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Attached is our final report that addresses several crosscutling issues that we identified inour
dividual inspections of Conunercial Service’s (C3°) Chicago, Pacific Northwest, and Philadelphia
1.8, Export Assistance Cenler {USEAC) networks which represent 28 individual ITA offices. The
repott presents those shared observations and our recommendations for addressing them,

Cnr inspections focused on management oversighi, as well as the programmatic and financial
operations of the USEAC nefworks during fiscal year 2003. We are pleased to report that the
USEAC networks appear 10 be doing & good job of providing export assigtance 1o U.8. companies and
collaborating wilh lederul, slate, and local frade parters to leverage resources. However, our
mepechons alzo revealed issues that need attention. Tn particular, we discovered several wesknesses
in complying with federal regnlations and internal CS palicy and procedures by both the USEACs

and the Office of Domesiic Operations, Most significanily, we found that noncompliance with the CS
guidelmes on the reporting of export successas—the organization’s koy porformance measure—
resulted in the overstatement of performance data for cach network. We also identified some
operational, financial, and administrative deficiencics, which together suggesi that oversight of the
domestic ficld should be improved. In addition, we noted that the Infernational Trade Administration
{ITA) is ot in compliance with the full-cost recovery requirements of the Office of Management and
Budget’s Circular A-25. :

We are pleased to note that CS and ITA have already taken actions to address many of the
recommetdations oullmed in our three separate earlier [ISFAC network reports. We have noted, for
exaniple, that your responss fo our dralt reporl indicutes agpressive sfeps to sircngthen the accuracy
of performance reporling and Lo bring 1TA and CS into compliance with fuli cost recovery
requirements. We trust that continuing actions will be taken to address our concetns. Please provide
us with an action plan within 60 calendar days that finther outlines the actions you have taken or plan
Lo take Lo address the recommendations in this crosscuiting report. If yon have any uestions or
cotnments about our report, please cali me at (202) 482-4661, or Jill Gress, Assisimi Inspector
Geneyal for Ingpechons and Program Evaluations, at (292) 482-2754,

We thank the personnet tn ITA, Commercial Service, and the UUSEAC nedworks for the assiziance and
couricsies cxtended to us during our inspeclions.

Attachinnent

¢c: Linda Cheatham
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EXECUTIVE SUMMARY

The Department of Commerce's International Trade Administration (ITA) playsamajor rolein
leading the federal government’ s efforts to increase U.S. exports. ITA’s U.S. Commercial
Service (CS),* as the Department’ s key export promotion agency, works closely with the U.S.
business community and federal, state, and local trade partners to promote export awareness and
U.S. sales abroad.

Currently, the Commercia Service, through its Office of Domestic Operations (ODO), operates
106 U.S. Export Assistance Centers (USEACSs), grouped geographically into 12 networks. The
key objective of the USEACs s to enhance and expand federal export promotion and trade
finance services through greater cooperation and coordination between federal and nonfederal
trade-related partners. 2

During 2003 and 2004, the Office of Inspector General inspected the operations of 3 of the 12
USEAC networks (Chicago, Pacific Northwest, and Philadel phia) to evaluate the management,
program operations, and financial and administrative practices of each network. These 3
networks represent 28 individual USEAC offices. This report presents our crosscutting
observations and recommendations as well as a discussion of the actions ITA and Commercial
Service have taken or plan to take to implement recommendations presented in the individual
inspection reports.®

Overdl, we found that the USEA C networks are operating well, doing a good job of providing
export assistance to U.S. companies as well as collaborating with trade partners, and have fairly
sound financial and administrative operations. However, we did identify afew crosscutting
issues that warrant ITA’s and the Commercia Service's attention, including (1) the need to
improve headquarters oversight of the domestic field operations; (2) alack of compliance with
CS policy and procedures—in particular export success reporting guidelines, and (3)
noncompliance with the statutory and regulatory requirements to charge full-cost recovery fees
for products and services. Our specific observations are as follows:

Weaknesses | dentified Demonstrate That USEAC M anagement Oversight Needsto Be
Improved. Through our individual inspections, we discovered several deficienciesto comply
with federal regulations and internal CS policy and procedures by both the USEA Cs and ODO.
Most significantly, we found that failure to comply with the CS guidelines on the reporting of
export successes—the organization’s key performance measure—resulted in the overstatement
of performance data for each network. Specifically, Chicago’s export value of $42.1 million

1 U.S. Commercial Serviceisalso known asthe U.S. & Foreign Commercial Service (US&FCS).

2The Export Enhancement Act of 1992 directed the Commerce Department to take the lead in setting up
“one-stop shops” to assist U.S. exporters. The one-stop shops, known as USEACs, are intended to integrate the
representatives and assistance of the three principal federal agencies providing export promotion services:
Commercial Service, Export-lmport Bank, and Small Business Administration. The first four USEACs were
established in January 1994, as pilot sites in Baltimore, Chicago, Long Beach, and Miami.

3 Chicago USEAC Network is Generally Operating Well But Needs to I mprove Its Export Success
Reporting (IPE-16136); Pacific Northwest USEAC Network Generally Operates Well, but Export Success Reports
Need More Management Scrutiny (IPE-16507); and Philadel phia USEAC Network Provides Good Service to
Clients, but Oversight and Export Success Reporting Need to be Improved (1 PE-16402).
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was overstated by $4.3 million (10 percent); Pacific Northwest’ s export value of $263 million
was overstated by $156 million (59 percent); and Philadelphia s export value of $145.1 million
was overstated by $14.5 million (10 percent).* We aso noted that, despite a CS strategic goal to
expand the number of U.S. firms that export, the CS is not accurately tracking the assistance it is
providing firms who are new to exporting. In addition, we discovered operational, financial, and
administrative weaknesses unique to each network, which, when coupled with the findings
together common to all three, suggest that ODO needs to improve its management oversight of
the domestic field operations (see page 5).

ITA IsNot in Compliance with OMB Circular A-25 Requirements. Office of Management
and Budget Circular A-25 establishes federa policy regarding fees for U.S. government services
and for sale or use of federa goods or resources—including those of ITA—that convey specia
benefits to recipients beyond those accruing to the general public. The stated objective of this
policy is that fees be set to allow full-cost recovery for benefits provided to specific recipients
beyond those accruing to the genera public. Although ITA currently charges fees for some
products and services, we determined that ITA is not in compliance with Circular A-25's full-
cost recovery requirements (see page 15).

Clients Valuethe USEACs and Offer Suggestionsto Enhance Services. Across the three
USEAC networks, we contacted over 200 clients to learn of their interactions with the USEACs.
We learned that the level of assistance and products provided by the USEACs met or exceeded
the expectations of most clients. The mgjority of them described USEAC staff as responsive,
innovative, knowledgeable of overseas markets, and well connected to trade partners and
government contacts abroad. A number of clients suggested ways in which the USEACs could
enhance their visibility and services. In particular, these clients suggested the use of radio
announcements and industry association newsletters as a means to promote the USEACs. Other
clients suggested that the USEA Cs could offer more specialized trade assistance and market
information (see page 18).

USEACsHave Positive, Mutually Beneficial Relationships with Trade Partners. We found
that each of the USEAC networks has strong, mutually beneficial relationships with a diverse
mix of trade partners at the federal, state, and local levels. In some of the export assistance
centers, Commercia Service is collocated with one or more trade partners, such as the Small
Business Administration (SBA), Export-Import Bank, state trade agencies, and universities.
These collaborative relationships better enable the USEACs to provide U.S. companies with
“one-stop shopping” for their export counseling, market research, and trade financing needs
(see page 21).

On page 26, we offer recommendations to address our concerns.

* For the Chicago network, we reviewed the export success records approved (273) from October 1, 2002 to
July 9, 2003, and for the Pacific Northwest and Philadel phia networks, we examined a random sampl e of
approximately 20 percent of the export successrecords approved during the 2003 fiscal year—761 and 489,
respectively.
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ITA concurred with all of our recommendations. The Chief Financial Officer and Director of
Administration’s response to our draft report discusses what specific measures the bureau has
taken, or plans to take, to comply with the recommendations in this report. In order to more
effectively monitor export success reporting worldwide, ITA has appointed an Export Success
Quality Control Officer and is currently developing a sampling methodology for an in-depth
quality review of export successes from Commercial Service offices worldwide. ITA isaso
working to add a field to the Client Management System in order to identify new-to-export
clients and track associated client counseling sessions. To more effectively monitor USEAC
activities and compliance with policies, procedures, and regulations, I TA reports that significant
structural improvements have been made to the ODO headquarters reporting structure to (1) fill
critical staffing gaps, (2) improve management oversight and accountability, and (3) improve
internal customer service.

ITA reported that it is also taking steps to comply with OMB Circular A-25 by acquiring a new
accounting system that should be implemented in fiscal year 2006 and by developing product-
pricing templates to capture the full direct and indirect costs for its products. As an attachment
to its response to our draft report, ITA provided an OMB Circular A-25 Conformance Plan (see
Appendix C, page 38). ITA noted that it is prepared to charge sufficient fees to obtain full cost
recovery and that al product prices will increase based on | TA’s methodology of including
salary costs and overhead charges that were previously excluded from product-pricing
computations. ITA aso reported that it has included a 50 percent product discount on products
for its most vulnerable or smallest companies, if price tests indicate that such discounts are
necessary for CS and ITA to continue to service these companies. ITA did not agree with the
statement in our draft report that full pricing efforts are complicated by a“mind-set within ITA
against charging fees for government services’ intended to help small and medium-sized
companies. It stated that the Commercia Service has been receptive to substantial price
increases over the last few years and training on pricing and fee setting will be provided to staff.

Finally, although ITA noted that the Small Business Administration has committed to fully fund
collocation in the USEACs through FY 2005, the bureau will continue to monitor the situation
and develop contingency lease plans at the appropriate time if there is an indication that SBA
might depart the USEACs. In addition, realizing the importance of continuing to provide trade
finance assistance to clients, ITA will include segments on trade finance assistance in training
programs provided to trade specialists We discuss ITA’s response to our findings and
recommendations in greater detail following each section in this report.
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BACKGROUND

The U.S. Commercial Service (CS)—founded in 1980 as an agency of the International Trade
Administration (ITA)—promotes the export of U.S. goods and services, particularly by small
and medium-sized businesses, and seeks to protect U.S. business interests abroad. Through its
Office of Domestic Operations (ODO), the Commercial Service operates 106 U.S. export
assistance centers (USEACs) grouped into 12 networks across the nation.

The Export Enhancement Act of 1992 called for the creation of USEACs to bring together in one
location the services of all federal trade-related agencies, and thereby give U.S. firms one-stop
access to the full range of federally sponsored export promotion and trade finance programs. In
creating the USEA Cs, Commercial Service designed a “hub and spoke” system: a USEAC, with
collocated federal trade partners, serves as the “hub” office supporting the activities of severa
“spoke” or satellite offices (also called USEACS) within a designated geographic area.

From June 2003 through March 2004, we conducted inspections of 3 of the 12 USEAC
networks: Chicago, Pacific Northwest, and Philadelphia.> Each network has a diverse portfolio
of clients to whom trade specialists provide customized business solutions and one-on-one
counseling services to, for example, help clients determine their export readiness, identify
potential export markets, and develop an overall international business strategy and marketing
plan. USEAC clients are identified at trade shows, meetings, and seminars as well as through
referrals from trade partners. Individual centers work with a varied group of trade partners at the
federal, state, and local levels to deliver comprehensive export assistance services and reduce
duplication of efforts. Trade specialists participate in export promotion initiatives with their
trade partners, and promote and sell CS products and services.

Chicago USEAC Network
Figure 1. Chicago USEAC Network

Commercial Service opened the Chicago USEAC in
1994. One of the first one-stop shops to be established,
the USEAC collocated CS representatives with staff from
the Export-Import Bank (Ex-Im Bank) and Small
Business Administration (SBA).

Lo

The Chicago USEAC is the hub office for six satellite
locations in Libertyville, Peoria, and Rockford, Illinois;
Indianapolis, Indiana; Milwaukee, Wisconsin; and
Minneapolis, Minnesota (see figure 1). Together they
cover those four states and North Dakota.

At the time of our review, the Chicago network had a
staff of 33: 25 from Commercial Service, 5 from Ex-Im

® Chicago USEAC Network is Generally Operating Well But Needs to Improve Its Export Success
Reporting (IPE-16136); Pacific Northwest USEAC Network Generally Operates Well, but Export Success Reports
Need More Management Scrutiny (IPE-16507); and Philadel phia USEAC Network Provides Good Service to
Clients, but Oversight and Export Success Reporting Need to be Improved (1 PE-16402).
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Bank, 2 from SBA, and one from the Global Trade & Technology Network.® In FY 2003, the
Chicago USEAC Network operated with a budget of $2.5 million; counseled 2,748 businesses;
expanded its client base by 892; and collected $89,745 in fees from clients for products and
Services.

Pacific Northwest USEAC Network

To optimize regiona and industry similarities, Commercia Service combined the Silicon Valley
and Seattle USEAC networks in July 2003, forming the Pacific Northwest Network. The newly
merged network is the largest of the 12 USEAC

Figure 2: Pacific NW USEAC Network
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networks, consisting of 15 individual
centers, which cover Northern California,
Oregon, Washington, Idaho, Montana,
Alaska, and Hawaii (see figure 2).”

At the time of our review, the Pacific
Northwest USEAC Network was staffed by
36 CS employees, one Ex-Im Bank
representative, and 2 SBA officials. InFY
2003, the network had an operating budget
of $3.8 million; counseled 3,982 firms;
added 1,817 new clientsto its portfolio; and
collected $181,235 in fees from clients for
products and services.

%The Global Trade & Technology Network (GTN) is a USAID-funded program implemented by
International Executive Service Corp. GTN promotes economic growth in developing countries through trade,
investment, and technology transfer. USAID was a participating agency in the establishment of the pilot USEACs,

but was not initially located in Chicago.

”On October 1, 2003, Missoula and Boise were reassigned to the Denver USEAC, and Honolulu was
reassigned to the Southern California network, leaving the Pacific Northwest Network with 12 centers.
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Philadelphia USEAC Network

At the time of our review, the Philadelphia USEAC
Network had a staff of 26 CS employees and 2 SBA
officias, and was the hub office for five satellite offices
serving the Mid-Atlantic region (Pennsylvania, Central
and Southern New Jersey, Delaware, Maryland,
Northern Virginia, and the District of Columbia) (see
figure 3).®

In FY 2003, the Philadelphia network had an operating
budget of $2.7 million; counseled 2,175 businesses;
added 745 new firmsto its portfolio; and collected
$166,634 in fees for products and services from its
clients.

Figure 3. Philadelphia USEAC Network
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8 As of October 1, 2003, the Northern Virginia USEAC no longer reported to the Philadel phia USEAC
Network, becoming part of the Charlotte USEAC Network. Also, on October 1%, the Charleston USEAC and
Wheeling USEAC, both located in West Virginia, became part of the Philadel phia network.
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OBJECTIVES, SCOPE, AND METHODOLOGY

In the course of conducting our individual inspections of the Chicago, Pacific Northwest, and
Philadel phia networks, we noted several issues that were common to all three. These
commonalities suggested possible systemic weaknesses and the need for organization-wide
changes. Thisreport presents those shared observations and our recommendations for
addressing them.

The objective of our individual inspections was to assess the effectiveness of the management,
program, financial, and administrative operations of each network, including the development
and achievement of goals and compliance with applicable regulations and managerial guidance.
Specifically, we sought to determine whether each network

+« plans, organizes, and controls its work and resources effectively and efficiently;
%+ meets the needs of U.S. exporters and helps increase exports and market access, and
¢+ has appropriate interna controls and financial management practices.

(KD

To meet our objectives, we

+» reviewed each network’s strategic work plans, which offer quantifiable performance
measures for increasing U.S. exports, and its coordination with trade partnersin
achieving the overall goas of ITA and the Department of Commerce;

+« interviewed officials from Commercial Service and other federal agencies, aswell as

representatives from state, local, and nonprofit trade-related organizations;

surveyed retwork staff and arandom sample of clients; and

examined export success records, client session summaries, staff performance reports,

and other pertinent records regarding each network’ s operations and performance.

K/
°

X3

S

We conducted onsite fieldwork at the following export assistance centers. Chicago network—
Chicago and Minneapolis; Pacific Northwest network—North Bay, Portland, San Francisco, and
San Jose; and Philadel phia network—Baltimore, Northern Virginia, Philadel phia, and Trenton.

We aso met with CS headquarters officials in Washington, D.C., and discussed our observations
with USEAC network directors, ODO management, the Assistant Secretary for Trade Promotion
and Director General of the U.S. and Foreign Commercial Service, and ITA’s Chief Financial
Officer and Director of Administration. In addition, we discussed ITA’s compliance with user
fee requirements with departmental officials. We also interviewed network directors and staff
from selected USEACs that we did not visit, and officials from numerous federal, state, and local
government organizations, including officials from the Small Business Administration and the
Export-Import Bank. Across the three networks, we also contacted 227 USEAC clientsvia e-
mail, telephone, or onsite visit, and received responses from 156 (69 percent).
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OBSERVATIONS AND CONCLUSIONS

Weaknesses | dentified Demonstrate That USEAC Management Oversight Needsto
Be Improved

Through our individual inspections, we discovered several failures to comply with internal CS
policy and procedures as well as federal regulations by both the USEA Cs and the Office of
Domestic Operations (ODO). Most significantly, we found that failure to comply with the CS
guidelines on the reporting of export successes—the organization’s primary performance
measure—resulted in the overstatement of performance data for each network. We also noted
that, despite a CS strategic goal to expand the number of U.S. firms that export, trade specialists
are focusing much attention on repeat clients, who are experienced exporters, and may therefore
be neglecting to cultivate new-to-export clients. In addition, we discovered operational,
financial, and administrative weaknesses unique to each network, which, when coupled with the
findings common to al three, suggest that ODO needs to improve its management oversight of
the domestic field operations.

A. Some export successes either were not documented as required by CS guidelines or did
not occur

Commercia Service's key performance measure is the number of export transactions made as a
result of its assistance to U.S. firms. The accuracy of this information is crucia—Commercial
Service uses export success data to assess the performance of USEACs and trade specialists, and
thus determine whether they are meeting organizational goals and objectives. The datais also
provided to the Office of Management and Budget (OMB) and Congress to use when reviewing
Commercia Service's performance and

determining funding levels. For FY 2003 CS' Operations Manual, in effect during our
. . ' . o period of review, described an export success
Commercia Service reported that it facilitated o
14,090 exports totaling more than $35 hillion. = Anactual verifiable export sale—
However, we found that FY 2003 performance data shipment of goods or delivery of
for the Chicago, Pacific Northwest, and 15_6; VI|CeS;| TV —
Philadel phia networks was overstated becatise of agreeefngemy o ul(;?]; gning ot an
failure_: to fully cqmply with CS guidelines on the agent/distributor, representation,
reporting and review of export successes. joint venture, strategic alliance,
licensing, and franchising or the
Problematic Reporting. In reporting their export ST of a contr;@ byhth]? EIETL,
successes, trade specialists are to briefly describe . ‘ggsol utigfnegfzcttr ad('encgrﬁpf;urﬁr
the client company (what it does and where it does dispute on behalf of the client—
business) and the chain of events that led to the avoiding harm or loss.
success—that is, what assistance was provided and * Removal of amarket access barrier,
when to make the export transaction happen, including standards, regulations,

testing and certification—opening a

including any actions by other CSor ITA staff as ket for U.S. firms

well as trade partners. According to CS

Operations Manual, there must be a direct link * The signing of a contract and an export sale,
between the assistance provided by the trade MERIED (DRS e 2 COnreE, Iz s

. .. h ted outcome. and client the_reafter (within 3 months), must be reported as
spemahst and the repor outcome, a single export success.
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records must sufficiently document that link. The Manual aso instructs trade specialists to
“[o]nly claim on the dollar value line of the report the actual amount of product/service that has
already been sold. Projected or anticipated sales, etc. are not allowed on the dollar value line of
the report as the sales have not yet been consummated.”

To verify the accuracy of FY 2003 export success records, we evaluated them against the
reporting guidelines, reviewed client session records, and contacted a random sample of clients.
(Table 1 details the export success records we reviewed as part of our three network inspections.)
We identified a number of reporting problems, in particular the reporting of estimated or
projected export sales—rather than actual, verifiable sales—duplicate export success records,
success stories that did not fit the definition of an export success, and the reporting of export
sales that did not occur. Asa result of these reporting errors, we determined that the Chicago
and Philadelphia networks had overstated their total export success value by at least 10 percent
for the period reviewed, and that the Pacific Northwest network overstated its success value by a
least 59 percent.

Table1: Export Success Data

Chicago Pacific NW Philadelphia
Period of Review 10/01/02 — 10/01/02 — 10/01/02 —

7/09/03 9/30/03 9/30/03
Number of Export Successes'® 273 761 489
Total Export Success Value $42.1M $263M $145.1M
Export Success Values Over stated*? $4.33M $156M $14.5M
Per centage of Total Export Success 10% 59% 10%

Value Over stated?

success records approved during FY 2003.

export success.

Source: OIG

1 Wereviewed all of the Chicago USEAC Network'’ s export success records approved from October 1, 2002
to July 9, 2003. For the Pacific NW and Philadelphia USEAC networks, we reviewed approximately 20% of the export

2 Export Success Values Over stated refers to the incorrect reporting of (a) estimated and projected sales, (b) duplicate
export success records, () export sales that did not occur, and (d) approved records that did not meet the definition of an

3 These figures represent the minimum amount of overstated export success claims because we reviewed only a portion of
each USEAC network’ s export success records for FY 2003.

These reporting errors were the result of (1) noncompliance with the Manual’ s export success
guidelines; (2) poor management oversight by office directors, network directors, and ODO
national directors’; and (3) reporting of incomplete or premature export sales to meet

performance goals.

We are concerned that no one in the management chain of command identified and corrected the

reporting errors we found and therefore the performance data for the networks was faulty.

° During the network inspections, there were two national directors—one for the eastern region and the

other for the western region.
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According to CS' Manual, “Managers and staff are accountable for reporting performance
statistics consistent with this guidance. Office Directors provide quality control certifications by
completing approval fields in the CMS database. Regiona Directors spot-check Export Success
reports.”

We are also concerned that, to reach performance targets, some trade specialists are prematurely
reporting export successes for sales contracts and exports that eventually do not occur. We
understand that the primary source of information on export transactions is verbal reporting from
company officials who may, at the time, be confident that a deal is occurring. However, in some
cases, for whatever reason, the deal is subsequently terminated. In such instances, we believe if
specialists learn that reported export successes did not occur, they should inform management to
have those records deleted from the database.

Other reporting problems identified. A number of the export success and client session
records we reviewed were further compromised by the following weaknesses:

¢ Export success narratives did not clearly demonstrate the link between the assistance
provided and the reported outcome;

%+ Client session records in the client management system (CMS) did not sufficiently
demonstrate the chain of events that led to an export success and were poorly
maintained; and

%+ Export success narratives were poorly written with typographical errors and incorrect
classification information (e.g., wrong success type or erroneous dollar value of
success or export market).

We also discovered inconsistencies in reporting the dollar value of export successes realized by a
financia ingtitution. Some export success records reported the value of the export transaction
financed by the financial institution, however, in one record, the income realized by the financial
institution as a result of its service was reported. The export success guidelines do not address
this type of success ard which dollar amount (i.e., export sales value or income) should be
reported.

Responseto reporting problemsfrom ITA and Commercial Service. ITA and Commercial
Service agreed that management oversight of export success reporting can be strengthened across
the field and in headquarters to enhance reporting quality, consistency, and compliance with CS
policy. Recognizing the importance of accurate reporting, and in response to earlier OIG reports
that cited overstated performance claims by some overseas posts, ITA and Commercial Service
have taken and plan to take a number of steps to improve performance measure data reporting.

During FY 2003, Commercia Service formed a working group to study the appropriateness and
effectiveness of its performance measures and export success guidelines. Based on the working
group’s findings and conclusions, Commercial Service issued new export success guidelines that
became effective in fiscal year 2004. The revised guidelines established “export success
credits’—a collaborative reporting system that equally credits everyone who substantially
contributes to a client’s export success. ODO told us it worked directly with the USEACs
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(through staff training conference calls and quarterly network directors’ meetings) to facilitate
implementation of the guidelines and ensure accuracy and consistent compliance with them.

We evaluated the new guidelines during our USEAC inspections to determine whether they
address the reporting errors we discovered. For the most part, we heard that the new guidelines
are clearer and provide better instruction. We understand there is now less reporting confusion

in the field and more consistent interpretation of the guidelines across the USEAC networks. We
also heard that the export success credit system has fostered collaborative interaction among
trade specialists and their overseas counterparts in helping companies realize export successes.
However, we did note some areas in which further guidance is needed. In particular, the
guidelines should provide instruction on (1) how to report export successes for financial
institutions, and (2) how soon after interacting with a client trade specialists should create client
session records to ensure adequate and timely documentation for export successes.

ITA and Commercial Service agreed with our recommendations for these additional revisions.
In its response to our network reports, Commercial Service stated it intends to form working
groups over the summer of 2004, to analyze the reporting issues and present options for the
proposed revisions, with resulting guidelines to be effective October 1, 2004. Commercial
Serviceis currently providing export success workshops at the USEACs to help staff better
understand the guidelines, improve the quality of export success narratives, and ensure that trade
specidists are using CM S to record client interaction consistently and in atimely manner.

Commercial Service also recently designated a senior manager as the export success quality
control officer responsible for reviewing the content and quality of export success reporting
worldwide and stated that it will correct or delete problem export success records approved
during FY 2003. In addition to these efforts, ITA’s Office of the Chief Finarcia Officer (CFO)
plans to conduct onsite reviews to verify and validate export success data as well as other
performance data, and thereby ensure that duplicate or overstated export successes are deleted
from the CS database and that data sources used in Department documents (e.g., Commerce’s
annual Performance and Accountability Report) are accurate. We support these corrective
actions, and will continue to follow their impact on improving the quality of export success
reporting.

Recommendation. ITA and Commercial Service should continue monitoring the
implementation and adequacy of the initiatives for improving export success reporting and
review to ensure that they have the desired impact of enhancing both the reporting process and
management oversight.

0N

In response to our draft report, ITA agreed that accurate export success reporting is important,
and it outlined a number of stepsit is taking to comply with our recommendation that it continue
monitoring the adequacy of its efforts to improve such performance reporting. ITA noted that
Commercial Service/Office of Domestic Operations management oversight of export success
reporting by the domestic field has been enhanced. In July 2004, ITA appointed an Export
Success Quality Control Officer (GS-14) to monitor all export success reporting worldwide in
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order to create a permanent management tool for improving the content, quality, and consistency
of export success reporting throughout the Commercial Service. 1TA reported that the actions of
the new Export Success Quality Control Officer, in coordination with other CS units, resulted in
the deletion of export successes from the database that were identified as being inconsistent with
Commercia Service guidance, the correction of others to reflect more accurate information, and
the referral of 121 duplicate export successes to the appropriate USEACs for consolidation.

ITA also reported that it is developing a sampling methodology for an in-depth quality review of
export successes from Commercia Service offices worldwide. In FY 2005 and subsequent
years, ITA said that it intends to review approximately 20 percent of current export successes.
Such areview is planned in conjunction with onsite verification and validation reviews of

I TA-wide measured data, export success data, client records, as well as other performance results
source data. Initia visits will be to offices covered in OIG reports, beginning with Philadel phia
in September 2004. In addition, ITA stated that its Performance Measures Working (PM) Group
is being reconfigured to better represent the current Commercial Service structure, and an Export
Success Policy Summit will be held in the first quarter of FY 2005 to organize, clarify, and
augment the standard export success guidelines now in place.

We support ITA’s efforts to improve the quality of export success reporting and the reporting of
other performance data.

B. Assistance to new-to-export clients should be tracked

One of Commercia Service's strategic goals is to expand the number of U.S. firms that export.
In its annual reporting to Congress and OMB, Commercial Service reports, along with the
number of export success transactions, the transaction classifications, of which there are three—
new-to-export (NTE); new-to-market (NTM); and increase-to- market (ITM). The number of
NTEsisacrucia CS performance measure and is designed to

An NTE success occurs when a

ensure that trade specialists reach out to as many companies as
possible to help expand U.S. exports.

Of the 14,090 export success transactions CS reported for FY
2003, 897 (6 percent) were NTE export successes. CS NTE
goa for the fiscal year was 800—the same target as that for FY
2002, despite the fact that CS' total export success goa for FY
2003 increased by 10 percent.*® Further, the three USEAC
networks we inspected had minimal NTE export success
records for FY 2003 compared with NTM and ITM successes
(see chart 1), a number of the individual centers did not report
any NTEs, and some of the reported NTES were incorrect.

For example, 6 of the Pacific Northwest’s 68 NTE success
records for FY 2003 were either misclassified or did not meet
CS' definition of an NTE. Thus, the Pacific Northwest
USEAC network overstated its NTE successes for the year by

U.S. firm makesitsfirst sale
into any foreign market. An
NTM success occurs when a
U.S. firm with some existing
level of export activity makes a
salein anew market, enters
into alegally binding
agreement, or introduces new
products or servicesthat require
adifferent channel of
distribution in a market to
which it already exports. An
ITM occurs when sales are
made by aU.S. firmin its
existing foreign markets.

Source: Commercial Service

19 For fiscal year 2002, Commercial Service fell short of its NTE goal of 800, reporting 699 NTE

transactions, or 87 percent of itsgoal.
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9 percent. Because this datais provided to the Department, OMB, and Congress for their use in
reviewing CS' overall performance and funding requests, the accuracy of this datais critical.

Chart 1: NTE Export Success Data

FY 2003 USEAC Export Success Data

900
800 - 761
700 A
600 7 489
500 A 430 NTE
400 A Total
300 A
200 A
100 4 37 68 38

O -

Chicago Pacific NW Philadelphia
Source: OIG.

Weak focuson NTEs. Thisdataindicates that Commercia Service may be focusing more
attention on robust exporters—those that are ready, willing, and able to quickly move into
overseas markets—rather than on inexperienced firms wanting to begin exporting.

Trade specidists told us that pressure to reach short-term export success goals has created a
disincentive for spending the longer time required to counsel inexperienced exporters. They
explained that it can take up to 2 years for a company new to exporting to make a transaction.
Therefore, trade specialists may opt to spend time assisting ITM or NTM exporters, who are
more likely to export in the short-term and thus help them reach their performance goals.

We attempted to gauge—via CM S client session records—how much time and effort trade
specidists dedicate to assisting NTE clients succeed as exporters. However, we were unable to
identify the NTE clients within the networks portfolios and track their counseling sessions,
because CM S does not categorize clients based on their exporting status.

To add aclient to a USEAC's portfolio, a trade specialist creates an organization record (or
profile) for that company within CMS. In this record, atrade specialist enters the company’s
contact information as well as more specific information such as how the client was identified
(e.g., incoming call), its industry sector, business size, revenue, and year established. The CMS
organization record however does not include afield in which the trade specialist classifies the
client’s exporting status as either new-to-export or other. Asaresult, we were unable to identify
the new-to-export clients within the USEACs' portfolios—except for those that eventually
achieved an export success—and track the counseling provided to them by trade specialists.

We learned that Commercial Service is concerned about NTE client development. The Director
General recently formed a working group to develop a strategy for increasing the organization’s

10
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client outreach with a particular focus on generating new “30% of non-exportersare

NTE clients. Commercia Service expects the new interested in exporting, and cite
strategy will include better management of client leads the lack of information about

and provide incentives for trade specidists to export markets, customers, and
successfully work with NTE clients. The strategy is export procedures as areas

expected to be in place by October 1, 2004. We support where they need help.”

the Director Generd’ sinitiative to have Commercial Trade Promotion Coordinating
Servu;e chus more on NTE client development. An Committee's 2002 “ Report Card or
organi zation-wide strategy should complement the export Trade|l” study

success credit system and generate more NTE successes
as trade specialists can collaborate and get equal credit
for helping NTE clients succeed in exporting. However, we aso believe that Commercial
Service should categorize its clients in order to more easily identify NTE clients and track their
counseling sessions.

Recommendation. Commercia Service should create a field within CMS in order to identify
NTE clients and be able to track NTE client counseling sessions.

0N

In response to our draft report, ITA noted that our conclusion that the bureau was “unable to

track activity with new-to-export (NTE) clients because there is not a field that captures this

information in the Client Management System (CMYS) records’ was avalid criticism. ITA is
working to add this field to the CM S to address our recommendation.

ITA reported, however, that NTE export successes increased from 697 in FY 2002 to 896 in FY
2003, and it asked that this be reflected in our report. ITA aso provided some details of other
programs and mechanisms it has to assist firms that are new to exporting, although it notes that
many of these efforts are less quantifiable and harder to capture than export successes. Examples
include outreach efforts to local business communities, indirect assistance at training courses
offered by local trade partners, innovative programs such as an effort to train interns on the
exporting process and place them inside firms that need additional resources in order to be
successful exporters, building a database of best practices used by some USEACs that could be
adapted by others, and match making and low cost trade missions.

Finaly, ITA noted that our report provided the bureau with another opportunity to revisit the
guestion of “Who is our client?’ by taking a broad look at activities provided to all of its clients,
including firms that have never exported, firms that have limited exporting experience, and firms
with extensive exporting experience who may need very specific help in an overseas market.

ITA agreesthat it is important for the USEACs to leverage resources in their local communities,
ensuring that firms wishing to expand their international sales have access to needed resources.

We applaud ITA’s initiatives to develop a means to better track its assistance to new-to-export
firms and to support those firms by providing additional outreach to local business communities
and through activities sponsored by local trade partners. The steps taken by ITA meet the intent
of our recommendation.

11
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C. Management oversight of domestic operations should be strengthened

In addition to the export success record problems discussed above, we identified the management
and compliance issues listed below at various USEACs, and made specific recommendations to
address them in our individual USEAC reports. ** We believe these weaknesses—along with the
more systemic issues noted above—suggest that ODO could improve its management oversight
of its field operations and provide clearer guidance and better instruction to its staff to ensure
compliance with CS policy and federal regulations.

Vacancies. Despite ITA’s priority to fill vacancies more quickly and improve accuracy of
staffing,* ODO was slow to fill several director positions in the Philadel phia network, which
undercut some trade partner relations and impacted office operations. In addition, personnel
problems and inadequate long-term strategic planning further impaired office operations.

User Fees. The ODO national director’s performance appraisa plan states that the director isto
ensure that revenues/collections and procedures/polices are understood and adhered to
throughout the USEAC networks. However, we discovered that a number of USEACs were not
in compliance with CS' Operations Manual on the collection of user fees for products and
services provided. Specifically, within the Pacific Northwest network, we found that export
assistance centers did not consistently charge international buyers for their services, as required
by the Manual and OMB Circular A-25 (see Chapter Il for further discussion of the Circular).
Further, it appears that the fees charged by the USEACs did not recover direct costs associated
with providing “fee-for-service” events, products, and services to their customers as stipulated in
the Manual.

Travel and Administrative Expenses. The nationa Commercial Service's Performance
director also assures that the domestic field complies Appraisal for the ODO national director
with departmental regulations regarding travel contains the foll owing element:

expenses, procurement, efc., and communicates “Demonstrates sound judgment and
regulation and guidance to the USEACs. However, we | assuresthat region adheresto

found a number of instances in which USEAC staff did Departmental regulations regarding

not comply with such policies and regulations. For travel expenses, procurement, and use of
instance, the Philadelphia network approved Il Lrste) eretiienies.

. . Communicates regul ation and guidance
guestionable travel vouchers and incurred and to all the Regional USEACS.”
reimbursed a number of unnecessary expenses. ODO
management did not review the travel vouchers, question the necessity of the travel, or determine
whether the chosen mode of transportation was practicable and commensurate with the nature
and purpose of the traveler’sduties. In addition, some export assistance centers were paying for
employee parking spaces without adequate justification or ODO approval.

Financial and Administrative Field Support. In February 2001, ODO established the National
Field Support Team (NFST) to shift administrative and financial operations from trade

1 Chicago USEAC Network (IPE-16136), Pacific Northwest USEAC Network (IPE-16507), and
Philadelphia USEAC Network (IPE-16402).
12| TA’s Strategic Plan Fiscal Y ears 2002-2006. p. 25.
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speciaists to field support specidists, and thereby give trade staff more time to work with
clients. (See Appendix B for more information on the NFST.) Though we determined the
networks generally have sound financial and administrative operations, we identified several
issues that indicate NFST field staff did not properly monitor their areas of responsibility.

- Noncompliance with purchase card limits. In Philadel phia and the Pacific Northwest,
NFST staff did not adhere to the Commerce Acquisition Manual’s ceiling on cell phone
expenses that may be charged to purchase cards each year. A number of cardholders
exceeded the $2,500 limit.

Advance cell phone payments. NFST staff did not comply with the federal prohibition
on advance payments for goods or services.®* During FY 2003, the Philadel phia network
prepaid $5,800 in projected FY 2004 cell phone charges, and the Pacific Northwest
network prepaid $10,000 in projected cell phone charges.*

I nadequately monitored cell phone usage. NFST issues bulletins to communicate
uniform policy directives to its team of field support specialists. Its Cellular Telephone
Policy" provides general principles governing cell phone usage. However, in the
Philadel phia network, we found monthly cell phone bills with hundreds of dollars of
roaming charges (for example, $467 in roaming charges for 3 months), several showing
numerous calls to an employee’ s residence, and others that showed an employee had
added a second line for personal use. NFST staff are responsible for reviewing bills for
anomalies and submitting them for payment, and users are responsible for determining
the validity of the calls. However, we found no evidence that users reviewed their
statements to certify that the calls were for official government business or reimbursed
the government for any personal calls.

L ease payments not collected. The Global Trade & Technology Network (GTN), which
was collocated at the Chicago USEAC through FY 2003, was required, under a
memorandum of understanding, to pay $2,910 per fiscal year toward Chicago’s lease
costs. However, Commercial Service had not sought—and the trade partner had not
paid—these funds for fiscal years 2001 through 2003. We aso learned that GTN had
failed to pay its share of rent for collocation at the Newport Beach and Houston USEACs.
In response to our concerns, NFST invoiced GTN for atotal of $16,088 in outstanding
rent contributions. On November 19, 2003, Commercial Service received full payment.

Both ITA and Commercial Service agreed with our recommendations to address the issues
identified. We support the corrective actions the agencies have taken and intend to take to
improve operations and compliance. However, we are concerned that, when taken together,
these individua management and compliance issues indicate that ODO headquarters oversight of
the USEACs and field support specialists was not as diligent as it should have been.

In early FY 2004, Commercial Service restructured ODO to have one national director, instead
of two, to oversee the 12 USEAC networks. While consolidating leadership may improve
consistency in applying CS policy and procedures across the networks, Commercia Service

1331 USC § 3324.

14 Dueto the timing of the onsite visit to the Chicago network, we were unable to review 2003 fiscal year
end purchases and, therefore, did not find evidence that advance payments were made.

15 Rents, Communication, and Utilities: Policy Bulletin 05-02-002.
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must ensure that ODO strengthens its management oversight of the networks to prevert the
problems we identified from reoccurring.

Recommendations. Commercial Service needs to ensure that ODO effectively monitors
USEAC activities and compliance with policies, procedures, and regulations, as well as NFST
support, and hold ODO accountable for providing adequate management oversight.

——00 00—

In its response to our draft report, ITA agreed with our recommendation, noting that additional
improvements are needed in ODO management and oversight. While stating that ODO
management has improved over the last four years, ITA reported that significant structural
improvements are currently being implemented: a new ODO headquarters reporting structure
has been established to (1) fill critical staffing gaps, (2) improve management oversight and
accountability, and (3) improve internal customer service. It expects to fill three vacancies
critical to these structural changes in October 2004.

With this additional staff in place, ITA expects the ODO National Director’s role will be
redirected to increase involvement in and oversight of the 12 USEAC field networks, while ODO
headquarters day-to-day operational requirements will be managed by a supervisory GS-14.
Finally, the National Field Support Team plans to again have a full-time permanent Director.

ITA also reported that core day-to-day administrative and programmatic functions of ODO
headquarters will be reexamined and assigned to individually accountable ODO HQ staff. In
addition, ODO headquarters staff will be subject to a 360-degree evaluation to be included in
each individual’ s performance plan.

Implementation of ITA’s stated plans to more effectively monitor USEAC activities and
compliance with policies, procedures, and regulations, should result in strengthened ODO
management and oversight. The steps taken by ITA meet the intent of our recommendation. We
look forward to continuing updates on the progress realized in this area.

14
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. ITA IsNot in Compliance with OMB Circular A-25 Requirements

Federal law provides that each service or thing of value provided by an agency to a person isto
be self-sustaining to the extent possible.’* OMB Circular A-25 establishes federal policy
regarding fees for U.S. government services and for sale or use of federal goods or resources—
including those of ITA—that convey special benefits to recipients beyond those accruing to the
general public. The stated objective of this policy isto have agencies recover their full costs of
providing such benefits.

Although ITA, through its various units, currently A-25 states that “full-cost” includes all direct
charges fees for some products and services, we and indirect costs to any part of the federal
determined that it is not in compliance with Circular government of providing a good, resource, or

A-25's full-cost recovery requirements. Specifically, | service. These costs include, but are not

we found that CS Operations Manual instructed Mol ites (@) ClliEet ) (b Lol g
costs (e.g., salaries and fringe benefits such as

trade specialists to recover just some of the direct medical  insurance and retirement):  (2)
costs—and not all direct and indirect costs—for physical overhead and other indirect costs
events, products, and services fulfilled at their (e.g., materials and travel costs) of the

locations.  Within the Pacific Northwest network, we | products and services; and (3) management
also found that the centers did not consistently charge | 31d Supervisory costs.

international buyers for their products and services, e.g., the Gold Key USA.*’

Our findings are supported by a 2003 study of ITA user fees,'® which indicated that the agency is
recovering just marginal costs (excluding labor and overhead) and that, while ITA charges fees
for some products and services, it does not have a consistently applied pricing (or marketing)
strategy for its offerings.

ITA bases its fees on only some portion of direct costs associated with providing fee-for-service
products. Complicating efforts to comply with the OMB circular is a mind-set within ITA
against charging fees for government services intended to help small and medium-sized firms
expand their export business. A number of CS officials fear that if prices are increased, U.S.
firms may decide not to use CS products and services, which then may negatively impact the
number of export successes achieved by the agency.

Effortsto comply. Asafollowup to the 2003 user fee study, ITA formed a Product
Management Board to direct the agency’ s marketing and pricing efforts. The board, chaired by
ITA’s deputy chief financial officer, consists of two working groups—one to address pricing,
and the other to address policy.

The Policy Working Group is charged with (1) reviewing (and improving, as needed) the
accuracy and clarity of ITA’s product descriptions, (2) assessing ITA’s product portfolio to

1% 31UsC § 9701

YGold Key USA facilitates U.S. exports by providing a fee-based matchmaking program for international
customers of U.S. products and services. It istailored to international buyers traveling to the U.S. and includes
customized appointment scheduling and counseling services, providing international buyers with one-on-one
meetings with pre-screened export-ready U.S. companies.

18 The study —Department of Commerce International Trade Administration User Fee Sudy, KPMG LLP,
January 24, 2003—was conducted under contract to ITA.
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determine whether any products might be privatized or discontinued, and (3) establishing policy
for implementing full-cost recovery models (being developed by the pricing work group) for
products and services.

The Pricing Working Group is developing pricing templates for every ITA product and service.
ITA reports that two draft templates have been created thus far to capture all direct and indirect
costs for two of Commercial Service' s key products—the International Company Profile and
International Partner Search.® The templates attempt to differentiate the time and salary costs of
staff involved in producing these products (commercial officers, local staff, and headquarters
staff), and calculate general overhead and direct costs.?® ITA hopes to begin deploying the new
pricing methodology in FY 2005 and thus begin recovery of full costs. Toward this end, the
agency has hired a contractor to determine its requirementsfor a new cost accounting system,
with the goal of developing the new system in FY 2005 as well.

It should be noted that in January 2004, ITA requested that OMB waive the full-cost recovery
requirement for its trade promotion activities.?* Inits May 12, 2004 response to that request,
OMB denied the request, stating that as a matter of sound financial management, it is critical for
ITA to document the full cost of its services. The letter, however, noted that, “(a)fter ITA hasin
place a full- cost accounting system and can quantify the full costs of its services, OMB would be
happy to review another such request if ITA determines that awaiver is still necessary;” and that
“(MHor FY 2004, we believe ITA will be acceptably in compliance with Circular A-25if it
develops a sound plan to reach the $13 million fee target, takes appropriate steps toward
developing a full-cost accounting system during FY 2005, and improves training to promote
uniformity and acceptance of pricing of products and services that benefit specific businesses.”
[Emphasis added.]

Recommendations. ITA needs to work with the Department and OMB to ensure compliance
with OMB Circular A-25, User Charges. Commercial Service needs to revise its manual to
comply with OMB requirements for full-cost recovery, and provide staff with guidelines and
training on calculating and collecting appropriate fees.

——0 00—

In response to our draft report, ITA’s CFO and Director of Administration stated that ITA is
taking steps to comply with OMB Circular A-25, and she attached a detailed plan of action to
achieve such compliance (see Appendix C, page 38). According to the CFO, OMB outlined four
actions required of ITA to bring it into compliance with Circular A-25. First, OMB requires that
ITA charge the full cost of providing services. In response, ITA stated that it has developed
product-pricing templates and will acquire a new cost accounting system to help it capture the
full direct and indirect costs for its products. Secondly, in response to OMB’ s requirement that

¥The International Company Profile provides background information on a prospective agent,
distributor, or partner with whom aU.S. firm is considering doing business. The International Partner Search
matches requestors with potential partnersto a market product or servicein agiven area.

20 According to I TA, datawas gathered from several worldwide posts with varying labor markets and
export potential to form the basis and methodol ogy for the templates. The template designs are currently being
reviewed by aprivate contractor hired by Commercial Service.

21 Although I TA requested a similar waiver in January 2002, it received no formal response from OMB.
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ITA increase the price of services where it has upward pricing flexibility, the CFO stated that
ITA is prepared to charge sufficient fees to obtain full cost recovery. Further, the CFO indicated
virtually all product prices will increase based on ITA’s methodology of including salary costs
and overhead charges that were previously excluded from product pricing computations. The
CFO added that if product demand continues at FY 2004 levels, ITA expects fee collections to
increase significantly. Third, in response to OMB’ s requirement that ITA train personnel to
ensure a standard pricing strategy, the CFO responded that training has aready begun, and will
continue through FY 2005 and beyond, in conjunction with national, regional, and international
staff meetings (e.g., network director quarterly meetings and senior commercial officer
conferences). Lastly, to address ITA’s internal resistance to charging fees, the CFO stated that
ITA has increased communication regarding the importance of fee collections—handbooks and
operations manuals are being been updated to reflect the new policy. In addition, the CFO stated
that the Assistant Secretary for Trade Promotion and Director Genera has issued material on this
subject.

ITA’s CFO aso stated that she has met frequently with Trade Promotion leadership in
Washington and with the 12 USEAC network directors, and has received positive feedback from
them, and will continue to reinforce the importance of charging the full cost for products and
services.

We are pleased that ITA istaking steps to comply with OMB Circular A-25. We will continue

to monitor ITA’s progress and request that ITA provide us with updates on the implementation
of its A-25 Compliance Plan.
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[11.  ClientsValuethe USEACs and Offer Suggestionsto Enhance Services

In conducting our inspections, we obtained feedback from clients who had recent interactions
with the USEACs to assess their satisfaction with the centers' export assistance, verify the details
of their companies export successes, and seek suggestions on how the USEACs could improve
their services. Across the three networks, we contacted 227 clients via e-mail, telephone, or
onsite visit, and received responses from 156 (69 percent). Overall, respondents expressed
satisfaction with the assistance they received, and a number of them offered ideas on how the
USEACs could enhance their visibility and services.

A. Clients are pleased with USEAC trade assistance

The level of service and products provided by the USEACs met or exceeded the expectations of
most clients surveyed. The majority of respondents described USEAC staff as responsive,
conscientious, innovative, knowledgeable of overseas markets, and well connected to trade
partners as well as government contacts abroad. They were aso satisfied with the quality and
timeliness of CS products and services.

Many clients shared experiences of how USEAC trade specidists had assisted them in
noteworthy ways. For example, one explained that after a year of trying unsuccessfully on his
own to transact a deal with the United Nations (UN), a
Trenton trade specialist helped him make the right contacts

and 6 months later he closed a contract with the UN. “| consider [the trade
Another client was impressed by the dedication of atrade specialist] as part of my
specialist, who drove hours to the company’s location to company.”
provide one-on-one counseling. The client added that the

trade specialist offered good ideas, which made the export Monterey Bay USEAC
transaction a success, and brought an Ex-Im Bank official client

who provided useful trade financing information. Also, the

San Francisco USEAC put its videoconferencing equipment

to good use by helping an architectural firm, unable to
travel to Jakarta, compete in an international design competition.

A number of clients corsider their USEAC trade specialist an extension of their staff, noting that
specialists and center directors often make presentations on overseas market opportunities and
notify them of market devel opments, trade leads, and upcoming trade events. One client told us
how aformer Philadel phia network director participated on the company’ s education committee
and was instrumental in helping the company identify potential overseas markets. Another client
was pleased when she received a call from atrade speciaist with news that a Russian firm
wanted to distribute the company’s products. Several clients told us that trade specialists keep
them informed of market devel opments, issues affecting exports, trade leads, and upcoming trade
events primarily through e-mails, though a number of USEACs also distribute newsdletters.

Client satisfaction is inextricably connected to USEAC and trade specialist performance.

Recognizing this, Commercial Service, under its FY 2004 performance measure initiative, has
made customer satisfaction a specific performance measure. Commercial Service is also
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tracking customer service delivery and satisfaction trends through quality assurance surveys. At
present, the surveys measure satisfaction with core CS products and services, but Commercial
Service intends to expand the surveys to include client evaluation of counseling sessions. We
support such actions to enable the organization to measure the quality of assistance its trade
specialists provide to clients, especially since much of the work they do may not immediately
lead to export successes.

B. Clients offer suggestions for improving USEAC services

Respondents from al three networks offered ideas on how the USEACs could enhance their
services—highlighting the need for the USEACs to better promote themselves and expressing
interest in obtaining more specialized export assistance and market information from the centers.

Though most respondents had known about the USEACs prior to seeking their assistance,
several believe the USEACs and their services could be more aggressively promoted. Some
clients suggested that the USEACs place ads in industry association newsletters, send out flyers,
and run radio advertisements during commuter rush hours.

Lack of awareness of the USEACs by some companies may have been the result of weak
organizational marketing. As a trade specialist explained—the organization has a crisis with its
name/brand recognition as it is known by several different titles, e.g., International Trade
Administration, U.S. and Foreign Commercial Service, USFCS, U.S. Commercial Service, and
USEAC, to name afew variations. We learned that Commercia Service is aware of thisissue
and is taking the following actions to strengthen its brand, improve USEAC visibility, and
increase awareness of CS products and services:

+«+ Hiring a full-time marketing director. The newly hired director’s responsibilities are
to (1) reach out to local newspapers to write articles about USEACs or articles that
guote USEAC staff on trade topics, and (2) develop “client testimonials,” which
highlight export successes that resulted from CS assistance. These testimonials are to
be used at trade events.

+ Conducting joint mailing campaigns. With the assistance of Census, Commercial
Service and the Ex-Im Bank sent out a promotional mailing to approximately 30,000
exporting firms in early 2004.

+«» Developing partnerships with private sector firmsto promote U.S. exports and
improve the U.S. competitive advantage through global e-commerce. In May 2004,
Commercia Service announced a partnership contract with FedEx to market CS
programs and services via such activities as the placement of the CS logo and text on
FedEx web pages; joint development of marketing and direct mail materials; and
cosponsorship of export education seminars, conferences, and other outreach events.

«» Leveraging resources of trade partners. Commercial Serviceis also building on

existing trade partner relationships. For example, it has an arrangement with the
National Association of Manufacturers' trade call center to refer companies interested
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in exporting to the Trade Information Center.?> Commercial Service has also worked
with the U.S. Postal Service to include the CS logo and text in their international
marketing guide.

A number of clients aso expressed interest in the USEACs providing more specific information
on market opportunities (e.g., selling to China), trade leads for small manufacturers, and
specialized assistance with export documentation/regulations (e.g., export licensing) and foreign
market regulations (e.g., European CE Mark). To better address client needs, we learned that
Commercia Serviceistaking anumber of noteworthy actions. First, through areview of FY
2003 “Highlights’#from the three networks, we found that the USEACs are sponsoring and
participating in speciaized trade seminars (e.g., free trade agreement seminars), events, and
videoconferences to promote overseas market opportunities and educate clients on trade
regulations (e.g., NAFTA rules of origin).

Second, to improve information sharing throughout the agency, Commercial Service created the
“DOC Insider,” a Web-based “knowledge network” that connects trade specialists with their
colleaguesin all the USEACs and overseas posts. Via DOC Insider, specialists can share their
expertise and ask questions of one another in an effort to better assist their clients, and all
exchanges are saved to a database for future reference. We believe this system is a useful
support for trade specialists, but caution that when seeking answers to technical dual-use export
control questions, such as commodity classifications—USEAC staff should consult with export
control specialists in the Bureau of Industry & Security (BIS), rather than their peers on the DOC
Insider. Asof thiswriting, the DOC Insider did not notify trade specialists of BIS' dedicated
telephone line available to those who have dual- use export control questions.

Third, to enhance staff knowledge of al federal trade assistance programs and improve client
counseling, Commercial Service encourages trade specialists to attend an interagency training
program developed by the Trade Promotion Coordinating Committee (TPCC).?* The course
provides client management skills training, broader knowledge of the programs and resources
available to assist U.S. firmsin the international marketplace, and facilitates collaboration and
problem solving for clients across the TPCC agencies.?® One trade specialist remarked that the
training enables USEA Cs to more effectively counsel clients on the range of federal trade
programs and identify which one can best benefit a particular company.

22The Trade Information Center (TIC), located within ITA, assists U.S. companies interested in developing
their export potential. The TIC provides export counseling and information about all federally sponsored export
assistance programs and refers companies to their local USEAC for additional assistance.

2 Highlights are summaries of non-quantifiable activities (e.g., atrade specialist participating in alocal
radio station’ s business information program) that characterize outreach efforts and noteworthy events that are not
captured in export success records.

24 TPCC isan interagency group chaired by the Secretary of Commerce. The Export Enhancement Act of
1992 established the TPCC to provide a unifying framework for coordinating the export promotion and export
financing activities of the U.S. government and develop a government-wide strategic plan for carrying out such
programs.

%5 The key TPCC agencies are: the Departments of Agriculture, Commerce, Energy, Labor, State,
Transportation, and Treasury; the Agency for International Development; Environmental Protection Agency; Ex-Im
Bank; Overseas Private Investment Corporation; SBA; Trade and Development Agency; and the U.S. Trade
Representative.
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V. USEACs Have Positive, Mutually Beneficial Relationships with Trade Partners

Overal, across al three networks, we found that the USEA Cs have strong, mutually beneficial
relationships with a diverse mix of trade partners at the federal, state, and local levels. In many
USEACs, Commercial Service is collocated with one or more trade partners, such as SBA,
Ex-ImBank, BIS, state trade agencies, and universities. These collaborative relationships enable
the USEACsto provide U.S. companies with “one-stop shopping” for their export counseling,
market research, and trade financing needs. Commercia Service, however, is concerned that
SBA may vacate the USEACs.

USEACs have developed strong relations with federal and nonfederal partners

Cooperative relationships occur when USEACs work with arange of trade-related organizations
to provide customers with “the beg the government has to offer,” and thus facilitate the smooth
delivery of export assistance. Our interviews with federal, state, local, and nonprofit trade
partners as well as with members of District Export Councils revealed that most partners are
pleased with their relationships with Commercial Service, the USEACS commitment to the trade

community, and the collaborative attitude of USEAC staff. — - -
Across al three networks, USEAC staff were characterized Df'lﬂ“‘; Eﬁort C%“”rcl"s (P'tECSLI‘?O”;'St

. . . . . - Or 10C ers wWno have internation
as innovative, readily avallabl_e to assist th_elr trade g et R
partners, and eager to pursue joint counseling, with USEAC clients, and thus
cosponsoring of trade events/seminars, and client referrals. | complement the assistance provided by
CStrade specidists. There are 56 DECs
The importance of cultivating strong trade partner throughout the country. CO‘;]”C"
relationships is demonstrated within each USEAC's annual g]fe&ﬁﬁ ol nted by the Secretary
strategic plan. Each center’s plan identifies activities to '

solidify trade promotion partnerships, such asjoint client

calls, marketing, seminars, trade shows, and videoconferences. Also, USEAC staff performance
appraisals contain a required element that measures “ collaboration” with federal and nonfederal
partners, and is assessed by the number of collaborative counseling sessions conducted.

The active relationships USEACs have with their trade partners are a'so demonstrated in
“Highlights’—reports which summarize non-quantifiable trade activities, accomplishments, and
outreach of USEAC staff, which do not result in specific export successes. We reviewed all
“approved” Highlight reports for the Chicago, Pacific Northwest, and Philadel phia networks for
FY 2003. Many of the trade activities reported involved severa of the USEAC trade partners
(seetable 2).
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Table 2: Highlight Reports FY 2003

Number of Number of eventsinvolving Percentage
approved reports atrade partner(s)*
Chicago 125 81 65%
Pacific Northwest 146 100 68%
Philadelphia 41 25 61%

*These Highlight events wer e categorized as*“ client/partner outreach,” “ partners,” “ new partnerships,”
and/or “ District Export Council.” If a Highlight was categorized under more than one of these
classifications, it was counted only once.

Note: The actual number of events which involved a trade partner(s) may be higher as some events
categorized under other titles (e.g. trade education event, domestic trade event, or video conference) may
have involved a USEAC trade partner(s).

Source: OIG

We noted that the Administration’s 2002 National Export Strategy (NES) called on federal trade
promotion agencies to respond to businesses’ need for better coordinated services. The strategy
also recognized the importance of federal agencies working closely with state and local trade
partners to reduce duplication of effort and leverage scarce resources in order to provide the
services U.S. exporters need. Our inspection findings demonstrate that the Chicago, Pacific
Northwest, and Philadel phia USEA C networks are cultivating collaborative relationships with
numerous and diverse trade partners and as such are taking a holistic approach to providing trade
assistance.

Examples of Trade Partner Collaboration

% A March 2004 BIS Export Control Seminar brought together the Mid-Atlantic DEC,
Philadelphia and Trenton USEACs, Temple Small Business Development Center (SBDC) and
BIS to sponsor, organize, and recruit for the event. There were more than 100 attendees.

*»+ The Chicago USEAC, Naperville Chamber of Commerce, and local congressiona staff
organized and promoted USTR Ambassador Zoellick’s September 2003 speaking engagement
on international trade. More than 140 attended.

>

o
25

The Pacific Northwest Network, CS Netherlands, State Department, and Dutch Ministry of
Economic Affairs devel oped “High Tech Connections 2004” to promote exchanges and
matchmaking among high-tech firms. The event featured such industry leaders as Cisco and
Hewlett Packard as well as U.S. and Dutch government officials (e.g., Under Secretary of
Commerce for Technology). More than 350 companies participated.

% In March 2003, the Libertyville USEAC, Northbrook Chamber of Commerce, and the lllinois
DEC sponsored a trade workshop on cargo security for shippers in response to a new
Transportation Security Administration initiative. Twenty-three exporting firms attended.
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As such, Commercial Service continues to pur sue its long-standing policy of collocating export
assistance centers with as many trade partners asis appropriate. Table 3 shows the collocations
in the networks we inspected.

Table3: USEAC Networks & Collocated Partners— FY 2003

Trade Partner Chicago Pacific NW Philadelphia
Ex-Im Chicago San Francisco,
Sedttle)
SBA Chicago, Portland, Seettle Philadelphia,
Minneapolis Batimore
SBDC Peoria
BIS San Jose
EDA Portland
Census Pittsburgh
State/L ocal Gover nment Boise, Tacoma Trenton
Chamber of Commerce Rockford Tacoma
Association Chicago (2) Anchorage, Missoula,
(trade, nonprofit & world trade centers) Oakland, Sacramento,
San Francisco,
Spokane
Economic Development Group Libertyville
College/University Fresno Trenton

(1) BEx-Im City/State Partner

(2) During FY 2004, Global Trade & Technology Network vacated the Chicago USEAC.

Source: OIG

Trade specialists and directors reported that collocation enhances collaboration, joint counseling,
and knowledge of partner programs, and cross-program referrals. From a practical standpoint,
these arrangements also reduce lease expenses for Commercia Service.® Asindicated, Ex-Im
Bank and SBA are the USEACs' primary federal trade partners. Asof April 2004, Ex-Im Bank
had representatives in 6 export assistance centers?” and SBA had a presence in 16 centers.?®

26 For example, in FY 2003, the Trenton USEAC was reconfigured to collocate with three different trade
partners: the office director is collocated with the New Jersey Commerce and Economic Growth Commission
(Office of International Trade) in Trenton; one trade specialist is collocated at the Monmouth University School of
Business Administration (West Long Branch, NJ) and the other trade specialist islocated at Burlington County
College, High Technology Small Business Incubator (Mount Laurel, NJ). By collocating the Trenton USEAC staff
to free, shared office space with three of its trade partners, the Philadel phia network saved $59,536 inrent in FY

2003.

27 Chicago, Miami, New Y ork, Newport Beach, San Diego, and San Francisco.
28 Atlanta, Baltimore, Boston, Charlotte, Chicago, Cleveland, Denver, Detroit, Miami, Minneapolis,
Newport Beach, North Texas, Philadelphia, Portland (OR), Seattle, and St. Louis.
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Other Commerce agencies sometimes collocate with the USEACs as well. For example, the
Economic Development Administration (EDA) has a representative in the Pacific Northwest's
Portland center. EDA’s involvement with local development projects in the region enables the
representative to refer companies to the Portland and Northern California USEACs for export
assistance. The EDA representative also supports CS' Rural Export Initiative, which enhances
the centers' outreach to rural and Native American communities through seminars and onsite
vigits.

Also, BIS' Office of Export Administration has two representatives in the San Jose USEAC to
help trade specialists answer cliert questions about export licenses and regulations. This
collocation is especially valuable, as companies in Silicon Valley’s high-technology business
corridor often have questions concerning the Export Administration Regulations. BIS, in turn,
refers clients seeking export promotion services to the USEACs.

The concept of an export assistance center that integrates international marketing and trade
finance assistance for exporters originated with recommendations made by the TPCC in its 1993
report,? the 1992 Export Enhancement Act,* and the Small Business Act.®* As such, Commerce,
SBA, Ex-Im Bank, and the U.S. Agency for International Development consolidated their federal
export promotion and finance resources to provide seamless delivery of these servicesin local
business communities. SBA has been Commercial Service's primary USEAC trade partner and
currently has a presence in 16 of the 106 centers. Most of these SBA representatives service
several centers within a network, in addition to their assigned location.

Many CS officials told us that SBA is a highly valued trade partner with whom they regularly
conduct joint outreach and educational seminars, and share export success credit. One trade
speciaist described SBA as “an in-house resource readily available for client counseling, cross
referral, and education on export finance and SBA programs.” For FY 2003, CS data attributes
145 export success records as joint CS/SBA successes, which had a total export value of
approximately $81 million.** The actual number of export successes SBA supported may be
higher since it is possible that a trade specialist did not credit SBA for an export success
transaction(s) for which it provided assistance. According to Commercia Service, within FY
2003 export success data, there were 268 instances where trade specialists cited SBA
involvement with an export success, but did not attribute the success as a joint CSYSBA success.

At the time of thisreport, SBA’s FY 2005 support for the export assistance centers was not
decided. SBA may relocate its trade finance officersto its regional or district offices. Both CS
and SBA officials told us that SBA’s exit from the USEACs might adversely impact (1) the level
of coordination and collaboration among CS, SBA, ard Ex-Im; (2) delivery of integrated export

2 «Toward a National Export Srategy, U.S. Exports= U.S. Jobs, Report to the United States Congress,”
September 30, 1993.

30 Title 11 (15 USC Sec. 4721(b)(8) and (9)).

31 section 22 of the Small Business Act (15 USC Sec. 649).

32 0IG has not verified the validity of these export successes or whether the reporting of the successesisin
compliance with CS' Operations Manual.
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assistance services; (3) companies access to SBA’s export working capital and financing
programs; and (4) CS' lease costs.**

A key component of the one-stop export assistance concept is to make certain that U.S. exporters
have readily available CS' trade promotion assistance
and trade finance expertise. CS USEAC personnel are

As exporting becomes a more not specialized trade finance counselors nor do they
important part of afirm's have lending authority. Information about and access to
operations, the weakness of U.S, trade financing— such as that provided by SBA— are
export finance systems becomes a significant interests for U.S. exporters. In its 2002
greater problem. “Report Card on Trade I1” study, the TPCC found export
finance to be a troublesome area for companies and
e concluded that the government should do more to
strengthen its support in this critical area.

CS officias told us that they are exploring how the USEACs can continue to offer trade finance
expertise to their clients in the event that SBA personnel are withdrawn from the USEACs.

Recommendations. Commercia Service should (1) draft contingency lease plans should SBA
exit the USEACs, and (2) develop a plan to ensure that the USEACs can continue to provide
clients with trade finance assistance should SBA exit the USEAC:s.

NN —

In response to our draft report, ITA noted that SBA has committed to fully fund the current level
of collocation in the USEACsin FY 2004 and FY 2005. Therefore, contingency lease plans will
not be necessary prior to FY 2006. ITA said that it will continue to monitor the situation ard
develop contingency lease plans at the appropriate time, should there be an indication that SBA
might leave the USEACs.

ITA aso agreed with our recommendation to develop a plan to ensure that the USEACs are able
to continue trade finance assistance. | TA stated that it recognizes the need to increase trade
specidists knowledge of federal trade finance programs and that its training programs include
segments on this subject. While the Commercial Service said that it continues to advocate the
necessity of SBA and Ex-Im collocation in the USEACs, this training should provide additional
knowledge to trade specialists, allowing them to continue providing clients with trade finance
assistance should SBA exit the USEACs. In addition, ITA reported that ODO hes added an
export finance specialist position to the “speciaist” program to alow top performing trade
specialists to cultivate knowledge and resources for all staff, answering questions and providing
referrals for the entire organization through the DOC Insider, its knowledge management tool.

The steps taken by ITA meet the intent of our recommendation.

3 For FY 2004, SBA’s lease payment for shared USEAC office space is $265,142. To keep lease costs
from increasing, Commercial Service would haveto find anew partner to collocate or reduce office space.
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SUMMARY OF RECOMMENDATIONS

To strengthen the management and operations of the U.S. Export Assistance Centers, we
recommend that ITA and Commercia Service take the following actions:

Export Successes

1 Continue monitoring the implementation and adequacy of the initiatives for
improving export success reporting and review to ensure that they have the
desired impact of enhancing both the reporting process and management oversight

(page 5).

NTE Companies

2. Create a field within the Client Management System (CMYS) in order to identify
new-to-export (NTE) clients and be able to track NTE client counseling sessions

(page 9).

Management Oversight of Domestic Operations

3. Ensure that the Office of Domestic Operations (ODO) effectively monitors
USEAC activities and compliance with policies, procedures, and regulations, as
well as NFST support, and hold ODO accountable for providing adequate
management oversight (page 12).

User Fees

4, Work with the Department and OMB to ensure compliance with OMB Circular
A-25, User Charges (page 15).

5. Revise the CS Operations Manual to comply with OMB requirements for full-
cost recovery, and provide staff with guidelines and training on calculating and
collecting appropriate fees (page 15).

USEAC Lease Costs

6. Draft contingency lease plans should the Small Business Administration (SBA)
exit the USEACs (page 21).

Trade Finance Expertise

7. Develop a plan to ensure that the USEACs can continue to provide clients with
trade finance assistance should SBA exit the USEACSs (page 21).
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BIS
CFO
CMS
CS
DEC
DOC
EDA
Ex-Im Bank
FSS
FY
GTN
ITA
IT™M
NES
NFST
NTE
NTM
ODO
OIG
OMB
SBA
SBDC
TIC
TPCC
UN
USAID
USC
USEAC
USTR

List of Acronyms

Bureau of Industry & Security

Chief Financial Officer

Client Management System
Commercia Service

District Export Council

Department of Commerce

Economic Development Administration
Export-Import Bank of the United States
Field Support Specialist

Fiscal Year

Global Trade & Technology Network
International Trade Administration
Increase-to-Market

National Export Strategy

National Field Support Team
New-to-Export

New-to-Market

Office of Domestic Operations
Office of Inspector General

Office of Management and Budget
Small Business Administration

Small Business Development Center
Trade Information Center

Trade Promotion Coordinating Committee

United Nations

U.S. Agency for International Development

United States Code
U.S. Export Assistance Center
United States Trade Representative
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APPENDIX B
National Field Support Team

ODO established the National Field Support Team (NFST) in February 2001, to shift
administrative and financia operations away from trade specialists, to alow them to devote more
time to client and core-mission work. One NFST Field Support Specialist (FSS) is assigned to
each USEAC network to serve as the primary contact for administrative processing for all
employees within the network. NFST prepares an administrative support agreement to be signed
by each network director, the FSS within the network, and the NFST director. This agreement
spells out FSS responsibilities, including

++ budget formulation and budget allocation (in concert with the USEAC network
director);

budget reporting and reconciliation;

++ human resources functions;

hospitality requests;

gifts and bequests;

management of procurement, travel, time and attendance, awards, trust funds, and
inventory; and liaison for leases and Memoranda of Understanding (MOU).

X/
L X4

L)

¢

X/
L %4

X/
o

The objectives of implementing such NFST agreements are to enable ODO to

X3

*

place more resources into export promotion;

establish administrative consistency across the country;

improve budget formulation, alocation, and management;

improve administrative customer service and accountability;

establish a proactive stance to continually improve administrative services, and
improve the morale of administrative staff.

>

R/
0

X3

S

X3

*

X/ K/
LXK d

NFST aso conducts periodic internal control reviews of its field operations, carried out by NFST
staff not affiliated with the network under review. A USEAC network director can, at any time,
request such areview to cover some or al network administrative functions and/or the NFST
within the network.
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APPENDIX C

Agency Responseto the Draft Report

T-\itr UMITED STATES DEFARTMENT OF COMMERCE
j International Trade Administration
Py o

Hl-'br

‘Washington, D.C. 20230

BEP 23 04

MEMORANDUM FOR: Jill Giross
" Assistant [nspector Gencral for fpspections and Programs
Office of the Inspector Gene

FROM: Linda Moye Cheatham
Chief Financial Officer & Dirdetor of Administration
Internaticnal Trade Administration

SUBJECT: Responses 1o [PE-16402 and [PE-16728

Anached are the ITA respons<s to the following reports:
1.) Open Recommendations Update for the Review of the Philadelphia Network Report

(IPE-16402). The response provides the additional details requested regarding
recommendations 2, 4 and 9,

2.} Are Meeting Client Needs, but Better Management Oversight Is Needed (Drait
Inspection Report No. IPE-16728 /August 2004) follows.

I you have any questions or comments, please feel free to contact me on (202) 452-5855,
or Seth Raley, GAD Liaison, on (202) 482-3756.

Attachment
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ITA Response to Draft Report USEACs Are Meeting Client Needs, but Berter
Management Oversight Is Needed (Draft Inspection Report No. IPE-16728/August
2004).

Becornmendation #1; Export Successes - Continue monitoring the implementation
and adequacy of the initiatives for improving export success reporting and review,
This will ensure that they have the desired impact on enhancing both the reporting
process and management oversight.

The 1G cmphasized that accurate reporting of Export Successes (ES) is crucial for
evaluating the agency’s performance, We fully agree and, accordingly, have enharced
CS/0D0 managemen: oversight of ES reporting by the domestic field. In July 2004, we
appointed a seniof-level emiploves to monitor all ES reporting worldwide on a full-time
basis, This creates a permanent management tool for improving the content, quality, and
consistency of ES reporting throughout the CS.

In just rwo menths, the sctions of this new Export Success Quality Control (ESQC)
Officer, in coordination with other CS units, resulted in several important steps toward
better quality control;

(13 The Commercial Service deleted expont successes identified a2 being inconsistent
with CS guidance and corrected others to reflect accuracy for the Chicago,
Philadelphia and San Diego USEAC neiworks.

{2) A systematic review of 7,254 Export Success records was conducted, identifving
121 duplicate ES reports in FY-04, This represents 1.7% of all ESs reviewed, a
significant improvement over previous years. Lower duplication levels are an
early benefil of C5’s adoption of shared Export Success Credits in measuring
individual performance (which encourages greater inter-office collaboration), as
well as improved staff training in Performance Measares, The duplicate reports
identified in this sweep were referred to their authoring offices for consalidation,
which will be completed by the end of FY-04,

(3) A sampling methodology was developed for in-depth quality review of Export
Sueccesses from TS offices worldwide. In the course of FY-05 and in each
subsequent year, about 20%, of current ESs submitted by cach office will be
reviewed to provide timely foedback on ES strengths and weaknesses, Marked
improvement in ES quaiiry should result as each author and reviewing oMficial is
apprised of hisher prevailing errors and held accountable for correcting them,

(#) The Performance Measures Working (PM) Group formed in 2003 is being
reconfigured to better represent the current C5 structure, Its role in ES policy
development will be further defined and formalized.

(5) ITA will initizlly revisit locations identified by the Inspector General (I,
beginning with Philadelphia in September. This will enhance TTA's ability to
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determine and schedule on-site verification and validation reviews of ITA-wide
measured data, export success data, client records, as well as other performanece
results source data during FY 20035, These reviews will cover data reported in
headquarters as well as locations selected from the 108 domestic locations.
Selection will be based on various factors such as volume of daia generated and
regional coverage of the USEAC Network to ensure that the audit “visibility” is
apparent 1o the entire USEAC network.

(6} An “ES Policy Summit” will be held in the first quarter of FY-05 1o organize,
clerify, and augment the standard ES Guidelines now in place. This will invalve
2-3 days of concentrated discussion by the reconstituied PM Working Group and
additional participants to be named by CS senior management, The Summit will
address ES issves identifiad by the 1G (such as how to repert export successes for
finuncial institutions, and timely creation of client counseling records), as well as
other ES issues already identified by the ESQC Officer.

Recommendafion #2: NTE Companies - Create a field within the Client
Management System (CMS) in order to identify new-to-export (NTE) clients and be
able to track NTE client counscling sessions.

The statement in the 156 report that their office waz *unable to track activity with “new-
to-export (WTE)” clients because there is not a field that captures this information in our
CMS records™ is a valid eriticism. Wark done with NTE firms may take months or even
woars before they result in sales, which are then captured as “export suceesses™ and would
be reflected in the CMS. We are working to add this feld to the CMS, thus remedying
the lack or inability to capture and track NTEs.

On the other hand, NTE export successes did increase from 697 in fiscal year 2002 to 896
in fiscal year 2003. This is a significant gain that should be credited in this report.

Ohher major work done (o assist firms that are new to exporting is similarly overlooked in
thiz and other reports on the U5, Commercial Service. It is true that much of the one-to-
one client counseling takes place with firms that already have some (often limited)
exporling experience. This is because these are the companies maost ahle to benefit from
this kind of assistance. When the assistance resulfs in an export sale, it is counted as
“new to market,” regardless of how basic or limited their previous exporting experience.

Un the other hand, years of experience has taught us that a firm that has never before
exported oflen requires motivation, training and additional support thal is not conducive
1o delivery in the one-to-one client eounseling setting. This does not mean that we
overlook this segment of the population. It means that we serve them through a variety
of other mechanisms. These mechanisms are less quantifiable and harder to capture than
the simple export success numbers that we so often cite. In this respect, we may be our
own worst enemy in failing to adequately tell this siory, Outlined below is an overview
of these activities and some suggestions about how to better capture this very important
aspect of our work:
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Outreach Efforts. Every domestic office regularly engages in cutreach to their local
business communities. We do this in order to motivate and educate firms that may not be
exparting and may not be aware of the services that are available. This asctivity is

captured in the Highlights database.

Indirect Assistance. Although few USEACs hold training courzes of the type designed
to help firms that are new o exporting, we are almost always called in o make
presertations and add substance o these courses that are presented by our trede partners
in our local communitics. While these courses are ofien held by local Small Business
Development Centers or other economic development agencies, the domestic
Commercial Scrvice offices support these events through recruitment, providing
substantive resources and making presentations for these training programs. Again, this
activity is captured in our highlights database, but is not readily guantified

[nnovative Programs: Several USEACs have developed innovative programs that
involve training interns on the exporting process and placing them inside firms that need
additional reseurces in order to be suceessful exporters. As a part of the New Client
Development Initiative, we are building a database of such programs and will
disseminate these via our intcrnal knowledge management system as “best practices™ tha
can be adopled by others looking for effective methods of serving firms that need this
kind of “hand holding.” This will also provide us with a means of readily documenting
this activity. Also, the ITA Teams have developed innovative programs that provide
high-guality service to clienis such as matchmaking programs, and low cost overseas
trade missions. The Teams’ intemal industry and regional training programs are used as
a tool o better train trade spacialists and make them mare effective counselors,

Overseas Programs: Again, through years of expericnce, as well as commeon sense, we
know that firms that are new to exporting are more likely w sneceed in markets that have
similarities to the US. We know that Canada, for example, is generally an easier market
to penetrats than China because the language, the laws and the proximity to the 1.8,
present fewer barmers to entry and increase the likelihood of success, As with the
previous point, we are building a database of these programs and will use them as “best
practices” within the Commercial Service.

Finally, this report provides us with another opportunity to revisit the question of “Who is
our client? As a public agency, we arc called on 1o help legitimate U.S. businesses that
want to expand their exports. This includes finns that have never before exporied, firms
that have limited exporting expericnce and firms with extensive experience who may
need very specific help in an overseas market. They are all appropriately our clicnts.
With limited resources it is our responsibility to allocate our time and people power
where it will do the most good. This mcans taking a broad leok at all our activities and
channeling firms into the programs most appropriate for their nesds. It also means
leveraging the resources in our local communities and working closely with them to
miake sure that firms that want fo expand their international sales have sccess to Tesources

they need.
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Recommendation #3: Commercial Service needs to ensure that ODO effectively
moniiors USEAC activities and eompliance with policies, procedures, and
regulstions, as well as NFST support, and hold ODO accountable for providing
adequate management oversight.

Although we submit that ODO management has steadily improved over the past four
yers, we recognize that additional oversight improvements are needed. With the suppont
of ITA, we are in the process of making significant structural improvernents.

By way of background, please note that during the past four vears, significant downsizing
has taken place with ODO senior management and senior management suppert staff.
These changes were made for good reason — to refurn as many scarce resources as
possible to direct client support, improve organizational consistency in programs, policics
and procedures, and streamline communications channels.  Having accomplished this
“Mattening,” it has become apparent that, although largely meeting the ahove objectives,
we needed to be sure that the new flaster and leaner ODO HO oversight team was
appropriately staffed to deliver for the organization's internal customers and its clicnis.

T work toward this end, beginning last November, we developed and have begun to pat
in place a new QD0 HO reporting struciure fo (1) fill eritical staffing gaps, (2] improve
managerment oversight and accountability, and (3) improve intemal customer service. Al
the mement, three vacancies critical to these structural changes are open for application.
We expect interviews and selections to be made within the next four weeks,

With these QDO HQ positions in place, the National Dirsetor’s role will be redirected to
increased fiekd involvement and oversight of the twelve USEAC field networks., QDO
HO day-to-day operational requirements will be managed by a supervisory GS 14, In
addition, the National Field Support Team will, once again, have a full time permanent
Dircctor. The core day-to-day administrative and programmatic functions of ODO HQ
will be re-examined and assigned to individually accountable QDO HQ stafT, Finally, all
ODH? HO) stafT will be subject to a 360 evaluation that is embedded in their performance
plan,

With this new tcam in place, we plan to hold regular HOY field management retrests
throughout the year. The purpose of these retreats will also be to improve
communication and accountability throughowt our petwork.

O is commitied 1o improving our operations to bring more and better service to U.S.
exporters, while ensuring that we adhere te C3 policy and faderal regulations.

Recommendation #4: Work with Department and OMB to ensure compliance with
OMBE Circular A-25, User Chargers.

Recent developments show that [TA iz rapidly mnf‘um:jngmm OMB Cireular A-25, The
following represent ITA S response to the OME's May 12" meme where (on page 2)

33



U.S. Department of Commerce Final Report IPE-16728
Office of Inspector General ._September 2004

OMB spclled out four the actions required by ITA to come into compliance with the
referenced Circular. .

OMB requested ITA to do the following.
1. Charge the full cost of providing services

* ITA has developed product-pricing templates to capture the full direct and indirect
costs for all of its products. : :

* ITA is developing an OMB Circular A-25 conformance plan (amdxmeut 1), which
willbepmentedtoOMB September, Components of the plan sre;
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2. Increase the price of services in which ITA has upward pricing flexibility.

I'TA 15 prepared Lo charge sufficient fees to oblain full cost recovery.

The results of cur new product pricing templates indicate that virmally all product
prices will inerease based on our methodelogy of mcluding salary costs and
overhead charges previously excluded from product price computations, 1If
product demand continues at FY 2004 levels we anticipate that significant
additional fee collections will oecur,

[TA has developed modest, yet novel, methods for underwriting our costs, such as
selling space on our websites. For 2 modest fee, we allow approved entities that
support our trade agenda 1o list their services as Business Service Providers on
our local websites (BupliS4.gov). Thiz approach benefits our clients by providing
qualified providers of services we do not offer, while the fees enable us to cxpand
our frade-promotion activitics.

In addition w charging customers for our products we have actively embraced the
simultaneous improvement of customer service while achieving cost aveidance,
In the caze of the product called Commercial News US4 (CNUSA) - a
publication. that steers overseas purchasers to American producers we have tumed
the operation over to a private third party that produces and distributes the
publication al no cost to [TA. Early feedback is that the product is successful as
well a8 cost effective.

3. Train ITA personnel to ensure a standard pricing strategy.

The training of ITA personnel has begun and will continue through fiscal year
2005 and beyond. The ITA has regularly scheduled national, regional and
international mectings of staff such as the network directors quarterly meetings
and the senior commercial officer conferences held in the 1S and abroad
throughout the year— these venues have been and will be used to communicate the
importance of the full-cost-recovery plan and reinforce the importance of
compliance.

As mentioned above, the use of standardized templates for developing product
pricing will signi ficantly address the issue of setting prices that cover production
costs. In addition, we have added increased cost collection functionality to the
requirements that we have developed for our new accounting system.

4. Address internal resistance to charging fees.

We have increased our communication regarding the importance of this issue.
Handbooks and operation manuals have been updated 1o reflect the new policy
and training has been scheduled. We anticipate that these actions will correct any
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vestige of internal resistance to full cost recovery. The Assistant Secretary for
Trade Promotion and Director General has issued material on this subject.

*  The [TA Chief Financial Officer (CFO) has met frequently with our Trade
Promotion leadership here in Washington and with the 12 United States Export
Assistance Center Directors (USEAC) and received positive feedback from all
involved. The ITA CFO will continue to reinforcs the importance of charging the
full cost for products and services and the proper collection of performance data.

= The CFO has not fourd a lingering organizational barmier to collecting full costs.
Om the contrary the Trade Promorion leadership are crafting an aggressive
marketing plan for rollout in the coming months,

Becommendation #5; Revise the C3 Operations Manual to comply with OMB
requirements for full-cost recovery, and provide staff with guidelines and training
on caleulating and collecting appropriate fees.

The CS and ITA CFO will work to ensure all approved OMB requirements for fill cost
recovery will be incorporated into the C8 operations manual. Subsequent field staff will
be briefed on new procedures and receive training on calculating and collecting
appropriate foess

Recommendation #6: Drafi contingency lease plans should the Small Business
Administration (3SBA) exit the USEACs,

The Commercial Service is pleased to report that SBA has committed to fully fund
collocation in the USEACs during FY 2004 through FY 2005, This is 2 suceess for both
of our organizations, as we work together to promote exports by ensuring SBA's trade
finance programs and services are easily accessible to 1S, exporters. Therefors,
contingency lease plans would not be potentially necessary prior fo FY 2006. The C8
will continue to monitor the situation, and will develop contingency plans at the
appropriate time if there is an indication that SBA might depart the USEACS.

Recommendation #7: Develop a plan to ensure that the USEACs can continze to
provide clients with trade finance assistance should SBA exit the USEACs.

The Commercial Service fully agrees with the 1G about the importance of trade finance
asgistance to U.S. exporters. In the past several years, our parinership with SBA and Ex-
Im has deepenad through a multituds of joint outreach events and successful clicnt
counseling opportunities. SBA and Ex-Im are critical to the effectiveness of the USEAC
network.

At the same time, the CS recognizes the need to increase Trade Specialists’ knowledge of
federal trade finance programs. This allows Trade Specialists to provide basic
information to clients and more appropriately engage limited SBA and Fx-Im personnel
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resources in counseling. CS training programs for trade specialists include segments on
trade finance assisiance,

ODO) also added an export finance specialist position to the "Specialist® program.
Through this program, designated top performing Trade Specialists cultivate knowledge
and resources about their subject mater for all siaflf. These individuals are also available
to answer questions and provide referrals for the entire organization through the DOC
Insider, our knowledge management tool.

While the Commercial Service continues 1o advocate the necessity of SBA and Ex-Tm
collocation in the USEACS, we are positioned to continue assisting exporters with their
trade finance issues in the event of SBA departure from the USEACs. Collocation is the
best mechanism for seamless delivery of serviee to exporters - but is not a prerequisite for
working together to bring trade finance information and programs to U.S. exporiers. We
remain commitied to fulfill the TPCC mandate to coordinate export promotion programs
with all of our federal partners in any way possible.

Section IL ITA is not in compliance with OMB Circular A-25 Requirements,

The draft states that pricing efforts are complicated by “a mind-set within ITA agains!
charging fees for govermnment services ™ Generally we have not found this 1o be the case.
Most employees view fees as a sound way fo ensure client eommitment and to ouarantbes
adequate resources are available (o support our clients, We believe the G heard not the
voice of our employees, but the voice of frustrated clients. Several clients fecl that as
they already pay taxes, they should not have to pay again. The Commercial Service has
been receptive to substantial price increases over the last few years, and is showing a
posilive response to curreat modeling efforts. The test is not with intemal views on fees,
but with the price elasticity our clients will face,

Attachment 1: Intemnational Trade Administration A-25 Compliance Plan,
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Legidative Authority

The Office of Inspector General conducted this program evaluation in accordance with the
Quality Standards for Inspectionsissued by the President’ s Council on Integrity and
Efficiency, and under authority of the Inspector General Act of 1978, as amended, and
Department Organization Order 10-13, dated May 22, 1980, as amended.

Program evaluations are reviews the Ol G undertakes to achieve one or more of the
following purposes:

- Provide agency managers with timely information about operations. A primary
goal of aprogram evaluation is to encourage effective, economical, and efficient
operations.

Identify or prevent fraud, waste, and abuse in federal programs. By asking
guestions, identifying problems, and suggesting solutions, the OIG helps
managers determine how best to quickly address issues identified during the
review.

Highlight effective programs or operations, particularly if their success may be
useful or adaptable for agency managers or program operations el sewhere.

Major contributors to this report were Kristen Johnson, Stephen Moore, Jennifer Nobles,
and Deborah Holmes, Office of Inspections and Program Evaluations.
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