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Agency for Internatlonal Development. 
Refers only to the headquarters orga- 
nxzatlon located In Washington, D.C. 

A program designed to convince the 
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support the Government of South Vletd 
nam. (See app. I for a more complete 
descrlptlon of this program.) 

Commercial Import Under this program, the United States 
Program Government pays the dollar costs of 

commodltles imported to Vietnam for 
local consumption. (See p. 5 for ad- 
dltlonal lnformatlon.) 

DGFA 

DOD 
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Director General for Finance and Audit. 
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fense. 

U.S. Department of Defense 
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Government of Vietnam 
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ABBREVIATIONS AND GLOSSARY OF TERMS (continued) 

USAID 

U.S Mllltary Assistance Command, 
Vietnam. This organization controls 
all U S mllltary activities in Viet- 
nam. 

Military Clvll Assistance Program. 
Through MACV, financial assistance is 
provided to solace Vietnamese families 
who have suffered bodily InJury, death, 
or property damage, resulting from 
combat actlvltles or defollatlon oper- 
ations of friendly forces. 

A unit of Vietnam's currency. The 
value of the plaster as used In this 
report 118 plasters equals one U.S 
dollar. 

Psychological Warfare. Assistance for 
this program was channeled through 
MACV. (A more complete descrlptlon of 
thus program 1s shown In app. I.) 

This program 1s more commonly referred 
to as the paclflcatlon program. It 1s 
designed to bring about economic and 
social development in the rural areas 
of Vietnam. (See app. I for a more 
complete descrlptlon of this program.) 

United States Agency for International 
Development. The AID mlsslon located 
In countries overseas are referred to 
as USAID. 
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COWTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

NEED FOR INCREASED CONTROL OVER LOCAL 
CURRENCY MADE AVAILABLE TO REPUBLIC OF 
VIETNAM FOR SUPPORT OF ITS MILITARY AND 
CIVIL BUDGETS 
Department of Defense 
Department of State, and Agency for 
International Development B-159451 

DIGEST ----_- 

WHY THE REVIEW WAS MADE 

The Foreign Operations and Government I nformatlon Subcommittee, House ?I JCfJ 
Committee on Government Operations, Investigated the U S military and 
economic assistance programs in the Republic of Vietnam In 1966 The 
Subcommittee found that the U S Agency for International Development 
(AID) mission In Vietnam had not establIshed adequate controls over the 
budgeting, release, and use of U S owned or controlled local currency 
(plasters) made avallable for support of Vietnam's c1vl1 budget 

The ChaIrman of the Subcommittee subsequently requested the General Ac- 
counting Office (GAO) to follow up with a review of the effectiveness 
of corrective actions taken 

The GAO review covered pnmanly the way controls were exercised over 
the budgeting, release, and use of plasters 

FINDINGS AlJD CONCLUSIONS 

The AID mission In Vietnam made available about 74 3 bllllon plasters 
(equivalent to about $629 7 mllllon) to suoport Vietnam's military and 
CIW 1 budgets In calendar years 1966 through 1968 The U S Military 

' Assistance Command in Vietnam was responsible fo+- admlnlstratlon of 50 9 
bllllon plasters des-rgnated for the ml 11 tary budget AID mIsslon was 
responsible for administration of 23 4 billIon plasters asslgned to the 
clvll budget (See PP 4 and 6 ) 

Since 1966 the AID mission has strengthened its administration and con- 
trols by increasing its participation In the formulation of Vietnam's 
civil budget and by earmarkIng pJasters for speclflc programs The 
Mllltary Assistance Command had also developed procedures which should 
provide a reasonable degree of control over the planning for and spend- 
ing of funds for mllltary budget support (See pp 7 and 23 to 25 ) 

Further strengthening IS needed Controls and procedures establlshed 
would generally not aetect or prevent improper payments by Government 

Tear Sheet 



of Vietnam personnel9 such as payments for unauthorized actlvltles or 
for padded payrolls (See pp 20 and 53 ) Speclflcally 

--The AID mIssIon released large sums for ~1~71 budget actlvlt7es be- 
fore the cash was needed For example, a few of Vietnam's civil 
agencies had accumulated almost 3 billion plasters (equivalent to 
$25 4 mIllIon) by December 31, 19!,, 
leased In 1968 and prior years ee 

r;pre;e;tlng unspent funds re- 

--Plasters were released for both the mllltary and c1vl1 budgets on the 
basis of unreliable and unverified Vietnam Government reports 
(See pp 7, 22, and 31 > 

--The AID mission made few postaudIts of c1v-11 expenditures made or re- 
ported by Vietnam The MI litary Assistance Cotrnnand did not make 
postaudits of military expenditures but relied upon an understaffed 
Government of Vietnam audit group (See PP 8 and 42 ) 

Facilities needed were not constructed on a timely basis Some of the 
CIW~ faclljtles were of poor quality, were in need of extensive main- 
tenance, or were not being used This occurred pnmanly because of 
failure to establish an adequate system for lnspectlng construct?on in 
process and upon completion (See PP 15 and 47 ) 

@XOMPENDATIONS OR SUGGESTIONS 

The Secretary of Defense and the Admlnlstrator of AID should establish a 
system in V7etnam for ver-ifylnq and inspecting pertinent Government of 
Vietnam reports and actlv~tles The Admlnlstrator should do as much as 
possible to ensure that Government of Vietnam reports of obligations and 
expenditures are more reliable (See pp 20 and 54 ) 

AGENCY ACTIONS AND UNRESOLVED &%WES 

The Department of Defense {DOD) and AID advised GAO In July 1969 that ac- 
tions had been and would be taken to strengthen controls over plasters 
for support of Vietnam's mllltary and clv11 budgets 

DOD stated that some of the military budget-support problems resulted 
from the communTst TET offensive which occurred only a few months before 
GAO's review (See p 17 ) 

AID stated that its Vietnam program 1s unlike any other as to both diver- 
slty of actIvlt7es and the broad geographic coverage w7th7n the country 
Under these circumstances and in light of massive Government of Vietnam 
budgetary deficits, AID believes that It. 1s lmperatlve to exercise only 
llmlted control over the release of local currency (See p 23 ) 
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Both agencies believe that controls and review practices ln use plus ac- 
tlorls to be taken, including procedural changes and staff lntreases 
needed to monitor the funds and programs 
(See pp 20 and 24 ) 

, will provide adequate control 

GAO believes that the U S agencies have made some improvements In ad- 
ministration and control over the mllltary and c1v11 budget-support pro- 
grams, but the improvements cited will still not provide adequate con- 
trol GAO believes that considerable improvements still are needed, 
especially with regard to verlflcatlon or other measures to ensure that 
Vietnam's reports of obligations and expenditures are reliable 

I MATTER5 FOR CONSIDERATIOIV BY Th!E CONGRESS 

The improvements needed and recommended In this report could be made by 
the responsible U S agencies Nevertheless, the lack of effective con- 
trol over plasters generated under U S economic assistance programs IS 
of such magnitude as to be a matter for congressional concern 

Tear Sheet 
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of Vietnam personnel, such as payments for unauthorized actlvitles or 
for padded payrolls (See pp 20 and 53 ) Specifically 

--The AID mission released large sums for c1v11 budget actlvlties be- 
fore the cash was needed For example, a tew of Vietnam's c~vtl 
agencies had accumulated almost 3 btllton plasters (equivalent to 
$25.4 million) by December 31, 19&!&,er;pr;;eI;tlng unspent funds re- 
leased in 1968 and prior years e 

--Plasters were released for both the mllltary and c1v11 budgets on the 
basis of unreliable and unverified Vietnam Government reports 
(See pp 7, 22, and 31 ) 

--The AID mission made few postaudIts of clv11 expenditures made or re- 
ported by Vietnam The Military Assistance Cotnnand did not make 
postaudits of mtlltary expenditures but relied upon an understaffed 
Government of Vietnam audit group (See PP 8 and 42 ) 

Faclllties needed were not constructed on a timely basis Some of the 
clv11 facllltles were of poor quality, were in need of extensive maln- 
tenance, or were not being used This occurred pnmarlly because of 
failure to establish an adequate system for inspecting construction in 
process and upon completion (See PP 15 and 47 ) 

IpECOibiVENDATIONS OR SUGGESTIONS 

The Secretary of Defense and the Admlnjstrator of AID should establish a 
system in Vietnam for venfylng and lnspect-rng pertinent Government of 
Vietnam reports and actlvltles The Administrator should do as much as 
possible to ensure that Government of Vietnam reports of obllgatlons and 
expenditures are more reliable (See pp 20 and 54 ) 

AGENCY ACTIONS AND UNRESOLVED ISSlJES 

The Department of Defense (DOD) and AID advised GAO in July 1969 that ac- 
tions had been and would be taken to strengthen controls over plasters 
for support of Vietnam's military and clvll budgets. 

DOD stated that some of the mllltary budget-support problems resulted 
from the communist TET offensive which occurred only a few months before 
GAO's review (See P 17 ) 

AID stated that its Vietnam program IS unl-rke any other as to both diver- 
s~ty of actlvltles and the broad geographic coverage within the country. 
Under these circumstances and in light of massive Government of Vietnam 
budgetary deficits, AID belleves that it IS lmperatlve to exercise only 
limited control over the release of local currency (See p 23 ) 
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Both agencies believe that controls and review practices in use plus ac- 
tlons to be taken, including procedural changes and staff increases 
needed to monitor the funds and programs, will provide adequate control 
(See pp 20 and 24 ) 

GAO believes that the U S agencies have made some improvements in ad- 
ministration and control over the military and clv11 budget-support pro- 
grams, but the improvements cited will still not provide adequate con- 
trol GAO believes that considerable improvements still are needed, 
especially with regard to venflcatlon or other'measures to ensure that 
Vietnam's reports of obllgatl ons and expenditures are reliable 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

The improvements needed and recommended in this report could be made by 
the responsible U.S agencies Nevertheless, the lack of effective con- 
trol over plasters generated under U S economl c assistance programs IS 
of such magnitude as to be a matter for congressional concern 



CHAPTER1 

INTRODUCTION 

The General Accounting Office has revrewed the manner 
in which United States Government agencies in the Republic 
of Vretnam were exercisrng management control over local 
currency (plasters) generated under U.S. assistance pro- 
grams for use in support of Vietnam's mllrtary and civil 
budgets. The local currency made available for support of 
the Government of Vietnam (GVN) military budget was gener- 
ally administered by the Military Assistance Command, Viet- 
nam (MAW), Department of Defense. These funds were to 
help the GVN pay local costs of supplres, transportation, 
construction, psychological warfare, mrlitary payrolls, and 
other items in the military budget The local currency 
made available for support of Vietnam's civil budget was 
administered by the Agency for International Development 
(AID), Department of State, and its missron rn Vietnam 
(USAID). These funds were to help Vietnam pay local costs 
for construction of National Police actlvitles, health and 
school facilities, salaries for revolutronary development 
(pacification) cadres, allowances for Vlet Cong and North 
Vietnamese defectors under the Chieu Hoi program, and other 
items in the civil budget. 

Our efforts were directed primarrly toward evaluating 
management controls exercised by MACV and USAID over the 
programming, release, and utilization of local currency 
made available to the GVN for calendar year 1967. A llm- 
ited amount of work was also performed on certain aspects 
of support to the GVN 1968 civil budget. Our review In- 
cluded a limited examrnation into certain keyprograms and 
onsite inspections of the effectiveness of utrllzatron and 
maintenance of some facilrties that had been constructed 
with this local currency. 

-The scope of our review is described on page 55 of 
this report. A list of the principal officials responsrble 
for administration of the actlvltles drscussed in this re- 
port is included as appendix II. 

4 



The local currency made available for support of the 
GVN mllltary and civil budgets, as discussed in this report, 
were generated by 

1. Sales of surplus agriculture commoditres under tl- 
tle I of the Agricultural Trade Development and As- 
sistance Act of 1954,as amended (7 U.S.C. 17011, 
otherwise known as Public Law 480. These commodn- 
ties are sold to Vietnam, and the local currency 
proceeds from such sales become the property of the 
United States Government and are deposlted in a 
U.S Treasury account in the National Bank of Vlet- 
nam. Each sales agreement between the United 
States and Vietnam Governments is to set forth the 
general purpose for which the funds may be used. 

2. Sales of commodities imported to Vietnam under the 
U.S.-financed Commercial Import Program, authorized 
by the Foreign Assistance Act of 1961, as amended. 
These imports to Vietnam are handled through com- 
mercial trade channels under the authority of im- 
port licenses issued by the GVN, but the suppllers 
of such commodities are paid by the United States. 
The Vietnamese importers are requrred to pay the 
GVN an amount of plasters equivalent to the dollar 
amounts paid by the United States. Thus local cur- 
rency, known as ltcounterparttt funds, is deposited 
In a special counterpart account at the National 
Bank of Vietnam, in custody of the GVN. These 
funds, however, may be withdrawn only by mutual 
agreement of both the United States and Vietnam 
Governments. 

USAID maintains fiscal control over all local currency gen- 
erated under Public Law 480 and the Commercial Import Pro- 
gram until such time as the funds are released to the Vlet- 
nam Government for approved purposes. 

The amounts of U.S. owned or controlled plasters to be 
made available for support of Vietnam's military and civil 
budgets were determined annually by mutual agreements be- 
tween the two governments. During calendar years 1966 
through 1968, about 74.3 bzlllon plasters (equivalent to 



$629 7 mllllon based on 118 plasters to one U S. dollar) 
was allocated to these budgets, as follows 

Equivalent 
wtr4 y Jln U.S. 

Calendar years dollars 
1966 1967 1968 Total (mllllons) 

-(bllllons of plasters)- 

Military budget 15.1 18.3 17.5 50.9 $431.4 
Clvll budget 6.4 8 0 9.0 23.4 198.3 

21.5 26.3 26.5 74,3 $629.7 

AdditIonal background lnformatlon concerning Vietnam's 
mllltary and clvll budgets, lncludlng lnformatlon on the 
prlnclpal actlvltles and programs dlscussed In this report 
and the utlllzatlon of local currenzy made avallable to 
those actlvltles, 1s shown In appendix I. 
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CHAPTER 2 

NEED FOR INCREASED CONTROL OVER RELEASE AND 

UTILIZATION OF MILITARY BUDGET-SUPPORT FUNDS 

Our review of the manner In which MACV exercised man- 
agement control over the programmlng, release, and utlllza- 
tlon of local currency made available for support of the GVN 
mllltary budget for calendar year 1967, lndlcated that MACV 
had developed procedures which should provide a reasonable 
degree of control over the programming and obllgatlon of 
funds We found, however, that MACV had not Implemented 
verlfLcatlon procedures which would ensure that funds were 
(1) released for authorized purposes, (2) rel&ased In 
amounts needed for current known requirements, and (3) used 
for intended purposes We found further that, although 
funds were made available for military construction, facll- 
ltles were not constructed on a timely basis Consequently, 
the construction program was only partially achlevlng Its 
goal of provldlng facllltles needed by Vietnam's armed 
forces. 

NEED FOR U.S. VERIFICATION OF PROGRAMS 
AND GVN REPORTS OF EXPENDITURES 

We found that MACV had authorized USAID to release large 
amounts of local currency to Vietnam without adequately as- 
surlng itself that the GVN documents requesting the release 
of funds were accurate and reliable. We found also that 
MACV had not conducted audits of funds already released and 
that GVN audit coverage of mllltary pay and allowances was 
insufficient, especially In view of the large number of lr- 
regularities found In the limited coverage by an under- 
staffed Vietnamese audit group. (See pp. 12 to 13.) 

The Vietnam Defense Ministry submitted to MACV a cumu- 
lative monthly report entitled "Status of Obllgatlons and 
Expenditures" showing the status of funds released under 
each chapter of the GVN budget, lncludlng lnformatlon on 
total obllgatlons and expenditures This report, herelnaf- 
ter referred to as an expenditure report, was also used to 
support the request for reimbursement of funds expended and 



to cover estimated expenditures for the forthcoming month. 
On the basrs of the expenditure data contalned In these re- 
ports, MACV authorized USAID to release funds to Vietnam, 
adJusted to some extent for any variances between reported 
expenditures and releases for the prior period 

Our review showed that the MACV Comptroller, for calen- 
dar year 1967, approved the release of 16 7 bllllon plasters 
(equivalent to $141 5 mllllon) to Vietnam on the basis of 
the expenditure reports, and, according to lnformatlon pro- 
vided by MACV offlclals, such funds were released without 
any checks or audits to verify the validity of the expendl- 
tures reported We also noted that MACV did not possess an 
organic audit capablllty at the time of our review 

Agency comments and GAO evaluation 

We were advlsed by the Department of Defense (DOD) In 
a letter dated July 23, 1969, that the MACV advisory net- 
work provided assurance that local currency made avallable 
was used for intended purposes. This was accomplished ac- 
cording to the reply by the assignment of MACV advisors to 
each budget chapter Each advisor was given responsrblllty 
for admlnlsterlng the funds allocated to his chapter, In- 
cluding verlfylng expenditures as well as controlling obll- 
gatsons. We were also advlsed that MACV did not recommend 
the release of funds to Vietnam wlthout first provldlng 
each advlsor with a copy of the monthly GVN expenditure re- 
port These advlsors,accordlng to DOD, review these re- 
ports to ensure that the expenditures reported have nn fact 
been made. 

We recognize that MACV had assigned advisors to monitor 
each chapter of Vietnam's mllltary budget. There are ad- 
visors located at the MACV headquarters level who review 
the GVN expenditure reports prior to the release of funds. 
Such reports, however9 showed only summary figures for a 
broad program area and did not contain any speclflc or 
backup documentation concerning the expenditures for which 
Vietnam requested reimbursement. Irrespectzve of the MACV 
advisor's personal famllaarlty with his asslgned budget chap- 
ter and the purpose for which funds were Initially obligated, 
we do not belleve that the MACV review can be consldered 
sufflclent for ensuring that reported expenditures have, in 
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fact, been made and that the funds were used only for ap- 
proved purposes. 

We concluded, therefore, that the procedures followed 
by MACV as explalned by DOD did not provide adequate assur- 
ances that funds were released only for authorized purposes 
and In amounts actually needed for current requirements and 
that they were used only for intended purposes. We belleve 
the foregolng conclusions and our dlscusslons In subsequent 
sections of this report concerning controls exercised over 
three maJor budget chapters, i.e., psychological warfare 
activities, mllltary pay and allowances, and mllltary con- 
structlon illustrate the need for addltlonal verlflcatlon 
and audit by MACV. 

Psychological warfare actlvltles 

Our inquiry into the Military Clvll Assistance Program 
(MILCAP), a segment of the Psychological Warfare (Psywar) 
chapter of Vietnam's mllltary budget, to which 543 mrlllon 
plasters was available from U S .-support sources In cqlendar 
year 1967, included a review of minutes of meetings of the 
Central Conslderatlon Committee This committee consisted 
of GVN Defense Ministry and MACV offlclals responsible for 
the review of maJor lndlvldual war damage claims and for 
recommending the amount to be awarded under each claim. 

The claims documents we reviewed pertained prlmarlly 
to crops and property which had been damaged or destroyed 
as a result of allied combat and defollatlon operations 
We noted that a number of claims had been disapproved by 
the Central Conslderatlon Committee and had been returned 
to the Provinces because of inadequate or confllctlng In- 
formation. We also noted that this committee had turned a 
number of claims over to Vietnam's Military Security for in- 
vestlgatlon because lrregularltles were suspected 

MACV procedures revolve prlmarlly around the wrltten 
MILCAP approval procedures which were basrcally as follows 
When a Vretnamese submits a claim, the assessment committee 
which was supposed to include a U.S. advisor was required 
to make an on-the-spot lnspectlon of the damage and prepare 
a written damage assessment report. This report was to be 
signed by the committee members and become a part of the 
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payment voucher. The clarm and damage assessment report 
was then to be sent to the Province headquarters level 
where It was to be revlewed and evaluated and an award 
amount recommended by a committee appolnted by the Province 
chief. Applicable procedures requrred that the committee 
also Include a U.S. advisor. 

The Province commlttee had the authority to approve a 
claim for payment by a GVN disbursing center up to 200,000 
plasters until September 1967 when the llmlt was reduced to 
100,000 plasters per claim Recommended awards in excess 
of these amounts were to be sent to Saigon for further re- 
view and approval by the Central Conslderatlon Commlttee. 
The United States was represented on this commlttee by MACV 
Headquarters Psywar Advisory Drvlslon representatives, who 
had final veto power over any and all claims actions. We 
were advised by MACV Psywar Dlvlslon offlclals, however, 
that the procedures were being rewritten to provide that 
all payment declslons be made at the Province level to 
speed up assistance to vlctlms. 

The checklist or procedures followed by the Central 
Conslderatlon Committee In Its review of claims required, 
In part, that an on-the-spot assessment of damage must have 
been made, However, the checklists we reviewed did not In- 
drcate whether U.S. advisors partlclpated In assessing dam- 
ages,and, since we did not have direct access to lndlvldual 
GVN claim files, we were not able to ascertain whether U.S. 
advisors had, In fact, been represented on these committees, 

We noted, and MACV Psywar Dlvlslon offlclals confirmed, 
that MACV had not implemented follow-up procedures to en- 
sure that approved claims were properly paid. Therefore, 
as part of our review, we selected 177 of the 526 cases 
representing lndlvldual claims of 100,000 plasters or more 
that had been approved by the Central ConsrderatlonCommlttee 
under the calendar year 1967 budget. The 526 cases involved 
claims of 253.6 mllllon plasters, and the 177 cases selected 
for review involved claims of 129.0 mllllon plasters. Some 
of the earlier claims reviewed ranged up to 3 mllllon plas- 
ters. However, the GVN established a maximum llmlt of 
500,000 plasters per claim In September 1967. 
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Although we did not have direct access to payment rec- 
ords and flies, U.S. offlclals were able to obtain certain 
payment lnformatlon for us concerning the 177 claims This 
lnformatlon showed that 134 of the 177 claims had been 
cleared for payment by the GVN dlsburslng center but that 
checks had thus far been issued In only 89 cases This in- 
formation also showed that the claims were paid In the same 
amounts approved by the Central Conslderatlon CommIttee, 
receipts were obtained from the claimant, and payments d1.d 
not exceed the celling established by the GVN for an lndl- 
vldual claim It should be emphasized, however, that our 
tests were very limited In scope and involved only a small 
percentage of the more than 40,000 claims submitted under 
MILCAP at that time. 

Agency comments and GAO evaluation 

In a letter to us dated July 23, 1969, DOD essentially 
reiterated the procedures for the MILCAP program outllned 
above and stated that, although advisors mrght have lndl- 
cated otherwise, there were no current plans to rewrite the 
MILCAP procedures since they were considered to be satls- 
factory DOD also stated that, pursuant to a recent GVN 
decree, only claims for combat damages to common lnstalla- 
tions, rellglous headquarters, private schools, and hospl- 
tals were consldered under MILCAP and that other types of 
claims would be paid under another program 

On the basis of our review, we do not believe that 
MACV had exercised an effective degree of management con- 
trol over this program. As stated on page 9, we noted that 
a number of MILCAP claims approved for payment by the Prov- 
lnces had been reJected for lrregularltles after review by 
the Central Conslderatlon Commrttee at the Saigon level 
These lrregularltles had occurred In both the damage assess- 
ment and evaluation phases which indicated that procedures 
and controls at the Province and lower levels of the GVN 
had not been implemented effectively. The absence of effec- 
tive procedures and controls at these levels could be quite 
serious since a slgnlflcant number of the claims were In 
small amounts (less than 200,000 plasters prior to Septem- 
ber 1967 and 100,000 plasters after that date) and could be 
approved for payment by the Provrnce without referral to the 
Central Conslderatlon Committee in Saigon. Consequently, 
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lrregularltles exlstlng In the assessment and evaluation 
phase for small claims would not generally be detected 

We noted during our review that MACV had not ample- 
mented a follow-up system to ensure that approved claims 
were pald In the proper amounts and that the funds paid 
were actually received by the claimants Therefore, we be- 
lieve that good flnanclal management practice would dictate 
such a follow-up system 

Mllltary pay and allowances 

During our review of management controls exercised by 
MACV to ensure that proper use was made of local currency 
made avallable m calendar year 1967 (12 8 bllllon plasters) 
for support of the GVN mllltary payrolls, we were advised 
by MACV offlclals that U.S advisors had not been assigned 
to review applicable payrolls We were advised also that 
payrolls were fully acceptable to MACV as long as they had 
been signed by the commander of a GVN dlsburslng center and 
by an offlclal of Vietnam's Defense Ministry Dlrectorate 
General for Finance and Audrt (DGFA). 

MACV offlclals Informed us that, although a U.S ad- 
visor had been located at each of the nine maJor GVN dls- 
burslng centers, the primary mlsslon of these advisors was 
to provrde advlce to GVN officials on ways to improve flnan- 
cial administration The advisors were not responsible for 
making detailed reviews of payroll documentation Neverthe- 
less, the advisors would continue to stress to the comman- 
ders of the dlsburslng centers the importance of proper 
signing and postaudlts of payrolls toward the achievement 
of good fhnanclal admlnlstratlon We found, however, that 
U S. advisors had been assrgned to the five dlsburslng cen- 
ters located outside the Saigon area only since September 
1967 and, at the time of our review In June 1968, one of 
these posltlons had not been occupied for about 6 months, 

In addition to the general absence of postaudlts by 
MACV personnel, we found that the DGFA was seriously under- 
staffed At the time of our review, for example, only 50 
of the 125 posltlons authorized to the DGFA's Audit Dlvlslon 
were filled Irrespective of this fact, MACV offlclals pro- 
vided us with lnformatlon which showed that the number of 
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payroll zrregularlties disclosed by these auditors m calen- 
dar year 1967, lnvolvlng about 42 4 mllllon plasters, were 
double the number of lrregularltles disclosed In calendar 
year 1966. The Increased number of lrregularltles disclosed 
by the DGFA were, In our oplnlon, lndlcatlve of the general 
need for increased control over funds made available for 
mllltary pay and allowances 

Agency comments and GAO evaluation 

DOD advlsed us In a letter dated July 23, 1969, that 
It believed that the mllltary pay funds made available to 
the GVN had been and were being properly utlllzed DOD 
stated that approved payrolls, certlfled by the commander 
of a GVN dlsburslng center, approved by an offlclal of the 
Mlnlstry of Finance's Obllgatlon Comptroller, approved by 
an offlclal of the DGFA, and postaudlted by the dlsburslng 
center and the DGFA, were accepted by MACV. In view of 
these controls, DOD believes a detailed audit of payrolls 
by U.S. personnel prior to the release of cash to the GVN 
1s considered unnecessary. 

DOD commented further that the increased number of 
cases of lrregularltles lnvolvlng mllltary pay In 1967 was 
attributable to an increase in the actual number of audits 
performed from 269 In 1966 to 367 m 1968 and that the ln- 
creasing strength and efficiency of the DGFA Audit Dlvlslon 
resulted In fewer cases of lrregularltles remalnlng unde- 
tected. DOD also advised that actual strength of the DGFA 
Audit Dlvrslon had been increased from 50 to 82 In an effort 
to increase audit effectiveness and that MACV advisors fre- 
quently accompanied the GVN auditors during audits Addl- 
tlonally, the number of lrregularltles lnvolvlng mllltary 
Pay, the amount Involved, and the dlsposltlon of the cases 
are monitored on a monthly basis by personnel In the MACV 
Office of the Comptroller 

The above improvements cited by DOD should, we believe, 
substantially contribute to an improved degree of admlnls- 
tratlon and control over mllltary pay and allowances The 
beneficial effects of the increased audit effort are evident 
and the increase of more than 60 percent In the GVN's audit 
capablllty, as cited by DOD, should result In improved ad- 
mlnlstratlon of funds released, However, we belleve also 
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that the results of the GVN audits In 1967 are rndrcatlve 
of the need for even tighter controls and improved admlnrs- 
tratlon by both MACV and the GVN and that substantial bene- 
fits can be derived from these addltlonal efforts. 

We believe further that MACV should give consrderatron 
to increasing the number of U.S. advrsors to the Mrlltary- 
Pay-and-Allowances chapter of the budget. This would per- 
mit a greater degree of particlpatlon and coordlnatlon with 
GVN efforts In this area and would mrnlmlze the necessrty 
for MACV to continue to rely so heavily on GVN audits and 
controls. We believe also that audits of payrolls should 
not be limited to postaudlts but should include a srgnlfi- 
cant number of documented onslte observatrons and verlfrca- 
trons of payroll disbursements. In our oplnlon, this In- 
creased control should help to preclude or mlnlmlze the 
types and number of lrregularltles that have occurred, par- 
tlcularly the detection of payroll "ghosts", i.e., the In- 
cluslon of a payee on the payroll who either performs no 
mrlltary duty or who IS either dead or nonexistent. 
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CONSTRUCTION PROGRAM GOALS 
ONLY PARTIALLY ACHIEVED 

Cur review lndlcates that the mllltary budget-support 
construct&on program for calendar year 1967 had only par- 
tlally achieved its goal of provldlng faclllties needed by 
Vletnamls armed forces. 

The GVN defense budget In calendar year 1967 Included 
about 1.1 blllion paasters for about 519 construction pro-J- 
ects. This included 201 proJects In which 354.7 mllllon 
plasters, representing 50 percent of the estimated cost of 
each of the 201 proJects, was to be made available from 
U.S. owned or controlled local currency. Although the lm- 
plementlng agreement with the GVN was quite general In na- 
ture and did not specify a time frame in which construction 
was to be completed, the approved calendar year 1967 bud- 
get, as agreed to by the GVN and MACV, was considered mrnl- 
ma1 for 1 year's requirements for constructage of these 
proJects, most of which were noncomplex and quite small in 
size. 

Our review and analysis of reports showing the pssg- 
ress being made on the 201 construction proJects showed 
that, at March 1968, only 56 were complete. Another 54 
proJects were in various stages of completion, for a total 
of 110 proJects completed or under construction. Construc- 
tion had not, at that date, started on the remaining 91 
projects. We noted that construction time for most com- 
pleted proJects generally ranged from about 1 to 3 months 
and that many of the facllltles under construction, such 
as prefabricated steel bulldlngs for barracks, warehouses, 
and latrines, were not of a complex nature. 

Addltlonally, we found lndlcatlons that, due to under- 
staffing, MACV had not been able to effectively monitor 
the approximately 1,714 proJects under construction at varl- 
ous times during the period January 1, 1967 to March 1, 
1968. MACV officials advised us that, for construction 
projects financed with U.S mllltary approprlatlons, they 
were required to malntaln accountablllty records on com- 
pleted proJects, to partlclpate In the turnover and ac- 
ceptance of completed proJects, and to ascertaln through 
end-use lnspectlons that such facllltles were properly 
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constructed, maIntaIned, and effectrvely utlllzed by the 
GVN. We were advrsed also by such offlclals that srmrlar 
requirements did not exist for construction progects which 
were financed with the types of local currency dlscussed 
In this report. 

The monrtorlng that does exist on new construction and 
maJor rehabllrtatlon proJects financed with U.S.-dollar ap- 
proprlatrons and local currency generated under U.S. pro- 
grams, for calendar years 1965 through 1968, had been the 
responslbllrty of MACV area engineer advrsors asslgned to 
Vietnam's 12 area constructron offrces located throughout 
Vietnam. At the time of our review rn June 1968, however, 
there were only SIX advlsors asslgned to the 12 offlces. 
These advisors, during the period from January 1, 1967, to 
March 1, 1968, had responsrblllty for monltorlng a total 
of about 1,714 construction proJects under varrous U S.- 
funding programs throughout Vietnam, for an average of about 
286 proJects per advisor. 

We revlewed the MACV advisor's "Weekly Actrvltles Re- 
ports" for the period January 1, 1967, through March 23, 
1968, for 29 maJor new constructron proJects completed with 
local currency made avallable under the calendar year 1967 
mllltary budget-support agreement. Although we were ad- 
vised that there was no requirement for MACV advisors to 
inspect construction that was financed with these funds, 
the MACV handbook for guidance of Its advlsors appeared to 
require such rnspectlons, We found lndlcatlons, however, 
that some rnspectrons had been made on 17 of the 29 pro-J- 
ects but that onsrte lnspectlons had apparently not been 
made on the remarnlng 12 proJects. 

MACV offlcrals advlsed us that a request for a change 
In the MACV table of drstrlbutlon to increase the number 
of advisors from SIX to 12 had been submitted to the Com- 
mander In Chief, Paclflc, for review and approval. MACV 
stated that the expected assignment of SIX addltlonal ad- 
vrsors would allow U S. partlclpatron in the acceptance and 
transfer ofcompletedfacllltles and the establishment and 
marntenance of related accountabllrty records. 

On the basis of our*'revlew, we believe that MACV needs 
to implement procedures which will require physical 
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lnspectlon and monltorlng of all U S -supported construc- 
tion proJects whether financed by U S mllltary approprla- 
tlons or with local currency The monltorlng and lnspec- 
tlon should be performed both during and after construction 
to ensure that these facllltles are properly constructed, 
utilized, and malntalned We believe also that accountabrl- 
lty records may become essential at some future date as 
they provide a permanent record of facllltles financed 
under the U S assistance program and form an excellent man- 
agement tool In the determlnatlon of future maintenance and 
facility requirements, 

We belleve further that such a program not only ~111 
serve to ensure the proper construction and maintenance of 
currently programmed facllltles, but also will aid MACV In 
determlnlng the need for future facllltles on the basis of 
the utlllzatlon made of those already completed and consls- 
tent with the GVN's lndlcated In-country capablllty to com- 
plete and absorb further programs. 

Agency comments and GAO evaluation 

DOD advised us 1.n a letter dated July 23, 1969, that 
It did not challenge the accuracy of the statlstlcs regard- 
ing the 1967 new construction program, as cited In this 
section of our report, but that It did not concur In our 
statement that the 1967 construction program had only par- 
tially achieved Its goals, DOD explained that the cl-ted 
statistics were, as of March 1968, Just subsequent to the 
TET offensive which disrupted all construction programs in 
Vietnam and that normal execution time for the construction 
program was 2-l/2 years DOD added that, as of July 1969, 
the construction program consisted of 197 proJects, of which 
154 of the proJects had been completed and 36 were nearing 
completion, These totals constituted an achievement level 
of 97 percent for the 1967 program DOD also advised that 
contlnulng advisory effort was being expended to enhance 
program execution and that the use of management tools and 
lndlcators, such as automated data processing support for 
program monitoring, was lncreaslng and would facllltate the 
ldentlflcatlon and resolution of problem areas. 

DOD stated that It concurred wrth our report state- 
ments regarding the importance of physlcal monltorlng of 



proJects and In our conclusion regarding the need for addl- 
tlonal U.S. advlsors in this area* It stated (1) that SIX 
addltlonal U.S advisors had been asslgned, (23 that, with 
247 proJects currently under construction, each advisor had 
an average of 20 proJects to monitor, compared with approxl- 
mately 53 proJects pep advisor at any one trme In 1967, and 
(3) that the MACV E nglneerlng Advisory Dlvlslon design per- 
sonnel were also available for technlcal assistance. 

Concerning postconstruction monitoring of proJects, 
DOD has advised that GVN fundlng of routine maintenance has 
been and continues ta be far below an acceptable standard 
for efflclent facllrtles maintenance but that MACV and the ' 
Mlsslon Council have requested the GVN to substantially in- 
crease funds for this purpose. DOD has commented that Vlet- 
nam's armed forceg are responsible for monltorlng subse- 
quent maintenance and utlllzatlon of construction proJects 
and that understafflng of the GVN components speclflcally 
charged with this monltorlng 1s a recognized problem DOD 
has also stated, however, that MACV's Engineering Advisory 
Dlvlslon also malfitalns an interest In these areas and may 
recommend wlthdratial of U.S.-support funds for cause. 

Perhaps more Important, DOD advised that, prior to ap- 
proval of new construction requirements fo? calendar years 
1969 and 1970, a Joint US/GVN commlttee, lncludlng base de- 
velopment, progrmlng, and engineering representatives, 
vlsrted the proposed proJect sites and, among other things, 
ejcamrned into the maintenance and utrllzatlon of existing 
facilities. DOD has advised that misused or poorly maln- 
tanned facllltle's are ldentlfled to the respective Vlet- 
namese authorltles for recommended corrective actlon and ' 
that MACV 1s presently conducting a maintenance study of ' 
Vietnam's armed forces facrlltres This study will cover 
all aspects of faellltles management and maintenance and 
wrll include recomended courses of action to aid in ensur- 
mg proper utlllzatlon and maintenance of these facllltles. 

The improvements cited by DOD should, If fully ample- 
mented, effect a substantial degree of improvement In MAW's 
monltorlng of the mllltary construction program. The in-1 
creased use of management tools and an increase In the t 
number of U S advIsors should improve U S. monltorlng of 
the execution phase of this program and, in particular, the 



onsite lnspectrons which were made prior to approving the 
construction programs for calendar years 1969 and 1970. 
We belleve these changes ~111 contrlbute measurably toward 
the reallstlc determlnatlon of future program levels and 
toward ensuring the proper maintenance and utlllzatron of 
existing facilities. 

We belleve, however, that MACV's morntorlng of the 
postconstructlon phase should also include partlclpatlon In 
the turnover and acceptance of completed facllltles and a 
regular program of continual onslte observation of the 
maintenance and utrllzatlon of facllltles rather than rely- 
ing on one lnspectron to pro&e needed lnformatlon Con- 
tlnual monltorrng will provide assurance that facllrtles 
financed with U.S.-support funds were properly constructed 
and completed and provide contlnulng assurance that faclll- 
ties are being properly maintained and utilized. 

The need for this monrtorlng 1s all the more evident 
In view of the stated understafflng of Vietnam's mllltary 
commands speclflcally charged with these responslbllltles. 
Moreover, In view of the stated need for addltlonal funds 
for the maintenance of facllltles, MACV should continue to 
stress to the GVN the need for such funding. 

Regarding execution of the calendar year 1967 construc- 
tion program, we recognize that the cited statlstrcs were 
dated Just subsequent to the TET offensive which occurred 
In the early part of calendar year 1968 However, we in- 
dlcated on page 15 of this report that many of the faclll- 
ties being constructed were not of a complex nature and 
construction times for most completed major facllltles only 
required about 1 to 3 months Nevertheless, at March 1968 
or l-1/4 years after the start of the calendar year 1967 
GVN budget year, work had not started on about 45 percent 
of the programmed proJects. We believe this to be lndlca- 
tlve that the construction program financed under the mill- 
tary budget-support agreement was not progressing as rapidly 
as It should have been. 
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CONCLUSIONS AND RECOMMENDATIONS 

We concluded that MACV had developed procedures which 
should ensure a reasonable degree of control over the pro- 
grammlng and obllgatlon of local currency made avallable by 
the United States for support of the GVN mllltary budget. 
We found, however, that MACV had little control over funds 
after their release to the GVN and MACV had lnsufflclent 
lnformatlon concerning the actual utlllzatlon of those 
funds. In response to our draft report, DOD advised us by 
letter dated July 23, 1969, that substantial improvements 
In the control and monltorlng of local currency had been or 
would be made by MACV These improvements pertain prlmarlly 
to procedures for release of funds to the GVN and to the ad- 
mlnlstratlon and subsequent verlflcatlon of funds released 
for payment of mllltary pay and allowances and for support 
of the GVN mllltary construction program. 

We are of the oplnlon that the strengthened procedures 
should provide MACV with conslderable lnformatlon concern- 
ing local currency programs, but the procedures ~111 still 
not provide sufflclent lnformatlon to ensure that funds are 
(1) released for authorized purposes, (2) released only in 
amounts needed for current requirements, and (3) used for 
Intended purposes. Although our review was directed prl- 
marlly toward an evaluation of controls exercised by MACV 
instead of ldentlfylng speclflc instances of lrregularltles 
In the GVN's use of funds, we have concluded, nevertheless, 
that MACV controls and monltorlng practices generally were 
not sufflclent to preclude or detect the existence of lm- 
proper disbursements, such as payments for payroll ghosts. 

We believe that additional monltorlng, audits, and in- 
spections are needed and, In particular, that some degree 
of verlflcatlon of reported expenditures should be per- 
formed prior to releasing any addltlonal cash funds to the 
GVN for Its mllltary budget. 

Recommendations 

We recommend that the Secretary of Defense take such 
steps as are necessary to ensure that MACV: 

c 
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1. Implements procedures to verify the accuracy of 
figures shown In GVN monthly reports of obllgatlons 
and expenditures. Since local currency for Vietnam 
mllltary budget support was released on the basis 
of data shown in these reports, such verlflcatlon 
seems essential to provide some assurance that funds 
are released In proper amounts and for valid pur- 
poses 

2. Establishes a systematic system for the continual 
monltorlng and physical lnspectlon of the various 
actrvltles and programs financed with local cur- 
rency made available under the mllltary budget- 
support agreement. The system should, if properly 
implemented, ensure that current programs are prop- 
erly implemented on a timely basis and perhaps more 
important, should provide MACV with sufflclent data 
for determining future program levels consistent 
with the needs and capabllltles of the GVN economy. 
This may require an increase In the number of U S 
advisors in some areas, especially with regard to 
the Military-Pay-and-Allowances chapter of the bud- 
get. 
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CHAPTER 3 

NEED FOR INCREASED CONTROL OVER 

PROGRAMMING, RELEASE, AND UTILIZATION 

OF CIVIL BUDGET-SUPPORT FUNDS 

Our revrew of the manner In which USAID exercised con- 
trol over the programming, release, and utlllzatlon of lo- 
cal currency made avallable for support of Vietnam's civil 
budget, revealed that, although USAID's admlnlstratlve and 
financial controls over these funds had Improved somewhat, 
as described in the appropriate subsectrons of this chapter, 
the controls continued to remain weak and to need conslder- 
able strengthening. 

We found, for example, that durrng calendar year 1968 
USAID continued to release funds programmed for calendar 
year 1967 to actlvltles that were not covered by required 
US/GVN lmplementlng proJect agreements. Also, USAID con- 
tinued to release local currency on the basis of GVN re- 
ports that were unreliable and had not been verified. Con- 
sequently, large amounts of local currency had been re- 
leased prematurely to the actual needs of the Vietnam Gov- 
ernment. These funds were not promptly utlllzed by the GVN 
but were instead accumulated under GVN control in a central 
construction account and In the provlncese 

Although the absence of surtable records and rnforma- 
tlon at USAID prevented us from determining the total 
amount of funds accumulated by the GVN, lnformatlon was ob- 
tained that identified at least 1.16 bllllon plasters which 
was made avarlable under the calendar year 1967 clvll 
budget-support program but was still unexpended at June 30, 
1968. Addrtlonal lnformatlon was obtained in July 1969 
that ldentlfled almost 3 bllllon plasters (equivalent to 
about $25.4 mllllon) which had been released to the GVN In 
calendar years 1966 through 1968 but was still unexpended 
at December 31, 1968. In our opinion, good financial man- 
agement would not permit these local currency funds to be 
removed from U.S. control and to then lie idle for long 
periods of time In accounts under the sole control of the 
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GVN. We also belleve that, in view of the massive budget 
deflclts exlstlng In Vietnam at the time, these Idle funds 
might possibly have been bettler utlllzed on other hlgh- 
priority programs which were experlenclng a shortage of fl- 
nancial resources. 

We found further that USAID had not implemented ade- 
quate verlflcatlon and monltorlng procedures which would 
ensure the reasonableness of local currency amounts re- 
quested by the GVN and would ensure that funds are (1) re- 
leased for authorized purposes, (2) released only 1.n 
amounts needed for current known requirements, and (3) used 
for intended purposes. In addition, construction program 
goals financed under certain calendar year 1967 clvll bud- 
get programs were not attained on a timely basis. Some of 
the facllltles already constructed were of poor quality, 
were in need of extensive maintenance, or were not being 
utilized. 

We found, however, that USAID's partlclpatlon in for- 
mulatlon of the GVN civil budget for calendar year 1967 had 
increased over that of the prior year and, in contrast to 
1966, local currency made available in calendar year 1967 
was earmarked for specific programs. 

Our review related primarily to calendar year 1967 
programs and actlvltles. In view of the seriousness of de- 
flclencles described above, a limited amount of work was 
also performed on calendar year 1968 civil budget actlvl- 
ties. 

Agency comments and GA8 evaluation 

We brought the deflclencles summarized above (except 
that lnformatlon obtained in July 1969), and which are ex- 
plalned in detail In subsequent sections of thrs report, to 
the attention of the Agency for International Development 
In a draft report In April 1969. In a letter to us dated 
July 18, 1969, the Auditor General of AID explained the 
problems dIscussed in our draft report by statrng that the 
program in Vietnam was unlike any other AID country program 
as to both the diversity of actlvltles and geographic cover- 
age wlthln the country. These factors are considered rele- 
vant by AID to the amount of audit and surveillance coverage 
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that can be accomplished. He advlsed that the Vietnam Gov- 
ernment was being urged and encouraged to slmpllfy Its fls- 
cal procedures and to accelerate Its rural development ex- 
pendltures In order to take the polltlcal lnltlatlve from 
the Communists. AID belleves, therefore, that, under such 
circumstances and in light of massive GVN budgetary def- 
1c1ts, It becomes lmperatlve to exercise only llmlted con- 
trol over the release of counterpart funds lest the whole 
momentum be stifled. Furthermore, many of the geographic 
areas In which expenditures are made are Insecure, at least 
part of the time. 

USAID had previously advised us by letter dated June 2, 
1969, that It did not consider that funds had been released 
In excess of Vietnam's current needs but that funds might 
have accumulated rn some instances because of delays by the 
Provinces In reporting their expenditures and because of 
the extreme shortage of GVN financial resources. With re- 
spect to our comments regarding the need for verlflcatlon 
of GVN reported expenditures prior to releasing addltlonal 
funds, USAID believes that It 1s not feasible to retain the 
size staff which would be necessary to malntaln the strict 
controls our report appears to recommend. 

Nevertheless, USAID has cited a number of improvements 
that It made, or intends to make, to strengthen controls. 
These improvements include an increase In audit coverage of 
local currency prodects, assignments of additional engl- 
neers to monitor construction proJects, and the lmplementa- 
tlon of field reporting on expenditures of local currency. 
In addltlon, steps will be taken to improve the usage of 
these reports and to reiterate In writing to responsible 
offlclals their responslblllty for proJect monltorlng and 
reporting. USAID also has stated that dlscusslons will be 
held with the GVN to develop procedures speclfl%ally de- 
signed for controlling overreleases of funds to the Prov- 
lnces and the construction account. USAID believes that 
present procedures plus the above cited improvements will 
provide adequate control over the use of U.S.-controlled 
local currencies. 

d 
Although USAID has Improved and continues to improve 

the admlnlstratlon and monltorlng of local currency, we 
believe that signzflcant improvements are still necessary 
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in order for USAID to attain an effective degree of control 
over this currency. In particular, our analysis of the new 
procedures (see pp* 39 to 401 developed by USAID for con- 
trolling fund releases lndlcates that these new procedures 
will only partially resolve the problem of overreleases to 
the Provinces and the construction account. 

We belleve further that effective controls need not 
lmpalr or stifle the progress of programs, as rndlcated by 
AID, but should contribute to increased efflclency In pro- 
gram Implementation. It seems that, In view of the massive 
budget deficits existing in Vietnam, effective flnanclal 
management would help to ensure that maximum benefits are 
obtained for the llmrted resources available. 

In the following sections of this chapter, we present 
In more detail the results of our review for calendar year 
1967, lncludlng lnformatlon pertaining to calendar year 
1968, and USAID's comments concerning our findings. We 
have also included USAID's comments, where appropriate, re- 
garding improvements made or to be made and certain addl- 
tional information of a more current nature. 
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PROGRAMHING AND MONITORING OF LOCAL 
CURRENCY COULD BE IMPROVED BY 
INCREASED USE OF PROJECT AGREEMENTS 

Our review showed that USAID had released large amounts 
of local currency to the Vietnam Government for actlvltles 
not covered under speclflc proJect agreements. We found, 
for example, that as of November 1967 such releases under 
the calendar year 1967 US/GVN clvll budget-support master 
agreement amounted to a total of about 1.9 bllllon plasters. 
We belleve that proJect agreements are an important control 
factor 1n that they not only provide a basis for tighter 
programming of the llmlted flnanclal resources available but 
also provide the basis to verify actual expenditures. In 
our opinion, the use of proJect agreements also places USAID 
In a more knowledgeable posltlon In dealing with Vietnam of- 
flclals, especially If It should later become necessary to 
obtain reimbursement from Vietnam for funds which may have 
been released In amounts excess of current needs and/or for 
funds which may have been expended for unauthorized pur- 
poses. 

ProJect agreements set forth the obJectives, courses of 
action, and responslbllltles of USAID and the Vietnam Gov- 
ernment. These agreements are speclflc mth regard to the 
amounts of funds to be made available and the uses to be 
made of such funds. In addition, the provlslons of the 
agreements are monlt-ored by proJect managers assigned both 
by USAID and the Vietnam Government. As an example, a proJ- 
ect agreement for general agricultural support provided that 
USAID would finance a contract mth the Republic of China 
Joint Commlsslon on Rural Reconstruction to furnish 62 agrl- 
cultural technlclans to work with Vietnam's Ministry of Rev- 
olutionary Development paclflcatlon teams in selected ham- 
lets to improve agricultural production. 

The agreement provided that three of the technlclans be 
assigned to Saigon and that 13 hamlet team leaders and 13 
teams of three members each, backed up by seven roving team 
members, be assigned to hamlets selected by the Vietnamese 
Province chief. The Province chiefs were to assign the spe- 
cific teams to the hamlet. they selected. The Vietnam Gov- 
ernment was to provide seeds, demonstration equipment, and 
materials, USAID would pay the dollar costs of the contract. 

26 



The Chinese technlclans were to have been tralned In general 
agriculture, were to be experienced In working with rural 
Peoples and were to be graduates of a vocational agriculture 
school. 

The US/GVN clvll budget-support master agreement for 
calendar year 1967 provided that after June 30, 1967, funds 
would not be released to any proJect not covered by a 
speclflc proJect agreement. Moreover, an April 1967 USAID 
memorandum to USAID dlvlslons reiterates this policy. How- 
ever, our review showed that USAID had, In some cases, re- 
leased funds after June 30, 1967, for certain lndlvldual ac- 
tlvltres either not covered by speclflc proJect agreements 
or released in amounts excess to that speclfled In lndlvld- 
ual agreements. Release numbers 2, 3, and 5 of the follow- 
ing schedule of releases through May 1968 illustrate these 
facts, 

Release number Date 
Cumulative amounts 

Protect agreements Releases 

(bllllons of plasters) 

1 May 1967 1.4 
2 Sept. 1967 1.0 3.0 
3 Oct. 1967 3.1 3.7 
4 Nov. 1967 4.8 4.8 
5 May 1968 5.4 5.8 

The first three releases include 1.5 bllllon plasters re- 
leased for the Revolutionary Development program. Our re- 
view shows that a detailed proJect agreement for that pro- 
gram was not signed by USAID and Vietnam offlclals until 
June 1968. 

We noted, however, that USAID had attempted, on at 
least one occasion, to llmlt the release of local currency 
to only those programs covered by proJect agreements. This 
occasion occurred In November 1967 when USAID limited the 
release of funds to about 1.1 bllllon plasters so that the 
cumulative releases would not exceed 4.8 bllllon plasters 
which was equivalent to the total amount of proJect agree- 
ments then In process. Since USAID followed the practzce at 
that time of releasing funds on the basis of obllgatlons as 
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reported by the GVN and total obllgatlons under the proJect 
agreements amounted to only 2.9 bllllon plasters, USAID had, 
In effect, released a cumulative total of 1.9 bllllon plas- 
ters for actlvltles not under proJect agreements. 

We believe that, to maintain better control of local 
currency, USAID should implement procedures to require that 
local currency be released only to actlvltres under proJect 
agreements. These agreements should be properly approved 
and monltored, and funds should be released to such proJects 
only after the amounts requested have been verlfled and ap- 
proved by the respective proJect managers. 

&ency comments and GAO evaluation 

USAID commented that It shared our view concerning the 
importance of speclflc proJect agreements but that the mas- 
ter agreement between the United States and Vietnam Govern- 
ments and the Jointly approved budget governing the use of 
local currency generated under U.S.-financed programs were 
the primary documents for controlling the expenditure of 
such currencies. 

We were further advised that In 1967 USAID was In the 
process of relnstltutlng the use of proJect agreements. 
However, USAID personnel involved In the program at that 
time were, In a number of Instances, not famlllar mth the 
use of proJect agreements. This necessitated that USAID 
provide a fair amount of training to such personnel. In ad- 
dition, there were delays In drafting the proJect agreements 
because those personnel involved were concqrned first mth 
processing dollar-obllgatlng documents and then with devel- 
oplng the fiscal year 1969 budget submlsslons. @ 

In view of these problems and since there was a Joint 
US/GVN master agreement on the use of local currency, USAID 
had agreed with Vietnam to continue releasing local cur- 
rency through June 30, 1967, without requiring the exls- 
tenee of a speclflc signed proJect agreement. USAID also 
commented that, In Its oplnlon, the schedule on page 27 
ovekstated our posltlon because the first three releases 
were for obllgatlons incurred prior to June 30, 1967. On 
the basis of the circumstances stated above and the right to 

D 
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postaudlt, USAID stated the belief that It was exerclslng 
suffrclent control to protect U.S. Interests. 

We recognize the importance of a Joint US/GVN approved 
budget and master agreement, and the right to postaudlt. 
We recognize also that In calendar year 1967 USAID was re- 
snstltutlng the use of proJect agreements. We do not con- 
cur, however, with USAID's belief that these factors, cou- 
pled with their problems In relnstltutlng proJect agree- 
ments, indicate that USAID was exerclslng sufflclent con- 
trol to protect U.S. interests. 

Information contained in the US/GVN master agreement 
for calendar year 1967, which includes amounts budgeted for 
specific programs, was quite general and broad In scope and 
did not include the details generally encompassed ln proJect 
agreements for speclflc actlvltles and programs. In con- 
trast, proJect agreements are quite detailed in speclfylng 
the proJect goals, responslbllltles of the Unlted States and 
Vietnam Governments, p urposes and llmltatlons for which 
funds may be used, and various types of lnformatlon to as- 
slst lmplementatlon of the proJect. In our oplnlon, these 
details provide both USAID and the Vietnam Government not 
only the basis for tighter programmIng and adrnlnlstratlon of 
clvll budget actlvltles but also the basis to better evalu- 
ate proJect lmplementatlon and verify the uses made of funds 
provided. 

In connection tJlth USAID's comment that the right to 
postaudlt 1s one of the factors lndlcatlng that it had exer- 
cised a reasonable degree of flnanclal control, we have ex- 
plained on page 42 of this report that USAID had devoted an 
lnsufflclent amount of audit effort toward audits of local 
currency during the period July 1967 to June 1968, More- 
over, USAID agreed that 1.t had long recognized the need for 
additional audit coverage of clvll budget-support programs. 

We also cannot agree mth USAID's comment that the 
schedule on page 27 overstates our posatlon In that the 
first three releases were for obllgatlons incurred prior to 
June 30, 1967. We should first point out that the US/GVN 
master agreement for calendar year 1967, as well as other 
USAID instructions, stated that funds would not be released 
after June 30, 1967, to any actlvlty not covered by a 
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proJect agreement. It seems, therefore, that obllgatlon 
dates would have had no bearing on the releases since the 
controlling factor should have been the existence of proJect 
agreements at June 30, 1967. Nevertheless, we found that 
only the first two releases were for obllgatlons reported as 
Incurred by the GVN at June 30, 1967. Moreover, we found 
also that USAID had released 1.5 bllllon plasters for the 
important Revolutionary Development (paclflcatlon) program 
during the period from May to October 1967, although the ap- 
plicable proJect agreement was not signed until June 1968. 
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FUNDS RELEASED PREMATURELY 
TO CURRENT KNOWN NEEDS 

We found that USAID had released large amounts of local 
currency under the clvll budget-support agreements for cal- 
endar years 1967 and 1968 before the cash was actually 
needed. We ascertained that, as of June 30, 1968, at least 
1.16 bllllon plasters released under the 1967 agreements 
had not been expended but had Instead been accumulated In 
various accounts and Provinces under sole control of the 
GVN. Addltlonal lnformatlon was obtained from the GVN In 
July 1969 that ldentlfled almost 3 bllllon plasters (equlv- 
alent to $25.4 mllllon) which was released by USAID in cal- 
endar years 1966 through 1968 under three U.S,-supported 
programs and construction proJects and which had been ac- 
cumulated by December 31, 1968. 

Although the lack of lnformatlon at USAID prevented us 
from determlnlng with any degree of accuracy the total 
amount of funds that had been accumulated, the established 
GVN system of reporting obllgatlons and expenditures was 
such that consrderably more local currency may have been 
accumulated than that shown above. Also, the data support- 
ing the foregolng amounts of premature releases did not In- 
clude any statlstlcs on some of the U.S.-supported programs. 
The premature release of funds was caused prlmarlly by 
USAID's releasing funds on the basis of GVN reports of ob- 
llgatlons and expenditures which generally overstated cash 
needs at the time. We also found that the data contalned 
In the GVN reports had not been adequately verified by 
USAID (See p. 42 > 

USAID had released local currency for support of Vlet- 
nam's calendar year 1967 clvll budget In five lncrements-- 
May, September, October, and November 1967 and May 1968. 
These releases were based prlmarrly on flnanclal data pre- 
pared by Vletnam@s budget bureau. The flnanclal data sub- 
mltted by the budget bureau, on which USAID relied in de- 
termlnlng the amounts to be released, was a cumulatjve 
monthly report showing total amounts budgeted, obligated 
(set aside to meet a valid commitment), and expended as re- 
ported by the varaous GVN Mlnlstrles and Provinces for pro- 
grams and proJects approved and supported by USAID, The 
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reports did not generally contain specific or detailed in- 
formation on the purposes for which funds were obligated or 
expended. 

Our review of the data shown in the monthly reports to 
USAID In support of the five releases shows that the funds 
were generally released for the calendar year 1967 Vietnam 
budget on the basis of GVN reported total obllgatlons, 
rather than on reported expendrtures which would evrdence 
actual cash needs. This procedure was in contrast to pro- 
cedures followed for the release of funds in support of the 
military budget under which funds were generally released 
on the basis of GVN reports of expenditures (See pp 7to8) 

The following schedule shows certain obligation and ex- 
pendrture data which was obtained from GVN reports and 
which supports the five releases of funds by USAID. The 
schedule shows also the release dates and amounts of re- 
leases by USAID for support of the calendar year 1967 civil 
budget and illustrates that releases were sometimes less 
than reported obllgatrons but were always in excess of re- 
ported expenditures. 

Cumulative 
Release Cumulative GVN reported releases 
number Date Obligations Expenditures by USAID 

(bullions of plasters) 

1 May 1967 1.4 1.3 1.4 
2 Sept. 1967 3.0 2.5 3.0 
3 Oct. 1967 3.8 3.0 3.7 
4 Nov. 1967 5.4 4.4 4. 8a 
5 May 1968 7.4 5.6 5.8b 

aRelease was lImited to a cumulative total of 4.8 brlllon 
plasters in an attempt to restrict releases to the total 
amounts budgeted for activities under proJect agreements. 
(See p. 27 > 

b Partial release due to insufficient funds rn counterpart 
account to meet GVN request for 1,5 bllllon plasters. 
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Although the above schedule shows that 200 mllllon pl- 
asters had been released In excess of reported expenditures 
as of May 1968, we found that the spread between reported 
expenditures and cumulative releases was actually much 
higher since CVN reports of expenditures were seriously 
overstated. This was caused by the fact that, under the 
CVN flnanclal system, funds were considered to be both an 
obllgatlon and an expenditure by the GVN budget bureau as 
soon as they were transferred to the appropriate MinIstry, 
Provinces, or to special accounts. Consequently, these 
transfers were reflected as expenditures In the CVN monthly 
report of obllgatlons and expenditures which was submitted 
to USAID. Thus, the funds transferred by the GVN budget 
bureau were reported to USAID as expended even though only 
a small amount may have been actually utlllzed to 11qu~date 
a valid CVN obllgatlon. 

We were unable to ascertain from available documents 
the total amounts of unexpended funds In the Provinces and 
in special accounts at any given time. However, USAID pro- 
vided us with CVN documents which showed that GVN reports 
to USAID, as of June 30, 1968, on the calendar year 1967 
clvll budget, included at least 1.16 brlllon plasters 
(equivalent to about $10 mllllon) as expenditures that had 
only been transferred to the Provinces or to a special ac- 
count * These documents showed that 970 mllllon plasters 
still remained unexpended In a special construction account 
and that another 190 mllllon plasters was still unexpended 

u in the Provinces under the Chleu Ho1 program. Similar in- 
ff'ormatlon lnvolvlng other calendar year 1967 clvll budget 
actrvltles was not available. The total of 1.16 bllllon 

&plasters still unexpended at June 1968 represents about 
14.5 percent, or one seventh of the total local currency 
made available for support of Vietnam's calendar year 1967 
civil budget program. 

s In view of the large amounts of plasters that were re- 
' leased but not expended under the civil budget-support 

agreement for fiscal year 1967, we briefly revlewed re- 
leases under the 1968 agreement. On the basis of the GVN 
data&obtained for us by USAID In February 1969, it appears 
that similar conditions continued to exist under the 1968 
agreement. For example; the CVN data showed that, of about 
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2.6 blllion plasters released to the Provinces under the 
Revoluntronary Development program as of December 1968, the 
Provinces had reported expenditures of only about 1.9 bll- 
lion plasters. Therefore, about 700 mllllon plasters was 
unexpended and held In the Provinces. 

USAID was not able to obtain for us during our revrew 
detarled lnformatlon from the GVN that showed the expended 
and unexpended portion of IpLasters transferred to the Prov- 
lnces for other 1968 budget programs, nor was USAID able to 
obtarn lnformatlon from the GVN that showed the extent to 
which local currency transferred under the 1968 programs to 
the special construction account had remained unexpended. 

We noted that In calendar year 1968 a number of Prov- 
lnces reported total expenditures and total obllgatlons in 
the same amounts. This indicated that the Provinces might 
have continued to report amounts as paid out as soon as 
they were obligated. This practice resulted In an over- 
statement of reported expenditures at that level. Also, 
USAID issued an audit report on the Refugee program in 1969 
which indicated that at least some Provinces had reported 
as expended amounts which had only been transferred to 
lower government levels within the Province, much In the 
same way that funds transferred by Vietnam's budget bureau 
to the Provinces had been reported to USAID as expended. 

USAID limited Its release of local currency for the 
calendar year 1968 crvll budget because of a lack of ade- 
quate deposits In the counterpart account. For example, 
releases as of March 1969 amounted to 6 brlllon plasters 
whereas Vietnam had reported expenditures of at least 
6.7 bllllon plasters at December 1968. These unreimbursed 
expenditures, however, were to be released to the GVN under 
the budget-support agreement for 1968 when addltlonal funds 
became available In U.S. owned or controlled local currency 
accountso 

In July 1969, subsequent to submlttlng our draft re- 
port to AID for comment, we obtalned addItIona lnformatlon 
directly from the GVN budget bureau concerning the status 
of funds transferred to the Provinces under the calendar 
year 1968 clvll budget-support agreement. The lnformatlon 
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obtained showed that funds were transferred to the Prov- 
rnces under three programs --Revoluntlonary Development 
(paclflcatlon), Refugees, and Chleu Hol--which are de- 
scribed In more depth In appendix I. According to this In- 
formatlon, only about 2.9 bllllon plasters of the approxl- 
mately 4.8 bllllon plasters released to the Provinces had 
been expended at December 31, 1968, leaving an unexpended 
balance of about 1.9 bllllon plasters for the three pro- 
grams, The amounts available for expenditure during calen- 
dar year 1968 also included about 900 mllllon unexpended 
plasters and unobligated funds carrled over from the calen- 
dar year 1967 clv~l budget. 

The InformatIon obtained from the CVN In July 1969 
shows also that, as of December 31, 1968, only about 
400 mllllon of the 1.5 blllron plasters released to Vietnam 
during 1966 through 1968 for construction programs had 
been reported as expended. Of the approximate 1.1 bllllon 
plasters unexpended at that date, more than 625 mllllon pl- 
asters had not been obligated or commltted for a specific 
construction proJect of which 246 mllllon plasters had been 
released by USAID In 1966 and 1967 In support of clvll bud- 
gets of those years. Thus, about 3 bllllon plasters was 
released to the GVN far In advance of actual cash needs to 
carry out calendar year 1968 clvll budget construction 
proJects and for other actlvltles connected with the Revo- 
lutionary Development, Refugee, and Chleu Ho1 programs. 

The fact that local currency was sometimes accumulated 
In the Mlnlstrles and Provinces and was not promptly utl- 
llzed was conflrmed by a USAID audit report on the Refugee 
program which was issued In 1969. This report showed that, 
out of a total of 1.5 bllllon plasters reported to USAID as 
expended from funds provided under the 1966 and 1967 clvll 
budget-support agreements, a minimum of 545 milllon pias- 
ters was still on hand at the Province and Ministry levels 
In March 1968 and had not been released by those levels for 
expenditure, 

The audit report, which we received after submlttlng 
* our draft report to AID for comments, also stated that, In 

the three Provinces reviewed, less than 30 percent of the 
more than 120 mllllon plasters released by the Provinces to 
lower government levels had been expended, Since the 
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amounts released to lower levels of the GVN were reported 
IS obligated and expended by the Provinces, the audit report 
concluded that slgnlflcant amounts of unexpended plasters 
could be lying idle throughout the Republic of Vietnam. 

The foregoIng lnformatlon shows that Provincial reports 
of expenditures to the GVN budget bureau overstate the 
amount of actual expenditures much In the same way as the 
GVN reports to USAID. Under this type of reporting system, 
which overstates expenditures, the premature releases to 
three programs under the calendar year 1968 clvll budget 
agreements may well be more than the 1.9 bllllon plasters 
zdentlfled, (See p. 35.) To the further extent that obll- 
gatlons reported by the Provinces represent lntra-Provlnclal 
transfers and not a financial obllgatlon of the GVN, the 
amount of premature releases will be larger. 

Although we believe that the procedures followed for 
the release of local currency to Vletnafi's mllltary budget-- 
i.e., relmburslng the GVN for a comblnatlon of actual and 
1 month"s estimated expenditures--would provide a greater 
degree of financial control than procedures followed by 
USAID, they would only be a step in the right dlrectlon. A 
change to this system would not be reasonably effective, in 
our oplnlon, until the GVN reports of obllgatlons and ex- 
pendltures at each of the various levels of government re- 
flect actual valid expenditures and, perhaps even more lm- 
portant, obllgatlons reflect valid flnanclal commitments of 
the GVN. 

In any event, the effectiveness of these procedures 1s 
also contingent on other control measures such as close 
monltorlng of projects by USAID technlclans, a system of re- 
liable and accurate reports, and by audit or other system of 
verlflcatlon to ensure that funds are released In proper 
amounts and are used as intended. At the time of our fleld- 
work in 1969, USAID had not yet Implemented the additional 
related control procedures. 

Anencv comments and GAO evaluation 

USAID concurred In a letter to us dated June 2, 1969, 
that funds released to the GVN might have accumulated in 
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some Instances and, therefore, were not promptly utlllzed. 
USAID also commented that, In response to our proposal, It 
had shlfted rn 1968 to a procedure of relmburslng the GVN 
on the basis of resorted expenditures In lieu of reported 
obllgatlons. USAID acknowledged, however, that the pro- 
cedural change would not ameliorate the transfers of funds 
to the construction account and to the Provinces because 
the GVN procedures provide that such transfers be recorded 
simultaneously by the transferring Ministries as obllga- 
tlons and expenditures. 

However, USAID advlsed that, at its insistence, Vlet- 
nam's budget bureau had requested and obtained reports on 
the status of construction programs from the various Mlnls- 
tries. The Mlnlstrles were further requested to review 
their construction programs to determine If some should be 
canceled and funds ret&ned to the counterpart account. 
USAID also advised that efforts would be made to speed up 
the lmplementatlon of proJects which, In their oplnlon, 
should be Implemented, and that a meeting would soon be 
held with appropriate GVN offlclals to discuss alternate 
procedures which would limit fund transfers for these proJ- 
ects until construction 1s actually ready to begin. 

Concerning transfers to the Provinces, USAID commented 
that, if%% were to withhold fund releases until solid evi- 
dence of actual expehdltures by the Provinces were obtained, 
releases would probably be delayed until 6 months after the 
transfer toithe Provinces had been made and perhaps 3 or 
4 months after the actual expenditures. According to USAID, 
thljs would create a very dlfflcult sltuatlon for the GVN at 
a t&me when It was already very short of finances due$to the 
costs of prosecuting the war. USAID also commented tih&t, 
unqer the GVN procedures, these fund transfers to the field 
we!@&-considered to be expenditures and could not be used to 
*meet other requirements and that,lf USAID relmburse&nts 
were not timely, the GVN would be forced to borrow from the 
National Bank and incur interest costs. II 

USAID also stated that, to spesd up tpe use of funds 
transferred to the field, It had obtained GVN agreement to 
estimate at the end of each flnanclal year the amount of un- 
liquidated transfers to the field and to aeduct this amount 
from the following year's budget; moreover, GVN procedures 
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require that unllquldated transfers must be expended wlthln 
2 months following the close of the flnanclal year. 

USAID provided us with statlstlcal data as of Decem- 
ber 31, 1968, for the Revoluntlonary Development pro- 
gram which showed that 1 bllllon of the 2.3 bllllon plasters 
allocated to the Provinces during calendar year 1968 had 
been expended and an additional 400 mllllon plasters re- 
mained available for expenditure from January through April 
1969. USAID commented that the above statlstlcal data 
showed only nine cases out of 48 Provinces and autonomous 
cltles In which reported obllgatlons exactly equaled re- 
ported expenditures. Our review lndlcated, however, that 
those nine cases involved 27 percent of total reported ex- 
penditures for that program. 

USAID commented also that it was not clear, as our re- 
port Indicates, that the procedures in use for release of 
funds to the GVN resulted In a lessening of U.S, control, 
According to USAID, the release procedures have no effect 
on the Ministries' incentive to implement programs because, 
If funds are not expended, the following year's budget will 
be reduced and there are U.S. proJect managers asslgned for 
every proJect actlvlty who continue to have responslblllty 
for morntorlng the proJects. (See p. 26 for our comments 
on the fact that USAID had not fully Implemented the use of 
proJect agreements.) 

We recognize that USAID had shifted In 1968 to a pro- 
cedure of relmburslng the GVN on the basis of expenditures 
In lieu of obllgatlons and believe that the procedures were 
a step forward toward preventing the continued premature 
release of local currency. However, the fact that almost 
3 bllllon (equivalent to $25 mllllon) plasters had been re- 
leased under four separate programs of the clvll budget but 
had not been expended at December 31, 1968, representlng 
1968 and prior years, was lndlcatlve that condltlons might 
not have improved with establishment of this procedure. 

It 1s our oplrnon that this new procedure will not 
resolve the problem of overreleaslng funds until GVN re- 
ports to USAID are more relnable and meaningful and other 
control measures, as described on pages 36 and 54, are lm- 
plemented. The effectiveness of the new procedures can 
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only be evaluated In the light of their subsequent imple- 
mentatlon. 

Concerning the release of local currency to the con- 
structlon account, USAID lndlcated that new procedures were 
to be discussed with the CVN and we have noted that written 
procedures have been Incorporated In the US/CVN master 
agreement for calendar year 1969 budget support concerning 
fund releases for construction proJects. These procedures 
speclflcally provide that fund releases (transfers) will be 
made Itonly If the (GVN) Mlnlstry requesting the transfer 
can show evidence that land 1s available and that plans 
have been completed and approved In writing by the USAID 
Protect Representative." The new procedure cited above 
should result In substantially improved control over re- 
leases of funds to the construction account, but only if 
the proJects themselves are effectively Implemented. Under 
the CVN accounting procedures, the funds could still remain 
idle If the proJects are not implemented on a timely basis, 

We believe that USAID's comment, that to withhold fund 
releases until evidence of actual expenditure 1s obtained 
would create a dlfflcult sltuatlon for the GVN, may have 
some merit. However, the suggestlon contalned In our draft 
report was not as stringent as that stated by USAID. We had 
suggested that the GVN be reimbursed perlodlcally on the ba- 
sis of proJected expenditures for the forthcoming period ad- 
Justed by actual releases and expenditures of the prior pe- 
riod. We belleve that this procedure should help tighten 
controls without causing financial hardshlp to the GVN. 

USAID also advised us in the letter of June 2, 1969, 
that the GVN had agreed to estimate the amount of unliqui- 
dated transfers to the Provinces at the end of each finan- 
cial year and to deduct this amount from the Ministrzes' 
budgets for the following year. This procedure, however, 
was not incorporated into the calendar year 1969 US/GW 
master agreement. Also, we doubt that the procedure, when 
Implemented, ~111 prevent such premature releases because 
it applies prtmrily to amounts already released and to the 
amounts progrmed, Nevertheless, 
plemented, 

the procedure, when im- 
should help to recover those funds that were re- 

leased prematurely, 
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We reviewed the calendar year 1969 US/GVN master agree- 
ment dated June 16, 1969. This agreement provided that 
funds released under the 1966, 1967, and 1968 clvll budget- 
support agreements that were not obligated by the GVN at 
December 31 of each respective year, or had not been ex- 
pended by May of the following year, were to be decommitted 
to reduce the amount programmed for that year. However, 
another provlslon in the agreement speclflcally excluded 
from that requirement the amounts transferred to the Prov- 
inces or to special accounts. The latter provlslon, In ef- 
fect, negates the former provlslon since most of the unex- 
pended funds discussed In this report were accumulated In 
the Provinces and In the construction account. 

The US/GVN master agreement of June 16, 1969, also pro- 
vides that the GVN continue to include funds transferred to 
the Provinces as expenditures In their reports to USAID. 
It 1s our oplnlon, therefore, that the new and old proce- 
dures cited by USAID will not solve the problem of releasing 
funds prematurely to current cash needs at the time, or pre- 
vent the GVN from contlnulng to accumulate under Its control 
vast amounts of funds released from U.S. owned or controlled 
local currency accounts. As long as local currency releases 
are based on GVN reports of expenditures, these problems 
will continue until USAID requires the GVN to submit more 
meaningful reports which reflect actual expenditures and a 
more reallstlc presentation of cash needs at the time. 

USAID commented that it was not clear that these pre- 
mature releases resulted In a lessening of U.S. control and 
that they might reduce the GVN lncentlve to implement pro- 
grams. We believe that our observations concerning the ex- 
tent of unexpended local currency which had been accumulated 
and remained unexpended under GVN control in the construc- 
tion account and In the Provinces and the slow lmplementa- 
tlon of construction programs included elsewhere In this re- 
port (pp. 33 and 47) Indicate the need for Improved U.S. 
control over local currency made available in support of the 
GVN clvll budget. 

We believe that the shortage of funds and high costs 
of the war make It essential to encourage tight flnanclal 
management and control. In view of this and since one of 
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the maJor tasks of USAID in Vietnam has been to Improve ad- 
mlnlstratlon wrthln the Vietnam Government, we believe It 
encumbent upon USAID to not only strengthen Its admlnlstra- 
tlon and controls but also ensure that the GVN Mlnlstrles 
implement procedures and ct%ntrols, lncludlng the submlsslon 
of more meaningful reports to USAID, that will help pre- 
clude the premature release of funds. 

In summary, we believe the improvements cited by USAID 
will only partially resolve the problem of premature re- 
leases of local currency, Therefore, we are presenting 8 
several recommendations on page 54 which, when implemented 
should ensure a reasonable degree of financial management 
and control of local currency made available for support of 
Vietnam's ~1~x1 budget. 
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NEED FOR U S VERIFICATION OF PROGRAMS AND 
GVN REPORTS OF OBLIGATIONS AND EXPENDITURES 

Our review showed that USAID had released large amounts 
of local currency for support of Vletnam's clvll budget 
wlthout adequately assuring itself that the GVN documents 
supporting release of funds were accurate and reliable The 
review showed also that USAID audit coverage of U.S - 
supported clvll budget actlvltles appeared lnsufflclent In 
view of the many bllllons of plasters made avallable for 
these actlvltles In our oplnlon, therefore, local currency 
released In amounts excess to actual needs could have been 
prevented, or at least mlnlmlzed, had USAID verlfled the ac- 
curacy of GVN reports of obllgatlons and expenditures and 
increased Its audit coverage of U S -supported clvll budget 
programs 

We found that USAID had not Independently verlfled or 
checked on the valldlty of monthly reports of obllgatlons 
and expenditures submitted by the GVN under the calendar 
year 1967 clvll budget agreement and whrch were used by 
USAID to support Its releases of local currency for support 
of authorized actlvltles To illustrate this point, USAID 
offlclals responsible for monltorlng the Chleu Ho1 program 
and for approving the release of local currency for support 
of this program In 1967, advlsed us that they had relied 
fully on the data shown In the GVN monthly reports as sup- 
port for releases to the GVN Our revlew showed, however, 
that these monthly reports were Inaccurate and overstated 
the immediate cash needs of the Chleu Ho1 program 

The GVN monthly report to USAID for December 1967 
shows cumulative expenditures of about 737 mllllon plasters 
for Chleu Hoi, of which about 680 mllllon plasters had been 
allocated to the Provinces The Chleu Ho1 Mlnlstry pro- 
vided us with addltlonal lnformatlon which showed that, on 
the basis of expenditure reports from all but one of Vret- 
nam's Provinces and autonomous cities, only about 330 mll- 
lion plasters had been expended, Although this lnformatlon 
was provided to us In April 1968, we noted that the Chleu 
Ho1 Ministry had still not received reports from a number 
of Provinces and cltles for the period ending December 31, 
1967 Chleu Ho1 offlclals advised us that, for reporting 
purposes, plasters are regarded as expenditures lmmedlately 
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upon being transferred to the Provinces for Chleu Ho1 pro- 
grams. This practice has resulted In the release of slg- 
nlflcant amounts of plasters to the Chleu Ho1 program in 
excess of the amount needed to meet actual cash needs 

In our oplnbon, the above 1s a speclflc lllustratlon 
lndlcatlng the need for lmplementatlon by the GVN of a sys- 
tematic and reliable system of reporting obllgatlon and ex- 
penditure data to USAID or, as an alternatlve, the verlfl- 
cation by USAID of data reported by the GVN. The need for 
such a reporting system and/or verlflcatlon 1s further ll- 
lustrated on page 31 of this report where we reported that 
instances were ldentlfled lndlcatlng that the GVN had accu- 
mulated under Its control about 3 bllllon plasters, repre- 
senting local currency that had been released by USAID in 
calendar years 1966 through 1968, but was still unexpended 
by the GVN at December 31, 1968. We believe It encumbent 
upon USAID to take whatever steps may be necessary to ensure 
that local currency releases to the GVN do not exceed the 
amounts needed at the time to meet actual cash requirements 
of authorized actlvltles. 

, , We found that an Increase m USAID's audit coverage of 
clvll budget actlvltles financed by local currency gener- 
ated under U.S programs 1s also warranted. Our review of 
USAID audits for fiscal year 1968 shows that 77 audits were 
performed of which only 14 involved actlvltles financed 
with U.S.-provided local currency Since most of the 14 au- 
dots Involved USAID Trust Fund actlvltles, audit coverage 
of such clvll budget actlvltles as discussed In this report 
was obviously quite mlnlmal 

A USAID offlclal conflrmed that maJor emphasis of 
USAID audits for 1968 had been on the U S -dollar-financed 

e Commercial Import Program, with little or no emphasis on 
U S -supported clvll budget actlvltles financed with local 
currency He further advlsed us, however, that audits 
planned for subsequent years would Include reviews of clvll 
budget-support funds 

Agency comments and GAO evaluation 

In a letter to us dated June 2, 1969, USAID agreed that 
It had not confirmed the validity of all GVN reported 
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obllgatlons and expenditures prior to the release of funds 
However, USAID stated the belief that Its right to postau- 
dlt had provided an adequate basis for ensuring the valld- 
lty of obllgatlons and expenditures, and such right provides 
the opportunity to obtain reimbursement for any improper ob- 
llgatlons and expenditures USAID also commented that It 
did not feel It feasible to retain the size staff necessary 
to malntaln the strict control our report appeared to rec- 
ommend In addltlon, USAID has advlsed us that an lndepen- 
dent lnformatlon system has now been establlshed for obtaln- 
lng data on expenditures by the Provinces for the Revolu- 
tionary Development program, the largest source of Provln- 
cial transfers, and that the U S Province senior advlsor 
generally approved releases for rural development actlvl- 
ties at the Province level 

USAID also agreed that addltlonal audit coverage of ac- 
tlvltles financed with local currency was warranted In 
this connection, USAID stated that it had long recognized 
the need for addltlonal audit coverage of such actlvltles 
and that audit coverage was appreciably Increased during 
fiscal year 1969 USAID further advlsed that, as of late 
May 1969, It had issued four audit reports coverlng the 
equivalent of about $5 mllllon in proJects partially fl- 
nanced with local currency and that another six reports 
were in process lnvolvlng local currency equivalent to about 
$25 mllllon In performlng these audits, USAID commented 
that the auditors Inspected and reported on construction 
actlvltles and on the use of facllltles, commodltles, and 
other AID-financed contrlbutlons on a selective test check 
basis and that none of these audits Involved actlvltles fl- 
nanced with local currency from the Trust Fund 

USAID provided us with addltlonal data concerning ex- 
pendltures under the Chleu Ho1 program According to this 
data dated during the first quarter of calendar year 1968, 
the 750 mllllon plasters made avallableforthe calendaryear 
1967 Chleu Ho1 program was 97 percent obligated (726mllllon 
plasters) at December 31, 1967, of which 92 percent had been 
expended (692 mllllon plasters) The data also lndlcated 
that the 330 mllllon plasters cited by us as representlng 
actual expenditures at December 31, 1967, did not Include 
expenditure reports for some 10 Provinces These 10 reports 
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were not avallable, according to USAID, when the GVN year- 
end report was prepared. 

With reference to USAID comments on the Chleu HOI pro- 
gram, It appears that the sltuatlon exlstlng at December 31, 
1967, as reported by us, m?y have improved somewhat during 
the first quarter of calendar year 1968. Since the adds- 
tlonal data submitted by USAID was basically prepared by 
Vietnam's budget bureau and since the GVN reporting system 
under the Chleu Ho1 program and others provided that local 
currency be regarded as an experidlture lmmedlately upon 
transfer to the Provinces, the addltlonal data probably does ' 
not materially change the sltuatlon as we reported it. How- 
ever, the GVN reporting system, as discussed above, was con- 
firmed and supported by USAID In Its letter to us of June 2, 
1969. 

The Chleu Ho1 funds constituted a sizable portion of 
the almost 3 bllllon plasters of unexpended funds which had 
been accumulated by the Provinces as of December 31, 1968 
Xherefore, we belleve It questionable whether the amounts 
reported by the GVN as being expended for Chleu Hoi programs 
as of December 31, 1967, could be regarded as representlng 
actual expenditures evidencing cash disbursements 

We do not agree with USAID's rema:ks that the "right" 
to postaudlt had pro%lded an adequate:basls for ensuring 
the valldlty of obllgatlons and expendgtures. Although the 
right to postaudlt lg'aan important elem&nt of internal con- 
trol, It will not pr&lde management with lnformatlon needed 
to evaluate Its actlvltles and to verify the valldlty of fl- 
nancial transactions. To accomplish this, such right must 
tie followed by a sufflclent amount of audit coverage. USAID 
agreed, however, that audit coverage had been insufficient, 
and it provided data lndlcatlng that audit coverage began to 
increase during fiscal year 1969 With regard to USAID's 
comment that It was not feasible to retain a staff of the 
size necessary to maintain the controls our draft report 
appeared to recommend, we are not in a position to state 
the size of staff that would be necessary. Also, we are 
not In a posltlon to state whether personnel increases 'would 
be necessary or whether such controls could be accomplished 
by reassignment of p&sonnel already on board. Neverthelesg, 
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the deflciencles disclosed in this report lndlcate that 
USAID should generally strengthen Its controls over U.S - 
supported local currency actlvltles 
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CONSTRUCTION PROGRAM NOT 
ACHIEVING OBJECTIVES 

Our review of calendar year 1967 GVN clvll budget ac- 
tlvltles under the U.S -supported Chleu Ho1 and National 
Police programs indicated that construction program goals 
were not attained on a timely basis. We also observed that 
in some Instances the facllltles already constructed under 
the Revolutionary Development program appeared to be of 
poor quality, were in need of extensive maintenance, and/or 
were not being utilized 

We noted during the review that only one of 14 hamlets 
programmed for construction under the calendar year 1967 
Chleu Ho1 budget was In operation as of January 1968 and 
that this hamlet was only partially completed A review of 
GVN's construction progress reports indicated further that, 
as of the same date, construction had only recently started 
on another four hamlets and construction of the remaining 
nine hamlets had not started and had been reprogrammed un- 
der the calendar year 1968 budget Similarly, construction 
had not started on any of the Chleu Ho1 centers and they 
were, therefore, reprogrammed for 1968, However, about 95 
percent of the funds budgeted for these hamlets and centers 
had been released by USAID, and the GVN reported that all 
these funds had been obligated and expended as of Decem- 
ber 31, 1967. 

Our review of the construction progress reports also 
showed that only 10 of the 36 hamlets programmed for con- 
struction under budgets for calendar years 1965 and 1966 
either had been completed or were nearing completion as of 
January 1968. These 10 hamlets, however, were In partial 
operation. Another nine hamlets, although In operation, 
were only partially completed, and construction had Just 
started on an addltlonal three hamlets. The remaining 14 
hamlets either were deferred to 1968 or were canceled. In 
s-v, only 10 of the 50 hamlets programmed for construc- 
tion during the 3-year period 1965 through 1967 had been 
either completed or nearly completed at January 1968 and 23 
hamlets had been either canceled or reprogrammed for 1968. 

We found that slmllar condltlons existed with regard 
to construction proJects programmed under the National 
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Police program, The Natlonal Police program budget for 
calendar year 1967 Included about 551 mllllon plasters for 
construction, of which about 392 mllllon plasters were to 
be released to and admrnlstered by the GVN and the balance 
of about 159 mrllron plasters were to be retained and ad- 
ministered by USAID 

Construction progress reports under the National Po- 
lice program for calendar year 1967 showed that proJects 
estimated to cost only about 17 mllllon plasters had been 
started as of March 1968, None of these projects, however, 
were completed at that time Plans for the remaining proJ- 
ects programmed for 1967 had advanced only to the contract- 
blddlng stage 

The construction progress reports showed also that, of 
28 construction prolects programmed for calendar year 1966 
at a budgeted cost of about 188 mllllon plasters, only four 
proJects at a budgeted cost of about 11 mllllon plasters 
had been completed at March 1968 Also, another nine pro-J- 
ects estimated to cost about 78 mllllon plasters were still 
in progress, and 15 prolects estimated to cost about 99 
mllllon plasters had still not been started Thus, less 
than 50 percent of the construction proJects programmed un- 
der the U S -supported National Police program for calendar 
year 1966 were completed or had even been started at March 
1968. 

In view of the massive budget deficits that existed In 
Vietnam, as stated by USAID, and the shortage of local cur- 
rency available for these and other crltlcal programs, we 
belreve that the failure of the GVN to attarn construction 
goals, as evidenced above, indicates that the construction 
programs should be reevaluated by the GVN and USAID. Funds 
made available for construction should then be adJusted 
downward to a level more consonant with in-country con- 
structlon resources and capablllty In our oplnlon, this 
adJustment should result In the release of currency which 
had been restricted for use on constructron proJects to 
other more crltlcal programs 
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Agency comments and GAO evaluation 

In a letter to GAO dated June 2, 1969, USAID agreed 
that there had been delays in the lmplementatlon of con- 
structron pro-jects USAID also referred to steps being 
taken to review construction programs and to mlnlmlze local 
currency transfers to the GVN until there were assurances 
that the proJects could be implemented on a timely basis. 
We were further advlsed that sharp reductions had been made 
In 1968 and 1969 construction programs and that some prior 
year commitments had been revised accordingly 

With regard to our comments on construction of Chleu 
Ho1 hamlets, USAID advised us that GVN's records showed that, 
of 50 hamlets programmed for construction in calendar years 
1965 through 1967, 20 hamlets were operatlonal at December31, 
1967, seven hamlets either were under construction or con- 
structlon was about ready to start, and construction of 23 
programmed hamlets had not started prlmarlly because of poor 
security In those areas USAID stated that at March 31, 
1969, construction of 21 hamlets was completed, threehamlets 
were under construction, five hamlets were still being pro- 
grammed,and the construction of 21 hamlets had been canceled. 

The steps being taken by USAID to mlnlmlze transfers 
of local currency for construction programs are discussed 
In greater detail on pages 37 to 39 of this report, together 
with our analysis and evaluation of those steps. 

We agree with USAID's comment that 20 hamlets were In 
operatxon at December 31, 1967 However, these hamlets 
were not all fully constructed since housing had not been 
completed In 17 of the 20 hamlets Moreover, public bulld- 
lngs for these hamlets, including dlspensarles, schools, 
and warehouse/vocational bulldlngs were still under con- 
structlon In 10 of the 20 hamlets and construction of these 
bulldlngs had not yet started In the remaining 10 hamlets. 

Concerning the level of present construction programs, 
we belleve that the reevaluation by USAID of construction 
programs for 1968, 1969, and prior years, and particularly 
the reductions cited by USAID for Chleu Ho1 construction, 
axe lndlcatlve of the benefits to be gained through program 
monitoring by USAID In Its admlnlstratlon of these 
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actlvltles The funds which should be released from the 
construction account as a result of these reevaluations 
~111 enable USAID to assist the GVN In rmplementlng other 
more critically needed programs 

Need for Improved maintenance and 
utilization of facllitles 

We inspected a number of facllltles In two provinces 
and observed that some facllltles were not being used and 
others were In need of maintenance We believe that these 
condltlons Indicate the need for USAID to perlodlcally In- 
spect completed construction proJects rn order to evaluate 
the capabllltles and desire of the GVN to effectively utl- 
laze and maintain the facllltles This knowledge, in our 
oplnlon, 1s essential for USAID to ensure that the U S in- 
vestment In construction 1s adequately protected 

We noted that USAID did not have a program for In- 
specting and monltorlng completed construction facrlltles 
to ensure that they were being adequately maintained and 
utlllzed for authorized purposes We noted a few instances 
In which such lnspectlons had apparently been made, but 
USAID offzclals advised us that a program or requirement 
for such lnspectlons did not exist 

We therefore Inspected a number of facllltles con- 
structed for the Revolutionary Development program These 
lnspectlons were made during April and May of 1968 In two 
Provinces --Gla Dlnh, located near Saigon, and Khanh Hoa, 
near Nha Trang 

The facllltles Inspected by us consist of classrooms, 
markets, maternity dlspensarles, and a vehicle-maintenance 
facility A number of the facllltles were In a poor state 
of reparr and In need of maintenance In our oplnlon, the 
need for maintenance of these facllltles was due more to 
poor construction than to a subsequent lack of maintenance 
Addltlonally, we observed that some of the facllltles were 
not being used and one, a vehicle-maintenance faclllty, had 
not been used In the more than 6-month period since Its 
construction was completed 
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We recognize that our observatrons, based on the lrm- 
lted lnspectrons made, cannot be regarded as representative 
of condltrons throughout Vietnam However, we do belleve 
tnat the inspections indicate that some increase rn USAID's 
monltorlng and inspectron of constructron proJects 1s 
needed. We believe further that a systematic program of 
monltorrng and lnspectlon will not only reveal rnformatlon 
as to the quality and tlmellness of construction but also 
should assist USAID to determine future requirements for 
facllltles and to evaluate the capabllltres of the GVN to 
admrnlster the construction programs and to utlllze and 
maintain completed facrlltles 

Agency comments and GAO evaluation 

USAID agreed rn a letter to us dated June 2, 1969, 
that construction had not rn some cases been of as high a 
quality as desired and that there had not always been ap- 
propriate maintenance However, much of the constructron 
during calendar years 1966 and 1967 was of a "self-help" 
nature under programs that were designed to make a polrtl- 
cal impact over a wide area, This impact, according to 
USAID, would not have been possible had USAID attempted to 
maintain as tight a control over the program as our report 
appears to recommend USAID further commented that since 
that time emphases on construction programs had been sub- 
stantially reduced and that under the new procedures commu- 
nrtles had been provided local currency which could be used 
for the maintenance of exrstrng facrlrtles as well as for 
the constructron of new facllrtles. This 1s In contrast to 
earlier guldelrnes under which funds were provided only for 
construction 

USAID cited other improvements In its comments. It 
stated that It had developed, In conJunctlon with the GVN, 
standard plans for construction of elementary and secondary 
classrooms and that It had assigned additional engineers to 
each geographic region These steps should also result in 
rmproved lmplementatlon of construction proJects 

Concerning rnspectlon and monitorrng of faclllties, 
USAID advised that all personnel are encouraged to conduct 
follow-up Tflsrts to facllrtres constructed with U.S.- 
provided assistance, whether financed wrth dollars or 
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U.S.-controlled local currency. According to USAID, how- 
ever, the very large construction programs in the 1966-68 
period would have required a much larger staff than avall- 
able to have continual xnspectlons of such facllltles 
USAID concluded that It did not seem appropriate to ample- 
ment In full the GAO suggestion to increase Its monltorlng 
and inspection of facilities, since maintenance 1s a GVN 
responslbllrty and construction programs, as Indicated 
above, have been substantjally reduced. 

In the above comments and m other comments included 
in the previous pages of this report, USAID cited a number 
of improvements which should strengthen substantially Its 
administration of construction activities The use of 
standard building plans and an increase In engineer person- 
nel at the field level should prove benefxlal and, in par- 
ticular, the new procedures cited by USAID under which 
U.S.-controlled local currency will now be avallable for 
maintenance should result In more efflclent maintenance of 
facilities. 

With regard to USAID's drsagreement with our comments 
that USAID should increase Its monltorlng and lnspectlon of 
construction proJects, we recognize that maintenance 1s a 
GVN responslblllty and that the construction programs ~111 
be reduced In future years. We belleve, however, that It 
1s encumbent upon USAID to make certain that the U S In- 
vestment of hundreds of mllllons of plasters In such con- 
structlon proJects 1s adequately protected This can be 
accomplished, In part, by a systematic system of monltorlng 
and inspection which will show the adequacy and tlmellness 
of proJect construction and whether or not completed pro-J- 
ects are effectively utilized and properly maintained. Ir- 
respective of the disagreement, as stated above, and the 
fact that the construction programs have been reduced In 
recent years, USAID has, nevertheless, advised us that ad- 
ditional engineers have been assigned to the construction 
programs In each region. 
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CONCLUSIONS AND RECOMMENDATIONS 

The release of local currency by USAID on the basis of 
total obllgatlons reported by the GVN, wlthout regard to 
the existence of adequate program documentation, such as 
proJect agreements, and without an independent U.S. verlfl- 
cation of the data contained in the GVN reports, resulted 
in the release of funds for GVN's civil budget s~gnlflcantly 
In excess of cash needs at the time and in the accumulation 
of funds at the Province level. The absence of such needed 
documentation and verlflcatlon procedures prevented USAID 
from exerclslng a reasonable degree of control over funds 
released to the GVN and made those funds susceptible to uses 
for unauthorized purposes. It 1s our oplrnon therefore, 
that USAID controls and monltorlng practices were generally 
not sufflclent to preclude or detect the existence of im- 
proper disbursements, 

Although USAID changed in 1968 to a procedure of reim- 
bursing the GVN on the basis of reported expenditures in- 
stead of obllgatlons, we do not believe that the new proce- 
dure will preclude the premature release of funds or the 
release of funds in excess of current requirements. Since 
GVN's reports of obllgatlons and expenditures were generally 
overstated and included transfers and advances to the Pro- 
vinces as well as actual expenditures, the premature and 
overrelease of funds will no doubt continue until the GVN 
report procedures are revised so that the reports ~111 be- 
come more accurate and meaningful. We believe further that 
increased proJect monltorlng and verlflcation by USAID are 
needed to ensure the accuracy and rellablllty of GVN's re- y 
ports on which USAID relies for its decisions. 

The llmltatlon of releasing funds only to the extent 
of accurately reported cash needs should have the salutary 
effect of prompting the GVN to improve Its implementation of 
projects and programs and thus to accomplish stated obJec- 
tlves more timely and expeditiously. Accurate reporting will 
disclose those cases where program goals are not reallstl- 
tally attainable because of llmlted in-country capabllltles 
and will enable the reapportionment of funds to those areas 
where progress can be made. The close supervision of proJ- 
ects, including construction activltles, through systematic 
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monitoring and end-use inspections should also contrlbute 
toward the attainment of these salutary effects. 

Recommendations 

We recommend that the Admlnlstrator, Agency for Inter- 
national Development, require USAID to* 

1. 

2. 

Take steps to ensure the existence of a proJect 
agreement for each maJor element of the civil bud- 
get being supported, as a condltlon precedent to 
the release of local currency. Each proJect agree- 
ment should set forth the responslbllltles of USAID 
and the GVN, proJect obJectIves, courses of action, 
funding requirements and llmltatlons, and any other 
lnformatlon or guldellnes that tall1 help to improve 
the proJ ect*s lmplementatlon. 

Develop and implement whatever procedures and con- 
trols may be necessary to ensure that local currency 
made available for support of GVN's clvll budget 1s 
released only In amounts essential to meet valid 
cash requirements. To accomplish this recommenda- 
tion effectively, 1-t will be necessary for USAID to 
assist the GVN to revise Its reporting system so 
that the reports to USAID will be more timely, re- 
liable, and meaningful and will reflect actual obll- 
gatlons and expenditures. The procedures and con- 
trols developed hereunder should also Include a 
systematic system for the verlflcatlon of lnforma- 
tlon reported by the GVN 

3, Expand its efforts with regard to monltorlng and In- 
specting the lmplementatlon of U.S -supported clvll 
budget actrvltles and programs, Thrs should include 
but not be limited to the development of a systematic 
system for monltorlng and inspecting proJects while 
under construction and after they have been com- 
pleted. 

4, Continue to increase audit coverage of GVN civil bud- 
get activltles supported by the Unlted States. 
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CHAPTER4 

SCOPE OF REVIEW 

Our review was dlrected prlmarlly toward an appraisal 
of procedures and controls, Implemented by the Department 
of Defense and Agency for Internatlonal Development mlsslons 
In Vietnam, over the budgeting, release, and utllrzatlon of 
U.S. owned or controlled local currency made available for 
support of Vletnamqs military and clvll budgets. The re- 
view was not directed toward evaluating the overall effec- 
tiveness of programs supported with this local currency, 
nor did the review generally include In-depth examlnatlons 
into expenditures of local currency as reported by the Gov- 
ernment of Vietnam. 

We reviewed program documents, reports, correspondence, 
and other pertinent material made available by the Govern- 
ment of Vietnam and by U.S agencies In Vietnam and dls- 
cussed relevant matters with the responsible offlclals. We 
also made onslte observations at a number of construction 
proJects located at various points throughout Vietnam. 

Our review was conducted In Vietnam from February to 
June 1968. In view of the deflclencres found, certain ad- 
ditional work was done In Vietnam from November 1968 to 
February 1969. A limited amount of addrtlonal lnformatlon 
was also obtained in Vietnam during July 1969 concerning 
the status of certain funds released in prior years for 
support of Vietnam's ~1~x1 budget. 
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APPENDIX I 
Page 1 

BACKGROUND INFOR~TIGN ON VIETNAM'S 

MILITARY AND CIVIL BUDGETS 

The Foreign Operations and Government Information Sub- 
commlttee, CommIttee on Government Operations, House of 
Representatives, conducted an investngatlon In 1966 of the 
U S economic and mllltary assistance programs In the Re- 
public of Vietnam. The Subcommittee's report, dated Octo- 
ber 12, 1966, disclosed that USAID had released 3 bllllon 
plasters (equivalent to about $25.4 mllllon) of Vietnamese 
currency to the GVN for general support of the calendar 
year 1966 clvll budget. These funds, according to the re- 
port, were released to the GVN without speclfylng the par- 
ticular proJects or programs for which the funds were to be 
used, and without establlshlng controls over the dlsposl- 
tlon of those funds by the GVN. The report stated that 
USAID had not partlclpated in the formulation of the GVN 
clvll budget for that year. 

The Subcommittee, following its lnvestigatlon in cal- 
endar year 1966, recommended that USAID take steps to en- 
sure that U.S. owned or controlled plasters allocated for 
support of the GVN civil budget be budgeted for specific 
actlvrtles and programs and also that controls be ample- 
mented similar to those followed at MACV for release of 
funds to support the GVN military budget. MACV controls 
provided that funds be committed to mllltary budget support 
on the basis of written US/GVN agreements which specify the 
purposes for which the funds may be used and that funds be 
released monthly on the basis of expenditures actually made 
In the prior month. The Chairman of the Subcommittee also 
sponsored an amendment which was included in the Foreign 
Assistance Act of 1966, requiring that the President of the 
United States or his authorized representative give written 
approval to the allocation of counterpart funds In support 
of the GVN clvll budget prior to the final formulation of 
the budget. 

In June 1967, USAID advised the Subcommittee that new 
procedures had been devised which provided substantially 
for the type of controls recommended, that the chapter of 
the 1967 GVN civil budget supported by U.S. owned or con- 
trolled local currency had been developed jointly by GVN 
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offlclals and USAID technlclans, and that flnal budgetary 
levels had been decided during hearings attended by repre- 
sentatlves of GVN Ministries and USAID staff offlces and 
technical dlvis1ons. Speclflc controls over the release of 
funds cited by USAID included 

1. Monthly reporting by the GVN of obllgatlons and ex- 
penditures In support of requests for release of 
funds. 

2. Releases of funds on a reimbursement basis coordl- 
nated with USAID technlclans monltorlng the proJ- 
ects. 

In a letter dated February 23, 1967, the Chairman of 
the Subcommittee requested the General Accounting Office to 
review the control over and use of U.S. owned or controlled 
Vietnamese currency, generated under the U.S.-dollar- 
financed Public Law 480 and Commercial Import programs to 
Vietnam and provided to the GVN for support of Its mllltary 
and clvll budgets. 

MILITARY BUDGET SUPPORT 

The GVN mllltary budget for calendar year 1967 was set 
at a level of about 52.2 bllllon plasters, equivalent to 
about $442.4 mllllon. The budget was lnltlally set at 
about 45.6 bllllon plasters, but a pay raise for GVN mill- 
tary personnel and an Increase In the number of troops ne- 
cessltated an increase of 6.6 bllllon plasters in the lnl- 
teal budget. 

The United States agreed wlth'the GVN to make avall- 
able 18.3 bllllon plasters (equivalent to $155.1 mllllon) 
of U.S. owned or controlled local currency for support of 
the 52.2 bllllon plaster mllltary budget. Although the 
U.S. contrlbutlon increased in 1967 and than declined In 
1968 both In terms of total dollar equivalent and as a per- 
centage of the total GVN military budget, the U.S. contrl- 
butlon remained quite slgnlflcant, as illustrated in the 
following schedule. v 
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GVN mrlrtary budget 
GVN budget year Source of fundlnq Total 
(calendar year) m U.S. budget 

-(brllrons of plasters)- 

1966 24.8 15,l 39.9 
1967 33.9 18.3 52.2 
1968 55.2 17.5 72.7 

The GVN mrlltary budget for 1967 was organized into 29 
separate chapters that identlfled the purposes for which 
the funds were to be expended. However, about 42.2 brlllon 
plasters, or about 81 percent of the total budget, were al- 
located to the followrng four chapters. 

Chapter 

Amount budgeted 
(brlllons of 

plasters) 

Military pay and allowances-officers 4.6 
Mrlrtary pay and allowances-enlisted 35.5 
Psychologrcal warfare actrvrtles 1.0 
Construction 1.1 

42.2 

Other 10.0 

Total military budget-1967 52.2 

The calendar year 1967 military budget-support agreement 
provided that, although U S owned or controlled plasters 
would be made avallable for support of a number of actrvl- 
ties, more than 13.4 bllllon plasters, or about 73 percent 
of the 18.3 bllllon plasters made available, pertained to 
mllltary pay and allowances, constructron, and psychologl- 
cal warfare activities. Most of these funds, about 
12.8 brllron plasters, were allocated for payment of GVN 
mrlrtary pay and allowances. As of April 30, 1968, about 
16.7 bllllon of the 18 3 blllron plasters allocated, had 
been released to the GVN for appropriate use. 
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We selected for llmlted review budget chapters on 
mnlltary pay and allowances, psychological warfare, and 
constructson. Each of these budget chapters 1s dsscussed 
in more detail In the following pages of this appendrx. 

Mllltary pay and allowances 

The GVN military budget for 1967 included about 
40.1 bllllon plasters for pay and related allowances of the 
armed forces, or about 76 percent of the total mllltary 
budget of 52.2 bllllon plasters applicable to that year. 
About 4 6 bllllon plasters pertained to pay and allowances 
for officers while 35.5 bllllon plasters pertained to pay 
and allowances for enlisted personnel. These funds were to 
be used for payments of base pay; common allowances, such 
as those provided to famllles of mllltary personnel, spe- 
cial allowances, such as additional pay for duties lnvolv- 
ing flying, and travel allowances 

The United States and Vietnam Governments had agreed 
that about 12.8 bllllon plasters of the 40.1 bllllon plas- 
ters budget chapter for mllltary pay and allowances would 
be made available from U S owned or controlled local cur- 
rency accounts, of which about 2 3 bllllon plasters and 
10.5 bllllon plasters were speclflcally allocated for pay 
and allowances of officer and enlisted personnel, respec- 
tively. 

Psychological warfare actlvltles 

The GVN had lnltlally Included 361 mllllon plasters In 
the 1967 mllltary budget for psychological warfare actlvl- 
ties. However, this amount was subsequently increased to 
a level of about 1 bllllon plasters. The large increase In 
the budget for these actlvltles was attributable to an In- 
crease in the number of claims under a program known as the 
Military Civil Assistance Program (MILCAP). 

MILCAP 1s a program designed to provide financial as- 
sistance to solace Vietnamese citizens whose families have 
suffered bodily InJury or death or whose crops or other 
property have been damaged or destroyed as a result of com- 
bat actlvltles or defollatlon operations lnvolvlng friendly 
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forces. About 950 mllllon plasters of the 1 billion plas- 
ter budget for psychological warfare actlvltles pertained 
to MILCAP claims. 

The United States and Vietnam Governments had agreed 
that U.S owned or controlled local currency would be used 
to pay MILCAP claims of about 543 mllllon plasters and that 
another 20 mllllon plasters would be used for support of 
equipment for the psychological warfare actlvltles. Thus, 
U.S owned or controlled local currency was limited almost 
exclusively to MILCAP. The remaining funds budgeted for 
psychological warfare actlvltles (about 437 mllllon plas- 
ters) were to be provided by the GVN and were to be used 
for the purchase of leaflets, perlodlcals, and other llter- 
ature and to pay salaries and operating costs of actlvltles 
under this budget chapter. 

Military construction 

The GVN mllltary budget for 1967 included about 
1.1 bllllon plasters for construction of facllltles for the 
armed forces. This amount had been allocated for about 519 
construction proJects Based on an agreement between the 
United States and Vietnam Governments, about 354 mllllon 
plasters were to be made available from U S owned or con- 
trolled local currency accounts for this construction. 
However, these funds were earmarked to cover 50 percent of 
the costs on 201 of the 519 proJects. 

The types of facllltles programmed for construction 
included cantonments and component facllltles such as bar- 
racks and latrines, training facllltles, including recrult- 
lng and lnductlon centers, medical facllltles, quartermas- 
ter and other loglstlcal facllltles, roads, and prisoner of 
war camps. These facllltles were to be used by the GVN's 
Army, Navy, Arr Force, and the Regional and Popular Forces. 
Most of the funds allocated under this budget chapter were 
for construction of Army facllltles, and about 300 mllllon 
plasters had been programmed to provide housing for depen- 
dents of armed forces personnel. However, U S owned or 
controlled local currency was not allocated for construc- 
tion of housing for dependents. 
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CIVIL BUDGET SUPPORT 

The Unlted States and Vietnam Governments had agreed 
that portions of the GVN ~1~x1 budget would be financed by 
U.S owned or controlled local currency. During the calen- 
dar years 1966 through 1968, the agreements provided that 
about 23.4 bllllon plasters were to be made available as 
follows 

Calendar 
year 

Amount 
(bllllons of 
plasters) 

1966 6.4 
1967 8.0 
1968 9.0 

23.4 

The agreement for 1966 included 3.4 bllllon plasters 
for speclflc programs and 3 bllllon plasters for general 
support of the GVN clvll budget for that year. Agreements 
for the 2 subsequent years provided that the funds be used 
for speclflc broad-scope-type programs. Under the calendar 
year 1967 clvll budget-support agreement, about 50 percent 
of the 8 bllllon plasters made available pertained to the 
Chleu Hoi, National Police, and Revolutionary Development 
programs. The latter program involved over 2.5 bllllon pi- 
asters or about 31 percent of the 8 bllllon plasters made 
available. As of May 1968, about 5.8 bllllon plasters had 
been released to the GVN for support of Its calendar year 
1967 ~1~x1 budget. 

The programs funded under the GVN clvll budget were 
prlmarlly of a socloeconomlc nature, such as for primary 
education and teacher training, health, public works, refu- 
gee p and agriculture and animal husbandry. However, two 
other programs under the 1967 clvll budget contained certain 
military aspects These were the Revolutionary Development 
(paclflcatlon) and the Chleu Hoi (Open Arms) programs. 
These two programs and the National Police program are dls- 
cussed more fully in the following pages of this appendix. 
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Chleu HOI program 

The Chleu Ho1 program was one of the larger GVN clvll 
budget programs supported, 1z-1 part, with U S owned or con- 
trolled local currency. The obJectives of this program, as 
stated In the US/GVN proJect agreement, were to support and 
further counterinsurgency efforts by lnduclng mllltary and 
clvlllan supporters of the Vlet Cong and North Vietnam's 
armed forces personnel to come over to the side of the GVN. 

The United States and Vietnam Governments agreed that 
750 mllllon plasters would be made avallable from U S 
owned or controlled local currency accounts for support of 
the 1967 Chleu Hoi program and that an addltlonal 200 mll- 
lion plasters would be provrded frown GVN budgetary sources. 
In addltlon, the United States agreed to furnish certain 
commodltles estimated to cost $1.3 mllllon These commodl- 
ties consisted of cement, aluminum roofing, and rebar steel 
for use on construction proJects. 

The Chleu Ho1 proJect agreement provided that U S 
owned or controlled plasters be allocated to the following 
expenditure areas. 

Amount 
(millions of 

plasters) 

Salaries and allowances 
Operation costs 
Miscellaneous allowances 
New construction--hamlets and 

centers 

178.2 
329.8 

74.0 

168.0 

Total 750.0 

The above categories were broken down further into in- 
dlvldual items of expense. For example, the salarles-and- 
allowances category consisted prlmarlly of pay and per diem 
expenses of pfopaganda teams and polltlcal orlentatlon In- 
structors. The operation-costs category concerned those 
persons who had defected to South Vietnam and Included 
amounts for per diem , pocket money and transportation ex- 
penses of defectors and their dependents, and award money 
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for those who turned In weapons. The greater portlon of 
funds provided to this category, however, was Intended to 
pay for food, clothing, and vocational tralnlng of defec- 
tors, although the costs of propaganda literature were also 
to be funded from the operation-costs category. The 
miscellaneous-allowances category Included furniture allow- 
ances and tthomegolngtt or reinstatement allowances deslgned 
to help the defectors get settled In new homes following 
the 2 months' residence at Chleu Hoi centers or hamlets. 
Death benefits to families of defectors killed on mlsslons 
for the GVN were also to be paid under the mlscellaneous- 
allowance category. 

Construction of new hamlets, centers, and other facll- 
ltles were to be funded under the new construction-cost 
category. The facllltles constructed were to be used to 
provide shelter and related facllltles for defectors as 
well as facllltles to be used for their vocational traln- 
lng. 

Revolutionary Development program 

The GVN clvll budget for 1967 Included approximately 
2.5 bllllon plasters for the Revolutyonary Development 
(paclflcatlon) program which were to be made available from 
U S owned or controlled local currency accounts. The pro- 
gram was deslgned to help economic and social development 
In the rural areas of South Vietnam and, ultimately, to 
gain the willing support of the people for the GVN. 

This program was generally concentrated on preselected 
rural areas In each of Vietnam's Provinces At each Prov- 
incial capital a Revolutionary Development Council had been 
assembled under the chalrmanshlp of the Province chief. 
This council was charged with lmplementlng actlvltles which 
had been approved under the program. 

The budget for the Revolutionary Development program 
included amounts for such actlvltles as rural electrlflca- 
tlon, animal husbandry, fisheries development, agriculture 
and lrrlgatlon, rural education, and hamlet development. 
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Natlonal Police 

The US/GVN master agreement for the 1967 GVN clvll bud- 
get provided that about 791 mllllon plasters, or almost 10 
percent of the 8 bxlllon allocated for the clvll budget, be 
made available for National Police actlvltles from U S. 
owned or controlled local currency. The maJor portion of 
this local currency, about 551 mllllon plasters, was to be 
used to finance the construction of facllltles, lncludlng 
precinct statlons, classrooms and training facllltses, fir- 
ing ranges, and police checkpoints located throughout Vlet- 
nam, The remalnlng 240 mllllon plasters were to be used 
prlmarrly for the purchase of equipment, including police 
boats and furniture, petroleum 011 and lubricants for ve- 
hicles and boats, and cloth for police uniforms. 

The National Police> who had responslblllty for main- 
talnlng law and orde-r throughout South Vietnam, comprised 
such component forces as the Saigon Metropolitan Police, 
who had responslblllty for malntalnlng law and order In the 
Saigon area, the Marine Police, who were responsible for 
controlling South Vietnam's waterways, and the National Po- 
lice Field Forces, who operated as paramllltary forces In 
the buffer areas between combat zones and areas already 
pacl.fled. 
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PRINCIPAL OFFICIALS RESPONSIBLE FOR 

ADMINISTRATlON OF THE ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of offlce 
From 

DEPARTMENT OF STATE 

SECRETARY OF STATE 
Wllllam P. Rogers 
Dean Rusk 

January 1969 
January 1961 

AMERICAN AMBASSADOR TO THE REPUBLIC OF 
VIETNAM 

Ellsworth T. Bunker April 1967 

AGENCY FOR INIIERNATIONAL DEVELOPMENT 

ADMINISTRATOR, AGENCY FOR INTERNATIONAL 
DEVELOPMENT 

Dr. John A. Hannah 
Rutherford M. Poats (acting) 
Wllllam S, Gaud 

April 1969 
January 1969 
August 1966 

DIRECTOR, MISSION TO THE REPUBLIC OF 
VIETNAM 

Donald G. MacDonald August 1966 

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE 
Melvin R. Lalrd 
Clark M. Clifford 
Robert S. McNamara 

January 1969 
March 1968 
January 1961 
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PRINCIPAL OFFICIALS RESPONSIBLE FOR 

ADMINISTRATION OF THE ACTIVITIES 

DISCUSSED IN THIS REPORT (continued) 

Tenure of office 
From 

VIETNAM COMMANDS 

COMMANDER, MILITARY ASSISTANCE COMMAND, 
VIETNAM 

Gen. Crelghton W. Abrams 
Gen. Wllllam C. Westmoreland 

July 1968 
August 1964 

U S GAO Wash, D C 

69 




