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HOUSE OF REPRESENTATIVES,
TVa:;hington, D.O., Ootooer 8, 1970.

LETTER OF TRANSMITTAL

lion. JOHN W. MCCORMACK,
Speaker of the House ofRepresentatilves,
TVashington, D.O.
. DEAR MR. SPEAKER: By direction of the Committee on Government
Operations, I submit herewifth 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.

WILLIAM L. DAWSON, Ohairman.
1m)
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state of the Union and ordered to be printed

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

THIRTY-FOURTH REPORT

BASED ON A wrUDY BY THE FOREIGN OPERATIONS AND GOVERN·
MEN'r lN~'ORMATIONSUBCOMMlTTEE

On October 7 1970, the Committee on Government Operations
approved and adopted it 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.

I. INTRODUCTION

On October 12, 196,6, 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 1 was the result of intensive onsite investigations and hearings
in Washington and Saigon by the Foreign Operations and .Govern­
ment Information Subcommittee under Chairman John E. Moss. The
introduction to that report stated that-

The committee has it 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 only checking the effectiveness of re­
cently instituted changes but also urging action toward fur­
ther Jmprovements.

1 H.Rept. 2257, 89th 'Cong" 2d sess;, "An InvestlgatiODof U.S. Economic and Milltary
AsalstancePrdgrams In Vietnam."· ' , " .,' .,

(1)



.. In furtherance of that commitment, three subcommittee staff mem­
bers traveled to Vietnam, in November 1966, to check on ste]?S being
taken to implement the recommendations made in the commIttee re­
port and on June 29, 1967, the subcommittee left Washington for an
onsite, follownp investigation of U.S. assistance programs in Viet­
nam. The contmued surveillance and followup investigation by the
subcommittee resulted in the 'committee issuing six followup reports.'
The seven reports includei\ 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 studies
and investigations of aid programs in other parts of the world dur­
in~ 1968 and 1969, surveillance over the Vietnam program continued
wIth the assistance of the V.S. General Accountmg Office (GAO).
On February 26, 1969, ChaIrman John E. Moss requested that the
GAO make a detailed assessment of how well the weaknesses and ir­
regularities previously reported by the subcommittee had been
remedied. .

In response to Chairman Moss' request, the GAO made onsite re­
views during 1969. The GAO has provided a status report on the
subcommittee's recommendations relating to the commercial (com­
modity) import program for Vietnam. The information provided
by the GAO is the basis for this report.

II. SYNOPSIS

Foreign Exchange 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 m"lde will tend to generate future imports such as
repair parts and replacements. .

The Agency for International Development (AID) has been only
partly successful in

-persuading the Government of Vietnam to keep its promise to
inCrease its spending in the United States during 1969,

-identifying commodIties produced only or mainly in the United
States on which export prices (including shipping) would be
competitive and would promote Government of Vietnam financed
importation from the United States, and .

-persuading the Government o;f Vietnam to use its $50 million
escrow accOlmt to purchase rice and/or other products from the
United States. .

. Licensing of Importers

AID has m"lde some background reviews of specific importers but
no systematic investig.ation of the reliability and integrity of com­
mercialil1i1Ilort program importers,

~ H, Rel!t.· 609, 90th Cong., lst sess'h "IlUcit Practices Aft'ectlng 'the U,S'. Eoonomte Pro­
gram tn Vietnam." H.Rept, 610 gOt Cong.· 1st sess., '''The COmlllerelal (Commodity)
ImportPrograll1 for, Vtl!tnam." :itRept.611,90th' Cong.,'lst:;sess.t."The Fo:rtt:SitUa.tlO:il'ln
Vietnam."- H.Rept. 1142 90th Cong" 2d se8s.• "Land RefO'tm"tn,'vtetln'am./t ,FI.Rtmtl1148 '
90th Cong., 2d sess. "Excessive Pro~amlng, RJld Procurement of -Sweetened CODllel'if!:ed
:Milk forYletnam:"H.Re,pt. 1228, glat Cong.;2d aeaa.,,"ARevlew of the Inequitable Mone-
tary"Rate of Exchange in Vietnam." '
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AID has ret~ed on' lli central importer file designed to accnmulaVJi.
in one place pertinent information on importers and others having
'influence over importers. Much of the file' data came from qm;stioW!
naires voluntarily returned by importers and others. However

f
the:'

majority did not return their questionnaires; those who did Be dOm/'
furnished complete reports; and little or no follow-up verification of
the data was made.

The file cannot be considered an adequl1te substitute for the sys­
tematic ~ackground and qualifications review recommended by"t,he
'subcommittee, ' .

AID has not negotiated with t!w Government of Vietnam on the
problem Qf uniformly applying ri~wly established licensing rules to
old as well as new importers, although recommended by the supcom­
mittee. AID officials in Vietnam stated, in July 1969, that theM had
made informal suggestions to the Vietnamese Government but' that
they were not in a position to influence implementation.

Inequities in the licensin~ 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

, remain 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 aspects as market growth
patterns, population trends, moneys available for imports, purchase
lead times, and inventories, as well as import license applications. Con-

, til).ueduse of analyses ba,sed,on sound, current market data should help
,AID to contmue to meet the import program's goals,

Textile and Paper Imports,

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

AID 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 s,train on the local manufacturing community and
thus limits fuller utilization of the country's textile industry.

procurement by Gen~ral Servic~s Administration

Consolidated purch-ases of commercial import progralllcommodi­
ties by the Generl1lServiges Administration were tried,from July
1966 ~o Septe!pber 196~, when Vietnam pqrt cqpgestion, diversion,
collUSiOn, etc., were major problems. Consolidated procurement was
discontinued primarily because ,of higher costs, poor delivery experi­
ences, and difficulties in' arranging and coordinating requIrements,
specifications, licensing"and financing.

, H. Rept, 1583,91~2-,-2



4

AID is not pr~sently in £avor of resuming th~stYl?e of purchasing
which is contrary to its objective of promotmg self-sustaining direct
contact between Vietnamese importers and U.S. exporters. However,
in the interests of economy, the feasibility of this type qf purchasing
sh.ould be re.considered in relation to conditions presently existing in
VIetnam.

Audit Coverage

AID's overall dollar coverage of commercial import program
audits has substantially increased since 1967, as recommended by the
S'Ubcommittee. However, dollar values r<worted 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. .

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 values 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. '

Prior Review of Transactions

AID has intensified its system of prevalidation checks of com-
. mercial import program shipments and suppliers hefore transactions
are completed and has set up procedures to provide a reasonable re­
view. These prevalidation procedures could be more e:ffective 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
AID personnel perhaps could be eliminated. .

U.S. Cnstoms Advisers

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

Distressed-Cargo Bidders

AID has not made independent reviews of the background and
qualifications of all bidders for distressed cargo (goods not removed
from port area within. 90 days after arrival) sold at Government qf
Vietnam auctions. However) to safeguard U.S. interests, AID person­
nel are attending these auctIons and keeping records on AID finan?ed
goqdssold. Considering the relatively small quantities of goods sold
at auction, AID actions are satisfactory, if the reeordsare complete.
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I1I.GVNFOREWN EXCHANGE'SPENDING IN UNIifED
STATES

ReCOltllnendations from Prior Reports '."

The Secretary of State sho~ld direct the U.S. Ambassador '~f
iii' Vietnam to insist that'the GVN increase its foreign ex· "
change spending in ,the United ~tates. (Source: H. Rept,::
610, datedA1\g. 25, 196'7, p.16, No;4.), ,f

The AID missioJ,l sho~ld identify' CIP commodities rro- .
d~ced,mainly by the Ultited States and rress the GVN to
finance' thesecom1Ilodities with, its own foreign excha!1$e.
If the GVN refuses AID should declare these commodIties
ineligiblefor U.S. financing. (Source: B.Rept. 610, dated
Aug. 25, 196'7; p.16, No.5.)

Basis for Prior Report Recommendations

The sI\bcommittee investigation in 196'7 disclosed that less than 10
percent, of U.S. dollars accruing 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
$225 milIion of its Own foreign exchange for imports in 1966, only
$6.2 million was spent in the United States. Projections for 196'7 in­
dicated that the GVN 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 196'7 was estimated at $296 million. It was apparent to the
subcommittee that, unless immediate steps were takento 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 196'7, AID officials informed the subcommIttee of four
major steps being taken to limit the adverse effect of the U.S. pres­
ence in V,etnam on the U.S. balance-of-pavments position.

These steps included (1) deposit by tIle GVN in the counterpart
fund for U.S, use; the plaster 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 Ad,ministration loans, (3) deposit of most GVN foreign
exchange reserves in U.S. banks, and (4), preparation, of a list of
CIP com1Ilodities produced 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 s~bc9mmittee found trese steps to be commendable, it
recognized ,that the first three were of a te1Ilporary and nonrecurring
nature which did not limit GVN foreign exchange expenditures out­
side the United States.

In connection with the fourth step, the subcommittee recommended
that the U.S. Agency for International Development, Vietnam
(USAID/VN), identify com1Iloditiesproduced mainly by theU.S.
and'request the GVM 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 AID Administrator, ·dated September 19, 1967,
. the subcommittee directed specific attention to its recommendation,
concerning increased GVN foreign exchange spending in the United
States. On October 6, 1967, the AID Admimstratodnf(lrmed the sub­
committee, ,that he was giving ,the matter careful eonsideration and
that he e>\l?ectedto explore.Wlth the GVN Minister of Economy, dur­
inghisvi.slt to Washin,gton, all feasible means of increasing the U.S.
share of Vietnamese fllanced imports. AlSo, AIDlWashmgton re­
quested the U.S. Mission to pursue discussions 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 lctter to the GVN Ministcr of
Economy suggested an increase of $50 million in GVN financed im­
ports from the Unitcd States for 1968., On April 25, 1968, theGVN
Minister of Economy specified fiye areas in which the GVN intended
to import commodities valued at about $407.1 million from the United
States during 1968. These intended imports, together with an esti­
mated $23 mlllion of importsnorplally purchaSed from the United
StatesJlroduced an overall figure of $70.1 million for 196.8.

,On July 6, 1968, the GVN. agreed 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 Aug\lst15, 1969. The agreement provided that
other uses for the account could he negotiated prior to its expiration.
AID has attempted to negotiate the use of the rice escrow account
for purchases of U.S. commodities other than rice but the GVN has
not lligreed; Authority to make payments from the account expired on
'August 15, 1969, after only one rice purchase of about $8.4 million, was
made on June 30, 1969.

Meanwhile the account has been invested in· U.S. Treasury bills
and has earned more than $5.6 million in interest through January
1970. This interest has becn transferred to the National.Bank,of Viet­
nam, as earned, and is not available for add,;tionalpurchases through
the aedount.' .' .

AIDjWashington officials indicated that there were two reasons
for the reluctance o£the GVN to fully utilize this fund. First, the fre­
quently higher cost of U.S. commodities and the higher transportation
oosts combine to make U.S. products less competitIve than those ob­
tained in nearby countries. Second, the GVN officials felt that there
was no heed to increase the GVN foreign exchange spending in the
United States as AID wouldsnPply necessary commodities under OIl;'
or other'programs. AID/Washington officials cited, as an example of
this, the instance of 50,000 metric tons ·of rice ($8.40 million) pur­
chased only after AID insistence..

In January 1970, the rice. escrow accouutagreement was amended
to allow payment for the purchase Mother U.S. productsa;nd to
allow p~Ylllentsforotlean freight fOl' U.S, comwodities shipped to

. Vietnam. A seoonli rice purchase' oHO,OOO metrio tOns va;lued at apout
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$8 million was made by the GV;N" after strong insistence by AID. As
of March 26, 1970, the Treasury Department had not received the
necessary authorizatidn to transfer funds from the escrow account for
this purchase. Additionall:}', 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.S. com-
modities. '

. 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 $23.1 million and
was awaiting authority for transfer of $8 million. An additional ex­
penditure ,of about $8 mHlion is expected shortly for a third rice
pur.cha.se resulting .from negotiations with the GVN and issuance of
lllvitatlOns to suppliers for bIds.

In the program assistancegr~nt a~reement for 1969, signed Y~b­
ruary 12, 1969', the GVN commItted ItseH to development of poliCIes
and procedures to increase the U.S. market share of the GVN foreign
exchange expenditmres. On Jul:v 12" 1969, the Director, USAID/VN,
proposed to the6VN Minister'of-Economy a 1969 target of $70 mil­
lion in ~YN"finanoedimports from the United States~..specifying the
commodItIes- to bepnTchased. On July 26\ 1969, the u,S. Embassy's
commercial attache made inquiries cOJ\lcerning 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 ehaI}ge;
Subsequently, the U.S. Mission advised that the subject would ,be'
reopened with the' GVN.. "

The following, scheaule 'compares GVN foreign exchange (U.S.
dollars), generated !I;"omthe.sales of piasters to U.S. personnel in Viet­
nam WIth the estimated ,and actual amounts, of GVN licenses issued
for pUNhases-fr0m the ,United States: , .

[Dollar amounts In millions],'

Calendar year

1967.•._._..: "__ ._ ..•...... __ .• __ .

l~:~,:~::::':~::::::::::::::::::~::::~::::::::::::::

Percentot
Piaster' , act~to

sales' EstrmatEidl'i Actlial l ' plaslarles

$290 $80.0 ~24. 0 8,3
311 70.1 57.7 18.6
388 70.0 58.4' 15.1

IThe 1965; amount 'In'cludes,the'unllcEinsed IPUrOh8$stif2' B6elng'alrctaftfor $13:100 000;. Ihe196911mount'doet not
Include the $8;400,OOO,rlca,purchase,from'the escrow account for Which Government of Vietnam'lIcenslngwasnot required.

These percentages are lower when computed on the basis of total
purchases ,financed by GVN foreign exchange fromal! sources. On
that basis, the U.S. share Qf GVM foreign~xchang(\ exp(\nditures for
1967, 1968,' a,n,d 1969, was 8,.2 percent, .14:7, }lerC,ent,' !tnd 13:7 per,cent
respectiv,ely. Also AID' officials advised that' not al! GVN impol't
licenses issued are, used. They, estiin,ate ,that actual expenditures'tend'
to be ab0l,lt 10 percent low~rthallre.{",rted ,licensing figures. . \

Regardmg USAID/VN's preparation of a list Of CIP cohnnodities
produced, mainly by.the UmtedStates, USAID/VN made an effort
to con$tructsuch a list for the primary purpose of havingthe GVN
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finance these' commqdities with its own foreign exchange. In this
effort, USAID/VN evaluated ahd 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 produced 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 U.S. sources. '

Conclusions

GVN foreign exchange spending in the United States has increased
aince the subcommittee's 1967 recommendations were made, although
the increases have not always reached the estimates and ~oals estab­
lished by AID. Some of the purchases tend to generate rurther im­
ports such as repair parts, replacements, etc., so that future increases
may be forthcoming. '

USAID/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
United States. USAID/VN has urged the GVN, in some instances, to
purchase certain commodities from the United States when CIP fi-
nancing was not available. '

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' expiratlOn of the agreement and then
only a~ter strong insistence by AID. In contrast; the account has
earned more than $5.6 million m interest through January 1970, and
this interest has been transferred to. tlw National Bank of Vietnam
as earned and is not available for additiOli.al U.S. purchases through
the escrow account.

The recel)-tly stepped-up GVN, e,\,penditures from the ~scr~w ac­
count, l'artlCularly for rIce have Increased GVN spendlhg m the
United States. ThIS increased activitY).however, has been due priinar- ,
ily to AID's strong insistance to the uVN that the funds be utilized.

Although most of the funds in the account are being- utilized, hOt
all expenditures have necessarily increased the GVN, foreign exchange
spendmg in the United States. For example, at least $8 million ·was
used by the GVN to pay ocean freight charges on shipments of U.S.
commodities for which the GVN would normally be obligated td pay
in any event. Moreover, the rice purchases represent temp,oraryand
nonrecurring transactions, since the GVN has been very reluctant to
purchase U.S. rice when cheaper sources of supply are available and
since Vietnam is expected to be self-sufficient in rice production by
1971. '

IV. LICENSING OF IMPORTERS

Recom.mendations from Prior Reports

The AID mission should review the background and quali­
fications of all applicants for if1lport licenses indepepdent of



the reviewconducted by the GVN. (Source: H. Rept. 2257
dated October 12, 1966, p.24, No.4.)

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. 610 datedAugust 25,
1967, p. 15l-No. 1.) ,

The AIlJ 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
this step. (Source: H. Rept. 2257 dated October 12, 1966, p.
24, No.6.)

The committee is repeating its recommendation that the
AID mission insist that established importers be required to
conform to the Same conditions that apply to new applicants.
Furthermore, the AID mission should insist on the removal
of restrictions limiting established importers to the importa­
tion of cert",in commodities. This matter should now be
negotiated at the highest levels of the U.S. mission and the
GVN. (Source: H. Rept. 610, dated Aug. 25, 1967, p. 15,
No.2.)

Basis for Prior Report Recommendation

During its investigation of U.S. programs in Vietnam in 1966,
the ,s)lbcommittee foqnd 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
monitoring importer activities since that time has been left to the
GVN. . . ,

The subC(>mmittee .was concerned that the GVN had sole respon­
sibility for investigatiJlg each importer's background and for giving
permission to utilizi) AID'pmvided foreign exchange financing. Also
of concern to the subcommittee was the fact, that AID relied complete- '
lyon punitive mea~ures after lnfractionshad been committed when it
w"as, too late to ,prevent such, infractions of A,In, regulations and il­
licit practices. The subc<>mmittee said .0at; althoull'h it.was common)
knowledge that AID-financed commoditIes werebemg dlV<,.ted to the

'•.Vietcong; USAID/VN had not established procedures for checking
the background, loyalty, honesty, or secret. connections of these

imS~b~:Uittee investigation disclosed that only 23 of the 2,000 au­
thorized importers had been declared ineligible and blacklisted by ,
th,e GVN because of infractions of AlD regulations and that .20 .of
the 23 importers had bilenblacklisted lifter ilie subcommittee inithitec;l
its owninve~tigation. '., ' ." , . ' , , ",

AID, ac;lvisedthesubC?mmittee, iJl.1966, that iml.lOrterS,.w9pldlle
asked to fill out a questiOnnaIre deEligned to help III anlllY~ing"tl'le '

( composition and workirig habits of any given firm. The qJiestionnai"es
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were to be screened, on a selected basis, to determine the validity of '
the statements and to develop in greater depth more information on
the aqth:ities of thefirms.USAID/VN hoped to have the question-
naires mailed. and return.ed by August ?1" 1966. ;

During l,tS, follow,-up mvestlgatlOn m 1967, th,e subcommIttee found
that AID had failed'to take the promised corrective action. Question­
naires were never mailed by Al;D, primarily because of lack of staff
to conduct independent reviews of all iml?orters. The subcommittee
pointed out that implemelltation was feaSIble becau~e (1) USAID/
VN staff requirements had been largely met, (2) automatic data proc­
essing,{ADP) systems were available to facilitate the collectioll and
use of data, (3) USAID/VN still had no adequate l?rocedure for
identi~ing disloyal alld dishonest imp,orters prior to,t,helr committing
illfractlOns of AID regulations, (4) only a few unsystematic and
fragment,ed background checks had been made of the 2,200 authorized
CIP importers at that time, and (5) ~hanges in the CIPprogram
should have reduced the number of Importer background c1J.ecks
necessary.

In 1966, the subcommittee found that, under the new system of
open general licensillll; adopted by AID With, the conC\lrrence of the
GVN, new firms and Importers would be permitted to enter the pre­
viously closed import community if they could demonstrate that they
were responsible 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
August 29, 1966, that the GVN took th!' positioll ,that applicatiQn of
these requirements to established importers wou,.Id be ,contra,ry, to, Viet.
namese law. The subcommittee felt t!).at the new ,financial requirements,
were a desirable control device that would not befulJy effective unless
they applied to all importers. , . ,

AID officials cited advantageS of the new importers over the old, ,i111­
porters as a reason for not requiring the old importers to meet the,
financial requiremellts whichhlld been imposed on new impoliters. J'b.e
subcommittee noted that prpcedures inefflll't at that time)ill)),ted, ,old,
importers to the importatioll Of, only one cOl)'lmodity withinadesig.
nated category, w!).ereas new,importeW hailgwater latitude, they cou~d
imPort all of the. commod.lti~s 1Vithill It Q,!JSlgnated category. " . ,"

The su1;>commlttee felt that, ;rSlISOlls,Clted by AID for not Imple­
m~liting the reqommendations Were unsQ,u1l4allddid not'J)lsti;fy, tht!,
fa.l/ure totake corrective action.l\i[ore.over,the s\lbcommitteerepqrtell
that the inequities ill the regulations governinjl; old and new importers: .
were,un;faiy tQ the importeJ;S themselyesalld detrimental tot4e,econ:
,?my of VIetnam because they relOtricted free competition,a.mol),g
Importers. '

StatUli! of Implementation

AID rep,qrted to the, subcommittee in December 1966, an:dinJuiy
19,67 t,hat ,It wa,s node,a,s,ible to CO'lidu,c,t a CQmpreh"e,llSive,ill"Vestiga­
tionof the bac1{ground Qf all importers; ho-.yever" USA.I:l;>/Y:!N ,did

, make selective investigations where there were aCtual ,ors~speqted
, irregularities.' ,',,, '



USAID!VN issued a poli~y and procedures order on NovemJi'er 28,
196'7, for· the establishment and maintenance of a central importer
file. AID, informed the subcommittee that the file was established
on Janu1trY 1, 1968. AID reported that the file. contained considerable
material on the background of illjporters including data from various
AID/Washington and USAID/VN audits and mvestigations, 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 Augnst 31,1968, USAID/VN broadened the central importer
file to include information on suppliers, sales agents, and others
who have some influential relationship to importers or whose ac-

o tiviti~s walTanted special attent,ion. Accordb;Jg ~o AID, the purpo.se
of thIS file system IS to ceutrahze the cumulative knowledge avall­
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, capitalization, sales
volume, and other pertinent details. The file generally '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 ofCIP business activity for recent periods, although
these runs are of questionable accuracy. 0

. .Available information indicated that a joint task force of personnel
from USAID/VN and the V.S. Embassy Commercial Office was
formed to develop a comprehensive questionnaire to serve two pur­
poses: (1) to acquire data which would clear up the backlog of U.S.
Department of Commerce requests for trade reports to assist' U.S.
firms in doing business wjth Vietnamese firms and (2) 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 importe~ engag<;d in CIP transactions w1';o had J:.1ot responded t.o
the first malhng. ThIS second effort resulted m receIpt of 230 addI­
tional questionnaires.' The task force reported that, as of December
1968, a total of 987 completed questionnaires had been received and
1,587 interviews had be.en conducted. USAID/VN, in the meantime,
had determined that onlyabout900 of the registered importers Were
actively engaged .in CIP business and that the results oithe question­
naires indicated it substantial number of the others were no longer
inbl1siness. . • .

An official oithe U.S. Department of Commel'ce informed us that,
as of January 9, 1970, apprmdmately748 World Tvade.Directory
Reports containing connnercial-tYI'e business information an Vietna­
mese firms were on file and availalile to the U.S. business community.
He. a;dded that appro.x.imately two-thirds of the traCie reports came
in during 1968 as.a. result of the joint effort by USAID/VN a1Jd
the !JlPlbass)' Commel'cia] Office. 0 0

H. Rept. 1588, 91'-2--8



The question)laire~, used both for th:- central importer file and
for trade report prel?aration, contain little usable information o.nd
are seldom <)Omplete m all respects. As' a result, the trade reports and
the questionnaires often lack the specific and comprehensive ip.forma­
tion suitabl" for systematically evaluating an importer's background'
and qualifications. For example, even when the owners of an import­
ing compo.ny are indicated, there is little assurance that they are th"
true and legal owners when the actual own"rship status has not been
verified. It is apparent that many qu"stionnaires have not be"n fol-
lowed with suitable verification and tests of accuracy. ' ,

Available information indicated' that no new impott firms were
authorized by the GyN Minist"r of ~conomy betw~en 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 Ii communique which
provid~d .f'.'r the form~tionof ll:ew companies to participate in imp?rt­
mg actlvltl<>S. Accordmg to thIS announcement, the GVN recogmzed
that import activiti<>s had been controlled by a few businessmen and
were largely untouched by competition. 'l;herefore, to create com­
pet.itionand ~o channel new moneys into import. activities. and tl).us
assIst the Mtlonal economy, the GVN adopted thIS new l?olIcy whIch
w0uld authorize newly formed companies t0enter the Import com­
munity under the following general c0Dditions:

1. The newly formed companies must be joint stock companies.
2. The newly formed companies ruust have a Paid-in capital of

15 million piasters.
3. All shares of company stock must be registered.
4. An aqlOunt of 1 milhon piasters, as it surety, must be de-

posited with the GVN Treasury General. ,,",',
5. The company must possess appropriate warehouse facilities.
6. Seventy percent of the share~olders and. ~he majvrityof the

compMly management must be V,etnamese cItizens of at least 15
years' standing. ' ,

, New companies thus formed were initially authorized to import
commodities in,a maximum of three categories, the same as long-estab'
lished import companies. CurrentGVN tegulations" as amended
July 4, 1966, allow newly establishedi import firms to operate in all
commodity cMe,gories with some limitation. Also, effective iD mid-1968,
th" d"posit0f 1 miHi~n piasters as a surety wM no)oilger reqUired.

USAID/VNrecogmzed that, though new COmpaIlleS were formed,
they were. not necessarily newcomers to th~ ill!port field since, if aD
old 'establIshed company could meet the crIterIa of the new require.
ments; its owners cORld go through the necessary formalities and be
authorized to-import under both old and new regulations. However,.
these new conditions,particularly-the collateral requiremenf and other
financial requirements, were not being imposed on the <>stablishedjlll'
P9rters if they preferreq not to expand their activities to other.com:
moditycate,\1ories under the new regulations., ", '
, _'Subseql}ent ~VN c,?mmuniques.and notices regarding the ~tab1ish­
men-t .of.new Importmg companles.we:e conc~rned primarilY ,with
deslgnatlOrl and ,extensIOn" of appl1catlOn periods and -foreign eJ('
change utilization. New applicants for import licenses could not, file
on a continuous basis after the issuance of the GVN,COl(ullUIlique ,in
June 1966llJ.lowing the formation of new im]lOrt companies. Diumg,
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the 3-year period from Jtuie1966 to July 1969, there were three de~ig,
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 tl,at approxi"
mately 300 new importing companies had been formed fl'om .Tune
1966 to March 1969. However, USAID/VN officials explained that
the. actual ownership status of these iniporters 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-
tabhshed Importers.. .

In regard to foreign exchange utilization, GVNnotices dated June
29, 1968, and December 13, 1968, required that newly established
companies pledge themselves to use a minimum of $200,000 ,of forei¢n
exchange every 6 months to avoid suspension of foreign exchange
grants; Although no data 'was provided that would indicate the re­
sult of this requirement, it was apparetitl~ aimed. at utilizing the
reportedly increased foreign exchange avaIlability and eliminating
so-called paper imJ'orters. . . '.' .

In .Tuly 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
GVN; however, USAID/VN was in no position to influence the im­
j'ilementation of the subcommittee's recommendations.

Conclusions

While USAID/VN has, in a few instances; made a backgro)lnd
review on specific importers, no evidence was found to iridicate that
USAID/YN has: cond)lcteda systematic investigation of the reliabil­
ity and integrity ofCIP importers in general. Instead"DSAID/VN
has relied on the establishment of a central importer' ,file designed

, to accumulate, centralize, and make available information pertaining
to importers and others having some influential relationship.. to
importers. '

Although some bsnefits are being derived from the central im­
po;!,ter file, it wil)require completion and constant maintenance and
refinement over a period of'time before reasonably 'accurate ~nd

'lufficiently reliable data will be available to permit an acceptable
evaluatjon ofi~p0rt~r ba~kgrounds and. integrity. U).)de.l' the current
economIC condItIOns m Vletnam;USAID/VNcould not eXJ;lect all
or even a majority oithe establisJied importers to voluntarIly d,is­
close complete and accurate informationpertainin~ ,to Bales, owner~'
ship, working capital, a).)d physical inventories-WIthout some posi­
~ive indu~ement s)lch as r.eguirlng the su?~issi.on o~ thebusiness"type
mformationas a condltlon for partlclpatwn m AID financed
transactions.. ' , . . '

WJ1i:le there is, throl.\gh the mechanismM the central importer file,
cert~tn.,..pert.in.en..t.".:in.£.. ~mJ,lati.o.ll.":V'ail,ab. le.xega.rd.in.g th.ei'!'porters,the
fil~m.i.ts.. R.'.r.. 1'.Be.U.rS.tl\lI:e.,o..£ 1m.... .PlelU'enta..tjon. ~":u~.ot. b.,~.con.sld~red a sub­stltu(efor tlt~~ys'tllmatlcbackgro,und and quahficatlons reVIewrecom-
~en~~aby the stibc6mmitteefor all a,ppIlcantii' £ol'1mport licenses.
Inf01:!li4tion contil,ined in the file is of dol1btfulvalueunless it is
fol1owtld. up with Buitableverification: and teSts 'Of accuracy. "
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No evidence was found of negotiations or formal requests by
tJSA.IP/VN t'? the GVN regarding the uniform aEplication of new
condItIOns for Issuance of Import licenses. USAID/VN had made no
strong effort to implement the subcommittee's recommendations.

USAIl?/VN has not vigorously pursued the implementation of the
subcommIttee's recommendations regarding the uniform application,
~o old as well as new importers, of newly established conditions for
Issuance of import licenses. The application of certain new conditions
to old iu:porters could be undesirable in some instances. For example,
the re'(UIrement that 70 percent of the shareholders and the majority
of a company's management must be Vietnamese citizens of at least
15 years' standing could be detrimental to some of the old established
importing firms. The uniform apJ?lication of financial requirements
and unrestricted importing conditIOns could be of benefit to all im­
porters and would heighten free competition 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, (Il) 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 has 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
tends to unnecessarily restrict competition and the formation of new
firms. .

T!)e conduct of business by the importing community under the
existing regulations (1) lessens the effectiveness of control measureR
inherent in the regulations to guard against fraudulent practices and
weed out firms without adequate capital or facilities to operate a
legitimate import business and (2) tends to work against the general
objectivesofUSAID/VN and the GVN to increase competition, avert
monopolistic practices, and channel additional moneys into import
activities. .

V, USE OF COMMODITY ANALYSTS IN DETERMINING
REQUIREMENTS

Recommendations From Prior RePorts

'I'he types and amounts of commodities imported under
the CIP Should be determined on the basis of comprehensive
studies made by qualified AID commodity analysts. AID
should not permit the determination of commodity re~UIre­

ments to be based solely on the license ap.plications of Viet­
namese importers. (Source: H. Rept. 2257 dated October 12,
1966,.p;'24, N0:1;) ". '.' , . . "

AID/Washington should promptly bring the authorized
staff level of eight commodity analysts in VIetnam up to full
strength. AID, also should continuously evaluate the effec­
tivenessoi these commodity' analysts and increase the staff
if necessary. (Source: H. Rept. 21157 dated October 12,1966,
p. 24, No.2.) . ' ,



The Agency for International Development should speed
the processing of security clearances for consultants so that
consumer demand studies can be started immediately.
(Source: H. Rept. 610 dated August 25, 1967, p. 16, No.3.)

Basis for Prior Report Recommendations

The subcommittee's investigation in 1966 showed that eIP com­
modity requirements for Vietnam were being established on the

basis of liCense applications ,from Vietnamese importers without

regard to the.real need or ultimate use of the commoditles. The subcom­

mittee reported that information essential to the determination of

sound and realistic requirements for eIP was, for the most part,

inaccurate or nonexistent. Furthermore, it was reported that the,'
quantitative and qualitative studies or value judgments normoJly

made by commodity llnalysts had not been made as there were no

commoditl analysts assigned to USAID/VN prior to February 1966

and, as 0 May 1966, only one pf eight analyst positions authorized
had been filled. '

At the time of the subc.ommittee's follow-up investigation in JuI;y

1967, there were eight. commodity analyst positions authorized and

seven' filled. The, subcommittee concluded that its recommendation
with respect to increasing the staff of commodity analysts had been'

'satisfactorily implemented. '
The subcommittee's follow-up investigation also disclosed that

commodity analysts alone could not make t4e t.ype of comprehensive,

in-depth studies and market analyses envisioned by the subcommittee

in 1966 when the recommendation related to analysis of commodity

r~uirements was made. This deficiency was brought to the attention

of USAID/VN by the subcommittee staff in November 1966. At that

time, the U.S. mission intended to immediately contract for a study

of commodity requirements. After a delay of over 6months, a .con­

tract with a private research organization was signed in .•Tune 1967

to perform such a study. However, the study had not begnIJ. in eady

August 1967 at the time of the subcommittee's follow-uR investiga-

. tion, and AID officials did not know when the contractor S J?ersonnel

would, arrive in Vietnam.as they were still undergoing securIty clear­

ance. The subcommittee b!\lieved that this study was crucial in deter­

mining sound and realistic commodity requircments for Vietnam

and recommended that the security clearance prO~ess be speeded up
so that the studies could be started. .

Status 9f Implementation

In comments transmitted to the subcommittee in October 1968, AID

indicated. that the subcommittee had been somehow misinfOrmed

ab.out the delay in processing security clear'ances for the contractor

personnel assigned t01>erform t.he consurr,i~t demand stlldies. The sub.
committee was advised'that AID's proceSsing Of secllrity Clearances

had. not.. d.elayed thoe studies. According to AID.. ,security clearances
on four contractor team members had been completed by July 28,

1967, and. two members arrived in Sfliigon on .Tuly 31, 1967, and the
other twoarri"ed'jn mid-August. . .



The contract was signed by the contnactor and AID on June 1 and
June 9, 1967; respectively, with an effective date of July 5, 1967. Au
AID/Washingtou official explained that the coutractorhad requested
postponement of. th;e starting d.ate because of vacation sc~edules ll;nd
had al(ain delayed m transmlttmg to AID the necessary mformatlOn
and names of designated employees for whom security clearances were
to be processed. , ,
, 'Fieldwork on the first pl\ase of the study w'as performed in Au.gust
and September 1967. The contractor's first-phase report was submitted
to, AlD/Washington and USAID/VN oU: November 17, 1967. This
phase consisted of a trial study On a few selected commodities. The ex­
perieRce g-ained'in this .study was to provide the framework for. a sec­
ond-phase

i
cOlhprehenslve, m-depth market study. AID/Washmgton

ahdUSA D/VN, however, did not accept the <wnclusions of there- ,
por,tas va:lid' and-discontinued the study a:ft;lr the first phase,which
cost $69,700. USAID/VN reported that the cost of the second phase
of the study would hjlive been $570,000,rtnder the ,contract, and the re­
sults would have given AID little more than cO)lld be obtained by
using in-house capabilities. AID explained that a completed study
'''.auld 'beoflilllited value as the contractor's estimates would have
!Jean' valid only for the period during which the study was made
whereas. the real need was f.ar a continuing studying and revision of
estimates, to provide the necessary data for eIP programming'
USAID/VN concluded in-house capability for commodity aualyses
jI)).d ma~ketstudies was sufficient to provide the necessary'studies on
a, continuing basis. ' ,
, USAlD/VN's stated operational policy in determining commodity
,req)lirements, is to follow market demand as demonstrated by requests
for!mport licenses ,and to make independent analyses and assessments
ofre'luirements on the basis of historical import patterns and ph;l'sical
facilities. It is USAlD/VN's contention that, ,by checking and balanc­
ing these inputs, the best ,reading of varid, importrequiremen~~ cartbe
made.
, ' Initial in-house market assessments and ,commodity analysis re­
,ports were prepared early in 1968 by USAlD/VN. The industrial
sectors covered by these reports included iron alid steel, telrtile~, chemi­
cals, lllaehinery, and bulk commodities., A current series of conllnodit:l'
and market analysis reports for the industrial sectors were prepared
during the period Januan 1,1969, throllgh July 1, 1969. Thesere­
ports consolidate commodity analysts' opinions and eval)lations into
formal data on market structure and commodity requirements. /

Review of the current series of reports showed that they wel'e com­
prehensive in the coverage of 'each sector reported on., Although
USAID/Vl"[ continues to use the importer license applications in es­
timating the 'requirements for elP commodities, they do not rely solely
tJPon these applications. Such factors as growth patterns, I!0pula­
tiOl'i trends, effect of substitute materials, inventories, availability of
foreign exchange, procurement'leadtime, ilnd GVN regulations were
considered. , " ' I

Effort has increased to independently evaluate requests for C:CP
fuJajtcing, For example, when, bank warehouse stocks of textile, raw
materials were considered high in 1968, USAID/VN would not:ap­
prove Office of Small Business, AID, procurement'advertisingapp)i­
cations for these materials unless importers reported their current in.



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

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 responsib.le for com- .
modity analysis advised that both AID/Washington and USAID/VN
had !,ttempted to recruit personnel to illl these positions but that they
had been unable to find qualified personnel. Although there have been
fewer analysts than authorized, these analysts have been able to make
adequate studies and prepare reports on the market situation for It
number of commodity sectors. .
, AID informed the subcommittee that both individual performance
and total staff effectiveness of the commodity analysts had been evalu,
ated on a continuing basis. An AID/Washll1ljton official advised that
the Agency considered the group quite effectIve.

Conclusions

Although USAID/VN continues to use importer licenSe appliGa­
tions in estimating requirements for CIP commodities, the commodity
and market analysis reports show that such factors as market growth
patterns, population trends, foreign exchange availabilitYJprocure­
ment lead times, and inventories are also used in establiSJ;1ing 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 ell' by insuring that. AID finances only
such types and quantities of commodities as can be effectively absorbed
by the country's economy-in such manner Its to control inflationrirrd
curb speculation. .' . . .

VI. TEXTILE AND PAPER IMPORTS

Recommendations from .Pi:ior Reports

The AID mission should press the GVN to curtail the
importation of texti.le fabricS and paper items so that in­
country industry can produce to full capacity. The AID.
mission should also review Vietnam reqUIrements for U.S.

fs~~~~~:lff:Re~i~rg~o~~~t;drr~k.i~~o~:?,o;;i~, N~~S~YY'

Basis for Prior Report Recommendations

'The 'subCdmmitteefound,'durin~itsiilVestigations in 1966 and

.
1967, that. AID wasprovidin.1l: seemll1g.ly unlim.ited funds un.der err
to flood the Vietnamese mark",ts with enough AID commodities to
"~op-up" the excess local currency and bring inflation under control.
'Oneof AtD's primary objectives under CIP is to combat inflation in
Vietnam J:>y providing adequate supp.lies of. basic commodities and
by absorbll1g ",xcess currency; The subcommIttee, however, was con-



cerned that the importation of Nmmodities seve;ral times in excess. of
national requirements could adversely affect. VIetnaJ?ese produ?tl?ll
and hamper the establishment and expanSIOn of mdustry wIthm
Vietnam. .

The subcommittee learned, in June 1967, that inventorIes o.f key
commodities in Vietnam were excessively high and Saigon markets
were overloaded. The situation had already caused da!llag? and c~m­
cerll in certain industries including the textile and papermdustrIes.
The subcommittee also obtained information indicating that,although
current inventories were high and textile and paper plants were work­
ing at less than full capacity, large amounts of textiles and paper
products were still being imported into Vietnam. '

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 eIP.

Status of Implementation

.. The GVN gradually suspended the import of most basic fabrics
such as cotton, .rayon, and nylon-finish fabrics, beginning in February
1967 and continUIng through July 1lJ68, to assist the recovel of the
textile industry from a slump caused by excessive imports 0 fabrics
in Calendar year 1966. According to USAID/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 Tel,
attacks.

The textile industry sustained extensive damage to plant and equip­
ment during the Tel, offensive in the first half of 1968. Total damage
to plant and equiJ?ment was estimated to be in excess of $25 million
with about one.-thIrd of the textife industry destroyed. As a result,

. local 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 increased substantIally, resulting in excessive
inventories in the.first half of 1969. A USAID/VN official advised
that, althou~h the GVN has not issued any licenses for importing­
textile fabrICS since May 1969, the local fabric producers are again
in a market squeeze caused .primarily by o.verproduction and exces­
sive inventories, similar to conditions in 1967. Representative statis­

. tics on textile import licenses issued are as follows:

(In million's of dollars]

Yarns and
fibers Fabrics Total

GVN.flnancedln fiscal year: '('

I=~:::~~:::::::::::': ::::::::::::::::::: :::~;::=::::::':'::'::::: .1"
1969.~ •• __ c~ __ .•••••••.••••• _._~ ._. __ ~ __ ~ • •• _••• _0_ W'O

CIP·financedin fisoal year: '.

I§~t::::::::::::::::l::::::::::::::~::::::::::::::::::::::::
1969_. .•• ·_. :~'~~_._·._ ••• __ •• _.•• _•• ~_._. __ •• ~••

$1:4;4
9.7

20;8

7.3
2.1
'4.4

" $44;'4
13.5
44.0

.3
2.3
1.2

'$58.,8·
23.2
64.8

7.6
4;:4
5.6



With respect to fll;bric.licensing, AID has not fin~nced. the import
of any finished fabrlCs smce early 1966. Amounts given ~n the fore­
going table for fabric licensing under CIP represent licensmg for fish­
net imports.

No evidence was found to indicate that the USAID/VNhad ex­
erted any influence on tJ,ie G:VN to c1l;rtail the importation of textile
fabric. A USAID/V;r.r official explamed that USAID/VN has no
alltJ,iority, beyond, advising ,Or suggesting suitable actions in the cur­
tailmep,t 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 m deciding on the importation of the commodities.
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 commpdities to $24 million annually. However,
this suggestion rec,eived little su)?,po,rt and was not adopt,ed.

USAID/VN's textile commodity analyst found that prices of im­
ported fabric are 10 0020 percent higher than those produced locally.
He points out, however, that, when higher quality imported goods are
in oversupply, the prices of domestic :l'abrics are forced 10 percent or
more below the official )?rice level. The commodity analyst also ex­
pla.ined that the proqi;l.ctlOnof. cotton Yllirn, ~or exaJ!1ple, was <;urrent­
Iy In excess of qliantJtlC8 needed for domestIC weavmg operations, to
the,el'tcnt that~ome spillPerB were, finding it necessary to store, their
ell;CeS~ ,production, ' . ...

.AID ftnt,,1l,Clp,g ,ofp(\perproducts was, transferred to tJ,ie GVN in
Mar,ch 1961 althoughlicen,sing for import of newsprint furnished
u»de, CW continued int(:\ fisc".] year 1969.

In,Jan,uary 1968, AlDin,dicatedthat paper manu,facturers had con­
vin!1Cd the GVN that ilAports cpropeting with local products should
be curtailed. Decreased importation of ,paperj)roducts by the GVN
and steady growth ,of,the. plliper industriY indicate that this policy has
been. successful, Liqerisillg of paper imports has, decreased each year

'since 1961, and the, licensing :l'or import of newsprint previously,fi­
nalJ,Cl1d by .i\ID has.leveled out at about $3 million for the last 2 years.
The paper industry in Vietnam has experienced steady growth since
196a, ,although,production dropped off slightly in 1968 ,apparently due
to Vietqong attacks during the.year. "

~eports, of operations in 1968 in~cated ~hatpap~rmills operated at
appr\>xlmately 70 percent,of.CapaCity. Mill capaCity for 1?aper and
paperboard had increased from 19,50,0 metric tons a year m 1965 to

, 46,000 metric tons a year in 1969: At, the present time, paper imports
include primarily' the' lllliperprodllcts not produced in Vietnam such
as p.ewsprint, fine writmgpaper, printing paper, and tissue paper.

,Conclusions

" T,h,e subcom,mitt<ie'~ recommendation as, ,it a,ppJies toY,',aperprodlicts
app, ,clli,re,' to have beel).,satisfactorily im,plem,e,nted in that,' al,l,.illlports
of paper prodllcts were to he financed 15y the GVN startmg m March
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1967 and in that the GVN financed imported paper products were
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 w.hen decrease~ I?roduction in 1968 resulted in the relaxation of
earlIer Import restrICtIOns. USAID/VN has not been successful in
impressing upon the GVN the necessity for regulating fabric imports
to prevent excessive inventories. An oversupply of imported textiles
tends to reduce the prices of domestic goods causing an economic
strain on the local manufacturing community and limiting' fuller
utilization of the country's textile industry•

.VII. CIP PROCUREMENTS BY GSA

Recommendation From Prior Report

AID/Washington shoulclexpand the list of GSA procured
commodities. This list should include, at a minimum, all
bulk and uni.form commodities as well as commodities par­
ticularly susceptible to diversion or of strategic value to the
Vietcong. (Source: H. Rept. 2257 dated Oct. 12, 1966,
p. 24,\N"o. 3.)

Basis for Prior Report Recommendation

In July 1966, AID's Assistant Administrator for the Far East
advised the subcom!"~ttee ?f the changes b~ihg implemented to im­
prove the U.S. admmIstratIOn ofCIP. One such clulnge was the pro­
curement of certain commodities in the United States al1,d qverseas
on a consolidated basis through the General Services Administration
(GSA).,. . . .. . .

In AID s VIew, combmml\' reqUlre!llents prIor to procurelllent would
facilitate the analyses of lillporters' requests, commodities in pipe­
lines, a~d stoc~ in the country and would. permit more. meaningful
evaluatIOuand]udgment as to the true need ftir thequantIty requested
and the priority of the request in relation to the ~ntire CIP. Com­
bining procurement held the promise of savin~sin procurem~nt and
transportation ?osts dueto the lar~rquantjtiesmvolved. It a\sowould , .
preClude CollusIon between supplIers and 'lI\porters and relIeve port .
congestion .and expedite cust?luS clearance. .." . , .

In negotIations conCludedm July 1966., leadmg to the GVN agre.e­
ment pennitting consolidated procnrement, the GVN was apprehen­
sive that theprocednre involved might prove cuinbersome and result
in shortages of key commodities and accompanying price increases.
They a/l:reed, therefore, to, inClude only seven commodity types ini­
tially. Three.of the seven commoditillS, white cement,jute bag«,.and
non:U.S. origin rice, were removed from the:Jist?fAID financed 9~P

. cqmmodlties ahd transferred to GVN financmg m March 1967 before
any GSA procurement of these commodities was made. As of June 9,
1967 $28 million had been oblip;ated for GSA procurement of the four
relll~iningcommodities-c-fertilizer, galvanized .steel Sheet, til1,j)late"o,nd
nlliw'sprint.. ..;. >, ,,' ,.' ... , .' .. ,'. " . ....., .

fJ':p,\l; eomu1()(Ht,ies weretp):)eshippe;<;l by .the Murtary:~.ea.rf\'llspo.r:
.tliti6l\· Service', except wheh commercIal vessels would be clearly pref-



erable. When military trans'portation was used, the U.S. Army's
. inland transportatiou system In Vietnam was to be used to move com­

modities from the port area to first destination.
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 pomted out that GSA had specialists avaik')le to provide
procurement services to the extent necessary, and he recommended that
the program for GSA participation be progressively expanded.

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 licensmg, 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-
ingthemselves to resolving these problems. '

Status of Implementation
Fertiliser

Importers 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
by the United States under the pacification program and.because of
·dlfficulties associated with the devaluation of the piaster. In April
1967, fertilizer importation and distribution were transferred to a
single Vietnamese entity and imported under the pacification pro­
gram. Under this program, the fertilizer Was given to the GVN and
resold at subsidized prICes by the GVN.

Since March 1968, virtually .all of the country's needS for fer­
tilizer have been met by imports financed underCIP. The procure­
ment of urea fertilizer, whichi.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 Credit Cor­
poration of the U.S. Department of Agriculture. All other fertilizers

'are procured throu~h formal bidding by the GVN Directorate of
Commeroial Aid ~ctmg for the commercial importers in Vietnam. The
Mtual importation of fertilizer is handled by farmers' organizations
.and .commerciaJimporters who must consohdate their shIpments so
thllt one letter of credit will cover an entire shipload. .

Additionally, the GVN seeks to protect the interest of farmers by
,controlling the pricing practices of commercial importers. GVN
regulations limit the profit margins allowed both wholesalers and
retailers.
NIYIl!sp'l'int

qSA procured newsprin~ resulted in hig~er cost Fha,:, prior coI)1­
merclal procurement, prImarIly because of hIgher shlppmg 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 cl~sses. The GVN found it necessary to absorb the addi­
t~onal cos,t in t~e fOl'lll,ofan.inorease.d subsidy m order that. the pre­
vl.orrs.sell1ng.. Pl1ce to .n~~.s.p~per.p,u.b.hSh.e,rs, l111g.I:t b.,.e maintained, Th'7
GVN .su~q)le,:,tly,itd"'sed US{\'lD/VN that,lt would p~oeure all



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

The technical requirements of the major end users of tinplate varied
and their delivery requirements rarely coincided, making'lt extremely
difficult to arrange consolidated )?rocurements. 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 data was ob­
tained on which to bill the GVN and transfer the material. This de­
layed the granting ofimport licenses by theGVN.
Galvanized 8tee/sheet

Higher transportation and handling costs were also 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
count!1bilIty for the material, and to do so required storing it in in­
secure outside storage areas until such time. as the GVN accepted the
qU3>ntities needed. USAID/VN concluded that future procurement
sh@.uld revert to commercial channels in the best interest of the Viet­
nl\;mese economy'",nd the AID/CIP! program.

In mid-1967, the GVN requested the cliscontinuanceof consolidated
CIP procurements through GSA. USAID/VN also had conclucled
that the GSAprogr",m should be phased out because of (1) higher
costs and poor delivery experiences, (2) reduction in num!>er of com­
modities eligi!>le for AID financing,none of which lent themseIves to
bulk ,procurement, and (3) .the .desire of the, GVN to have 'OIF pro­
curements effected ,through norm",l, commercial channels. USAID/VN
rep@rted that GSA bulk proqurement, of elP. commodities was dis-
continuedin Septeinber 1967. '
, Currently, AID' officials believe thllit GSA procurement ,of CIP ,

items, would Illot 'be advantageous. In their VIew, GSA purchases
would -reduce direct contacts between American exporters and Viet­
namese importers. AID. officials,have explained that one'of the imp@r­
tant aspects of AID's policy regarding ,CIP'assistance is the prOlUo­
tion of a self,sustaining free enterprise system of import' trwe through
recognized commercial channels. Therefore, the develo.pment 'of suc­
cessful commercial trade relationships is one of , CIP's 'prime
objectives. /

As of March 1970, AID planned no resumption of CIP procure­
ments by GSA. However, AID has been procuring project assistance
commodities through GSA .for th~ pacification program in Vietnam.
In fiscal year 1969, AID requested GSA to purqhase over $7.2 million.
worth, or about 20 percent of the value, of projecL commodities,
authoriJ"ed. . ' ,
'~'GSA ollicial b~Ileved that previously reported problems cqnnected

with GSA bulk p,ocwement cO,uld Q.aye been worke<;l out;powev~r;
he was, not aware of anyefforts'to resqlve the Efohle!l)s. ThIS OffiCI~1
was convinced 9f G-SA's pl'esent,ltbility,andrealtiness ''t9 econonjically.
and efficiently procure blilk and other CIP' commodity requIrlll1lents
in support of AID's assistance program. ".



Conclusions

USAID/VN endeavored to use GSA procurement capabilities for
consolidated purchases of certain elP commodities. However,
USAID/VN's .efforts were confined to a relatively short period from
July le66 ,to September le67. During ,that period the AID assistance

'effort was beset ,with major problems including deficient commodity
programming, port congestion, ,diversion, collusion, etc. GSA-con­
solidated procurement for elP items has not been given a fair trial
und;er the more nor~al con.ditio~s e.xi~ting during the' intervening
perIOd. USAID/VN m conJ,mctlOn WIth GSA should evaluate the
feasibility of GSA-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.fiMnced GIP imports.

,VIII. CIP AUDIT €OVERAGE'

Recommendation From' Prior Report

The AID mission should expand the scope of end-use audits
on elP commodities to the doIlar coverage of $75 to $100
million recommended by AID's own ex:perts." (Source: H.
Rept. 2257 dated October 12, le66, p. 24, No.8.) .

Basis for Prior Report Recommendation

In January 1966, USAID/VN personnel responsible'for elP sug­
gested that end-use checks shoud be made of at least 20 percent of all
elP commodities. The application of this criterion would have in­
volved end-use checks of elP commoditiesvaJued at aJbout $75 million
in fiscal year 1966 and of elP commodities vaJued at over $100 million
in fiscal year 1967. Subcommittee investigation disclosed, however,
that only four end.useaudits, of ell' commodities valued at about
$8 mil1i"n, were in process in January 1966. Responsible AID officials
agreed with the subcommittee that surveillance over the distribution
and final use of elP 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
aqded three U.S. audit(!)rs since February 1966 increasing to 20 the
number of auditors on the U.S. mission staff. AID also reported that
14,new end-use audits had peen initiated since January 1966.'The total
dollar coverage for 12 of, the 14 new audits amounteii to only $4 mil­
lion. Dollar coverage for the remaining two audits had not been deter­
mined at that time.

The number of end-use audits in process in July 1966 represented a
marked improvement over the number in process in January 1966;
however, tli? subcommittee doubted that t?t~l dollar cover~~e of the
14 new aud,ts would approach the $75 mIllIon to $100 mIlton sug­
gested 'by AID personnel and recommended by the subcommittee.

, . . :':'" ' .. '~.' '1;,,;'

•Status of' Implementation

In,Dece1J1perf966, At:o!Was~ingtQn rep'lri;ed th!l~ USAID/YN
had expanded the scope of audIts of eIPcom1UodItIes to proVIde
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dollar covera/?:e of more than $100 million for fiscal year 1967. In the
subcommittee s follow-up investigation of CIP in July 1967, it was
recog!,ized .that surveilla,nce of certain as,peets of th,e program had
been mtensrfied and dollar coverage of end-use checks on OIP com­
modities had been expanded from about $10 million a year to over
$100 million a year. The subcommittee indicated that the reeOmmen­

'dation had been satisfactorily implemented and that the corrective
action taken had contributed significantly to general improvement in
the managment of CIP. '

USAID/VN reported coverage of CIP audits during fiscal years
1967, 1968, and 1969, of $157.3 million, $135.2 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 in fiscal years 1964 through 1968. In many'
cases, howeve~, dollar values reported as audit coverage are based on
(1) the dollar value stated in procurement authorizations, (2) the
total amounts of licenses issued, or (3) total AID expenditures for
the authorized commodities-rather than total values of commodities
paid for by AID and received in the country during the pedod under
examination.

M;uch 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 not necessarily from records covering an entire
program agreement or total licensmg. Claiming audit coverage for
the total value of a' puogram aw-eement or the value of total licenses
issued can be misleading,particularly when test selections made of
keytransact;ori stages are wt entirely representative of a universe
in whicJb. 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 (1) determination of com­
modity requirements, (2) compliance of suppliers and carriers to AID
regulations, and (3) adherence of all parties to competitive bidding
uequirements.

Reported audit 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 authorizationnmount Was used rather
than the amount AIl) actually paid during the periol! under examina­
tion. In February 1968, AID issued a manual circular limiting
reported audit coverage to the value of commdditi~s received in the
country.' The circular, also required that a rep1'esentative selection of
test items be made from the entire universe of commodities received.

Actu!,l end"use, veri.fl?ation~in, the sense ofdetennining proper
utilIzation of commodItIes by tracing them to the final, end-users or
con~umers in the country__representCJ1 only a ;Sll'all fraction of the
audIt coverage reported 'by USAID/VN durmg fiscal years 1967
throP~h1969~".~, ,n,',d.-U,'S"e, Ch,,~,(lks a!,e ge'!'erally, lim"ited .,t~ ,V~r;fYingthe

, receIpt anddi!lp~~ltIon ,of gpods,by llIl;port~rs. ConslderuIl?;, eild"use



auditing in the broader context of tracing goods to importer records
and invel)tories, as well as to manufacturers, retailers, and other

, consumers, only $29 million or 21 percent of the audit coverage'
claimed in fiscal year 1968 could be considered end-use verification.

Ina review of trucks and motor vehicle parts illiported in fiscal years
1966 and 1967, USAID/VN reported an audit coverage of $36.7
million. However, commodities valued at only $1.3 million had been
selected for end-use examination. In another report, concerning the
end-use examillation of iron and steel products imported during liscal
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-'
fication. Although mdividual 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 coverag~prepared to assist top AID .management in monitoring'
overall surveIllance of elP. Actual audIt coverage at key' control
stages isnot available to those responsible for program administra­
tion without specific analyses of individual audit reports. Conse­

, quently, managemellt ollicials have tended to rely on reported dollar
values; showing broad a\ldit 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 AID-financed CIP commodities. However,
audit procedures and tests applied to selected control stages of CIP
transactions have not, always been representative of the full dollat'
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 fraction of the audit
coverage reported by USAID/VN. The validity of reported audit
coverage is questionable when the audit repons are not properly
qualified to show the extent of coverage accorded to principal review
stages or when important areas are not includea, such as reviews of'
commodity requirements, compliance of suppliers and carriers to AID
reglI1ations, and adherence tD competitive bIddiug requirements.

USAID/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 is gen­
erally given in the individual audit reports; however, it does not ap­
pear in the cutrent audit ~overage reporting system which consists"
only of a summary tabulatIOn 01' overall dollar coverage of each pro­
gram or commodity. USAID/V~ has not developed a separate, con­
solidated system for reporting audit ~overage to top manage\llent by
prinCipal controlstages. • ,



Each audit in the CIP area may differ in depth and extent of tests
and physical samllling needed. These are matters to be evaluated by the
auditors under the existing circumstances. However; every effort
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 c"verage.

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.

IX. PRIOR REVIEW OF CIP TRANSACTIONS

Recommendations From Prior Reports

AID/Washington should intensify its prior review of com­
.modity import shipments and suppliers to prevent diversion
and fraud problems from developmg. Too many of these cases
are attacked after the fiLct. (Source: H. Rept. 2257, dated
Oct. 12, 1966, p. 24, No.9.)

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
CIP. 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 bein~ imported because of lack of proper
AID management of CIP. An estimated 60 percent of AID finaIICed
goods were being diverted from their intended purpose.

The subcommittee believed that proper surveillance of CIPby AID
I • should include screeuing of all import licenses; checks on suppliers,

importers, commodity eligibility, prices, and quantitie;l;' 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 subc"mmittee's investigation, only. one
USAID/VN employee was engaged 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. . .

In AID/Washington, the Office of the Special Assistance for Com­
modity Ana1ysis ,had. been established. Its purpose was to identify
commodities particularly susceptible to' diverSIOn to .the Vietcong
and to advise USAID/Il:N of their arrival and needfor special con­
trel measures. The subcommittee. felt that AID should increase this
type of prior review.

Status. Of Implementation

:rn a. follow-up investigation, #~967,the subc?mlnitt\le found that
this recommendation was, to it large extent,' being hrl'piemelYted. Sev­
eral improveme!1ts were noted. Seven of eight autliorli!'ed commodity
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analysts had been employed. They were engaged in several phases of

CIPsurveillance-.,--in particular, screenin~ applications for import

licenses and checking prices ~ supplier, importer, and commodity eli­
gibility; and compliance witn Office of Small Business requirements. '

This 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, AID/Washington. This office reviews AID Forms 11, "Appli­

cation for Approval of Commodity Eligibility," submitted by
suppliers. '

This form provides data, on commodity identification including

source, components, and unit price. Transaction data regarding; the
supplier, importer, letter of credit, and contract terms is also ~'lVen.

AID gives hmited approval to the sale described on the form, Msed

primarily on a determination that the commodity which the supplier
has .described is eligible for AID financing. AID Forms 11 submItted

by sUPl?liers suspected or overpricing are reviewed by the Commodity
EligibIlity and Price Analysis Branch of the Office of the Controller

prior to approv.al of th~ transaction. Tl;e prevalidated form is pan: of
'the documel\tatlOn reqUlred by AID prIor to payment to the sUPI'her.

In the first year of operation, over 40,000 applications involving about
$950 million worth of commodities were approved and about $10 mil­

lion worth were disapproved.
Early in 1967, the Office of Commodity Control and Surveillance

was established in the Bureau for Vietnam, AID/Washington. One of

its primary purposes is to identify irregular transactions and trade

patterns and to recommend actions or policies to stop or prevent il­
licit or subversive use of AID 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 useful in the overall prior review effort---for example, caus­

ing many unreliable suppliers to refrain from requesting AID
financing. ' ,

The Commodity Anal:ysis and Requirements Division of the Bureau'

for Vietnam, AID, studies the Vietnamese economy to determine rea­

sonaNe commodity requirements. When requests for import licenses

indicate an excessive demand for a particular commodity, USAID/VN

is alerted so that the GVN can be requested to deny further ,licensing

ofthe commodity. '
Submissions to the Office of Small Business, are reviewed. Because

m,any QftheSe do nQt result in actual transactions, however, the review

is ,useful :chiefty as a source of data for' other areas of prior review

of,CIP.
Early in l,ll67; AID reported to the subconnnittee that a system for

electronically sorting letter-of-credit data by importer, supplier, and

commodity was being estabLished. This elMtronic sorting system would

permit a review of CIP transactions in AID/Washington prior to

sh~pmerltati.dac~mparisol\'with i!riport licellse d#aavaAhtble from
,SaigonJiAs of ;Match 1976, no stich syste]ll had been implemente~. ,
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Conclusions

It .appears thatAID has intensilied its prior reviews oLGIE' ship­
ments and suppliers. Several procedures are in effect in Washiugton
and in Saigon which provide a reasonable means of review prior' to
completion ofa transaction. Identification of irregular practices by
suppliers and importers, although based primarily on an after-the­
fact review, has been useful in curbing or preventmg 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 il)formation, now reviewed separately
by USAID/VN and AIDlWashington, could be combined, compared,
.and analyzed simultaneously. AID should consider the possible bene,
fits of ehminatinll" separate reviews in Washington and Vietnam and
the value of havmg complete transaction data available at the right
time in one location, so that actual or potential irreg1)larities may be
identified earlier and appropriate corrective action may be takeu.

X. U.S. CUSTOMS ADVISEItS

Recommendation From Prior Report

AID/Washington and th~ Treasury Department should
quickly. bring- the authorize.d staff level of 15 U.S. customs
advisers in Vietnam 1)p to full complement. (Source: H.
Rept. 2257, dated Oct. 12,1966, p. 24, No.7.)

Basis for Prior Report ttecommendation

The subcommittee was concerned with USAID/VN's. failure to
l'r?perIy control OIP. goods a:-riving in Vietnam. USAID/VN-~ad
been. unable to effectIvely pohce the.90-10 componentry regulatIOn
which, basically, provides that no more than 10 percent of any .eIP
commodity may come from such free-world sourceS:ilsJapan and
countries.of Western Ellrope where the U.S. has an unfavorable bal­
ance-of-payments position. Also, USAID/VN was not in a knowledge­
able pOSItion to request, refunds fo~ goo~s remaining in cus~oms ware­
houses for more than 90 days--a vlOlat\()ll of AID regulatIons.

The subcommittee found that a shortage .of USAID/VN person­
nel e:xisted ; au<h iu th~i:- opi~ion, !his situation had an adverse imp~ct
on USAID/V~'sabllIty to yohce the Ro\<'.. of OIP commodIties
through the Saigonoommercia port. It was notuntiI April 19M that
a .cus~oms advisory group, with an authorized. streng-thoi' '15, .was
e~t!lJbhs~ed to exercise suweiHance over.the arrival;safugu/!'tding,.and
elIspositlOn of AID gooclsat;theport. ~I:X: 6'f the 15 personsallthol'l~ed
were in Vietnam at the time ofthil·subCommittee~s 'lllVestigative trip
in May 1966. The subcommittee recommended swift action to fill the'
remaining"positiohs. "'!," '. :,:~' .. ,' ,,','

, ~ \

Status of :Implementation
",' ;" .-:,',. '-;;'j', "

At the' Wd of 19~~,thetJSAID!VNcustoIils:'stllitl' consisted, aHB
personsiJ:rclUdiug ,fl.iI'\! AJPdirect· hires and:eight';U.S.Customs?f":·~
ficials assigned in acoordance with a participating agency service agree-' .



Conclusions

ment. The customs advisory team was initially concerned with two
'Objectives: (1) the surveillance' and insrection of CIP commodities
bemg imported into Vietnam and (2) assIstance in the development of
an effectIve GVN customs institution. Th~e priorities continned dur­
ing the U.S. econ'omic buildup in fiscal year 1966. After the port began
,to clear in early 1968, emphasis on surveilhtnce and inspection began
to ease and increased emphasis was placed on del'elopment of the
'GVN 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 October 1966 had been sat-
Isfactorily implemented. .

At the end of 1967, there were 21 customs advisory r.ersonnel, 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 insl?ected 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 196.8 because of !he easing ot rort congestion during the year.
Seven advIsers were assIgned to trammg GVN customs staff and four
.advisers continued to _work in the surveillance and inspections area.

As of September 5, 1969, there were seven customs advisory per­
sonnel in Vietnam and two vacancies existed in the nine positIOns
authorized. _

,
- The subcommittee's recommendation has been satisfactorily imple­

mented. 'l'he nnmber of customs advisory personnel Wfie increased as
recommended and was increasedfnrther when more 1.1embers were
needed.

Subsequent 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

Recommendation· From Prior Report

Th~ AID mission should conduct an independent review
01 the background and qualifications of all bidders for dis­
tressed cargo sold at auction and take all other necessary
action to prevent it from falJing into the hards of the Viet­
cong. (Source: It. Rept. 2257 dated Octoher 12, 1966, p. 24,
No.5.)

Basis for Prior Report Recommendation

The. hasis for this recommendation was Centered around the sub­
committee's concerr regarding the diversion of AID-financed com·
modities to, the Vletcong and the 1iWl!: ofoontrojby USAID/VN
over the s~le of cargo ',considered to be abandoued"and distressed; i.e.,
AID financed commodities which are not .removed from 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 U.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/
VN 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 agreeel to deposit proceeds lrom the sale of dis­
tressed cargo in the counterpart fund. In addition, USAID/VN be­
gan reviewing and monitormg auctions of distressed cargo.

Status of Implementation

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 representatives of USAID/VN had
been attending the auctions held by the GVN and had maintained
records of AID financed commodities sold at these anctions since- .Tune
1966.

Auctioll sales of CIP commodities, totallin'g about $18.300, had _
been made during calendar years 1965, 1966, and 19'67 and the proceeds
had been finally deposited 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 AID financed and/or GVN financed distressed cargo were
recorded. In April 1969, 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
dist.ressed cargo,. to.c.o.ntact importe.rs, to review PUbli.she.d. auction an­
nouncements, to, inspect listed cargo,. to attend auction sa,les,apd to
rooord transactions mvolving the auction of AID finailCed commodi­
ties.

COnclllsions

USAID/VNhad,not implemented the subc()mmittee's recommenda­
tionwithrespect to conducting'ari, independent, review of all bidders
for d!st.res~i:idca.r.go... ~ol.d.,.at alJ.ctio,n~ 1'JSA~P/.YR.. , .,)!-./\,,<jl,h~:W. e.v~r. '.' t.,a.ke.. ~\
certain .otlieractilll)s.lpm;e.~.,~t, saf~uar?mg It~:l')terest m dlstrCfjsea':
cargo. Per~~nn'4,rei'Ef.as$!-gnEfa to ~ae!ltlfy d}.stress~~carll'0 a!ld'.c~D-



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 financed 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 establish~d I?rocedul!es if continuously followed, should provide
adequate protectIOn of USAID/VN's interest in the disposItion of
distressed cargo.



APPENDIX

, JOHN E. Moss, Ohai'l'1nfJln.'
(88)

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES,

'WashVngton, D.O., February 136, 1969.
,Hon. ELMER B. STAATS, '
Oomptroll~r General of the United StateB, General Accounting Office,

Washvngtdn, D.O. '
DEAR ELMER: As you know, the H:ouse Foreign Operations and

Government Information Subcommittee has maintained 'a close sur­
veillance over the economy and efficiency of ol?erations under the
U.S. Economic Assistance Pro/Vam to Vietnam Slllce late 1965.

We have issued six detailed lllvestigative reports on that important
subject, beginning with the initial comprehensive volume seht 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 savings of millions of dollars to
the American taxpayer. '

In response to our recommendation, the General Accounting Office
, stationed a team of highly qualified auditors in Vietnam to monitor

not only aid expenditures but military assistance spending as well.
The Agency for International Development has periodically pro­

vided the committee with reports claiming si~ificant improvements
"in operational effectiveness. In addition, the GAO has issued a nnmber

of reports following up on oUr original investigations in certain se­
lected areas. These have been most helpful to the Congress and, I am
sure, the executive branch. ,

However
i

in my view, it is now time to require a detailed assessment
of how weI any weaknesses and irregularities which we found have
been remedied. This sho,uld include all of the recommendations con­
tained in the subcommittee's reports as well as the resultant GAO
studies.

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

In cl~ing, I wantlou to know how much your past cooperation
and work in this fiel has meant to me personally and more impor­
tantly, the Nation. ;rt has been a major contributor and I am grateful
we can continue our mutual effort. '

Sincerely,

o


