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FOREWORD

The problem confl'OnLing th(\ COllgn'Rs in its ccm:-:idoml,ion of Lbo
mutual spcurity progmlIl this yoar is not "Lake it OI'loave it." lam
convinccd t,}mt foreign aiel is essential to U.S. foreign polioy l1nd viLal
to our nn,Lion111 seclll'il,y. Almn<!01lll1en t of the progmm would in
volve disaster not only to ourselves but to other nat,ions in all p:tr~s

of the world which depend on us for aid in defending tl1l'ir freedom and
in improving the lives of their people.

It is up to the Oommittee on Foreign Affairs and the Oongress 1,0
,evaluate n,nd correct, not to accept or reject.

This staff report points out i1 significant defeet in the l1dministrn,
tion of the mutual security progmm. It should be emphfLsizcd that
,the shortcomings described in this document relate only to one seg
ment of the mutual security program-project ll,ssistn,nee. Projeet
assistance constitutes only 16.1 percent of the economic assistance
requested for fiscal year 1960 and only 9.5 pereent of the total
authorization request. I firmly believe that the Committee on
Foreign Affairs has n,n obligation to the Oongress to examine in det!til
the effectiveness of mutwtl secmrity operations and, wholl deficionci,'s
are encountered, to initiate corrective aetion.

A draft of this report was submitted to the Internat,ional OOOp01"1
tion Administration for review and comment. On MI1Y 12, 1950, the
following statement was received from the Honorable IJ. J. Saccio,
Acting Director, Interna,tional Coopel'l1tion Administrl1,t,ion:

* * * Based on this review, lCA has now developed a change in procf'dure
for installation on July 1 which we believe will not only further tighten our
planning of project obligations but also expedite project implementation. Spe
cifically, we will establish the general rule that project oblig;Ltions not be under
taken unless planning has progrf'ssed to the stage thnt all detailNI implf'mentation
orders are ready to be initiated at essentially the S,Lme time as thf' obligt1tion.
As you know, our current procedures set the general but not m:llldatory standard
of initiation of implementation orders as within 6 months of obligation. The
new procedure will bring these two steps approximately together in the great
majority of future projects and will also include a quarterly reporting system
which we will use to evaluate and control admiI,istration.

\Ve do expect that there will be a number of cases in which urgent poliey and
related requirements or unforeseen events will arise which make eit;her (1)
urgent to execute nn obligation in full compliance with section 517 but knowing
that implementation cannot begin immediately, or (2) after obligation, make it
not feasible to proceed immediately as had been planned. These exceptional
cases wiU be carefully scrutinized a.nd will be held to those cases of pressing
necessity and will be either returned to normal proecdures at the earliest oppor
tunity or will be deobligated.

This significant revision by rCA, taken together with other lCA requirements,
some of which have been set forth in this letter, should make it lLbsolutely clet1r
with respect to the programs in fiscal year 1960 and future years tha.t it is not
general rCA practice to set aside funds for specific projects long before the detailed
plans and a.rrangement~ for carrying out such projeets have been worked out.
The general practice will be that the project implementation documents will be
signed essentially simultaneously with the project agreements.
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This basic proposal is the result of extensive studies cOlldlleted by tlte ICA~OperationsReview Committee, chaired by Dr. D. A. FitzGerald, Deputy Director!Operations, and of consultation with all our field missions. Our studies havebenefited from the findings of the interim report of the eommit,tec of FebruaryIS, lOS\}, and the information in your dl'1lft report. The revised proceduresshould meet the problems raised in the first finding of the interim report and inyour draft report while at the same time retaining the minimum essential flc)";bilityrequired of a major tool of "C.S. foreign 'policy. * * *
It is my understanding that the revised procedure outlined by1MI'. Saccio which will go into effect July 1, 1959, 'will correct thedeficiency with respect to the premature obligation of funds cited inthe interim report, of the Subcommittee for Review of the MutualSecurity Programs of last February and in the present report. Underthe new rCA procedure, funds will not be obligated until planning,negotiation with the recipient government, and necessary preliminaryaction has progressed to the point that all the project implementntionpocuments are ready for signature; and the implementing documentswill be sil;;ned essentially simultaneously with the project agreementwhich oblIgates the funds. This action by the Int,crnatiolll11 Cooperation Administ.ration, in my judgment, constitutes a major step in theimprovement of the operation of the mutual security program.I would like to point out t,hat the interim report, of the Subcommittee for Review of the Mutual Security Programs made three majorpriticisms of the operl1tion of the economic assistance segment of themutual security program. \iVith the action set forth above to preventthe premature tying up of funds, the International Cooperation Administration has now initiatt·d procedures designed to correct all three ofthe defects cited bv the subcommittee.

On :t\furch i5, 1959, the International Cooper.'ltion Administrationmnollueert a reorgani7.ation of its i1<lministration of programing andtechnical services intended to correct the difficulties cited in the subJommittee report in this 'lre3.. The establishment of the Office forPrivate Enterprise was also announced on March 16. The purpose of
~his office is t.o carry forward a variety of activities in order to over
~ome the difficult.ies encountered as a result of the lack of local comnercial interest in promoting economic development, the third short:oming cited in the subcommittee report.

The prompt and serious consideration given by the International
~ooperation Administration to the reports of the subcommittee andihe readiness of the agency to modify its procedures in an effort tomprove its operations inspires confidence and gives evidence that the:CA is willing to recognize and correct its shortcomings.

THOMAS E. MORGAN,
Ohairman, Oommittee on Foreign Affairs.



APRIL 27, 1959.

To: Hon. Thomas E. Morgan, chairman, Subcommittee for Review
of the Mutual Security Programs.

From: Roy J. Bullock, senior staff consultant.
Subject: Field survey of selected projects in Viet-Nam and Korea.

This document indudes the reports of Mr. Robert A. Schremp and
Mr. John M. Garrity, auditors, assigned by the General Accounting
Office to the subcommittee, together with my own comment and
conclusions as to the significance of their observations.

At your request, Mr. Schremp and Mr. Garrity 'were assigned by
the General Accounting OfIice to the Subcommittee for Review of
the Mutual Security Programs. They spent the month of March in
Viet-Nam and Korea. Their work was carried out at your directiou
and they reported to you in your capacity as chairman of the sub
committee. The General Accounting Office is not responsible for the
conduct of their investigation or for their report.

The reports subPlitted by Messrs. Schremp and Garrity are incor
porated in full without editing and are clearly differentiated from the
comments and conclusions, which appear in boldface.
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FIELD SURVEY OF SELECTED PROJECTS IN VIET-NAM AND
~ KOREA

PURPOSE

When mutual security nonmilitary funds are used to build or to
organize anything in a foreign cormiry, as distinguished from tbe
use of mutual security funds to pay for commodities or services
supplied to beneficiary countri~s, it h2S become standard ICA practice
to set aside funds already appropriated by the Congress and hold
them for use in the contemplated operation for a considc;-abJe period
(oncn 2 or 3 years) before detailed arrangements for beginning work
on the project have been compicted.

As a result of this practice, investigations by the Subcommittee for
Review of the Mutual Security Programs of the Committee on Porcign
Affairs, tbe General Accounting Office, and the Subcommittee on
Foreign Operations and Monetary Affairs of the Committee on
Government Operations have all cited a va.riety of instances in which
funds appropriated for tbe mutual security program have been
obligated for specific projects and carried forward for 2, 3, or more
ye,trs before the engineering plans and the preliminary legislt;tive and
financial arrangements by the recipient govermacnt have been
completed.

In the past, money appropriated by the Congress has been set
aside and held for financing sped.fic operations during the period
that surveys were made, building sites selected, test borings taken,
decisions reached and action initiated by the recipient government
as to what agency would be responsible, w11ere the local currency
financing would come from and how the undertaking would be
organized. In order to correct this situation, the Committee on
Foreign Affairs in the last session of the Congress wrote into the
Mutual Security Act, section 517, "Completion of Plans and Cost
Estimates."

This section is intended to prevent the obligation and carrying
forward of funds to finance operations uum technical, financial, and
engineering plans are complete, reasonably firm cost estimates are
arrived at, and necessary legislation by the beneficiary country may
be reasonably anticipated to be completed within a year.

In order to determine whether or not section 517 in its present
form is adequate for dealing with the situation and to evaluate the
effectiveness of the effort of International Cooperation Administration
personnel to implement it, the General Accounting Office was re
quested to detail two of its auditors with overseas experience and
familiarity with mutual security operations to conduct a survey within
the limited time available of the situation in two countries: Korea
and Viet-Nam.
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SELECTION OF COUNTRIES AND PROJECTS·

The auditors assigned by the General Accounting Office reviewed
the books of the International Cooperation Administration in Wash·
ington to determine in what countries there appeared to be a signifi.
cant number of projects for which funds had been obligated but where
there appeared to have been unusually slow progress in letting
,contracts or taking other action to carry the projects forward. As a
result of this review, it was decided to examine in the field seven
projects in Korea and six projects in Viet·Nam.

As of December 31, 1958, the ICA records in Washington indicated
that $34,882,000 had been obligated for the 7 selected projects in
Korea but only $6,214,000 had been subobligated for these projects,
leaving an nnsubobIigated balance of $28,668,000. Subobligation is
~he step necessary to make funds available prior to signing a contract
or entering into some other commitment for their ultimate expendi·
ture. For Viet·Nam the Qbligations for the six selected projects as of
December 31, 1958, were $62,993,000, of which $38,7.33,000 had been
subobligated., leaving an uusubobIigated balance of $24,260,000.

The funds for these projects had been obligated before the enact·
ment of section 517, and the provisions of section 517 do not make
pecessary any change in their status or in the procedures for handling
lli~. .

KOREA

Medium Industries Development-Project No. 89-23-459

Financial activity by fiscal year

[In thousands]

Year I
1957--------------------11958 _
1959 _

Feb. 28, 1959 _

Obligated

$13,400
2,000

°
15,400

Subobligated

o
$275

142

417

Expended

o
$7

115

122

Purpose and nature
The Republic of Korea suffered extensive war damage and was

primarily a producer of foodstuffs and raw materials as compared
"nth industrialized and Communist-dominated North Korea.
The purpose of this project is to increase the productivity of in
dustry in the Republic of Korea by rehabilitating and expanding
existing manufacturing facilities and developing new industries.
Anticipated savings in, or the earning of, foreign exchange is a
prime consideration in the evaluation of the subprojects to be
sponsored.

In addition to the dollar funds obligated above, local currency
in the dollar equivalent of $13,339,000 and $2,400,000 was obli-
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gated in fiscal years 1957 o,nd 1958 respectively. The sources of
these funds 'will be $8,571,200 from counterpart, $2,400,000 from
the Republic of Korea, and $4,767,800 from other sources.

lOA funds will be used to pay for machinery and equipment for
the most part, with the management consultfLIlt firm of Smith,
Hinchman & Gryl1s Associates, Inc., providing technical and man
agerial advice to the subproject sponsors. This is not one project,
but rather 49 subprojects. The companies to be benefited cover
a wide range of industry and will produce such diversified products
as farm tools, pu'mps, agar-agn,r, fish liver oil, wire rods, fire brick,
paint, leather, bismuth, pharmaceuticals, gears, and rubber tires,
to mention a few. The project will be implemented through long
term loo,ns to approved subproject sponsors who will provide
about 25 percent of the required capito,l to finance t,he planned
plant expansion. Dollo,r funds will be provided at the ofIiciul
rate of exchange (500 hwan to $1). Interest will be chftrged at
rates ranging from 8 to 12 percent per annum payable in hwan.
Loans will be amortized over a period of 10 to 20 years and will be
repayable in hwan. Payments received will be availl1ble for
future loans. lOA participates in the evaluation and approval
of the prospective borrowers.
Progre's8

Very little tangible progress toward implementation of the 40
subprojects had been made by Febmary 28, 1959, but consider
able progress in planning was reported by the rOA mission. The
mission planned to request bids against specifications for sub
projects as follows:
D\:ring February 1959 _______________________________ 1
During March 1959_______ __ __ _______ _ __ ____ _____ 10
During April 1959___ __ _ __ ___ ________ _ 27
During May 1959___________________________________ 11

Equipment will be scheduled for arrival generally in the first
half of calendar year 1960 and is expected to go into production
as follows:

Sub-
Period projects

January to 11arch 1960 ..,________ 2
April to June 1960___________________________________ 19
July to September 1960______________________________ 18
October to December 1960___________________________ 10

A variety of ~roblems have beon encountered in implementing
this project. rha original projeot agreement was signed on
April 20, 1957, but it was not until December 1957 that an agree
ment was reached 'with Smith, Hinchman & GryHs for t.heir serv
ices in providing specifications for the proposed subprojects. A
further delay is indicated bv the fact that the first task order
for Smith, Hinchman & Grylls WfiS not approved until April 23,
1958. Subsequently, in August 1958, two technicians an'ived in
Korea and started to perform on their assignments. It was not
until December 1958 that ICA/Washington and the mission in
Seoul reached substantial agreement as to the scope of Smith,
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Hinchman & Grylls' services and the responsibilities they would
assume. An official in the mission pointed to the fact that-

Approximately 9 months are required from the time the task order is
originated, approved, funding established, personnel recruited and cleared
in the United States and Korea, until the first task order report is rendered
(by Smith, Hinchman & Grylls).

01lrrent observations
This type of project is not new to rCA/Korea because some

what similar undertakings were instituted in fiscal years 1954,
1955, and 1956. The experience encountered in the subproj
ects financed in those years indicates difficulties to be encoun
tered in the fut,nre before the production and foreign exchange
savings anticipated will be realized, if ever. Although it few of
the completed subprojects are in production, there are several
others which arc not. Two limestone-crushing plants, 11 ball
bearillg plant, u. bottle factory, and an asbestos plant u.re com
pleted and barely operating. 1tachinery remains unused in
storage; a tire factory operates at a fraction of capacity due to
competition from black-markot tires rcported to have been
StolCll from tbe Army. A recent study, comparing estimated
producti.on with n,ctual production of rCA-sponsored industry
projects funded in fiscal years 1954, 1,955, and 1956, shows a
potential of $72 million pOl' annum and an actual of about $18
million. The most common difficulties found in our review of
compleLed subprojects were a lack of adequate working capital
atid an irwbilityto oprl'l1te profitahly.

INe visited some of the compn.nies selected to be benefited
through loans and questioned in our own mind the financial
capabtlity of these people as evidenced by the buildings and equip
ment in use. At the same time we were encouraged by the in
genuity, energy, and courage we saw. A bombed-out steel plant
was most impressive, not from the view of what it was, but be
(lause of what was being accomplished. A self-manufactured
rolling mill was producing steel reinforcing rods by a combination
of machinery and manual labor under a makeshift roof. ;"1achine
tools, which we judged to be more than 50 years old, had been
set up, after digging them out of t,hc rubble and cleaning off the
rust.. An air of purpose pervaded the place.

A farm tool lllfdlUfactuiing plant, opemting with old and in
some instances n.lmoHt primitive equipment and methods, was
producing shovels and hoes. We ordered one of the hoes because
of the unusual shape that we werB told pulls, rather than cuts,
weeds. The products wore crude but effective and cheap.

Again, at 11 leather tannery and manufa.cturing pln.nt--old
equipment but excellent produets. A pharmaceutical plant,
operating under licenses from U.S. fmns, WH.S neat, clean, and
opemting efficiently.

A factory, using corn from the United 8tn.tes as raw material,
was manufacturing cornstarch, dextrose, corn oil, and glucose.
The waste is saeked and used for animal feed. Although this
operation appeared to be well run, it faces two major problems:
where to sell the cornstn,rch, which has limited use in Korea, and
where to get the corn. There are reportedly more than adequate
ne> .." '·".,no~~~"'On;" ",'h~ TT.,;~~.:l Q~~.~_ . .



• 8f.rrl1(,.'~ of 'p1ang
'J'IH\l'O Wits barely e\'1\1I ll. millimulll of plalls II lid "lweiliea Lions

for this proj(\ct when iL was conceivod in fiscal yoar 1\157. Durin;:;
Lhe past 6 months the roquired plans and details lmve been ill
the process of preparation, but one may fn.idy observe that the
ohligation of funds preceded the pbnning normally to be expected
by more than 1 year. However, at the time of our visit to the
mission in :Nlareh ID59, Smith, Hinchman & Grylls had procllleed
specifications for more than hulf of the subpl'Ojects and. cxpeeteil
to complete the bn.lance in April.

EVAJ,UATIOi'l'
The important~c of this project and its value to the Korean economy i:, ohvious.

It hns been organized as a banldng type operation for providi;\g doHars to Korean
industries to finance the importation of equillment necessary for their operations.
As of March 1959, no dollars had yet been loaned to finance the procurement or
importation of any equipment.

This raises i\ basic question as to why it was necessary or desirahle to ohli
gate $13,400,000 of fiscal year 1957 funds before the organization for carrrine;
out the project and the procedures for its implementation had been ueYelopi'!d
and hefore the service:"~ of 1'.11 engineering firm had heen engaged.'

Even if it is conceded that a commitment of U.S. fun.ds to the project was
desirable in order to encourage the Koreans to commit thPir own currency and
manpower to the project, it would appear that an obligation of $2 million pend
ing the working out of detailed arrangements might have heen fully as effective
as an incentive while permitting the use of the remaining $11 million for other
purposes.

Straw Pulp Plant-Project No. 89--23--292

Financial activity by fiscal year

[In thousands]

Year Obligated EHlboligatcd Expended

$1, 121
1, 100

o
o

1956 _
1957 1

1958 1

1959 1

Feb. 28, 1959 1--2-,-2-2-1-
I

o
$150

o
o

150

o
o

$J8
42

60

Purpose and nature
Conceived during fiscal year 19:')6, as a part of TCA's ovcrna

plan to increase Korea's self-sllfficieney, t.his ph;,nt will be
expected to produce pulp for the paper manufr.el.Ul'ing industry
in Korea. The anticipated product, straw pulp, ,\iH be mal!U
factured from indigell0us raw materials and reduce Korea's
requirements for imported woodpulp, which are paid for with
foreign exchange.

The doll:1r funds obligated were, for the greater part, for the
purchase of commodities for the constmction of the proposc(l
plant. Only $250,000 of the total of $2,221,000 was allocated for
eontract services. In addition to dollar finaneing, ICA antwi
pated the use of counterpart funds equivalent to $:5,647,478 to be
divided between commodity purchases, $2,235,847, H,nd other
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~ [>1'111/1'1:88

AH of !1'i'in'llll,r,v 2X, IHiill, (.11(\ olily (Ixj>nndit,lll'(\'i tlllLL hnd b(\OI\
made were for can tract services. Those services had been per
formod by the mann:g0ment comm1t.nnt firm of Smit,h, Hinchnum
(:r,)'l1s A:-;so(~ill.Lp:4, 1ne" nlld 1'(ISlllLP<! ill Lwo I'ppol'l,s rl'lll.Lo(l
~r)('(~ifienll,v t,o t.his ]>l'Ojo(d" Th(, l'I'j>OI'(.S WI'I'(' I'('(~('iv(\d by lCA
Il1 Fcbrunry 1U59 and were an eva.lul1,tion of' the feosibilit,y of a

• straw pulp plan!', H!H'cifien,LioIlH lwd plalls for Llw Lypo of pl~\,lIt to
he eOIlHt,rlldnc!, lwd all esLilllate of Lite cost, A revj(\w of Lheso
reports by Tudor Engineering Co. noted that the plall I. desiO'Il
was restriotive in that n, proprietary process wn,s reCOIllIl101Hled.

b

Thc delays in implementation of this project are credited by
. agency officials to a difference of opinion within lCA as to tho

adequacy of a report prepared by Tudor Engineering Co, That
report was issued on February 19, 1957, pursuant to a task order
dated August 31, 1956, which required recommendations for the
form and content of' un invitation for a proposal covering engi
neering, procurement, and supervision of erection for a straw pulp
manufacturing plant to be constructed by the Korea Pulp Indus~

trial Co., Inc. On November 13, 1957, the agency had decided
that a more exhaustive study of processes and plant types should
be made and directed Smith, Hinchman & Grylls Associates,
Inc., to make such a study. As mentioned above, the required
reports were received by ICA during Febru.ary 1959, about 15
mon ths after the task order was issued.

Present slat'us
\Ye were informed by ICA/Washington on April 3, 1959, that

there were no major objections to the plans as submitted by
Smith, Hinchman & Grylls Associates, Inc" and that contract
negotiations for construction might be initiated in the near future.

The initial obligation of funds for this project took place in
June 1956. More than2}~ years after that date, it appears that
the preliminary requirements for plans and specifications have
now been met.

,EVALUATION
Although funds to finance this project were obligated in 1956 and 1957, it has,

in April 1959, merely reached the stage where "contract negotiations for con
struction may be initiated in the near future."

At the time fiscal year 1956 funds ($1,121,000) and 1957 funds ($1,100,000)
were obligated for this project, the basis for the project apparently was: (1)
Korea was importing paper for which foreign exchange had to be expended;
(2) there apparently were processes in existence for converting rice straw into
paper; (3) rice straw was available in Korea; (4) the Korean Government was
agreeable to the undertaking. Decisions as to the processes to be used, the
organization for carrying out the project, and the costs involved had not yet
been reached.

The experience with this project raises the quesiion as to whether any useful
purpose was served in obligating $2,221,000 while the project was still in the
idea stage and whether it would not have been better merely to obligate $150,000
for engineering services in 1956 and 1957, to be followed by an obligation of
funds for construction costs when the project was sufficiently developed to know
what funds would be necessary and when they would be required.
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Mine Development (Dai Han Coal Mines)-Project
No. 89-21-468

Financial activity by fiscal years

[In thousands}

Year Obligated ~ubobligated 1 Expended

1957 -- --- ______ $3, 247 _-- -- 1_ - -- - - _- --
1958 -- __ -- -- -- -- -- _ $777 1_ - - - - - - - --
1959 1 156 I $35

Feb. 28, 1959 1 3,247 i 1933 1 35

1 Actual contracts total $279.

Purpose and nat1Lre
The purpose of this project is to increase conI production of

the Kumchon and Changsung coal mines, to construct a coal
cleaning plant at Cholum, to diamond drill areas of the t\VO
mines and to provide technical assistance for associated Govern
ment coal mines. Incrcasing conI production of the best known
quality of South Korean COllI as quickly as possiblc willllllcviate
serious conditions resulting from either a laele of coal or tho use
of inf(~rior eoal in power plants and industry. It is contcmplfLted
thil.t by mining coal from this coal field (a) bettor coal can to
used in power plants with increased efficiency at tlw, pbnts
(b) rail haulage will be more effective, since an estimated 20
percent of rock included in run-of-mine coal will be eliminated
by the preparation plant prior to transport and (c) lower cost
coal can be mined by the usc of modern mining methods, ma
chinery, and management.

lCA proposes to attain the goals outlined above by providing
$2,771,500 for equipment and $475,500 for contract services
including a mine management contract ($300,000), technical
services for associatcd Government mines ($150,000), and one
master diamond driller ($25,500).

Progress
This project agreement was signed on June 27, 1957. Tangible

progress to March 12, 1959, was smon and included contracts foi'
$279,244 worth of equipment of which $175,819 has been delivered
at the port of Pusan.

Progress on this project has been delayed by a variety of causes
due primarily to a lack of money. The Dai Han Coal Corp., that
controls the mines to be benefited, is owncd by the Republic of
Korea. That Government regulates the price of coal, the ac
counting system and transportation, is a major customer, and
through these controls has kept the company short of funds.
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~ Tlw (~OH.l (,OIl1JllUl), iR !"pqllil't'(1 to 1111I](1' II. <1p{lIlRil, fmlll ilH OWIl
1'('HOllrc~('H 1·('jln':4l'nl.inp: 20 p('J'(~(,IlL of t.lII' VII,I"(1 of ('qllipnwlll, f,o !l(\
pl'oeun'u with lOA fuudH WJI<'II Llw I'quipmellL is ordered. The
balance of moneys needed to pay for the equipment on delivery
may hn hOlTOWI·<1 f!'Om l'.Ollld,I·I'j)nrt', flllldR. Additional fllndR
from itA own 1'()ROUI'CPH fOl' inHt,:dllltioll 1l1'(1 .J'(·qllimd 011 dnlivnl'Y.
III JUlle Hl[)7, when LhiH projecL ngrcemenL wus siglled, the 1'01;1
pany owpd its ('mploylws 4 months' Wl1.I!:PS and was not fin:l.Ilcin,lly
capable of making t.he reqllin'd 20 percent deposiL. This shortl1gc
of funds probably delayed explorn.tory work that was a prercqui
site to ordering equipment. The underlying unsatisfactory
financial condition was corrected and in November 1958 the coal
company was permitted the use of sufficient earnings of its own
so that the ordering of equipment could proceed, in the opinion
of the mission. The company still has difficulty in collecting bills
from Republic of Korea agencies.
Present status

In effect the mission points to eertain Republic of Korea laws
or regulations that inhibited the preparation of proper plans,
specifications, and cost estimates. Now that those restrictions
have been relaxed, the project is being implemented.

During March 1959 the mission reported that purchase imple
mentation orders (commodities), ,,* * * are now in process of
completion for $1,100,000 for underground equipment, $500,000
for auxiliary power equipment, and $900,000 for coal preparation
equipment * * *" and expects that all applicable funds will be
subobligated before the end of fiscal year 1959. Whether or not
t,hat expectation will be fulfilled depends upon the work of a con
sultant who will prepare a layout drawing for plant design for
coal-cleaning equipment for the coal preparation plant.. That
man's work will depend in part on the findings of a series of tests
to be made in the United States on samples of Korean coal.
The consultant had not arrived in Korea in March 1959. In
the event that the plans required are not forthcoming in a timely
manner, the mission may use the $900,000 earmarked for coal
preparation equipment for thermal electric generating equipment
lllstead.
Plans and cost estimates

We believe that further delays will be experienced due to the
present lack of plans, specifications and knowledge of the charac
terist,ics of the coal to be mined. All of these details, as well as
the Republic of Korea restrictions noted above, should have been
considered and the related problems resolved before the obliga
tion of funds. Obviously the agency's regulations were not given
much consideration prior to the signing of the project agreement.
Even now this project could not qualify as being in accordance
with those regulations and the provisions of section 517 because,
although steps to remedy that condition are in process, the
plans have not been completed.

E:VALUATION
It presumably is a good idea to invest money in increasing the Korean coal

~roduction. It apparently has been difficult to work out details as to just what
noney so invested should be spent for. In this case there is the further eomplica
;ion that the int~ndegreeipientof U.S. dollar assistancA nnnnr..ntlv hn" h""n



during most of the life of the project so short of funds as to be unable to do il.s
share.

This raises a basic question as to whether U.S. funds should be obligated
before financing arrangements for the project within the recipient country have
been worlwd out, or if the initial obligation of U.S. funds is jnstified as an incen
tive to the foreign government to take necessary action, whether funds should be
continued as obligated although adequate local financing is not forthcoming.

Thermal Electric Generating Plant-Project No. 89-22-501

Financial activity by fiscal year
[In thousands]

Year Obligated I Subobligated Expended

I I1958____________________ $3, 539 1 1_ - - - - - - ---
1959 .=1 $1,903 1----------

Feb. 28, 1959__________ 3, 539 1 1,903 1----------
Pv,rpose and nature .

This project has an aura of uncertainty because the location
had not been definitely determined as of February 28, ] 959, other
than in "southwest Korea" which is a rather large tenitory. The
proposed thermal electric generating plant is to hav(' :1 cn.plleiLy
of 30,000 kilowatts and is to be designed to burn Korean anthrll.
cite coal and/or impm·ted coal.

In ,Tune] 9p8, rOA C'sLimated that the overall dollar cost of this
J:,rojcct would amount to $8,100,000 and thnt the Rcpu bEe a;:
Zorea, or its citizens, would be required to invest the equivalent
of $1,800,000 at 500 hwan to the dollar. TIll' fiscal y<'ur 1958 obli
gation committed rOA to the extent of $3,5:39,282 and itt t,he same
time the Republic of Korea agreed to contribute the h"lan equiyu.
lent of $800,000. Although there is no formal agreement itap
pears tlu"t lOA hus in effect set up an implied obligation of an
additional $4,500,000 if the plant is to be completed at tIll' esti
mated cost of $8,100,000.

Progress
The accounting records show that about $1,900,000 of the

$3,539,282 was subobligatcd for eontrn,ct services, but no contract
had been entered into by February 28, 1959. On Llw.t date no
contracts had been made, no purchase orders issued and no funds
had been expended.

On February 12, 1958, rOA issued a task order to Smith,
Hinchman & Grylls Assoeiates, Inc., to select a site for it 30,000
kilowatt therma.] electric generator plant to be located in south
west Korea. The resultant report was issued in October 1958
and accepted at the end of X oyember 1958. In February 1959,
lacking in details to support the amount, /1. project implemc'nta
tion order (technicians and contract services) was sent to lCAI
Washington to coVer the retention of an engineer-contractor. In
March 1959 the mission decided that test borings at a proposed
site for the plant were needed before an engineering contraet
could be determined.
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• Present status
rCA proposes to obligate the balance of about $4,500,000, theestimated t1mount needed. to complete the dollar funding, beforethe end of fiscal year 1959. The mission expects to receive a report from Smith, Hinchman & Grylls in the near future whichwill provide plans, specifications, and a cost estimate to supportt the obligation of fiscl1l ycar 1959 and 1958 flmds. We expect theestimate, plans, and specifications' will depend on the findingsfrom the core drilling operation, which had not begun as ofMnrch 13, 1959.
Our review of this project found that funds were obligated ona most indefinite basis in the last few days of fiscal year 1958.

EVALUATION
~ As of March 13, 1959, this projt'ct had aJ>parently not yet matured to the point\Vnere it would meet the requirements of section 517.The foilowing aspects of the project justify silCcial consideration:First, funds ($3,53~.COO) were obligated in the last few days of fiscal year 1958.Second, plans for the powerpla.nt had not yet developed to the lloint where itslocation hud been determined, except that it would be in southwest Korea.
! Third, it was estimated that the total dollru' cost of the project would be$8,100,000. The ICA funds obligated were less than one-half of this amountlnd no arrangements were made for the remainder of the dollar financing.t Although other interpretations and explanations may be valid, it should beloted that these facts are consistent with the interpretation that the ICA actionwith respect to this project was primarily to prevent the lallse of funds at the!TId (If the fiscal ycar.

This7project represents a departure from the rather general leA practice of19Iigatin:{ 111\ funds estimated to be required for a project at the time the project~gi'ee:,.;;it is entered into with the recipient government. In this case, theJnited States obligated less than one-half of the estimated dollar, equirements.

Itehabilitation and Construction of Overall Transmission and Distribution System- Project No. 89-22-221

Financial activity by fiscal year

(In thousands]

Year Obligated Subobligated Expended

1956____________________
$2,841 ------------ ----------1957 _. _________________ - -- ....... ------ ------------ - ... - .. -- ... ---1958____________________
1,486 $2,661 ... _............ _....... -1959____________________

---------- 28 $79

Feb. 28, 1959________ -"I 4,327 2,689 79

Purpose and nature
There are three principal powerline systems which transmitelectrical energy throughout the Republic of Korea. Thesystem network contains about 150 substations and was installedby the Japanese to serve minimum operating needs. Severe wardamage and neglect has reduced the efficiency of the system to
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the level of about 40 percent of original capacity. Surveys indi
cate that every substation is in need of repair. This project
proposes to rehabilitate 10 of the 23 larger substations by repfdr
ing the buildings, which house control and operating equipment,
and by purchasing new equipment. The program for expansion
of electric power generating capacity in thc Republic of Koroa is
so great that this project represents only a smull fraction of the
overall picture. The mission noted that power production for the
12 months ended September 30, 1958, was 1,453,452,000 kilowa,tt
hours or over 1 billion more than the highest proillvasion output.

Funds amounting to $2,841,500 were obligated in fiscal year
19.56 by ICA for commodities. Host-country contributions in
1956 were set at the dolla.r equivalent of $1,880,000 and iJ)cluded
$1,006,000 for technical and other services, $534,000 for com
modities, and $340,000 for ot,ber costs. In fiscal year 1958 an
additional $1,485,000 was obligated for commodities by ICA..
Host-country financing in 1958 was agreed to at the dollar
equivalent of $1,700,000 and consists of $700,000 for contract
services, $600,000 for commodities, and $400,000 for other costs.
rCA estiml1tos that 1959 financing will amount to $2 million
from rCA funds and the equivalent of $2,100,000 from Koroa.
Progress

The specific commodities that are to be purchased against
fiscal year 1956 funds have been selected by the mission to the
extent of an estimated cost of $2,668,850, but only about $622,000
of that amount had been contracted on ivIarch ;{, 1959. Specifi
cat.ions for equipme::1t against fiscal year 1958 funds amount to
only $20,000. Actual receipts of equipment for this project on
March 20, 1959, were valued at $80,624. Now that the equip
ment has started to arrive, another problem has arisen. The
recipient utility companies will have to obtain funds to pay a
20 to 25 percent down payment, plus a 30 percent commodity
tax and a 5 percent import duty before the equipment will be
released to them. These companies are short of working capital
and reported to be delinquent in payment of coal bills.

. A simple explanation of the reason for the deln.ys in imple
mentation of this project is that lOA did not know what \,lll,S

needed specifically. On February 1, 1957, the power companies
which were to be benefited were requested by the mission to pre
pare specifications. From September 1957 through January 1959
the requested details have been received piecemeal by the mission.
Subsequent reviews and disagreements by lCA/Washington re
gil,l'ding the specifications supplied have further delayed the pro
curement process.

A recent report by the mission states:
This project was initiated with 1956 funds, but active implementation

of the project was delayed sbme 14 months during negotiations for an over
all engineering contract. The second year of implementation was consumed
in reviewing and editing specifications prepared by the three power comm"lies
based largely on existing Japanese-manufactured equipment wherein the
specifications had to be changed to satisfy Regulation 1, and in explaining
to leA/Washington and the consulting engineering firm in Washington t.he
needs for equipment in l(orea which was in some cases not a vaiiable from
U.S. /Sources. * * *



I(JA i:-; (~lIrl'l\IlLlv n'.(·.(liVillj!; n:-;:-;isLall(\o frolll tho linll of SmiLIl
lIilll'!llIlll.1I & Ul'yl'ls j\s:-;ocjn(.(os, lnl·.. , lI.lld (·xlJ(·e{,:-t 1.0 tlxjwdito Lll~writing of specifications against fiscal year 1958 funds, Addit.ional funds of nl>01II; $2 million Imvo lwpn /(pl'og-nl,nll'd" COl' li:4onlyen!" ]\):,\) in nnt,il\ipnLioll of s(ln(\ilienl.ioll:4 yd 1.0 bo pl'njlnrnd.

This lJrojoeL, whieh is only it ::mllLH purl. of the ovcrl111 electricpower-generating program in Korell, points lip the exten::;ivo plan1I ing ]1(·(\PSSll.l·Y to im plellwn (i t,1l is 1)l'O~I'll.lll. II. is Ii iIlicul I, lmdt.ime eowmm ing fot' Lbo m iSHio!l wi Lli j Ls limi (,ed stnll' t,o dol.el'mitlespecificnlly whnt is needed nnd, having renehed it conclusion, toobtain IUA/WashillgLon's approv:tl. We believe thati withoutthe n.ssisUtnce of a l1111.!lngement consult.itnt firm the mission wouldnot be able to comply with the present requirement,s of theMutual Security Act, as these relate to plans, specifications, andI cost estimates,
VALUATION
There can be little doubt of the importance and urgency of this project. The,chnical difficulties which have been encountered are readily understandableld presumably most of them unavoidable.
The major issue here seems to be whether or not it is necessary or desirabletie up U.S. funds before the technical problems involved in the project are-larer to solution than they were at the time these funds were obligated.

~

Rehabilitation of Chongpyong Dam-Project No. 89-22..,.228
Financial activity by fiscal years

[In thousnnds]

Yenr Obligated Subobligated I Expended

19.56 ~________ $2, 000 J, _1957 _
19.58____________________ 200 $1.5 _1959____________________ $12

Feb. 28, 1959 1 2,200 15 12

Purposes and nature
Constructed by Japnnese engineers and contractors and completed during the year 1943, this hydroelectric project, theChongpyong Dam, has been weakened by erosion. Several reports.by various engineers, since 1948, have called attention to theneed for repairs and maintenance if the dam is to be preserved andused. rCA recognized this need and obligated $2 million by aproject a,greeme-nt that was signed on April 11, 1956. Subsequentevents show that the basic plans were lacking in specific details.The mission estimated that Korea would be required to make a.
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contribution to the projeet amounting to the equivalent of
$1,080,000 in local cmrcney. The elollar funding was expoetccl to
provide for contract services amoll1lting to $740,000 a.nel the
balance for commodities.

--Progress
As of February 28, 1959, almost 3 years after the signing of the

. original project agreement, no tangible steps had been made
toward the project goal. The management consultant firm of

. Smith, Hinchman &: Grylls Associates, Inc., submitted a report in
February 1959 which should ml1ke it possible for ICA and the
Republic of Korea to receive and evaluate comparable proposals
101' the implementation of the engineering and material aspects
of this project.

The delays which have stopped progress towards starting work
on this clam appear to stem .from an overall uncertaint.y bot.h in
Washington and at the mission as to just what was to be accom
plished specifically. From April 11, 1956, when the project
agreement was signed, until a task order was approved and giver.'.
to Smith, Hinchman & Grylls on December 26, 1957, almost 2
years had elapsed. The files show no progress toward imple
mentation during the first year and a, lapse of an additional S
months before the details of the t.ask order to be given to Smith,
Hinchman & Grvlls were worked out to the mutual satisfaction
of the contractor, rCA/Washington, and the mission. Having
received the task order, Smith, Hinchman & Grylls were expected
to submit a report in June 1958 but did not. do so until February
1959.
Present status

With the Smith, Hinchman & Grylls report now in h::md lCA
expects to obligate additional funds which will hring the esti
mated dollar cost up to a total of $5,985,000. The mission has
scheduled June 30, 1959, as the elate when a contract will be
signed to implement the engineering and construction phases of
this project.

If section 517 of the Mutual Securitv Act had been effective
prior to July 1, 1958, the funds obligatecl during fiscal years 1956
and 1958 would not have qualified as legal obligations due to the
obvious lack of plans, specifications and reasonable cost estimates.
That condition has now been remedied, but we believe the
agency's scheduled date for signing an engineering contract may
be on the optimistic rather than realistic side.

EVALUATION
The record of this project indicates more than a year of delay between the

signing of the project agreement (followed by the obligation of $2 million) and
the first tangible evidence of action by ICA to implement the project. Presum
ably the engineering problems connected with the rehabilitation of this dam
are complex.

The basic issue appears to be whether or not it is desirable to obligate funds
in such a case before plans have been developed and decisions reached as to
precisely what should be done.



Housing Construction Material-Project No. 89-83-448

Financial activity by fiscal year

[In thousands]

Year Obligated Subobligated Expended

1957______________________
$2,000 ---------- ----------1958______________________

1,947 $1, 997 $1731959______________________
---------- 1 1, 906 1, 703

Feb. 28, 1959 ______________ 3,947 3,903 1,876

1 These funds were subobligated in January 1959; however, the imple
menting purchase contracts have not been signed.

Purpose and nature
The purpose ·of this project is to contribute toward 11chieving

a permanent solution for the severe nationwide housing shortage.
The original agreement of April 25, 1957, established as objectives
assistance in meeting five major problems under a 6-year program:

1. The lack of basic housing construction materials.
2. The lack of a well organized home building industry.
3. The need for wider adoption of improved building methods

and techniques.
4. The need for more adequate housing legislation.
5. The lack of credit capital for housing construction. '1'he

majority of Korean families have an extremely low per
capita income and limited means of support.

The objectives also included the construction of 150,000 homes)
having a forcign exchange cost of $17,978,000.

The project was divided into two subprojects: one for low- and
moderate-cost homes under a housing and home development
fund program and the other for minimum cost homes under an
aided self-help housing program.

Obligations Were made available from the defense support
appropriation and used for the importation of essential building
materinls. For fiscal yenr 1959, lOA has programed $1,750,000
for this project. A pl'oject agreement to obligate $1,692,000 of
these funds has been wrItten and \vas under negotiation wi.th the
Korean Government at the time of our visit in March 1959.

In addition to dollar financing, the mission has authorized the
use of counterpart funds eqnivl\lent to $12.1 million (6.1 billion
hwan). The Korefm Government also pledged the equivalent of
$38.2 million (19.1 billion hwan) to the project.
Progress

Althpugh the mission claims some accomplishments, projected
goals are far greater than actual results. There were several
delays encountered during the first year of the project and actual
construction did not begin until late in fiscal year 1958. For the
most part these delays were the result of poor planning befor?
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tlw pl'Ojn(~L ll.1-;1·(\nntnllt Wll.H Hil-;lInd. SII('II i lllpol'l all I, r('n.l.lll·('H liS

(1) 11,dO(ftlll,Ln IIOUW ([eHigus, (~) which UOVI'I'lllIll'lll lIgell(',)' s!loilld
receive applications for housing and home devclopmel1 L fund
loallH, alld (:n L!ln ol'galli;.-;nLiollllJ pnLt('I'II, opNnf.iollll! pl'o('pdlll'(',,,,
nlld Le(~II/1i('nl stnff l'oqllil'ed ror L1w 1I01lHilll-; nlld 11OJll(~ dt'\'e!opllH'IIL
fund, were noL deLel'lllined before L/w llgl'eellll'llt was siglled.
This Lype of homo finn.neinl-; is now in Korrn., nne! if. wns nf'e..sHnry
to develop and tmill n slliLn,hlo ol'glJ.lli;.-;~tf.iOIl hdol'o 101m npplica
tions could be proeessed. The snme eonditions oxistcd to It Inrgo
ext,ent in the aided self-help hOllRinl-; program. '

Local currency counterpart funds and 4.1 hillion hwan from
Korean funds were for use in establishing the hOllsing and homo
development fund loan program. The Korean Government has
not contributed all that it has pledged, and the mission has esti
mated that Korea has only contributed 400 million hwan to
the housing and home development fund. The balance was used
to finance its own housing program, differing from that which
rCA is financing. This had little or no effect during the first
year of the program but at present it. is limiting the number of
homes that can be financed under the housing and borne develop
ment fund loan program. The mission has requested better par
ticipation from the Korean Government, but without success.
Pre'Sent status

Revised mission plans call for 6,000 housing and home develop
ment fund homes and at least 1,200 aided self-help housing homes
to be completed by December 31, 1959. This menl1R that about
:j20 housing and home development fund and 400 ili(led self-help
housing homes will have to be built each month for the remainder
of the year. J'udging from past construction progress, it appertrs
improbable that the goal will be attained or that the 150,000
homes to be built under the overall 6-year progl'llm will be con
structed. The mission believes that it will reach this goal, but
that more time will be needed.

Judged by progress to date, it would have been hetter to have
had a project covering all the preparatory ",·ork uncleI' objectives
2 through 5, including proper training, before concluding an
agreement for construction. The mission agrees that this would
have been more desirable, but because of critical housing needs a
construction program had to be started, and evcm thongh con
struction has lagged, accomplishments are being made.

While in Seoul we visited some of the homes being built under
both subprojects. In our opinion, the housing and home develop
ment, fund homes n,re very attraetive and quite mocll'i'n, judged
by I\orea:n standards, and appear to be well constl"ueted, Un
fortunately, compn.ratively few homes have been completed. On
the other hand, we were not favorn..bly impressed with the aided
self-help housing homes. At the time of aU!' visit, construction
had been stopped for sever[l.l months, and the proj,:'ct WliS donnant
because of a disagreement over who would pl1y the transportation
cost for construction materials from the stornge r.n':1 to th:.J eOI1
struction site, There is more diffteulty involved in mo\"ing 11ll1

terin.ls the last few kilometers than in transporting thpm overseas
to Korell.. We saw one aided site where some



Not determined.

June 30, 1958.
Dec. 31, 1959.

•T6-- sIfif\:;;;y OF SELEC'I'ED-PHOJI.':C'rS IN vIET-NA:i-vr AND-i(ORE~\.

homes luwe been completed but many more \'lere either half
built or not stlLrted. The predominant portion of mlLterials for
this site were provided by voluntary relief agencies or locally
purchlLsed. The mission had made availl1ble a few hundred
dollars worth of lumber. At both hausina" sites there was a llLck
of sanitary facilities. The technicia.n in charge informed us thn.t
these will be provided under other mission projects.

After inspecting the homesites, reviewing the planned con
struction program, and comparing them against the general
housing conditions in Seoul, we were left with the thought that
the program has been stressed in the wrong area. 'Ve ques
tioned why greater emphasis had not been placed on the aided

.self..help housing program for the underprivileged and less on the
housing and home development fund program for the middle
dass. The mission believes thn,t housing is inadequate for the
middle class and must be provided. Further, the housing and
home development fund program is expected to stimulate the
Korean economy and is therefore aimed properly. This reason
ing is probr..bly correct,but it ignores the like stimulus, economic
and psychological, tha.t would be provided through housing for
the lower income group.

The building program under both subproj ects has fallen short
of intended goals. The status of these programs as of March 24,
1959, was as follows:

I
I Program I

Homes to be built under I . Date to be
project for- I I completed

_____________IHHDF ,_A_S_H_H_
1

_

1957 112, 0001!2 2,700
1958 ~ __ 3,900 8,500

I ,--I
Total I, 5, 900111,200

1959 (programed) ._ ________ 2, 9051 4, 054

TotaL 8, 8051

1

15, 254

Construct~on approved 4,256 4,264,
ConstructIOn cOl?pleted_ ______ 936

1

I'

Under constructIOn_ __________ 903 664
I I

I The original number of homes to be built under the housing and home
development fund program (HHDF) for 1957 was 4,000. A recent project
amendment has reduced this number to 2,000, and materials to build an addi
tionall,200 aided self-help housing homes (ASHH) were transferred to that
program.

2 At the time the project agreement was signed, the number to be built
was not determined.
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Current plans and estimates
In the project agreements signed for' fiscal yoars 1957-58, the

mission included funds to purchase' more materials Ull111 were
needed to build the number of homes specified under the progl'llm.

Houses
I

Fiscal year programed Unit cost of Commodity Actual cost Excess
(HHDF materials 2 obligations of materials funds
only)l

Thou-
Thousands Thousands sands

1957_____ 4,000 3 $500 $1,998 $1,876 $122
1958_____ 3,900 485 1,950 1,892 58

TotaL t--------- ---------- 3,948
I

3,768 180

I When the fiscal year 1957-58 agreements were signed honsing materials
were to be imported only for the housing and home development fund
(HHDF) program.

2 Represents the imported materials cost for each house.
3 Estimated.

The excess funds were for additional materials in case of a
boom in the construction program. However, the boom lins not
materiaiized, and the funds remain unused. The mission stated
that it plu.nned to desubobligate the $122,000 excess for 19.57.
Even with this reduction the mission will have n. suhstantial
quantity of excess materials on hane!. The recent nmendmcnt

. to the project agreement has reduced the 1957 program by 800
homes.

A review of the specifications supporting the fiscal yenr 1959
project showed an excess reserve of $129,100. The mission stated
that tht',Se funds were being used to try and persuade the Korea.Il
Government to advance larger sums of local currency funds.
The mission's theory is that if it could demonstrate its willingness
to provide more dollars than were needed to build a specific
number of homes, the Korean Government would make available
more hwa.n than it had in the past. We questioned the reasoning
behind and the legality of such a practice under section 517. The
mission informed us that it will make a legal determination as to
the validity of this reserve.

When the 1957 project agreement was signed, adequate hous
ing plans or specifications had not been prepared. The esti
mated cost of imported building materials was based on previous
st,udies' done by the United Nations Korean Reconstruction
Agency. During fiscal year 1958 designs and specifications for
various types of homes were drawn up and a cost". figure for
imported materials was obtained. The same figure is being used
to support the fiscal year 1959 project cost. Except for built-in
reserve funds, it appears as though support has been developed
to comply with the provisions of section 517.
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'VALUATION
Among the seven projects in Korea studied by the auditors, this is unique in

that it was possible actually to visit the site and observe work heing carried on.
All the other projects examined existed only on paper.

This project is noteworthy also in that funds were obligated for it in excess
of the amount required to finance the construction planned. This was done
allegedly so that additional materials could be bought if the Korean Government·
'decided to expand the housing program.
t The ICA legislation authorizes accounting and contracting procedures which
are different from those for Government operations in the United States. It is
questionahle, however, whether the ohligation of funds in such a way for such
a purpose can be regarded as a justifiahle departure from accepted fiscal practice

VIET-NAM

Industrial Development Center-Project No. 30-23-170

Financial activity by fiscal year

[In thousands]

1957..:___________________ $6,540
1958 _
1959 1 _

Fob. 28, i959 ! 6,540 I
i I

6,4331 1,500

Subobligated I Expended

- ---- - - - - -- -'------ -- --
$1: ~~~ I ~~~~~~

ObligatedYear

Purpose and nature
The purpose of this project is to increase the manufacturing

potential and nr.tural resources of Viet-Nam and thereby reduce
that country's'dependence on imported goods. This aim is to
be achieved through the creation of an Industrial Development
Center that will promote the establishment of ne\v private enter
prises and the e:\-pansion of existing enterprises for additional
industrial production. 'rhe principal functions of the center are
to (1) provide technical and managerial assistance to Vietnamese
industry in t,he selection, planning, engineering, and management
of new and existing enterprises, and (2) facilitate, and in some
circumstanees, make loans to finance new or expanding en ter
prises. The cen tel' is to be specifically responsible for develop
ing guamntee plans, commercial bank participation programs,
joint financing arrangements, a "capital market" and any other
device which promises to augment the availability of private
capital for investment in industrial undertakings. The center
could also make its services available, with the exception of loans,
to government agencies, educational institutions and technical,
professional, and business soeieties.

Thi& project was approved by lCA on June 20, 1957, and the
funds were obligated by a project agreement signed on June 29,
1957. The agreement provided that rCA would contribute
$6,540,000, of which $6 million was for loa,ns for unspecified sup
plies and equipment required as capital investment for existing
and new industries. and $540.000 was for 'tlDspccified oontract



services to be determined as the center was organized and its
program developed and for technical aids and trn,ining materials.

In addition to the dollar contribution, the agreement provided
for the use of piaster funds from counterpart (local currency ac
quired from the sale of ICA-financed imports and from cash
grants) in the dollar equivalent of $3,460,000 (121,100,000 piasters
at the mte of 35 to 1). The equivalent of $2,850,000 was to be
used for local currency loans and the equivalent of $610,000 was
to be used for operating expensc,s of the center.

The Government of Viet-Nam was to provide suitable office
space, office equipment, supplies, public utilities, and the services
of typists and clerks. The estimttted cost of its contribution was
3,500,000 piasters, or the equivalent of $100,000. In future years,
it was planned to have the center's piaster budget assumed by the
Viet-Nam Government.

ICA estimated that the financing of this projeet in future years
would be $2 million by ICA and 35 million piasters, equal to
$1 million, by Viet-Nam. The estimn,ted completion date was
June 30, 1959, later revised to ,June 30, 106l.

ICA proposes to participate in the evaluation and approval of
loan applications ,,,-ith the assistance of the firm of Dny & Zim
merman, Inc., engineers of Philadelphia, Pa. Generally speaking,
lCA will provide dollar exchange and piasters to approved loan
applicants through loans to the Industrial Devclopnwnt Center,
which will in turn make time deposits and. gUltl'antecs with the
Vietnamese banks. In addition, ICA will finance the dollar costs
of Day & Zimmerman, Inc., for its contract as consultants to rhe
Industrial Development Center.
Progress

The financial status of the dollar funds for this project, twcord
ing to the mission, on February 28,1059, was $6,540,000 obligat,ed,
$6,4;~:3,000 subobligated, $1,500,000 disbursed and $107,000
unsuboblig-ated. rrhese amounts can be rxtremcly misleading
in view of the facts. The mission advised us that no balance
sheet or operating statement for the Industrial Development
Center was available on February 28,1959, nor at imy other date.
We were given a copy of a schedule submitted by the Director of
the Industrial Development Center that showed the amounts of
funds allotted and ,disbursed for loans during tho period from
February 20, 1958, through December 31, 1958. A summary of
this schedule shows:

Amount of loans

Government VN funds I
VN$39,5GO,000 I
--------------- I--------------- I

lCA allotted funds

VN$4, 000, 000
US$ 507,435

Drafts (withdrawals)
made as of Feb. 20

VK$18, 500, 000
VN$2, 829, 040

NOTE: VN$=Vietnnmese piasters.
US$= U.S. dollars.
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'1'11(\ Hi~niliell.II(·.(\ of LhiH :·\CJlt~dll]l\ iH (.lmL dlll'in~ lI. pl\l'iod of 0
JllOIILhH of opt\l'lll.ioll Illn ] IIdtlHLl'ill.1 l)(lv('loplI 1(\1 II. {:(\IILnl' Ill\.d 110:'

disbursed lL single dollar and had allotted only about one-third of
thn nvnilnhk $1,llnO,OnO 1.1'nn::;f('ITPd 1,0 L]lt1 Tndll::;Lrilll D(lvPlnp
mPIlL ennLpl' in .lllIWI !IllS, Wt\ we]'n llllabl(l to dt\Lpl'lIlilll\ n sOlllld
lmsis for Llln slI!>ohliglltioll or Llw ll.tldiLiollu.l $·l,.'iOO,OOO tluring
.Tn.nun.ry 1!J5!J, hut we were informed hy the mission on J\1n.l'ch 10,
ID5!1, tllat 1,11(\ ollly ,lollnr 1I.dvlLlle(l 1.0 Lho IIHluHtriu.l J)evnl0 jlllWIII.
CenL(\[' had 1>('(m mnde ill .Tulle ]Dr,H and alllolllll,ml t.o $1 ,r,O(),OOO.

Doln.ys in implenwnt.ation have been cl111sed by ccrtl1in basic
eondiLiolls. Thero apparnnlly Wl1S 110 IlllIL\lal lill<!ersLllllc1illg be
tween Viet-Nam and leA as to whore l1.nd how Lho Industrial
DeveloplllClll; Center was to opel'l1te, The Viet-Nall1 Govel'll
ment is strongly inclined toward Government parLicipl1tion in and
control of industry while lCA has consistently insisted on pro
moting private control of business. This issue was still unre
solved as late as February 1959. Reportedly there is l1 serious
lack of industrial experience, a banking tl'l1dition of short-term
commercial loans secllred by liquid assets as collateral, high money
rates, and a strong tendency toward investment in real estate and
hoarding. Viet-Nam was traditionally l1 source of raw materials
and a market for France. The procedures for the loan fund
operations were not formulated by tbe mission until January 1958.
ICA approved these procedures on April 18, 1958, and Viet-Nam
signed the implementing agreement on June 17, 1958. Delays
in approval are ascribed to differences of opinion within IOAI
\Vnshington and between Washington and the mission.
Present status

Accomplishments as of February 28, 1959, were mainly intan
gible. Forms for operating, accounting and credit procedures had
been prepared, and a public relations program, with related adver
tising and publicity muteria,l, had been organized but none of this
material had been used. We climbed stairs to the offices sup
plied by Viet-Nam for the staff of Day & Zimmerman, Inc., on the<
second floor rear of a building. The offices were inadequate and
unimpressive but the mission assured us that the Viet-Nam Govern
ment was considering more suitable quarters.

Although Day & Zimmerman had men in Viet-Nam in the fall
of 1957 and completed a survey of industrial resourees by March
1958, no contract for the advisory services considered to be
required had been made on February 28, 1959. The mission re
quested that Day & Zimmerman be retained as early as March
1958, and the required waiver of ICA regulations was granted
by Washington on July 2, 19'»8. Day & Zimmerman have been
operating under a letter of intent since November 14, 1958, and
the first two members of the staif assigned to Viet-Nam arrived
there on November 30, 1958. Additional personnel were ex
pected to arrive during the spring of 1959.

During March. 1959 ICA was reconsidering its position of
financing only private industry in view of Viet-Nam's repeated
requests that Industrial Development Center funds be used for
Government or Government-controlled enterprises.



This pI'Ojl·(·.(" Ind\ill~ ill d(\lillit 1\ plnlls, is II. (,YP(\ of dl\vl'loplll(,lll.
101\.11 flllld, I'rt·slllllnhly litis killd of 1IIHI(I/'lllkill[': will !In lillllllt'('d
by the Development Loan Fund in the future and will not be
snbjeel; to tho provisiollR of Rnet.ioll 1)17 of t.ll(', M 11 (,Iml S(,('.lIrity
AI'I.. '1'111\ I'(\(,ol'd (,0 dnj.(\ illdii'III.\·s Ihll(, if plnlls, spl'('ilieliliolls,
Ilild IIgrt'(' III 1\ II I. hnd pl'(\i'eded (,11(1 oblig'ntioll of I'll lids, thi' ol>lign
tion would not yet lllLVe been mude 01' the developmellt of pInus,
s!l<'i\ifii\l\.(,iollS, llnd 1\.g'1'(·.Ollli'llt would have moved fOl'w/l.nl more
rapidly.

EVALUATION
This appears to be a case in which funds were obligated on the basis of an

:agreement between the United States and Viet-Nam that a Ilroject of this nature
would be a good idea although plans for the project or an organization for carrying
jt out had not yet been developed.

It is difficult to see why it should be necessary for the International Cooperation
Administration to have on lland and ready for 'usc so large a sum for so long a
period. Funds for operation of a financing operation of this kind presumably
'could be provided from time to time as necessal'y in order to replenish the capital
>of the Industrial Development Center.

Medical and Allied Education-Project No. 30-54-150

Financial activity by fiscal year

[In thousands]

Expended

904

Subobligl1tedYear i~bligate~1
I i------I-----

1957 , $2,535\' 0 0
1958____________________ 4 $884 $3
1959____________________ ° 1 2_°_1 2_3

Feb. 28, 1959__________ 2,5391

Purpose and naiure
An important detail in the background of this project is that

the President of Viet-Nam was rl'ported to be partieulllrly inter
ested in the establishment of an integrated medical eenter
constructed in accordl1nce with U.S. standards and staffed by
medical instructors from the United States. Pursuant to the
President's interest, two doctors from the United States made a
survey during 1956 and issued a report on "~ledical Education
in Viet-Nam." The report concluded that a new modern medical
education center, including a basic science building and a teaching
hospital, are urgently needed. Subsequently, on June 28, 19.57,
this project a.greement was signed to develop adequate institu
tions and facilities for the education and training of professional
medical, nursing, and allied health services personnel. These
goals were to be accomplished by the establishment in Saigon of
a medical center consisting of a basic medical science teaching
facility and subsequently a 500-bed teaching hospital, and by a
program for developing in increased Qumbersa qualified teaching
staff. The three main areas of actiyity in this project arc the
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medical center, st,aff development, und nursing education, but
we will confine our review to the medical center portion because
that will require the major capital investment.
Progress

Subobligations for commodities represented orders for medical
supplies and equipment, teaching aids, office equipment, and
other items valued at about $60,000. No contract for services
has been entered into; $844,000 shown as subobligated represents
the estimated cost of a prospective contract for design, engineer
ing, and construction supervision.

ICA originally proposed to provide U.S. dollars to the extent
of $1,530,000, for a basic science building and later an additional
estimated amount of $6,500,000 1 for a university hospital and
utilities, the fnnds would be used to purchl1se building materials
and supplies as well as equipment for the medical center. The
mission had programed only an additional $150,000 for tech
nicians and participants in fiscal year 1959 on February 28, 1959,
and we must conclude that the nature of ICA's participation in
this project remains somewhat uncertain.

This project has not been delayed, since delay implies that it
is on its way, because a beginning of implementation has started
only recently. At the time of the signing of the project agree
ment, there wrre no plans, no specifications, and no site; although
we were told that cost estimates had been prepared, the related
workpapers were not in the files. The first step toward imple
mentation was accomplished in Augnst 1958, when a team of
three specialists arrived in Saigon. In October 1958 the team
issued its report to serve the purpose of stating the-
* * * requirements for the planning of a medical center in sufficient detail
for a firm of architects and engineers in the United States to have a clear
picture of what may be required * * *
In March 1959 lCA/Washington decided that the report was
adequate for the stated purpose, and is currently screening pro
spective architect-engineer contractors.

ICA encountered difficulty in obtaining the services of what it
considered qualified people to prepnre the report received in
October 1958. Prior to February 1958 attempts were made to
obtain the required services through recruitment, and only after
that date was it decided to use temporary employees or consult
ants. Following that decision, further difficulty was encoun
tered in obtaining a qualified medical educator for the team.
Ourrent observations

Presently (April 1959), ICA/Washington is screening a list of
about 180 architect-engineer firms as a preliminary step to select
ing one of the firms for negotiations leading to a contract for the

.. design, engineering, .and possible supervision of construction of the
. physical facilities which will make up the proposed medical center.

The ICA mission in Saigon and the Government of Viet-Nam have
agreed on what appeared to us to be a suitable site in the city of
Cholon, which adjoins Saigon, the capital of Viet-Nam. We
visited the site and observed that core-drilling operations will be



Year

1955 ~ _
1956 _
1957 _
1958 _
1959 _

i

Feb. 28,1959----------1
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required before engineering and design work can begin, becauso of
the reported alluvial nature of the tcrmin. vVe found no pro
vision for such exploratory work. -
Plans and cost estimates

VVe find the history of this project embarrassing to tho prestige
of the United States. At least 3 years ago the Government of
Viet-Nam expressed its active interest in a project of this nature,
and to date ICA has not even implemented the planning. The
embarrassment we feel might have been avoided if the provisions
of section 517 of the Mutuul Security Act had boen law prior to
June.30, 1957.

EVALUATION
Fiscal year 1957 funds ($2,535,000) have been obligated and continued avail

able for this project, although as of April 1959, the International Cooperation
Administration had just reached the point where it was going through the pro
cedure of contracting for design and engineering services relating to the planning
of the proj ect.

The record in this project raises a question as to whdher the entering into
an agreement in 1957, so long before it was possible really to get the project
underway, has had a favorable effect on relations between Viet-Nam and the
United States. There is a posslhility that the delays and the lacle of tangible
evidence of progress may have created among the officials of Viet-Nam who were
particularly interested in the project 'the impression that the United States was
either indifferent or incompetent.

Highways and Bridges-Project No. 30-31-021

Financial actit>ity by fiscal year

[In thousands]

Obligated i Subobligated I Expended

---------~-I-----I !
$370 I $370 i-----.-----

4,910 I 4,910 1----------12,677 3,485 $1,309
14,836 18, 7G~ I 8, 24~
8,801 I 4, 190 I 11, S9 ...

41,5941--3-1-,-72-0-1 21,442

All obligations are from the appropriation for defense supporii
and have been made available for materials and equipment ($~G.S

million), and contract services ($14.8 million). Included ill con
tract·service cost are funds for the procurpment of certain equip
ment by the contractors.

For fiscal yeur 19,59 rCA programed a total of $15.3 million for
this project. The $6.5 million still to be obligatod is awaiting
the completion of bridge designs and specifications. The mission
is hopeful that the designs and specifications will be completed
by June 30, 1959.

In addition to dollar financing, ICA ha.s a~rced to release from
the counterpart ~CCOllnt the equivalent ot $30.:~ million (1.1



billion piU.NIf'I'H) fOl' inl.f'I'IIIl,1 (~O:-:I.H, '1'111'011/.0;11 Fd)I'IIu.I''y 2S, ID;,!),
t.IlOllliHNionllu.d 1'(dOaNnd s7S.7 1I1illioll pill I'1.0 I'N of wlli(~11 S22 JllilijOIl
Wnto\ l'eporLed u,s expended. Tho Vietnam Govornmcut has u,lso
a~reed to contribute the equivalent of $3.9 million (137.4 million
pin:-:l.pI'H). '

P'll/'posc or ]Jroj(~ct

This project provides for tho consLrllct.ion of llOW highways and
repair lLnd rehltbilit,ntioll of ronds l1ad bridges destroyed or
damaged during 'World War II and tho Indochina conflict.
Work is being done by the Oapitol Engineering Oorp. of Penn
sylvania and Johnson, Drake & Piper of Viet-Nam, Inc., a Pana
manian corporation.
Summary of progress

Due to the lack of detailed plans and specifications and a
major change in plans, the project has not progressed as well as
would be expected. At the time of our visit to Viet-Nam the
project was under full implementation. We traveled over about
100 miles of a road being constructed by Viet-Nam and about 30
miles on one under construction by J'ohnson, Drake & Piper. A
great deal remained to be done on the Viet-Nam road in the way
of grading, drainage, and surfacing. It was the longest a.nd
roughest detour we ever rode on. Johnson, Drake & Piper is
constructing a modern road about 30 feet wide of crushed stone
topped with fine sand or dirt. This road, when completed, wm
run for about 100 miles. We noted that ou i1 hot, dry day every
t,ime a vehicle passed over the road, some of the surface blew
away. vVe questioned why a hard-top surface was not being laid
and we were told that was not considered necessary in the jungle.
However, before leaving the mission in Saigon we were informed
that provisions were being made for a black-top surface to preserve
the road.

The mission feels that this project is very important from both
a military and economic standpoint. It points to the fact that
on those roads under construction freight hauling and passenger
transportation rates have decreased substantially (about 50 per
cent) with further reductions anticipated and the time saved in
moving military supplies has increased considerably.
Project staff

The funding for this one project is about four times as large
as that for any of the other fields of project assistance in Viet-Nam.
Mission responsibility for the control of this project is assigned
to the Ohief of the Transportation, Power, and Oommunication
Division. At the time of our visit in March 1959, he was sup
ported by two highway technicians working on this project and
was expecting the arrival of a third. Even though Oapitol
Engineering is responsible for design and construction supervision,
more mission technicians should be assil;?ned to this project and a
separate division might be considered tor proper control.



1)reDiol!N J!-roj(!cl rCIJt'tmw

A J'('porL by Lito GUlloral AC(:Ollllti,lg Ollien On tho VjeLllallleSO
aid progTam discusses the background and activities under this
]lr(lj(\(\t.. ~ GAO ropOl·l.ed 1,lmt, )ll'Ojod plans hnd grndllldly ('.x
jlll.n<!nd nnd leA wllI,nnlplnl.ud Hpl\nding HOllin $·l:i Illilli,)Illo1ll'ml~h

the then estim:tLed compleLioll of the project iII lHuD. The report
st.ated, "'rhe funding of the projeet has heen on n pi(\ol·.nJ(~lll hnsis
bocl\.lJSo of fl'Oquon t. ehnngos in opol'ltt.i ng' nnd linnnoini plnns."

The Commit.t,e(\ on GOYernlllent. Opnl'll.t.ions, llo\lsi\ of H.epre
senl,atives, issned n report ent.itled "Foreign Aicl ConsLl'llel.ion
Project,s," 3 Imsed on It sLnuy mnde by jLs Intcl'lutLionul Operll.
tions Suhcommittee. l\1nIlY interesting facts eoneerning the
planning and implmnentat,ion of this project are disousHed in this
report. The report noted thnt the project had bogged down
over issues that might have been avoided with more ol1reful plan
ning. The committee particularly pointed to this project as an
example of a construotion project which was processed before un
engineering firm had been selected and plans for construction
.completed.

Project cost increased with change in plan
As pointed out by the Committee on Government Operations,

the highway-building project in Viet-Nam is perhaps better
described as a program than a project. The QstimlJ,tcd dollnl'
cost of the project has incroased from year to year as constl'Uctioll
plans changed. The fiscal yem' 195G project proposal and ap
proval document estimateclJ.GA's total dollar cos I, at $14.7 mil
lion. The construcL:on program specifically rcll1ted to the l'(\

habilitation of two sections of' the main coastal highway (RT-I)
and to other unidentified rOD.cis. In the fiscal year 1957 project
proposal and approval, estimated cost rose to $45.3 million for
the same scope of construction on about 1,000 IdlometE'rs of 1'08<.1.

However, cluringfiscal year 1957 the mission was prevailed upon
by the Viet-Nam Government to change the planning for the
highway program. In prepll.ring the 1958 project proposal and
approval the concept was changed and emphasis was placed on
the construction of two highways from the coast inland to the
relatively unsettled plateau region that borders Cambodia. A
small portion of work was still to be done OIl the coastal route.
The signing of the formal construction contract was delayed
until the final changes wore resolved. When the fiscal yellr 1958
project proposal and approval was approved, clollar cost esti
mates had increased to $59.7 million. The mission stated that
a special feature of the project was that each unit or sect-ion of
construction is undertaken on a priority basis only after financ
ing is assured for its completion. This implies that the planning
started after funds were made available and the amount needed
for contract services, the purchase of materials, and construetion
equipment was then determined,

2 Report (B-133001) on the economic and technical nssistanoo program for VJ<ot·Nam datcd May 22, 1958,
pp.72-75.

a H. Rapt. No. 2012 dated Juna 26, 10S8, pp. 31-34.
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rOA's program presentation for fiscal year 1959 stated that no·
reliable cost estimates were then available beyond fiscal year
1959. The mission's most recent statement, December 1958,
shows actual cost through fiscal year 1958 and estimates for the
future as follows:

[In thousands]

Local currency (dollar

Dollar cost
equivalents)

Period

Counterpart Country
funds funds

June 30, 1958, actuaL ____ $33,087 $23,161 $1,000
Fiscal year 1959 estiml1ted_ 15,318 11,500 1,000
Fiscal year 1960.estimated_ 16,510 10,596 1,000
Fisc111 year 1961 estimated_ ---------- 7,015 ----------
Subsequent years_________ 24,000 ------------ ----------

TotaL ____________ 88, 915 52,272 I 3,000

The cost of this project to the United Sti1tes will undoubtedly be
higher than the $88.9 million estiml1ted above since it is necessary
to finanec commercial imports to genel'l1te the local currency to
tho countcrpa,rt account..

The subsr.antial increases in esLimated cost may be attributable
in part to the lack of a clearly defined scope of operatioll. The
mission has stated that major improvements are required on the
entire road networkofViet-Nam and that future work plans depend
entirely on the financing which can be made available for the pro
gram. Schedules for new construction beyond 1959 were still
uncertain at the time of our visit to the mission in March 1959.
Purchase of 8urpl1ls equipment

Depending upon the amount of project funds made available
during the fiscal year, the mission provides a certain fl,mOunt for
the purchase of construction equipment. From these funds it
has been purchasing a large quantity of surplus equipment. In
anticipation of the usual delays encountered in the processing of
implement.ation orders through lOA channels, a portion of the
amounts authorized under such orders (a.bout $2 million on
February 28, 1959), is withheld from contracting for procurement
of equipment. Then when surplus equipment is located, in
spected, and found to be satisfaetory, the mission simply issues a
purchase eontract against an existing implementation order and
acquires the units desired. The usual proeodure of issuing and
getting approval of a separate implementation order for surplus
equipment is thereby ehminated. We were told that if the re
quired implementing procedures are followed, surplus equipment,
which becomes available at about 10 percent of its original cost,
is sold before the mission ean acquire It.

Oonsiderable quantities of surplus equipment have been
acquired by this procedure. Because of the variety and age of the



equipment a large inventory of spare parts must be mnintaincd,
currently valued at nbout $1.5 million.

Section 517
Obligntions incurred through fiscal year 1958 were based upon

the amount of funds available to meet highway needs. rl~ns
and specifications were prepn,red aftcr the obligations were m
cuned. Lacking in supporting details, theso obligations would not
have met the provisions of section 517. However, for fiscal year
1959, detailed plans and specifications are being prepared before
funds are obligated.

EVALUATION
It is noteworthy that this project has progressed to the point that roads actually

are being built. ICA procedures have been modified. Funds are no longer
obligated prior to the drawing up of plans; rather, plans are drawn up prior to
the obligation of funds.

Railway System-Project 30-33-095

Financial actim:ty by fiscal years

[In thousands]

I I I

Year I Obligated I Subobligated I Expended

, , I
1957_.. $4,392 1 1 _

1958 .---~----J. $4, :392 .. _
19 1:.9 I <)7 ~ '-'3 040D -- - •. _ _ _ _ _ - ,) D I "', ..1

Feb. 28, 1959__________ 4; 392 4,017 I 3, O~V
I ,

Purpose and natur'e
The railway project originated in May 1955 when the mission

and the Viet-Nam Government concluded an agreemC'nt for the
advance of local currency from the counterpart account for prior
ity rehabilitation work. The project was augnltHlted in tTunc
1956 when a supplementary "grant-in-aid" agreement Vias signed
under which ICA transferred surplus 10comoLives and fn'ight CUl'S

to the railroad.
In June 1957, ICA entered into a project agreement to provide

dollar assistance for the rehabilitation of the Vict-};am railway
system from Tuy-Hoa to the 17th parallel. The agn·ement wr.s
amended in October 1958, to augment the rehabilitation program
by including an extension from Saigon to Touranc. The project
calls' for reconstruction of bridges and culverts and the relaying
of rails and ties where needed so that a continuous mil line will
run from Saigon to the northern border. Obligations were for
commodity imports ($4,363,486) fLnd the services of four ruilway
consultants ($28,500). For fiscal year 1959 lCA has programed
an additional $45,000 for this project. These funds were not
obligated as of February 28, 1959.

In addition to dollar financing lCA made avail.1ble the eqniv
alent of $14.286 (500,000 pinsters) in count"rpnrt r"nrlll, TlI!\
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~ GOVel'IlIlH'.n Lof VieL-N 11.111 ngl'(lnd (,0 (:Oll Lrilm Ln 15 millioll pillsLnl's
for cOJlllllOdiLies lI.nd 111.1>01' dlll'jn~ Lhe finiL yeal' of Lito pl'ojeeL
and a total of approximately 80 million piasters for the 3 years
j,11O project, WitS to be undnrwn,y.

Pt'O[lrcs,'i
Plans and specifications supporting the dollar oblign,tion were

~ lll'opl\.rl'd by Lho VioL-Nl\.1ll rnilwlty ill lVfuy 1fJiifi, u y(lll.!· beforo t.l1l1

pl'Ojed llgmnIIIen LWl\.S SiglWd, I> II t, only It row i L('.IlIS were (~I \lIelwd
by Lhe mission. .Judging from subscquent developmellt, we ques
tion tlw I1dequlley of {,he planning. A sn!, of speoifiea!,ions for
steel mils were prepared by the American Rll.ilwny Engineering
AssocinLioll and forwarded to the Viet-Nam CcnLral Purchasing
Authority in May 1fJ57. This was doue to fncilitate the purclll1sC

• of equipment once the project agreement was signed.
When the agreement became effective, implementation bogged

down and it took: over a year to get purchase contracts signed.
In September 1957, detailed equipment specifications and invi
tations to bid were prepared in French by the Viet-Nam railway
system. The mission prepared a rough translation and requested
Day & Zimmermann, Inc., of Philadelphia, to determine the

~ ~uitabili~y of t!1C ~pecifications and invitations for 'purposes of
mternatlOnal bIddmg. In October 1957, nay & ZImmermann'
reported that the specifications had been prepared 10 years prior,
or in 1947, when the last previous order for rails, fastenings, and
steel ties was placed by the Viet-Nam railroad. In December
1957, the mission had a better translation prepared and found that
the specifications did ,not conform with ICA's small business regu
lations. It was necessary for the mission to prepare more exact

~ specifications so that U.S. manufacturers would be able to partici
pate in the bidding. Agreement on the specifications was finally
reached with the Viet-Nam railway system, and the mission issued
a subobligating implementation order on January 14, 1958, for
the full amount of commodities to be financed ($4,363,000). The
Viet-Nam Central Purchasing Authority began immediately, to
solicit bids, but in March 1958 the mission requested that the

~ opening of the bids be delayed until May 16, 1958, to allow
American manufacturers ample opportunity to submit bids. On
May 12, 1958, the mission notified ICA/Washington that the low
bid for steel was from a European supplier and the lowest U.S.
bid was considerably higher.

Purchase oj additional materials.-The original implementation
order for materials was amended on October 6, 1958, and reduced
to $3,366,600. The mission stated that the reduction was made
because all the materials needed to rehabilitate the rail line
specified under the original agreement had been purchased for
less than the amount estimated. However, because the mission
did not check the cost estimates, the vast difference between
estimated and actual cost, and the necessity to revise thespeci
fications, we question the adequacy of the original plans.

• The project agreement was amended to use the remaining funds
($966,400) to finance additional rehabilitation work on the line
between Saigon and Tourane. A subobligating implementation
order to purchase an additional $622,000 of materials was issued



Project
Telecommunication development- _
Regional telecommunication-engineering _
Regional telecommunication-system ~
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on February 26, 1959. The mission expects to subobligute the
balance of $344,400 before June 30, r959.

Loan agreement not promptly sigiwd.-The project agreement of
June 15, 1957, specified that the commodities would be financed
under terms of repayment in local currency to the counterpart or
a special account. The agreement stated that-

lCA will finance the procurement of commodities only nfter a lonn ngree
ment between the cooperating country and the Regie (railway system) has
been submitted to and approved by USOM.

A loan agreement was not concluded and approved by the mission
until some 18 months after the projeet agreement was signed, by
which time the implementation order had been issued, purchas3
contracts let, and the commodities had begun to arrive.

Present status
As of February 28, 19;39, very little rehabilitation wOl'k had

been done under this projrct, although tho GoVC'rnment, of Viot
N am is reported to have eaniee! on a certain :tmoullt of such work
fillallced with counterpart funds.. The original C'stimated comple
tion date for the project was ,JuI)' 1, 1959. Iu April 1958, the
date was extended to July 1, 19GO, and in January 1959, it was

.again extended to some time in 19G2. The mission lwlieves that
suffieiont capital equipment has now arrived to permit the m:1iD.
program of rehabilitation to begin, and that the project will he
completed by November or December 1960. At the time of Ola'

visit, in March 1959, the mission had uo plans for additional
financing of this project.

EYALUATION
In this case plans and specifications were on hand in 1956 before funds were

obligated for the project. These pians and specifications were subsequently
found to be inadequate.

This experience indicates a limitation on the effectiveness of legislation for
dealing with the problem of premature obligation of funds. The mere require
ment that comprehensive plans and cost estimates be prepared prior to the obli
gation of funds serves no useful purpose unless the plans and estimates are com·
petently and conscientiously prepared,

Telecommunication Projects

There are four projects involved in the telecommunications
progl'l1m. One was designated specifically for Viet-Nam. That
project, for tho rehabilitation of the Cholon exchango in Saigon,
cost about $206,000 and hM been completed and tUl'11ed over to
the Viet-Nam Government. The other three projects concern 11

regional program for Viet-l\am, Laos, and Thailand, as follows:
Obli{Jated Feb.

28,1959

$1,295,124
1,458,600

24,400,000

TotaL 27,153,724

Each of the projects will be discussed sepal'l1tely.
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Telecommunication devcloj)mcnt-Ilroject 30-22-087

Financial activity by fiscal year

[In thOIll;[Lm]ll]

Year Obligated Subobligated Expended

1955 ~___ $400 $100 _
1956____________________ 375 _
1957 ..:_____ 520 _
1958____________________ 8 $3
1959 _

Feb. 28, 1959 _ 1,295 108 3

Purpose oj project
The purpose of this. pr'oject is to provide Viet-Nam with a

microwave telecommunication system to connect the important
areas of the country for economic and military purposes. Obli
gations were made available for $1,165;124 of equipment and
$130,000 for contract services. The $100,000 suboligated in 1955
was for contract services, but no contract has been negotiated.

In addition to the dollar financing, the mission has authorized
the release of 7,024,108 piasters, equivalent to about $200,000,
from the counterpart account. The Viet-Nam Government has
also agreed to contribute 1,810,000 piasters.
Progress

Funds were obligated for this project on April 28, 1955, on
the basis of a telecommunicn,tion survey made in 1951. After
approving the project, ICA/Washington felt that, in view of the
elapsed time and certain advn,nced technical developments, a dif
ferent system might be preferable and suggested an overall re
gional survey. The mission concurred in this proposal and made
preparations to participate on a regional basis. This project
then became inactive and mission efforts were concentrated on
the regional telecommunication engineering project. However,
the mission continued to obligate funds for this project in fiscal
years 1956 and 1957 without detailed plans as to when the
money would be used. The mission informed us that this was
done on the basis that implementation might take place at any
time. This view overlooks the fact that the regional engineering
project had hardly started and was encountering many difficulties.
Lacking plans and obligating during June of both those years
indicates the stockpiling of funds.
Present stat'11,s

The funds for this p:roject are now to be used in carrying out
Viet,.Nam's portion of the regional telecommunication system
project (51-22-029). As a part of that project, it is still awaiting
plans for implementation (see p. 32).
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Regional Telecommunication·Engineering-Project 51-22-002

Financial activity by fiscal year
[In thousands]

Year Obligated Subobligated 1 Expended

1957-r~~~~d::::::::::1 $1, 8~~ ~ ~ ~ ~ ~$:,~85: I~ ~ ~ ~ ~ ~84'
1958-i~~;_~~~=== == ==== =1 ~=:: ~=:=_I ~~:
1959-Thailand -- ----- _-- __ -- -- -- _-- -- __ 'I 407

Laos 1_ - - - - - - - - - - - 1- - - - - - - - - -

Dec. 31, 1958 1___ 1,459 I 1,430 I 21, IOn
. I

1 Financial informat,ion on projects is reported quarterly Hnd, us \Ye did
not visit these missions, this is the latest information available.

Z Includes report of expenditures in transit from Washington to missio:l
not yet entered on books..

Purpose of project
Project agreements to provide telecommunieatioll engineerin~;

services Were signed with Laos on Jc;ne 28, 1956; Viet-N[;,ill 011

,July 20, 1956; and Thu.iland on August 8, 1956. Under theso
agreements, dctailud engineering drsigns and sj)ccificfltiollS W('I'I.1

to he prepared for a modern telecommullications SYSt@1 tha~

would join the three countries and serve both ciyil aad military
purposes.

Obligations for 'l'haibncl were from reprogramed 195G Asim
economic development funds and for Laos from the 1957 ucfensQ
support appropriation. In adeli tion to dollar obligations, tlH~

three missions made available counterpart funds equivaler:.t tOI
$689,176 and the host governments pledged the equivalon~

of $58,000.1

Progre8s
Delays of what may be more thrm 2 )re01"8 W(1ro due to the

reported inadequate work performed by the scll.'ctod contraclo;',
The cause of the inadequat.e performance is incUcl1to(l as the
of It clear undorst,l1nding of w11l1t Wi1S to bo nocomplishetl. 'I'll('
first batch of proposals from prospective contractors ranged
between a low of $70,000 and 11 high of $;'5 million. Three of tho
bidders wero invited to \YnshingLon and giyt~n new invitations
for' bid proposals. Again thore were substantial variances per
centagewise, the low bidder showing an estirmltcd onrn.ll cost
of $1,370,165 I1ncl the high bic1cler $2,OG[,,007.

In the performance of tho contract, the snlectcd bielder WllS 5
months In.te in submitting his economic feasibility report u.nd tho
plan report was Il.ot completed until :rVfurch 19.5S, more than a
year after the contract waS signed. The fumbmental plan pre
posed by the contractor was reported to be illaclequnte and not
based on sound judgment. Subsequently, Tudor Engineering
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Co. prep:1red a program that was accepted by lCA and the three
host governments and which was the basis for the regional tele
communications system project.
Present status

lCA classifies this as a completed project and is presently
negotiating a cancellation settlement with the contractor. The
contract cancellation became effective on June 29, 1958, and re
sulted from an appraisal of the work that had been performed.
No payments have been made to the contractor since November
1958. Additional charges are in dispute, and lCA may reduce
the obligation shown above by about $300,000. The project has
not been completed because the contractor did not finish his
assignment and the work that remains will be financed under the
project for the regional telecommunications system project dis
cussed below. .

Regional Telecommunication-System-Project 51-22-029

Financial activity by fiscal year

[In thousands]

Obligat,d IS~bobligat'd IExp,ndedYear

1958-Viet-Nam_________ $6,800 1 _
Thailancl__________ 17, 000 1 _

1959-~:t:N~~========= -~; ~~g ============1==========Thailand__________ $17, 000 _
Laos______________ __________ ____________ _ _

TotaL _ 24,400 17, 000 _

Purpose of project
This project is a continuation and expansion of the regional

engineering project (51-22-002) that was canceled. A modern
and effective telecommunication system in and between the
countries of Viet-Nam, Thailand, and Laos is provided for, based
on the Tudor report.

Project agreements were signed with the three countries in
June 1958, and obligated $26.4 million. lCA made available
$21.9 million by reprograming from the 1956 President's Asian
E'conomic Development Fund. The remaining balance of $4.5
million was transferred from military assistance funds of the
Department of Defense to lCA. The project agreement 'wi.th
Viet-Nam was amendeli on January 24, 1959, and the funds de
obligated were transferred to the commercial import program to
generate the local currency needed to carry out the program in
Viet-Nam.

The Tudor report supporting these obligations gave only a
general proposal for implementation, with an estimated cost for
each country. Detailed specifica.tions and desirws must still be



1\I'('plIl'{,d h,\' l,lIn ('0111 J'/tl'lOI' /.0 lll' :,;('I('('I.I·d 10 {'/U'l",\' 0111 Iii(' Pl'oj('('I.
('ollsidnl'illg' 1.1i(\ <lilli('ldlil's l'lWOlllil"j'('d in lit.· I'l'g'iolllli ('n;;illl'I'I'III;;
proj(~eL, L1J(~ ligen!',\' t;[lould have bad L1w details wOl'kutl out beforeobJign.t,ing t.h('se funds.
1)/,('S(''/I t slallll:!

Nine 1lI0ntlis JIIL\''' past;(\,L sillce tho jJJ'ojueL llgl'(\('lll(\llls w('r~~sigtwrl and ncLivn impJemrlltntioll Jms tlOl sl,lll'tcd, TIt(' prnjl'd\VIIS d(·Jny(',( in tllO !Jq~illnillg 'l)('cII.ns(\ of II. dill'nJ'('Jl('(\ of opillioll
!Jdw('1'1i tho Illissioll nnd \VnshiJIg'loll 0\'1'1' (,iI(' a<!/lIiJJis!.l'al,i\'1'methods (,0 10 !lsed in CI1Tl'yinl2: 0111, I!ln PI'ojp('L, 'I'!ln missiollwllJI!('d Jl!ore (',0111,1'01 OV(~I' pl'Oj('cl, dil'c(\(,ioll to nlillliJla(,,~ SOIlll' ofLhe difficnlLios (\IIColintul'n,1 in pl'Ojrel rJ)--22-002 (l{('giolllIl Tl'ln·communicntion E:nginont'ing), 'I'hese difl'orences Lnvn now been
se(,(.\ed alld ench mission dil'ecloI' has bnell giVC'll control overoperations in his country. '1'110 director from Thailand has beengiven overall responsibility for coordinating the project.T.V, Associates of Indiana have tentatively been selected toimplement tlte project. They were given a 'lotter of intent inDecember 1958, n.nd have done some preliminary work. As of:,;fl1rch 31, 1959, a formal contmct has not bee:1 signed. Theeompany has refused to send its main field force to the a,rea nntilthe contract is finalized.
Section 517

None of t,hese projects would ]ll1,ve met the basic requirementsof section 517, Howover, the requirements of Hection 517 cIt)not apply to the Asian Economic DeveJo]Jment Fund or tomili tr.ry assistMlce funds.
EVALUATION

The obligation of funds in June 1956 und 1957 for this project for which planninghad hardly begun should be hoted, as well as the judgment of the auditors assigned to the committee that this action constituted "stockpiling of funds."It :lppears to be significant tliat the obligation of funds for the fe!!ional telecommunications system involves the usc of funds appropriated for the :President'sfund for Asian economic development. This fund was authoriz<'ll in l~iifi and$100 million was appropriated. In 1956 this authorization was rept:alcd, bntunobligated balances of the fund have been reappropriated each year. Theauthorization included this provision:
"In utilizing the fund the President shall give preference to projecL~or programsthat will clearly contribute to promoting greater economic strength in the area asa whole or among a group or groups of countries of the area."This limitation apparently has made it difficult for the lCA to use the moneymade available under this authorization. The current estimate is that $2,147,000of the Asian Economic Development Fund will remain unobligated next June 3u.Consequently, any project of a regional nature which could be financed from thisappropriation is attractive to the lCA and the lCA has an incentive to obligatefunds even though the lack of planning is recognized.

CiyiI Police Administration-Project No. 30-79-120
A study of this project was made by the auditors, but their report is not includedbecause it involves the use of information which the Executive Branch requiresto be classified.

IMPLEMENTATION OF SECTION 517
Section 517 of the Mutual Security Act-"Completion of Plans and'Cost Estimates"-went into effect on June 30,1958. On July 4,1958,the International (;ooperation Administcn.tion w .. "'!~;~·,·~-
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~nstructions to its overseas· missions concerning its implementation.
These instructions included the text of the section, together with
emphasis on the need for strict compliance and with discussion of the
action to he taken in fitting the fiscal 1960 program to the new require
ments. From the point of view of the Committee on Foreign Affairs
the effectiveness of these instructions in inaugurating a new approach
ilnd a new procedure was somewhat diminished by the inclusion in the
instructions of statements that- .
note 517 represents legislative adoption of basic leA principles of operation * * *
and
517 reemphasizes existing agency obligation rules and documentation procedures
* * *. Full compliance with these rules and procedures should assure compli
ance with 517 * * *.
, On August 29,1958, the instructions of Iuly 4,1958, were amended.
Compli.:mce with section 517 was made the responsibility of the
director of each ICA foreign mission. No procedure or documentation
to he followed in estZoblishing compliance with section 517 was set
fortil. The signature of an ICA mission director to standard obligat
ing documents or to a request that Washington sign ohligating
documents was established as determining compliance. Mission
directors were made responsible for developing necessary internal
controls to insure compliance. .

Although compliance with section 517 has been discussed in various
conferences between leA, Washington officials and chiefs of overseas
missions, no further instructions have been sent to the field outlining
procedures to be followed.
Observation of section 517 compliance in Viet-Nam and Korea

The fonowing statement, concerning compliance with section 517,
was submitted by the auditors:

In Viet-Nam no formal instructions have been given to the mis
sion staff re compliance. The Director has informally delegated
the responsibility for compliance vested in him to the progTam
office and tho sections directly related to projects contemplated.
For example a prospecti\7"e project is outlined and a pro forma
·project proposal and approval is prepared by that section of the
mission whICh will supervise the project if it becomes a project
agreement. The program office and in certain instances the
mission's legal counsel reviews the document and either approves
it or returns it to the author.

In Korea, reasonably formal guidelines have been~rinted with
the ;procedure being much the same as in Viet-Nam. rhe Director
in Korea depends on his staff for compliance and appears to rely on
a certificate signed by a responsible official in the mission rather
than on it specific review of the documentation which would show
that section 517 has been complied with.
Other projects reviewed in connection with section 517

The major obligation in fiscal year 1959 for Korea is about $4
million for the purchase of diesel locomotives. We queried the
personnel responsible for the drafting of the project agreement
and were impressed that the agreement fitted lo~ically into an
overall plan for the dieselization, of tho Korean nl.ilroads.How-
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ever, the details of this pll1n, we were informed, arc scattered among
several locations some of which are not under rCA control. As
to plans and specifications, those have been established in previous
purchase orders for this continuing project.

vVe suggested that plans, specifications and cost data supporting
the obligations should be readily accessible for review. The
mission agreed with our suggestion and proposed to gather the
related documents into a supporting fIle for the project agreement.

In Korea, in connection with projects for powerplants, which
will require substantial contributions of local currency in addi.
tion to ICA financing, we questioned whether such contributions
or investment would be twailaLle since the power companies
receiving t.he ICA assistance appeared to be opemting at t1 loss
and were insolvent as indicated by the nonpayment of cOt),1 bills.

In our review of seetion 517 implementation for other projects
in Korea we noted certain conditions which we felt were not
proper.

Project 271-Impro1!ement of GOllel'nmentfiscal mmwf/cment and
statislics.-.4. total of $:W2,OOO of fiscal year 11:)50 funds had been
obligated at the time of our visit. There was i1 certification that
section 517 had been complied with. However, doeumentatiol1
of the certification could support only $05,000 for contract
services, which didn't need support in the first plf!'cc. There was
no support for $227,000 of business maclline equipment to be
purchased. 'rhe technician who will make the final decision
on the type of equipment to be purchased has not yet arrived in
the mission.

The mission officials believe that they know what equipment
is needed, but not the exact type.

Project 451-Disease contl'ol.-The fiscal yel1r 1959 project
agreement was signed on January 7,1959, for $275,000 for financ
ing commodities. The certification in support of the i1grcement
was dated December 28, 1958. However, the support for the cer
tification was not received from the Korean Minister of Health
and Social .Affairs until January 16, 1959, and calls for commodi
ties in the amount of $303,800.

Project 281-Fisheries development.-Mission program office
files indica.ted that certification under section 517 was I1pproved
in the amount of $480,000 for fiscal year 1059 funds and a total
cost of $5,580,000 by fiscal ;vcar 1964. Tho original COPY of tho cer
tification and the backup mformation '\,01'0 not in the·control file
given to us for review. The mission stl1ff stated that an error
had been made some place and the certification would be checked
out. Only $88,000 for technician costs had been obligated.

Project 448-lJousing construction malel'ials.-The certification
on project agreement for fiscal yel1r 1050 hl1d not been signed by
Ml1rch 25, 1059. The mission has programed $1,750,000 for this
project, of which $1,692,000 is for construction mi"1tcriaJs. Our
review of the support for the certification disclosed that a built-in
reserve totaling about $120,000 had been made for extra mate
rials. This was pointed out to the acting mission director, who
said that a legal determination will be made to see if this pro
cedure is in compliance with section 517.

~--------- ------



In both Viot-Nam and Korea we were Dssured that seetioll 517
t was good legislation which would be wholeltcarteclly support,cd.

This wholehearted support may however be evidenced by differ
ing interpretations of the section. In Korea, in the industr~T

section of the mission, plans and specifications are being pre
pared for existing industrial projects by Smith, Hinchman &
Grvlls Associates, Inc., a U.S. management consultant firm, and in
Viet-Nam presumably similar services may be performed by

~ another consulting firm, Day & Zimmerman of Philadelphia, Pa.
Experience in Korea shows that considerable time elapses be

tween the initiation of a task order to provide a study and the
resultant roport. We believe this time factor may make it prac
tically impossible for lCA to comply properly with section 517 as
it relates to fiscal yoar 1959 funds. In Korea, the mission hoped
that additional time might be granted for the obligation of fiscal

t year 1959 funds, say until September 30, 1959.
VALUATION
The effectiveness of ICA compliance with section 517 could be judged more

ltisfactorily if uniform procedures setting forth the action to be taken and the
acumentation required in each mission had been established. Under existing
~nditions, the st?ndards to be met before funds are obligated may be expected
) vary from country to country depending upon the judgment of the personnel of
1e ICA mission.
~pn.the b.asis of this in.vestil{ation. the acti?n .bY ICA since section ?17 h.ecame
ilect!ve mIght reasonablY be Illterpreted as belllg more concerned with dwturb
19 established ICA procedures as little as possible rather than with making II
ew approach in order to correct a situation with which the Congress had indicated
s dissatisfaction.

CONCLUSIONS

1. In the projects survcy(Od the Intern<;tional Cooperation Adminis
pHon has, in a majority of instances, apparently tied up funds on the
asis of an agreement with the foreign government that a particular
ndertaldng was a good idea but on which the planning and certain
ther preliminary arrangements had not yet advanced to the point
rhere proIUj)i implementation was pos"ible.

2. A basic issue is raised coneerning the circumstances under
rhich the Congress should he expected to authorize and appropriate
furls. A strong argnment can be made that U.S. funds should be
Jlocated to individual countries only to finance activities which are
egarclerl as essential to our foreign policy and for which the need is
.rgent. The setting aside of funds to finance the completion of
rojects not yet "ready to go" suggests that there are not enough
rnportant projects "ready to go" to utilize the money available.

A change in basic lCA !>rocedure which would not permit the
bIigation of funds on the basis of an agreement with a foreign
~vernment for an undertaking which is stm in the "idea" stage
hould increase the austerity of the program.

3. Although it may be conceded that the ability to make a firm
hIigation of a substantial sum in dollars to finance a project has
n important bargaining and incentive value in dealing with a govern
ilent having little money, few technicians and administrators, and
,hicn is preoccupied with its i.mmediate problems, it should be recog
~zed that if such a government agrees to a project, the value of which
t does not fully appreciate and the implications of which it doe:;, not
ully understand, progress in completing the undertaking will incvit-



~ ahly h(~ slow; llIiHIIIHlerslalHlilll~Hand fnlHtralioliH will pn'Hllmahly he
inevilahle. II' Uw :dh'!ljiml of a l(OV('1"ll1Ilt'1iI is so I'oellse<! Oil llw
opportunity to havc sevel'lll million U.S. dollars spent for the country'::;
benefit that the problems and costs of its implementation are not
~iv('H ad('(juale allenlioll, slIdla proC(·t!IIH· Illay f:lrilil:.te the Si/.:llillt;
of :1~reelllclliH hut m:lY n"t he the most C('O/wllIieal 01' cll'cdivc W:IY
to jH'omo\c economic ucve!O!m!elll.

4. The complexity of the prohlems cneounlcred ill financing eco
nomic development and the pOHsibili:y of waste if pressure is :lllplicd
to speed up the process are fully rccogl,izcd. The ohjective is not to
speed up the use of funds appropriated by the Congress; rather it is
to avoid voting funds before arrangements for their use are suffici
ently complete that a reasonable judgment can be formed as to how
much money will be required :lnd before the availability of funds for
obligation is essential to the carrying forward of the operation.
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ICA COMMENTS ON INDIVBHiAt PROJECTS AND ON
IMPI~EMENTArrIONOJ!' SECTION 517 .

A draft of this report was suhmitted to the Intcrnational COOpei:l~

Hon Administration for comment. The leA commcnts do not appear
10 invalidate the analysis or conclusions sct forth in the original vcr~

sion of the report, but rather serve to illuminate and emphasize the
basic issues involved. For that reason, the lCA comments arC
presented as submitted and, except for those instances noted by
footnotes, the text of the report has not been revised.

KOREA

It should be pointed out that the GAO Tef.m selected for
review less than 10 of the approximately 350 projects ini~ii1.tecl

under the ICA program in Korea. It should also be pointed cut
that the burden of the team's criticisms is not directed ngainst
the economic feasibility of the projects scrutinized, but against,
the delays encountered in the subohligation of funds rcquil'e(~

to get them underway. In view of the tocimoJogicf11and il;s1.it\i
tional difficulties involved in the implementation of Inl1rlY

these projects, it is not, surprising that the mission, in a relatively
few instlmces, encountered dell1Ys in slibobligating funds. ,A.':3
these facts suggest, the record of the mission in subobligating
funds for approved projects is, on balance, a commendable O;1U.

Moreover, it might be mentioned that those projects selected bj
the GAO team for review were commenced prior to the enactment,
of section 517 or the :Mutual Security Act, except for portiom;
financed with fiscal year 1959 funds. '1'ho Office of the Economic
Coordinator/Korea's practice is to follow the rule that funds for
projects will not be obligated or subobligated without prior
determination of their specific goals and approximate completion
dates. All projects are designed with a view to accomplishing
their objectives and permitting the termination of U.S. assistance
at the earliest possible time.

However, it is inherent in the situation that some projects will
move faster than others. This is particularly true of projects in
the private enterprise sector. Here applicants, notwithstanding
careful screening, are occasionally found to lack the right combi
nation of managerial, technological and capital resources to ae:.
promptly. But because of the rigorous ehecking process, thorc
may be considerable lapse of time between the obligation and
subobligation of project funds. This period of time should not

.be interpreted as an unnecessary lag in implementing the project.
39
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'fho statement is made that funds in the amount of $13.4 million
were obligated for medium-size industrial plants befOIc plans for
project implementation were sufficiently developed. On the
surfaee t'is criticism may appear to be justified. However, it
fails to wake adequate allowance for the lapsr of time which the
application of sound programing principles aJld techniques
requires between the obligation and subobligation of project
funds.

The Combined Economic Board decided to obligate the funds
in question on t,he recommendation of its industrial development
committee. This committee had made l1 careful study of the
needs of the private enterprise segment of the economy, and
reached the conclusion that an investment of $13 million or
more wa,s indicftted. It submitted a full report of its findings
to the Board, together with detailed plans for its implementation.

Implementation of the committee's recommendations involved;
1. Au invitation to prospective project sponsors to submit

their project applications.
2. Iteview und selection of project sponsors on basis of

agreed rconomic and financial criteria.
3. Est,p hlishmcmt, of the necessary mechanism in the

Korea1l Hcconstrnction Bn,nk, including tho development of
loa n criteria, credit invcsLigut,ions, etc. '

4. St,Hlies of the economic and technical feasibility of
inl1 tviclnal proj eeLs

5. Initiat,ion of projcct implcmC'ntation, including finali
zl1.tion of loan and const1'l1ction contracts, etc.

Each of these steps l'equirC'd from 2 to 6 months to' complrte.
Thus, to citl:' 11 single C'xamplc, it. r0f]uirC'd ·the joint. RC'public of
Korell-Office of the Economic Coordinator Project Award Com
mitteE' 4 months or longpl', meeting 2 aft.ernoons a wC'rk, to
revie\y and SC1'ren the hundred or more project applications
l'('cl'ived.

COJlsidering the tinw required for eurcful analysis of the
economie and technicul IllC'ri ts of rnch project, as well as for the
sC'lectioll and investigatioll of thc manllgprial and cl'rdit wOl'thi
Jl(·sS of sponsors, thr time involved in implementing this pl'ojeet
doC's not appC'llr to be unduly long. Tlms, as of March 31,1959.
the KOrl'an GovC'l'llmcnt and the lCA had approved su bprojf'cts
totaling $7.5 million nnd subobiigatiolls for technical sC'l'vicc"s al.d
eqnipmC'l1t amounting to $2.6 million. Subobligations for the
remaining appJ'oved pJ'ojeets arc expected to be completed beforr
.June 30, 1959. The KO]'('I"tl1 Government has also approved
19 projf'cts tot aling $5.9 million. Applications are ,currently under
reviC'w for additional funds provided in late 1958.' ..... '.
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Straw Pulp Plant-Project No. 89-23-292

(See pp.. 5-6)

Although the comments in the evaluation concerning this proj.
ect are not without justification, it should he pointed out LlH1t as
of the original date of funding, the project was considered to he
technically and economically feasible. As evidence of this.
rCA proceeded promptly to draw up a scope of work covt:ring
the engineering, procurement, and supervision of construction
of the plant. Some months later differences between 10.1/
VVI1shington and Office of the Economic Coordina tor devdop~cl

over the type of basic manufacturing process to be emplo)'ed
and the method of procurement, thus contributing' Lo tho <lela}
in awarding tho construction contract. A recenLly completed
Smith, Hinchman & Grylls report is expected to settle tlH'sC
differences, after which a construction contrn,cL should he let
promptly.

Mine Development (Dai Han Coal Mines)-Projcct No.
89-21-468

(See pp. 7-9)

The Dl1i Han CortI ::\Jines project is a subproject under a,;
·overa.!l Coal :hElle Dev(·lopnlellt Pl'Oj cet (.')0-21-'180), which
includes the Ha.mln:ek Oon.lfielel (8D-21-290-SD1) fLIHI tile
IIvmsun K.un8ong Coalfldds (89-21--470).

Ite paragraph 2 of the section "Present Stl1tus," it would be
more llea,rly correct to say that, while $900,000 is dependent on
the outcome of the consultaut's layout of the eonl-clen.ning p}nnt,
the remn.ining subobligated balance of $1.6 million will progress
rapidly for procurement action.

Under "~ln.ns I1nd cost estimates," further delays should not he
experienced, inasmuch as plans and specifications for various
types of coal equipment ]llwe been under development over a.
long period of time. The chamcteristics of Koreall coal are
~enerally known and tests have heen conducted by various U.S.
tlrms since the inception of tho aid progl'fl.m.

'rhe statement in parr.graph 1 of the "Evaluation" section
regarding the difftculty in working out cletails-
as to just what money 80 invested should be speut for contracts now in
operation and for equipmcnt now being ullcd for core drilling,

Re the comment in paragraph 2 of the "Evalul1.tion" section,
rCA is in agreement about host-country financing. rCA fiscal
procedures require the host country to make provision for local
currency financing at the time U.S. dollars are obligateel. It may

. be assumed, therefore, that the host-country contribution will be
available when required.
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Thermal Electric Generating Plant-Project No. 89-22-501

(See pp. 9-10)

The three new thermal plants previously constructed with
lOA funds provided most of the cost and engineering data needed
for the proposed new 30,000 kilowat.t generating ph1llt in south
west Korea. The decision to proceed with partial financing of
this project in the amount of $3,539,000 for engineering services
and standard-type construction material in fiscal year 1958 was
.made to permit engineering work and construction to get under
way promptly. The agreement obligating these funds stated:

In the event aid program funds are not available in future years to carry
this project to completion, the Government of the Republic of Korea under
takes the completion of the project as herein described with its own funds.

Thus, despite the $4,560,000 programed for fiscal year 1959 to
complete the project, partial financing did not appear to be
inapproprif\.te. .

The selection of Kunsan as the most favorable plant site was
made after a thorough investigation of other possible sites by
Smith, Hinchman & Grylls Associates, Inc., under a task order.
Drilling for exact IOc11tion of the pln,nt is expected to be completed
before the end of the fiscal year 1959.. As of March 31, 1951&, n,

total of $1.9 million had been subobligated for tho first phase of a
turn-key contract to cover construction, supervision of plant
opemtions, l1ud tl'i1ining.

Rehabilitation and Construction of Overall Transmission and
Distribution System-Project No. 89-22-221

(See pp. 10-12)

This project has not. been implemented as rapidly as had been
planned, due to technical delays encountered in the deYelopmellt
of detailed procurement schedules and time required for the
manufacture and delivery of the equipment ordered. These
difficuhies have been In,rgcly resolved and as of March :31, 1959,
apprmdmately $2.7 million llll,d been subobligated for com
modities and procurement Wl1S :1ctively underway. Documents
for the subobligation of additional funds arc currently under
review. The lag in implementation was taken into account in
the reduced funding planned for fiscal year 1959 and proposed
for fiscal year 1960.

Rehabilitation of Cbongpyong Dam-Project No. 89-22-228

(See pp. 12-13)

The statement in paragraph 2 of the section "Progress," that
"The delays * * * have stopped progress, etc." is at variance with
the fact ~hat Burns & Roc, Inc., under a Department of Army con
tract, submitted a report in 1954 on the serious erosion of the
spilhvay apron of Chongpyong Dam. Tho Office of the Economic
Ooordinator, on the basis of this finding, proceeded to increase
the scope of the investigation with fiscal year 1956 funds. Im-
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plementation of the project was delayed because (1) of the neces
sity to make extensive repairs to the HVv"lwhon hydroelectric plant,
40 miles upstream, and (2) i1dvisory services for preimplementa
tion engineering did not become available from the Ebasco
consortium as expected, thereby delaying implementation until
February 1957 when the Smith, Hinchman & Grylls contract was

• 1SIgnee,.
Pa.ragraph 2 of the section "Present Status" having to do with

"lack of planning, specifications and reasonable cost estimn.tes"
should be con-ected in the light of the explanation contn.ined in the
previous paragraph. The increased costs referred to resulted
from more recent estimates made by Smith, Hinchman & Grylls
based on increases in labor and materials costs.

Housing Construction Material-Project No. 89-83-448

(See pp. 14-18)

The comments of the field investigating staff are at variance
with the program information cun-ently available in ICA/Wasb
ington. For example, we have not been informed that the
Korean Government has failed to provide the agreed hwan sup
port" or that, excess or reserve funds were provided in anticipation
"of a boom in the construction program." According to our
information, far more applications were received by the Housing
Home Development Fund than could be accommodated with
n:vnilable funds.

We concur with the mission, that the program should be initially
concentrated on low- and moderate-cost housing prior to giving
emphasis on minimal housing (aided self-help). This follows the
practice of the U.S. Federal Housing Administration, which
operated on the premise that the building industry as a whole
could best be stimullJted by starting in the low-: and moderate
income levels where some savings existed. Time has proven this
to be sound practice.

Other Projects Reviewed in Connection With Section 517

(See pp. 34-35)

Coneerning local currency for powerplant projects, the Com
bined Economic Board has set up rigid funding rules for Govern
ment corporations, quasi-public enterprises, and private enterprise
projects, including a minimum 25 percent deposit of total cash
requirements. The Korean Reconstruction Bank, however, may
advance counterpart loans to Government corporations and quasi
public enterprises without collateral, provided such advances are
approved by the Combined Economic Board. It should not be
inferred, therefore, that local currency is not available for power
plant projects. As to the solvency of the Korea Electric Power
Co., its profit and loss statement for the period July I-December
31, 1958, shows a profit of 153,426,559.33 hwan.

The following comments are offered on the specific projects
mentioned on page 34. It is to be observed that three of (,hese
four ipI'ojects were not included within the scope of the origiun,l
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No. ]. Im-/iI'OI'cm.fnl l!f 001JGI'nnw'lI.l Fisl:irl J\;fwnllgmn.r,nl uil/,/l 8111
l'isl'ics Wl'lIjeet Nil. 8!)-7fj-27l)

Tho illlpliC:l.l.iol1 that. t.ho mission failo!] t.o (~omply wit.h Ho(~t.ion

517 iH llliHII·:ulillg. Tlte LI\(·,1ll1ieiall l'espollHihle for making Lho
filial deeisioll Oil tlw typo of equipnwn(, to be jll'oeul'od waH ill
Korea on l\l:Ll'(~h Hi ] Of>n, t.he tinw refOlTod to. Tho mission lw.d

• planned t.o initiate procurcm.cnt. immediat.ely following his rec-
. ommendl1t.ion t.o cllable the contractor (Survey and Research

Corp.) to make arrangements for taking a Republic of Korea
census in fiscal yeur 1960.

No.2. Disease Oontrol (Pro.iect No. 89-51-451)
Noncompliance with section 517 is not evident. As far as can

be determined $275,000 is the correct amount programed for these
drugs and medical supplies. Therefore, certificat.ion of compli
ance with section 517, n,s of December 28,1958, was entirely vl1lid,
notwithstanding the later revision proposed by the Minister of
Health. The Combined Economic Board has approved the pro
posed revision.
No.3. Fisheries De~lelopment (Project No. 89-18-281)

The statement made is at least partially wrong. Section 517
certification could not lIn.ve applied to funding through fiscal year
1964 sinee only fiscal year 1959 funds are currently available for
obligation purposes.
No.4. H01Lsin[J Oonstr1l,ction ~~1alerial (Pro.iect No. 89-83-.1-48)

The factH as st,ated llrC at vnrillnce with information available
to ICA. This matter has been covered above (p. 14).

VIET·NAM

The GAO investigators reviewed 6 of the more than 135 pro
jects that have been initiated in Viet-Nam. Presumably they
were selected either because of their dollar value (i.e., the high
way project) or because of delays encountered in getting them

~ underway. In no case does the GAO team criticize the' desir
ability or necessity of the project.

Considering the fact that assistance direct to Viet-Num began
only 4 years ago, and, more importnnt, that the newly independent
Government had little experience and few trnined administmtors,
it is not surprising that some technical and institutional difficul
ties resulted in delays in subobiigat.ing funds and implementing

l projects. In fact, it is more surprising thllt so much progress
has been made in Viet-Nam.

All of the projects selected for review were commenced prior
to the enactment of section 517 of the Mutual Security Act.
However, t,hey were not initiated without reasonable assurance
that they cou1d be implemented expeditiously and fund obliga
tions were based on the best available estimates of requirements.
The frustration of some of those estimates is due to various

I factors which are described in subsequent comments on the
individual projects.



t" "JI,

~ ~~-.~--·--B'CTf\,'EY-OV-SBLbCTE1)-pnO.mC'1·!;-r,:;,-\··rt.·1':5;'7:~ C,\":, D- KG \:;:":lI.

Industrial Development Center-Project No. 30-23-170

(See pp.18-21)

The GAO team's principal criticism is that funds were mad(~
available before they were actually needed by the Industrial De
velopment Oenter for its loan operations.

The obligation of more than $6 million for this projrct, followe,=
months of discussion with Vietnamese Government officials with
respect to the need .for a mechanism to provide technical aclYico
and financinJ assistance for industrial development in Viet-Nam.
Previous to 1957, priority attention had, of nrcessity, bee"
directed toward restoring agricultural produetion. While rho
Government recognized the economic importance of ovcrcomiil'~

the almost complete lack of indust!'J, it had no plan for meeting:
that need.

In order to give impetus to the program and to demonstr:1t(\
. U.S. support, a capital fund was created to finance the foreign
exchange costs of industrial equipment a,nd of contract ~1(IYjsol':{

services. Counterpart funds were also made aVflilable, prilmt"~ly

for locn,l currency loans.
We believe that the provision of fiscal yenr H)57 fund~-\ was

essential to the estn,blishment of the Industrial Dovelomnun t
Oentor and the development of the Inclust.riul Devclo:mlPJlr,
Center lo:m operation. If the funds hn,d not been mack fLvailable,
it would lHwe beon extremely difficult, if not impossible, to h::Y:',
t,lw Vietnamese Govprnment direct sufficimlL attentioll to ilw
1)1'Ob1c111 of helping privati' industry. Becll,use of the :-;horinge of
administrators and other trained· personnel, the GOyernnhmt
customarily concentrated on most immediate 111atteI'S. A men}
assurance of U.S. support for an industry progrnm after esta.blish
ment of the necessary institutionn,l framework would probahly
have lowered the priority of activity in this field.

However, the Industrial Development Cen ter was morC' than just
an idea at the time the funds were obligated, Under anothl'l'
project a project implementation order-technicians and contract.
services-for a general industrial survey had been issued b('[o1',j
the Industrial Devl'lopment Center funds were obligated.
scope of work outlined in the iS8u0d docum0nt provided
assistanco in establishing the Industrin,l Development Conter,
the specific organization and funetions of which wore to be deter
mined on the basis of the contractor's detailed studies and further
negotiations with the Government of Viet-Nam.

We agree that the Industril11 Development Cent,er capital can
be replenished from time to time, as necess'ary, but believe thi'.~
the provision of the initial capital fund was prC'l'cquisite to tho
establishment of the Industrial Development Center and the
development of loan criteria.

In the interests of accuracy and completeness, we offer the
following specific comments:

(a) ICA proposes to participate in the evaluation and approval
of loan applications involving m~ than $100,000 in foreign
exchange.



" I

:6 SIJRVBY OF SELEC'rED PROJECTS IN VIET-NA.l.\1: A.J.'l"D KOREA

(b) At the investigators' request, we queried the USOM about
tne subobligation of $4,500,000 and were informed that the sub
project agreement on the loan operation was the basis of the
subobligation. This information was received about April 11,
1959, and was called to the attention of the investigators.

(c) By the middle of April, eight members of Day & Zimmer
mann's permanent staff had arrived in Saigon.

(d) The Government's emphasis has been on the need for
Government participation in new enterprises because of the lack
of sufficient private Vietnamese capital. However, its emphasis
is on ownership not control-i.e., it advocates mLxed ownership
with private management.

Medical and Allied Education-Project No. 30-54-150

(See pp. 21-23)

The comments made in the evaluation paragraphs are valid but
are based on hindsight which was not available to ICA at the
time of fuud obligation. We believe the GAO team has given
recognition to the importance of this projoct and to the many
unforeseen difficulties that have delayed its implementation.

We find the funding explanation given ·in the third paragraph
on page 22 to be not only confusing but, in one instance, in
accurate. It is true that "In the original project agreement,
rCA proposed to provide U.S. dollars to the extent of $1,530,000
for a basic science building." However, the "addit,iollal est,j
mated amount of $5,39;3,500 for a university hospital and utilities"
cannot be found in any program documents that we have on file.
Although such a figure appears in the October 1958 report of the
survey team, it does not have validity as a programed
contribution.

Also in the third paragraph on page 22, the conclusion that
rCA's participation in the project remains somewhat uncertain
is a nonsequitur to the provision of $150,000 in fiscal year 1959.
That $150,000 is intended to cover the salaries of U.S. technicians
and the cost of participant training. The architectural-engi
neering contract is now being negotiated and will be financed
from prior year funds. It is unlikely that fiscal year 1959 funds
could be obligated for construction, under the terms of section 517.

The following specific comments are offered in the interest of
presenting more accurate or complete information as of the date
of the report:

(a) On April 10, 1959, rCA/Washington selected an archi
tectural-engineering firm with which to negotiate a contract.

(b) Under the scope of work of the proposed l1l'chitectural
engineering contract, lCA is directing the selected firm to deter
mine the availability and suitability of information as to the
foundation conditions and the extent of further testing that is
needed. Such exploratory work could not be done before selec
tion of a contractor.

(c) The effective date of section 517 is June 30, 1958.
(d) The GAO team confined its review to the medical center

portion of this project. Presumably, therefore, in discussing the



ILVll,iIILbilit,y of fif;(',lLl ymu' 10m fUllds, it wi"he8 to cOJlsidm' udy
the funds for the center. If that is so, the figure $2,434,000
should be substituted for $2,535,000, which appears in the first
paragraph under evaluation.

Railway System-Project 30-33-095

(See pp. 27-29)

"yo protest the implication that plans and estimates were not
competently and conscientiously prepared. As explained in tho
report, they were prepared by the Vietnamese Railway in 1956
and subsequently specifications for steel l'l1ils were prepared by
the American Railway Engineering Association. Delays were
encountered because of the necessity of translation and revision
specifications to permit compliance with seeLion 201.13 of leA
Reguln,tion 1, requiring specifications in terms of U.S, standards.
Therefore, while implementation of this project has been delayed
for technical reasons, there is no evidence of lack of competence
or carefulness in the preparation of the estimates.

Highways and Bridges-Project No. 30-31-021

(See pp. 23-27)

It. is perhaps surprising that, in a project as large as this ono,
only one substantial critieism is made. 'With that one, we dis
agree. From the miSSIon's statement t,hat section of cen
struetion was undertaken only after ill1l1ncing was assured, the
investigators deduced that planning started after funds were
made available. This is not a logical deduction. The mission's
statement concerns the relationship of construction to fund avail- I

ability. But, before funds are provided, planning is done and
cost estimates are made.

It is true that the estimated total cost of this project in-
creased each year. However, tho increase is due not only to
changes in construction priorities but also to such factors as the
development by the contract engineers of detl1iled cost estimates
and the rising prices of construction equipment and materials.

We suggest substitution of the word usual for required at the
beginning of the last sentence in the second paragraph on page
26.

Telecommnnication Project-Project 80-22-087

(See p. 30)

Although the contract has not been finalized, the contractor
has been selected and is operating in the field under it letter of
intent.

We disagree with the statement that funds wore stockpiled in
this project, and that plans were lacking at the time of obligation.
At the time the first obligtttioll was made, it was assumed that
implementation could soon get underway in providing a tele-
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communications system for Viet-Nam. Even after the regional
aspect ::trose, there was no reason to believe that the difficulties
since encountered would arise. Here again, the GAO investi
gators have the advantage of hindsight.

IMPLEMENTATION OF SECTION 517

\Vith respect to section 517, the draft report appears to raise
two principal points of criticism: "(I) lCA instructions to the
field emphasize continuation of. old procedures rather than a
"new approach," and (2) lCA has not developed uniform pro
cedures for implementing section 517 but has delegated responsi
bility to each mission director. Concerning the first point rCA

. did state in field instructions that full compliance with agency
rules and procedures should assure compliance with section 517.
And this we believe to be true. The same instructions outlined
the existing rCA rules as follows:

517 reemphasizes existing agency obligation rules and documentation pro-
cedures, Le.: "

11. All project-type assistance must be based on specific, limited, de
fined objectives which can be accomplished in stated time period (Policy
Directive 6).

b. No project-type obligations may be incurred without an issued
Project Proposal and Approval or Cooperative Service Project Agree
meat (Manual Orders 1051.1, 1051.3).

c. Project Proposn.l and Approvals require (i) beginning and termina
tion date, (ii) complete work plan and identification of all major prob
lems, (iii) complete financial plan, (iv) analysis of feasibility (see
Project Proposal and Approval check list, Manual Order 1053.3).

But the f~t,ct that the rCA instructions to the field stated: tlu1t
section 517 "represents lCbrislative adoption of basic rCA prin-

"ciples" does not mean that we vic,Yed section .517 uS introd"ucing
nothing new. Section 517 docs supply 11 new element, Dl1'm"dy, a
rigidity in rules previously applied with some flexibilitY~l1. new
compulsion in pbce of the former discretion keyed to j lldg'ments
conceming tho most desirable course of action in a particular case.
The ICA field insLructions expressly stated tlu1.t section 517

" "will require strict complia,nce" with basic ICA principles and it
expressly added: '. ,
517 forbids obligating defense support, bilat,eral technical cooperation,
special assistance dollars for assistance requiring substantive techniCl11 or
financial planning (Le., at least all project type assistance) ulltil(a) comple
tion of sucn planning, (b) completion of a reasonably firm (>,i;timate :of the
total cost of the project to the United States, (0) there is reasonable anticipl1~
tion that legislation of the recipient country necessary to implement the
specific grant or agreement will'be completed within one year.

rCA instructions to field missions, in 11ddition to'referring to
cAisting rCA rules, did indicate "new" approaches, namely, that
section 5] 7 would require the breaking down of projects so that-
it will be necessary to obligate separately for preliminary engineering, costing
and feasibility analysis before detailed engineering and construction.'

We ll.1s0 pointed out that ap;ency policies on p'roject planning
would continue to apply to an projects l'egardlessof size, in con
trast to the express exemption under scction "517 ~f projects
under $100,000. " """
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In conjLUlCtJon with this genera.l point, we observe that
chaft report emphasizes the function of se0tion 517 to forcstrdl
premature obligations of funds. We would call attention to the

. fact that a more immediate purpose of section 517 was to require:
; adequate technical and financial planning and rcasolln,bly firm
. estimates of costs. In keeping wit,b this fact, rCA inst,ructions

to the field emphasized the stern need for careful. advance pltm-
ning and cost estimates-objectives always cont,emplated by lCA
rules but sometimes not attained in attempts to Jna,ximi7.c or
accelerate the impact of the assistance offered.

Standl1rds for the application of section 517 exist in present
lCA rules. It ha.s been our intent to reevaluate this matter
thoroughly in the light of experience \vith section 517 during this
first year of its existence and the staff report will be extremely
helpful in this regard. You mr.y be assured that we shall not
hesitate to promulgl1tc further standards if t,his should appear
necessary or desiro.ble.

Your second point rela,tes to tho ubsence of mandatory uniform
procedures and documentn tion requiremen ts wit,hin t.he
missions for i1pplying section 517. Here a,gain we nre prepared
to consider further the installa.tion of a uniform system if it
pea.rs desirable on the basis of operating experience. It
however, seemed to us that the immensely varied nature of proj
ents and other aSi:istnnce undertaJnngs in the vf1l'ioUf'; countrj(·s
suggested the desira.bility of not imposing a uniform system from
Washington. Sta,ndards, of course, are uniform undor the legis
lation and lCA rules. But procedures for applying them within
field missions have been left to the j'lldgment of the mission
director in accordance with the nature of the aiel program in his
country and the disposition of competonce within the mission
staff. We are not convinced that this is not generally the most
desira,ble course and more especially in this initial year of work
ing under the seet.ion 517 requirements. If experienee proves
otherwise, uniform systems of procedures withill nU field missions
·'will be promulgated from Washington.

Two subordinate observations in the report warrant comment.
The first stat,es that the signature of the lCA mission director to
standard obligating documents or to l1 request that \Vashington
sign obligating documents "were established as determining com
pliance." The mission director's signa ture, of course, docs not
constitute complia.nce. it is merely the formal act indicating
that a determination has been mado I,hat section 517 is being
complied with. Responsibility for this act is imposed direct.ly
on the mission direet.or in order to emphasize that the importance
of section 517 compliance requires his personal attention and that
he is responsible for compliance. At the same time it is obvious
that the mission director must necessarily depend. upon his staff
for teehnical guidance. Sed ion 517 involves technical maUers
cngineel'ing and financia.l~l1nd mission technical staff
close to the undertaking must supply the teehnieal judgments on
which the mission dimet,or necessr.rily relics. 'Chis relates to tiw
second ohservation in {.he draft report on which we comment;
namely, that the mission dh'edol's delegate rcsponsibility to, 0]'

______.::.:d:.;:c..£P:.::'·;=Il:,:d::.....:;u:..<p:.::o:.:-l1:, their staffs. Perhaps this observation hv the GAO



WI'o' ;:0;, ird.en.Jed to bo criLielll. Ce[,tainly, W(, do not
'yytm'n",,,.... ~_,llC ir.~U~·L.ii1 proe,edul'cs in t.he U.S. 'Operatfing Ivria;8iolls

ana Vietnam ftS indicatingftperfunctol'JT'fii~tol!eSl,,b.y"
thE} mission directors ill the discharge oftnen's~~ " O'H'''' ~v
si1>ilitics, but l'll.thcr as indicl1tino- the best judgments
directors on how their responsibilities can be most effectively
d:Ch.rged. \
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