prior com-
- mereial procurement, primarily because of higher shipping and dis-
charge rates. The Military Sea Transportation Service’s freight bill-
ings were based on average rates rather than on rates for specific
~ -commodity classes, The GVN found it necessary to absorb the addi-
tional cost in the form of an increased subsidy in order that the pre-
viots selling price to newspaper Kubl_ishers_ might be maintained, The
GVN subsequently advised TUSAID/VN that it ‘would procure all

r



newsprint with its own, foreign exchange, making it no longer neces-
sary for AID to finance this commodity under CIP, . _ :
Tinplate o

The technical requirements of the major end users of tinplate varied
and their delivery requirements rarely coincided, making it extremely
difficult to arrange consolidated procurements, Although GSA pro-.
cured tinplate was cheaper on a delivered basis, the saving was nullified
by higher U.S. Army freight handling rates to initial storage in ware-
houses. The importer incurred a second transportation cost to move
the tinplate from the warehouses to his premises. This was unavoidable,
as the material remained in U.S, custody until final cost date was ob-
tained on which to bill the GVN and transfer the material. This de-
layed the granting of import licenses by the GVN. ‘
Galvanized steel sheet - _ o

Higher transportation and handling costs were algo obstacles to this
GSA procured commodity. In addition, the producing mills and
brokers were unable to provide deliveries in the periodic quantities
desired by the GVN. It was necessary for USAID/VN to’retain ac-
countability for the material, and to do so required storing it in in-
secure outside storage areas until such time as the GVN accepted the

uantities needed. USAID/VN concluded that future procurement
should revert to commercial channels in the best interest of the Viet-
namese economy: and .the ATD/CIPi program. o : '

In mid-1967, the GVN requested the discontinuance of consolidated
CIP procurements through GSA. USAID/VN also had concluded
that the GSA program should be phased out.because of (1} higher
costs and poor delivery experiences, (2) reduetion in number of com-
medities eligible for AID financing, noné of which lent themselves to
bulk procurement, and - (8) the desire of the: GVN to have CIP pro-
curements effected through nermal commercial channels, USAID/VN
reported. that GSA bulk progurement of CIP:commodities was dis-
continyed-in September1967. - . S o

" Currently, AID! officials believe that GSA ‘procurement .of CIP-
items: ‘would- not -be ‘advantageous. I their view, GSA purchases
would reduce direct contacts between American exporters and Viet- -
namese importers: ATD: officials have explained that one of the impor-
tant aspects of ALD’s policy regarding ‘CIP-assistance is the promo-
tion of a self-sustaining free enterprise system of import trade through -
recoghized commercial-channels. Therefore, the development of suc-
cessful commercial -trade . relationships is one ‘of CIP’ ’prime
objectives, ‘ ; _ / S :
" As of March 1970, AID planned no resumption of CIP procure-
ments by GSA. However, A}I)D has been procuring project assistance
commodities through GSA for the pacification program in Vietnam.
- In fiscal year 1969, AID requested GGSA to purchase over $7.2 million .
worth, or ‘about 20 percent of the value, of project. commodities
authorized. ©~ = - L - R
A'GSA official believed that previously reported problems connected
with GSA bulk procurement could have been worked out; howevet; °
he was not aware of any efforts to. resolve the problems. This official
~ wag convinced of GSA’s present. ability and. read 0 8CON
' and efficiently procure bulk and other CIP"commedity requirements-

. insupport of AID’s agsistance program.

2
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; ~ Conclusions

- USAID/VN endeavored to use GSA procurement capabilities for
consolidated purchases of certain CIP commodities. However,
"USAID/VN’s efforts were confined to a telatively short.period from

. July 1986 to September 1987. During that period the AT assistance
‘effort ‘was beset with major, problems including deficient: commodity
programming, port. congestion, diversion, collusion, ete. GSA-con-
solidated procurement for CIP items has not been given a fair trial
under the more normal conditions existing during the intervening
period. USAID/VN -in conjunction with GSA should evaluate the
feasibility of- (#SA-consolidated: procurement of- eligible CIP com-
modities in the light of present conditions and in a further effort to
reduce the cost-of U.S. financed CIP imports.

VIIL CIP AUDIT COVERAGE
Recommendation From Prior Report

The ATD mission should expand the scope of end-use audits

“on CIP commodities to the dollar coverage of $75 to $100

million recommended by AID’s own experts.” (Source: H.
Rept. 2257 dated October 12, 1966, p. 24, No. 8.)

Basis for Prior Report Recommendation

In January 1966, USAID/VN personne] responsible for CIP sug-
ested that end-use checks shoud be made of at least 20 percent of all

X %IP commodities, The a Iplieation'of thig criterion would have in-
volved end-use cheeks of é) P commodities valued at about $75 million

- in fiscal year 1966 and of CIP commodities valued at over $100 million
~in fisca]l year 1967. Subcommittes investigation disclosed, however,
that. only four end-use .audits, of CIP commodities valued at about
$8 million, were in process in January. 1966, Responsible AID officials
agreed with the subcommittee that surveillance over the distribution
and final use of CIP commodities was inadequate. These officials at-
tributed much of the inadequacy to the shortage of U.S. auditors in

"USAID/VN, ' '

On July 19, 1966, the subcommittee was advised by AID that it had
added three U.S, auditors since February 1966 ircressing to 20 the
-number of auditors on the U.S. mission staff. ATD also reported that

- 14 new end-use audits had been initiated since January 1966. The total
. -dollar coverage for 12 of the 14 new audits amounted to only $4 mil-
lion. Dollar coverage for the remaining two audits had not been deter-
- mined at that time, - -
-~ The number of.end-uge audits in process in July 1966 represented a
marked injprovement over the number in process in January 1966;
- however, the subcommittee doubted. that tetal dollar coverags of the
- 14 new audits would a.plprpﬂ.ch the $75 million to $100.million sug-
-..gested by AID personnel and recommended by the subcommittee.

. E ;S;‘.ét'us ‘Ofl'.i'mill.;llél'l—e.l!iiiljlﬁ()‘ll B ) _
... In December 1966, AID/Washington reported that TUSATD/VN
"had expanded the scope of audits of"‘CI]?--p commodities to provide
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. dollar coverage of more than $100 million for fiscal year 1967. In the
subcommittee’s follow-up investigation of CIP in July 1967, it was
recognized that surveillance of certain aspects of the program had -
been intensified and: dollar coverage of end-use checks on CIP com-
modities had been expanded from'about $10 million a year to over
$100 million a year. The subcommittee indicated that the recommen-
"dation had been'satisfactorily implemented and that the corrective .
action taken had contributed significantly to general improvement in
the managment of CIP: " : oo -
USAI]_g)/VN reporteéd coverage of CIP audits during fiscal years:
1967, 1968; and 1969, of $157.3 million, $185.2 million, and . $270.9
million respectively. The reported CIP audit coverage of $563.4 mil-
‘lion for fiscal years 1967 through 1969 represents about 55 percent of
the CIP funds expended infiscal years 1964 through 1968. In many '
cases, however, dollar values reported ag audit coverage are based on
(1) the dollar value stated in procurement suthorizations, (2) the
total amounts of licenges issued, or (8) total AID expenditures for
the authorized commodities—rather than total values of commodities
paid for by ATD and received in the country during the period under
examination. . . , ; . .
Much of the CIP audit work by U.S. mission auditors is performed
in the areas of licensing, arrival, customs clearance, delivery to im-
porters, and end-use verification. Generally, samples are selected and
tested at various stages of the import transactions and data is gathered
from which conclusions can be reached concerning a specific universe.
Selections for tests.in these key audit areas are normally made from
arrival records—and riot. necessarily from records dovering an entire
program agreement or total licensing. Claiming audit coverage for
the total value of a program agreement or the value of total licenses
issued can be misleading, particularly when test selections made of
key transaction stages -are not ent;iref;' representative of a universe
in. which not all commodities have arrived in the country or been
paid for by AID. Moreover; some USAID/VN audits reporting com-
prehensive coverage of complete commodity segments did not indi-
cate work done in such important areas as 81) etermination of com-
~ modity requirements, (2) compliance of suppliers and carriers to ATD
regulations, and (3) adherence of all parties to competitive bidding
requirements, - e ' : '
- Reported dudit-coverages for fiscal year 1967, were inflated because,
in -some: instances, {1} the total amount for licenses issued was
reported rather than the actual value of goods received in the country
and (2) the total procurement authorization ‘amount was used rather "
than the amount ATD actually paid during the period under examina-
tion, In February 1968, AID issued a manual ‘circular lmiting
reported audit coverage to the value of commodities recetved in the
-country.’ The-circular-also required that a representative selection of
test items be made from the entire universe of commodities received.
Acttial end-use verification—in- the sense of determining proper
utilization of comthodities by tracing them to'the final end-users or
consumers in the country—represented only a small fraction of the
audit coverage reported by %SAID/VN-‘&uring fiscal -years 1967
through 1969. End-use checks are generally limited to verifying the -
- Teceipt and- disposition of goods by importers. Considering end-use

i



auditing in the broader context of tracing goods to importer records
and inventories, as well as to manufacturers, retailers, and other
- consumers, only $29 wmillion or 21 percent of the audit coverage
claimed in fiscal year 1968 could be considered end-use verification.

In a review of trucks and motor vehicle parts imported in fisca] years
1966 and 1967, USAID/VN reported an audit coverage of $36.7
million, However, commodities valued at only $1.8 million had been
selected for end-us¢ examination. In another report. concerning the
end-use examination of iron and steel products imported during fiscal
years 1965, 1966, and 1967, the reported audit coverage was $26
million. Of this amount, the auditors selected for examination 23
importers who had purchased commodities valued at $3.7 million.
Confirmation of sales made by these importers and end-use observa-
tions were made on commodities valued at $1.6 million. .

U.S. Mission auditors have increased efforts to disclose the extent
of audit coverage in individual audit reports. The reports generally
showed the scope of the examination and the coverage accorded at
specific control stages such as licensing, arrival, and end-use veri--

cation. Although individual audit reports indicated coverage ac-
corded at principal control stages, no evidence was found to indicate
- that any similar stratification was used in consolidated reports of

audit coverage prepared to assist top ATD management in monitoring:
overall surveillance of CIP. Actual audit coverage at key contro

stages is not available to those responsible for program administra-
tion without specific analyses of individual audit reports. Conse-
. quently, menagement officials have tended to rely on reported dollar
values, showing broad audit coverage, of questionable validity,

Conclusions

Since the subcommittee’s visit to Vietnam in 1966, substantial
- increases have been made in the overall dollar value of audit
coverage accorded to ATD-financed CIP commodities, However,
audit procedures and tests applied to selected control stages of CIP
transactions. have not. always been representative of the full dollar-
value of audit coverage claimed. In terms of end-use verification, ac-
_tual dollar values of commodities traced to importer records and to.
ultimate consumers represented only a small graction of the audit
coverage reported by %SAID/VN. The validity of reported sudit
coverage is questionable when the audit reports are not properly
qualified to show the extent of coverage ac’co‘rﬁed to principal review
stages or when important areas are not included, such as reviews of’
commodity requirements, compliance of suppliers and carriers to ATD
- regulations; and adherence to competitive bidding requirements. ,
%SAID/VN has adopted, in some measure, an audit coverage re-
' porting system reflecting the varying degrees of coverage accorded
“each’ management control stage. Stratified data of this type ig gen-
erally given in the individual audit reports; however, it does not ap-
pear in the current audit coverage reporting system which consists:
- only of a summary tabulation of overall dollar coverage of each pro-
. gram or commodity, USAID/VN hag not developed a separate, con-
* solidated system for reporting sudit coverage to top management by
principal control stages. . o , ‘

b



Each audit in the CIP area may differ in depth and extent of tests
and physical sampling needed. These are matters to be evaluated by the
auditors under the existing circumstances. However, every efiort
should be made to avoid the possibility of misleading persons respon-
sible for program administration who may not be familiar with each
. audit or with the reporting procedures for audit coverage.
 Broad audit coverage is necessary ; however, AID should review the
manner in which audit results are communicated to persons having
responsibility for program administration, evaluation, and surveil-
lance and should ensure that specific coverage data is representative
of the work performed and is clear enough to avoid the possibility of
misinterpretation. ' B ‘

IX. PRIOR REVIEW OF CIP TRANSACTIONS.
" Recommendations From Prior Reports

‘Al D/Washin%lton should intensify its prior review of com-
-modity import shipments and suppliers to prevent diversion
and fraud problems from developing. Too many of these cases
are attacked after the fact, (Source: H. Rept. 2257, dated
Oct. 12, 1966, p. 24, No. 9.) R

Basis for Prior Report Recommendation

In 1966, the subcommittee found that USAID/VN had neither
the procedures nor the personnel to exercise proper surveillance over
CIPI.) They found that there had been numerous forms of corruption in
CIP including profiteering, fraud, overpricing, false certification of
origin of commodities, and diversion to the Vietcong. Excessive -
amounts of commodities were being imported hecause of lack of proper
AID management of CIP, An estimated 60 (fercent of ATD financed
goods were being diverted from their inten ed purpose.

The subcommittes believed that proper surveillance of OIP by AID
- should include screening of all import. licenses; checks on-.sup}ihers,

-importers, commodity eligibility, prices, and quantitiesy checks on.
compliance with AID)’s Office of Small Business advertising require-
~ ments; and comparison of information on letters of credit and import
licenses. At the time of the subcommittee’s investigation, only one
USAID/VN employes was engiged in commodity surveillance work.

USAID/VN was planning to assign some of this work to a group. of

*_eight commodity analysts who were being added to the U.S. Mission

staff., . . e G
In AID/Whashington, the Office of the Special Assistance for Com-
modity Analysis had.been established. Its purpose was to identify -
- commodities particularly susceptible to -diversion to the Vietcong
and to advise USAID/VN of their arrival and need for special con-
- trol measures. The subcommiittee. felt that AID should increase this
type of prior review. . Co e .
o Status: of Implementation - L
In a follow-up investigation, in 1967, the subcommittee found that
this recommendation was, to & large extent; being implemented, Sev-
_ eral improvements were noted. Seven of eight' authorized commodity
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analysts had been employed. They were engaged in several phases of
CIP surveillance—in particular, screening applications for import
licenses and checking prices; su%?lier, importer, and commodity eli-
ibility ; and compliance with Office of Small Business requirements.
is was done prior to issuance of the import licenses. _
. To supplement the surveillance work by USAID/VN, AID/Wash-
ington -has taken several steps to prevent irregularities in CIP. In
May 1968, a prevalidation procedure for eligibility of all AID-
financed commodities was established. It is operated by the Com-
modity Eligibility and Price Analysis Branch of the Office of the Con-
troller, ATD/Washington. This office reviews AID Forms 11, “Appli-
cation for Approval of Commodity Eligibility,”. submitted by
'su';E liers, ' - ' . ' :
This form .provides data on commodity identification including
source, components, and unit price. Transaction data regarding the
su Bher,'importer, letter of credit, and contract terms is also given,
ATD gives limited approval to the sale described on the form,%as‘ed '
Erim&rily on & determination that the commodity which the supplier
as-described is eligible for AID financing. ATD Forms 11 submitted
l:]);jy suppliers suspected of overpricing are reviewed by the Commodity
ligibility and Price Analysis Branch of the Office of the Controller
}%]rior to approval of the transaction. The prevalidated form is part of -
the documentation required by ATD prior to payment to the supplier.
In the first year of operation, over 40,000 app ications involving about
$950 million worth of commodities were approved and about §10 mil-
lion worth swere disapproved.
Early in 1967, the Office of Commodity Coontrol and Surveillance
_ was ostablished in the Bureau for Vietnam, ATD/Washington. One of
its primary dpurposers is to identify irregular transactions and trade
atterns and to recommend actions or policies to stop or. prevent il-
: Ecit or subversive use of ATD material resources in Vietnam. An AID
official pointed out that, although this identification is on an after-
- the-fact basis, the work of this office and the information developed
has been ugeful in the overall prior review effort—for example, caus-
_ ing many unreliable suppliers to refrain from requesting AID-
financing, ‘ : .
The Commodity Analysis and Requirements Division of the Bureau
for Vietnam, ATD, studies the Vietnamese economy to. determine rea-
~ sonable commodity requirements. When requests ¥or import licenses
‘indicate an excessive demand for a particular commodity, TUSAID/VN
is alerted so that the GVN can be requested to deny further licensing
" of the commodity.. ; - '
‘Subinissions to the Office of Small Business, are reviewed. Because
many of these do not result in actual transactipns, however, the review
i‘i lJé,aIs%ul ohiefly as a source of data for-other areas- of prior review
of CIP. . - : _ o
arly in 1967, AID reported to the 'subcommittee that a system:for
electronically sorting letter-of-credit data by importer, supplier, and
commodity was being established. This eléctronic gorting system would
permit a review of CIP transactions in AID/Washington prior -to
- ghipmert and ‘8 comparison ‘with import license data available from
o SalgoniiAsiof March 1970, no such system had been implemented.
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. Conclusio‘ns,

It appears that ATD has intensified its prior reviews of CIP ship-
ments and suppliers. Several procedures are in effect in Washington
and in Saigon which provide a reasonable means of review prior to

- completion of a transaction. Identification of irregular practices by
suppliers and importers, although based primarily on an after-the- -
fact review, has been useful in curbing or preventing such practices.

Existing prior review procedures could be improved and made more
effective if a centralized ADP function could be developed wherein
past_and current transaction infermation, now reviewed separafely

- by USAID/VN and AID/Washington, could be combined, compared,
and analyzed simultaneously. ATD should consider the possible bene-
fits of eliminating separate Teviews in Washington and Vietnam and
the value of having complete transaction data available at the right
time in one location, so tEat actual or potential irregularities may be
identified earlier and appropriate corrective action may be taken.

X. U.S. CUSTOMS ADVISERS
Recommendation From Prior Report

AID/Washington and the Treasury Department should
quickly bring the authorized staff level of 15 T.S. customs
advisers in Vietnam up to tull complement. (Source: H,
Rept. 2257, dated Oct. 12, 1966, p. 24, No. 7.) '

Basis for Prior Report Recommendation

The subcommittee wag concerned with USAID/VN’s failure to"
jgrc_)pe‘rly control- CIP goods arriving in Vietnam, USATD/VN had -
oen. unable to effectively police the 90-10 componentry regulation
which, basically, provides that no more than 10 percent of any CIP
commodity may come from such free-world sources.as apan and
countries of Western Euirope where the U.S. has an unfavorable bal--
-ence-of-payments position, Also, USAID/VN wag not in a knowledge-
‘able position to request refunds for goods remaining in customs ware-
houses for more. than 90 days—a violation of ATD regulations, ~
The subcommittes found that a shortage of USAID/VN person-
‘nel existed ; and, in their opinion; this situation had an adverse impiet
on USAID/VN’ ability to' police the flow of CIP" commodities
‘through the Saigon commercial port. Tt was hot tntil Aprl 1966 that
& customs advisory - group, with an anthorized strength of 15, was
-established to exercise surveillance over the arrival; saféguarding, and
~-disposition of AID goods at'the port. Six 6F the 15 porsons authorized
were in' Vietnam at the time of the subtormittee’s itvestigative trip
in May 1966. The subcommittes recommended swift action to fill the
‘Temalning positions. - Cer et T T T

 Status of Imiplementation - .~ . -

t-the eng f 1966,thBUSA,ID/VNcust0ms!stwﬁ _.coﬁsiét_ed} 0f13
‘persons.including five A[[_D,d1_-re_cb-’-_.hireg and;eight 1.8, Customs: of.+
ficials assighed in aceordance with a participating agency Service agree-

At thtaend
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ment. The customs advisory team wags initially concerned with two
objectives: (1) the surveillance and inspection of CIP commodities
being imported into Vietnam and (2) assistance in the development of
an effective GVN customs institution, These priorities continued dur-
ing the T.8. economic buildup in fiscal year 1966, After the port began
to clear in early 1968, emphasis on surveillance and inspection began
to ease and increased emphasis was placed on development of the
VN customs organization.

In mid-1967, the authorized ceiling was set at 25 advisory positions.
During its follow-up investigation in 1967, the subcommittee found
that 21 persons were on the customs advisory staff and, therefore, re-
ported that the recommendation made in QOctober 1966 had been sat-
1sfactorily implemented. : '

- At the end of 1967, there were 21 customs advisory personnel, and
17 of these were concerned primarily with CIP surveillance and in-
spections. They were assisted by 120 employees of a local inspection
company who physically inspected commodities arriving in the port.
There were four customs advisory personnel who were primarily con-
cerned with the training and upgrading of GVN customs personnel.

‘The number of customs advisory personnel was reduced to 11 at the
end of 1968 because of the easing of port congestion durin the year.
_Seven advisers were assigned to training GVN customs sta% and four
advisers continued to work in the surveillance and inspections area.

As of September 5, 1969, there were seven customs advisory per-
gonnel in Vietnam and two vacancies existed in the nine positions
authorized.

- Conclusions

The subcommittee’s recommendation has been satisfactorily imple-
mented. The number of customs advisory personnel wa~ increased as
recommended and wag increased further when more izembers were
needed. ' ' ' : :

Subssquent reductions were made when port operations and the
GVN customs service had improved to the point where fewer advisory
-personnel were needed. : :

XI. DISTRESSED-CARGO BIDDERS

Recomméﬁdation— From Prior Report

" The AID mission should conduct an indellj.":endent. review
of the background and qualifications of all bidders for dis-
tressed cargo sold at auction and take ‘all other necessary .

" action to prevent it from falling into the hands of the Viet-

* cong. (Source: . Rept. 2257 dated October 12, 1066, p. 24,
No. 5.) ' o ' '

‘Basis for Prior Report 'Réc"pm'mendatioﬁ

~The basis for this recommendation wag centered around the sub-
commititee’s concern régarding the diversion.of AID-financed com-
modities to the Vietcong and the lack of .control by USAID/VN
over the'sale of cargo'considered to be abandoned and distressed; ie.,
_ATD finariced commodities which are not removed frotm port areas
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within 90 days after arrival. Such cargo is auctioned off periodically

by the GVN. The proceeds are to be deposited in the counterpart fund -
and expended as mutually agreed upon by the United States and the.
GVN. _ :

Subcommittee investigation in 1966 disclosed that the T.S. Mission
had not maintained records on the type, quantity, or dollar value of
distressed cargo, had not attended auctions, and had not maintained
records on the proceeds from the auction sales, Furthermore the U.S.
Mission had no control over the ultimate use of these proceeds because
they were not being deposited in the counterpart fund. A USAID/
VNy official maintained that sales proceeds would be expended by the
GVN whether they were deposited in the joint counterpart account
or a GVN account and that the amounts involved were relatively
insignificant. : ‘ :

In May 1966, following hearings held by the subcommittee in Viet-
nam, the GVN settled a long outstanding claim for distressed cargo
by depositing payment in the counterpart fund, By so doing, the GVN
- indicated that it had agreed to deposit proceeds from the sale of dis-
tressed cargo in the counterpart fund. In addition, USAID/VN be-
gan reviewing and monitoring auetions of distressed cargo.

Status of Implerﬁenta-tion

USAID/VN and AID/Washington officials advised that their re-
- spective divisions or offices had not made, or did not know of any,
such reviews or investigations of bidders for distressed cargo sold at
auction, It was explained that regresentatives of USAID/VN had
been attending the auctions held by the GVN and had maintained
records of AID financed commodities sold at these auctions since June
1966, :
Auction sales of CIP commodities, totnll:in'g about $18.300, had -
been made during calendar years 1965, 1966, and 1967 and the proceeds
had been finally %eposited in the counterpart account during 1968. No
sales involving CIP commodities were recorded for 1968; however,
records were not always complete to show that all GVN auction sales
involving ATD financed and/or GVN financed distressed carpo were
recorded. In April 1989, a distressed:cargo auction sale was conducted
“by the GVN, in which USAID/VN auditors found that approximately
44 percent of the goods sold were AID financed commodities. As a
result, a bill for collection was issued to the GVN in July 1969 for
the equivalent dollar value of'$44,746.. . :
USAID/VN had. personnel assigned most of the time to identify
" distressed cargo, to contact importers, to review published auction an-
nouncements, to, inspect listed cargo, to attend auction sales, and to
record transactions involving the auction of AID finanded commodi-
ties. :
' _ Conclusions

USAID/VN had not implemented the subcommittee’s recommenda-
tion with respect to conducting an independent review of all bidders
for distressdd cargo sold at auction. USAID/ V)Nhf,d\, however, taken. -
certain other aqti%z;é} gimed nt safeguarding, its interest in distressed "
cargo. Personnel were assigiied to identify distressed cargo and’con-"



tact importers, A USAID/VN representative was assigned responsi-
bility for reviewing published auction sale listings, examining goods
offered, identifying AID financed items, and recording transactions
at sales in which AID fihanced ‘goods were involved.

The action taken by USAID/VN was reasonable, provided that all
sales were recorded by USAID/VN and considering that relatively.
small quantities and values of distressed cargo were sold at auction.
The established procedures, if continuously followed, should provide
adequate protection of USATID/VN’s interest in the disposition of
distressed cargo. ' ,
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TAPPENDIX

Conorrss or THE UniTED STATHS,
House oF REPRESENTATIVES,
: - Washington, D.C., February 26,1969,
Hon. Ermur B. Staars, .
Comptroller General of the United States, Genergl Accounting Office,
ashington, D.C. '
Desar Ermer: As you know, the House Foreign Operations and
' Government Information Subcommittee has maintained ‘s cloge sur-
veillance over the economy and efficiency of operations under the
U.S. Economic Assistance Program to Vietnam since late 1965,
~ We have issued six detailed investigative reports on that Important
subject, beginning with the initial comprehensive volume sent to the
House of Representatives October 12, 1966, :

The findings contained in those reports sparked a major overhaul
of U.S. aid operations with resultant sayings of millions of dollars to
the American taxpayer.

In response to our recommendation, the General Accounting Office

(f g team of highly qualified auditors in Vietnam to monitor
not only nid expenditures but military assistance spending ag well,

The Agency for International Development has perio ically pro-
vided the committee with reports claiming significant improvements

~in operational effectiveness. In addition, the GAO has issued a number
- of reports following up on our original investigations in certain se-

Eave been most helpful to the Congress and, I am
- sure; the executive branch, ‘

However, in my view, it is now time to require a detailed assessment
of how well any weaknesses and irregularities which we found have
- been remedied. This should include all of the recommendations con-

‘-taiI(:ied in the subcommittee’s reports as well as the resultant GAO

studies, ' : : :

I would appreciate it greatly if this assessment was made as
promptly ag fposuaible with advance copies made directly to this sub-
committee, If you should care to discuss this with me personally, I
shall be most happy to meet with you. '

In closing, I want you to know how much your past cooperation
and work in this field has meant to me personally and more impor-
tantly, the Nation. It has been a major contributor and I am grateful
* . we can continue our mutual effort. -~ - _

Sincerely,

@) Joaw E. Moss, Chairman,
) .

C



