U.S. DEPARTMENT OF COMMERCE
Office of Inspector General

PUBLIC
RELEASE

INTERNATIONAL TRADE
ADMINISTRATION

US&FCS Brarzil:
Improvements Needed in Program
Management and Internal Controls

Final Inspection Report No. IPE-10916/September 1999

Office of Inspections and Program Evaluations



U.S Department of Commerce
Office of Inspector General

Final Report IPE-10916
September 1999

TABLE OF CONTENTS

EXECUTIVE SUMM ARY

INTRODUCTION

PURPOSE AND SCOPE . ... e

BACKGROUND

OBSERVATIONSAND CONCLUSIONS . ... e

l. Post Program Initiatives Are Noteworthy, but Need Improvements ............

A.
B.
C.
D

E.

New performance tracking system isagood idea, but its scope

andusageneedtobereconsidered ............. ... ... .. ..l
Post’ s client satisfaction survey program needsto beredesigned .......
Improvements are needed in post’sstrategicplanning ................
Further refinement and proven results are needed for the newly

developed minority business development position ..................
Increased travel and tourism effort by the postisrequired .............

Il. S0 Paulo Commercial Center Needs to Be Refocused and More
Effectively Managed . ...

1. Embassy Relations Are Excellent, but Improved Coordination Is Needed
with American Chambers of Commerce, BXA, and ITA Domestic Offices ... ...

A.

B.

C.

D.
E.

Relations between PCOs and other agencies are excellent, although
communication between the SCO and Ambassador needs improvement .
Relations with multipliers could be jeopardized without rapid
implementation of new library initiative . ............. ... ... ......
US& FCS Brazil should work more closely with the American

Chambers of Commercein Sd0 Paulo and RiodeJaneiro .. ............
Coordination between post and other ITA elements needs attention . . . ..
BXA isnot being supported in atimely manner by thepost . ...........

IV.  Post Needsto Reconsider Current Allocation of Personnel Within Country . . . ..



U.S Department of Commerce Final Report IPE-10916
Office of Inspector General September 1999

V. Market Research and Product Timeliness Need to Be Made Higher Priorities ... 48

A. Agent/Distributor Services are not timely and are of uneven quality .. ... 438
B. Industry Sector Analyses need improved quality and timeliness ........ 50
VI. US& FCS Brazil’ s Financial Management, Procurement, and
Internal Controls Need Significant Attention ............... ... ... ... ... 53
A. Numerous internal control weaknesses must beremedied ............. 53
B. US& FCS Brazil did not adequately plan and execute the PAIP
PrOCUIEMIENT . . ..ottt ettt e e 63
C. US& FCS Brazil procurement system used for inappropriate purchase
AUthOrZalioNS. ... .. 69
D. US& FCS Brazil has used some funds in aquestionable manner ... ..... 71
E. US& FCS needs to reconsider its Sdo Paulo facility ................... 74
RECOMMENDATIONS . ..t e e e 79
APPENDICES
A. US&FCSProductsand ServiCes ...ttt i 84
B. A ONY NS L 85
ATTACHMENT

A. US&FCSResponseto Draft REpOrt ... ...oovi i 86



U.S Department of Commerce Final Report IPE-10916
Office of Inspector General September 1999

EXECUTIVE SUMMARY

Brazil has one of the largest economies in the world and is South America s dominant economic
force. With an estimated population of 162 million and a gross domestic product of $800 billion,
Brazil represents the United States third largest market in the Western Hemisphere, after Canada
and Mexico. Economic reform and privatization of state-owned enterprises are opening new
markets and resulting in unprecedented opportunities for U.S. business. The United Statesisthe
largest foreign investor in Brazil, accounting for almost 34 percent of total foreign direct investment.
In 1997, Brazil wasthe 12" largest market for U.S. exports, totaling nearly $16 billion. After many
years of trade deficits, the United States ran trade surpluses with Brazil in 1995, 1996, and 1997.
Unfortunately, the recent economic downturn in Brazil puts the currently favorable U.S. trade
position in some jeopardy, at least for the short term.

The mission of the U.S. and Foreign Commercial Service (US& FCS) isto promote U.S. business
interests abroad and to increase the number of U.S. firms, particularly small- and medium-sized
firms, in the global market. Located in 78 countries and more than 220 cities worldwide, US& FCS
helps U.S. firms recognize their export potential by providing counseling and advice, information on
markets abroad, international business contacts, and advocacy services.

US& FCS Brazil isthefifth largest US& FCS overseas post, in terms of dollars and staff, with total
fiscal year 1998 expenditures of $3.1 million. The Clinton Administration designated Brazil as one
of 11 Big Emerging Markets (BEMs) in 1994. The BEM strategy is designed to redirect resources
from highly devel oped markets to devel oping markets with greater potential for economic growth.

The OIG conducted an on-site inspection of the US& FCS operation in Brazil from June 15 to July 2,
1998. We observed the post’ s operations and activities, located in the cities of S&o Paulo, Brasilia,
Belo Horizonte, and Rio de Janeiro. We interviewed available staff members at each post, officials
of other federal agencies located within the embassy and consulates, representatives of various U.S.
and foreign companies conducting businessin Brazil, and management and staff at ITA
headquarters in Washington.

At the time of our review, US& FCS Brazil employed 57 personnel and about 22 interns (since that
time, the post has opened an office in Porto Alegre with a contract employee and added an
additional commercial officer in S&o Paulo). The staffing included the Senior Commercial Officer
(SCO), the Deputy Senior Commercial Officer, 4 other commercia officers, and 51 foreign service
nationals (FSNs) and personal service contractors (PSCs). The majority of personnel are located in
S80 Paulo—the acknowledged business capital of Brazil. The total number of personnel in Brazil
more than doubled in six years, increasing from 23 positionsin 1993 to 57 in 1998. The majority of
that increase has been in S&o Paulo, athough all posts have experienced some growth.
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The U.S. Commercial Center in S&o Paulo is the most significant feature of US& FCS Brazil
operations. TitlelV of the Jobs Through Exports Act of 1992 authorized the Department of
Commerce to establish commercial centersin Africa, Asia, and Latin America. Utilizing this
authority, US& FCS developed acommercia center program, designed to provide expanded,
accessible trade promotion facilities located outside embassies and consulates and near the primary
business districts of BEM countries. Additionally, US& FCS decided to leverage its presencein
these markets by collocating with other executive branch departments, and state government and
industry partners. This collocation is designed to achieve the coordination of U.S. trade promotion
efforts, thereby leveraging trade promotion resources in a period of declining or stagnant resources,
and to share some costs of operating the facility.

Overal, US& FCS Brazil isavery energetic and creative post and is meeting its mission to serve U.S.
exporters successfully. In addition, we found that the Sdo Paulo Commercia Center is an attractive
and accessible facility and, while not meeting all the key mandates of the commercial center
program, is being used creatively and actively to support US& FCS Brazil’ s programs and the needs
of U.S. exporters and Brazilian importers. We had many other positive observations about this
operation, including (1) an improved program since the SCO has been in Brazil; (2) frequent and
extensive communication between management and staff, and US& FCS Brazil headquarters and
constituent posts; (3) impressive marketing and outreach; and (4) implementation of new,
innovative programs to promote U.S. products. The SCO has been commended by US& FCS for
turning around an operation that was in chaos under the previous management team. However, we
have concernsin anumber of financial, program, and management areas that need to be addressed.
Our most significant observations are as follows:

Performance Tracking System Needsto Be Reconsidered in Scope and Usage

While US& FCS Brazil has designed and implemented an effective work and performance tracking
system for its operations, the system itself appears to be determining individual priorities and
undermining teamwork and cooperation among staff. While we commend management for
instituting such a comprehensive system, we believe that there have been negative side effects from
its implementation, particularly in the areas of staff morale, priorities, and teamwork. We
recommend that management rethink this concept and make appropriate adjustments to the system
to counter these side effects. We also suggest that US& FCS headquarters eval uate the system and
determine its appropriateness for other US& FCS posts (see page 10).

The Sao Paulo Commercial Center Needs to Be Refocused and More Effectively Managed
The S&o Paulo Commercial Center is an attractive and accessible facility. It brings greater visibility

and useful services to support the promotion of U.S. exports. The commercial center is primarily
being used to house personnel related to the post’ s innovative “import pull” services, which have
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been very successful and have accounted for avery large percentage of the success stories of
US& FCS Brazil. We believe that these programs are a positive step for the post. However, we have
anumber of concerns about the management, priorities, and direction of the commercial center.

While we recognize that each commercial center must evolve and adapt to the unique needs of its
market, we, nevertheless, have concerns about whether the appropriate priorities have been set for
the S&0 Paulo Commercial Center and whether the center may be missing opportunities to fully
implement the commercia center program. Specifically, we found that (1) collocated partners are
not adequately integrated into operations; (2) short-term rental space and related business services
are not heavily used and may not be necessary; and (3) important planning documents are missing
and the cost recovery status is not adequately justified or tracked.

We believe that the problems are caused by (1) US& FCS Brazil’ s priorities for its commercial center
differing from those set by US& FCS headquarters for the commercial center program, and (2) the
lack of adequate ongoing oversight and support from US& FCS headquarters to help ensure that the
commercial center program is successful and complies with the requirements as outlined in the
legislation. We noted that some of these problems may be the result of the fact that there no longer
isacentral headquarters contact in charge of overseeing the commercia center program. US&FCS
Brazil needsto establish priorities that are more closely aligned with the program as it was designed
by US& FCS and take certain management and operational steps to implement the new priorities
(see page 23).

Further Refinement and Proven Results Are Needed
for the Newly Developed Minority Business Position

The minority business development commercial assistant position established by US& FCS Brazil in
February 1998 is not well integrated into the Department’ s minority business activities, has
overlapping responsibilities with other trade specialists at the post, and has inadequately defined
responsibilities. We also question whether S&o Paulo was the appropriate place for such a position
and whether there is sufficient market potential and resultsto justify continuing it. We believe that
while thisidea may have some merit, post management did not analyze the position adequately or
set up the necessary mechanisms to measure the performance and evaluate whether the position
was needed (see page 17).

Improved Coordination Between Post and Other Elements is Needed
Opportunities for good working relationships between US& FCS Brazil and other federal and ITA

components, as well as with some host country organizations, are not being fully exploited and
appear to be highly dependent upon personal relationships. We noted good working relationships
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between the deputy senior commercial officer and principal commercial officers and other U.S.
embassy officials. Conversely, relations between the SCO and the previous Ambassador were
strained, and other officials commented negatively on working relationships with the SCO. The
post isworking well with anumber of multipliers. However, we are concerned that these positive
relationships might become compromised if the post’s promiseto install computers at partner sites,
as part of anew initiative, isnot fulfilled. 1naddition, while the constituent posts have productive
working relationships with many multipliers, improvements are needed in working relationships
with the S&o Paulo and Rio de Janeiro American Chambers of Commerce.

We aso noted very uneven and some unproductive rel ationships between US& FCS Brazil and
various I TA components. While coordination has probably improved within ITA withits
implementation of domestic “teams,” we noted that US& FCS Brazil has the most uncooperative
relationships with the domestic offices that we have ever witnessed. We noted that there were
overwhelmingly negative comments from domestic office staff concerning the responsiveness of
US& FCS Brazil to their client requests. Relations between the post and the domestic offices were
further aggravated by US& FCS Brazil’ s unilateral decision to issue a*“ protocol” to domestic offices
for requesting services, which islengthy and complicated. Significant “fence-mending” should be
undertaken immediately by US& FCS Brazil officials (see page 32).

Market Research and Product Timeliness Need to Be Made Higher Priorities

In our review of Brazil’s products and services we identified issues concerning two important core
US& FCS products that merit discussion. First, the post is not producing timely responses to
Agent/Distributor Service (ADS) requests and there is some question about the overall quality of
ADS responses by the post. Second, the post is not consistently producing high-quality market
research reports and is significantly behind schedule. We believe that these problems are caused by
inadequate emphasis on these products by some officers and staff. Post management should pay
increased attention to these areas (see page 48).

US&FCS Brazil’s Financial Management, Procurement, and
Internal Controls Need Significant Attention

We observed a pervasive lack of adequate financial management practices and internal controlsin
US& FCS Brazil operations. The weakest controls were found at the administrative center in Sao
Paulo, while the posts in Rio de Janeiro, Belo Horizonte, and Brasilia had markedly better controls.
During our inspection, we noted significant management control weaknesses in the handling of
cash, use of purchase orders, inventory and management of government personal property, credit
card transactions, the handling of alarge information technology contract, and documentation of the
use of government vehicles. We attribute these shortcomings to a general inattentiveness to
administrative matters.

-iv-
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Historically, financial management and internal control problems have plagued US& FCS Brazil.
Two reviews by US&FCSin 1992 and 1996 uncovered significant and pervasive financia and
internal control problems. While headquarters officials have recently reported improvement under
the current SCO, we noted significant lapsesin attention to financial and internal control matters
(see page 53).

aaaPRne

In response to our draft report (see page 86), US& FCS stated that it appreciated and agreed with the
positive observations about Brazil’ s operation, especially in regard to the improvements made since
the current SCO’ s arrival in Brazil and the recognition of new programs that have been developed to
promote U.S. products. US& FCS also noted that serious administrative and financial problems
exist in Brazil that needed to be addressed quickly.

While US& FCS agreed with a vast majority of our observations and recommendations, noting areas
where changes and improvements have been made since our visit in June 1998, the response aso
included a number of areas where US& FCS disagreed with the analysis and recommendations. The
areas of disagreement are addressed in the report. 1n addition, US& FCS noted that although the
report delves into many specific issues, e.g. staffing at constituent posts, the co-locators, ADSs,
relations with Export Assistance Centers, and market research, US& FCS would also like a statement
that gives the agency “ageneral reading on whether Brazil is meeting the needs of U.S. exporters,
and tellsusif the S&o Paulo Commercial Center is effective and provides benefitsto US& FCS's
overall mission.” Where appropriate, we have modified our report to more specifically address
these issues.

The report includes the written response from US& FCS. A copy of theresponse isincluded inits
entirety as an attachment to the report. We request that US& FCS provide an action plan addressing
any outstanding issues noted in the report.

On page 79, we offer recommendations to address our concerns.
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INTRODUCTION

Pursuant to the authority of the Inspector General Act of 1978, as amended, and the requirements of
the Omnibus Trade and Competitiveness Act of 1988 and the Export Enhancement Act of 1992, the
Office of Inspector General conducted an inspection of U.S. and Foreign Commercial Service
(US&FCYS) operationsin Brazil.

Inspections are special reviews that the OI G undertakes to provide agency managers with
information about operational issues. One of the main goals of an inspection isto eliminate waste in
federal government programs by encouraging effective and efficient operations. By asking
guestions, identifying problems, and suggesting solutions, the OIG hopes to help managers move
quickly to address problems identified during the inspection. Inspections may also highlight
effective programs or operations, particularly if they may be useful or adaptable for agency
managers or program operations elsewhere. This inspection was conducted in accordance with the
Quality Standards for Inspections issued by the President’ s Council on Integrity and Efficiency.
Our field work was conducted from June 15 to July 2, 1998. We discussed our findings with the
US& FCS Office of International Operations on July 24, 1998 and with the Senior Commercial
Officer (SCO) in Brazil on July 30, 1998. The Director Genera was briefed on February 19, 1999.
The agency response to our March 19, 1999 draft report was received on July 17, 1999.

PURPOSE AND SCOPE

The purpose of thisinspection was to evaluate the effectiveness of US& FCS s operationsin Brazil.
More specifically, we sought to determine whether (1) US& FCS Brazil is effectively managed,

(2) the post is operating effectively and meeting the needs of U.S. exporters; (3) interna control
systems have been established and good financial management practices are being followed; and
(4) the S&o Paulo Commercial Center is effective and provides benefitsto US& FCS's overall
mission.

In conducting the inspection, we (1) reviewed the organizational structure and operating approaches
used in administering activities at the posts; (2) interviewed appropriate officials of ITA, the State
Department, and other agencies and organizations relevant to US& FCS operations in Brazil; (3)
examined pertinent files and records relating to the post’ s operations; (4) interviewed clients,
multipliers, and partners of the post and reviewed selected products and servicesto determine
customer satisfaction, product quality, and post effectiveness; and (5) interviewed management and
personnel in US& FCS Brazil officesin Sao Paulo, Belo Horizonte, Brasilia, and Rio de Janeiro on a
wide variety of management, programmeatic, administrative, and financial topics.
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BACKGROUND

Latin American markets are among the fastest growing in the world, and economic forecasters
expect the region to grow nearly 5 percent annually through the year 2000, although a recent
economic downturn in Brazil may have some effect on this prediction. 1n 1997, U.S. exportsto the
Western Hemisphere accounted for almost 40 percent of total U.S. exports and nearly 50 percent of
thetotal increasein U.S. exports. Economic reform, market opening, and privatization of state-
owned enterprises—the major issuesin Latin America—have resulted in unprecedented
opportunitiesfor U.S. business. U.S. exports to the Western Hemisphere are growing at about triple
therate of U.S. exportsto the rest of the world.

With an estimated 162 million inhabitants, Brazil has the largest population in Latin America and
fifth largest population in the world. The majority of the populace livesin the south-central states of
S0 Paulo, Rio de Janeiro, and Minas Gerais, which include the cities of S&o Paulo, Rio de Janeiro,
and Belo Horizonte, respectively. Brazil isthe eighth largest economy in the world, with a gross
domestic product of over $800 billionin 1997. The state of Sao Paulo alone has alarger economy
than all of Argentina, and if the state of Rio de Janeiro were an independent country, its economy
would rank fourth in Latin America.

Figure 1 With the largest economy in South
U.S. Trade With Brazil America, Brazil isacountry with immense
1993-1997 export opportunities for U.S. businesses.
16 Market liberalization and economic
] stabilization have significantly enhanced
; 14 Brazil’ s growth prospects. Brazil’strade
5 12 | Ex has more than doubled since 1990, from
— Sl Ports | $50 hillion to an estimated $114 billion in
£10 1 m ports 1997. The Brazilian government is
e g . — T | emphasizing increased economic
. opportunities for the private sector through
6 - : = privatization, deregulation, and the removal
1993 1994 1995 1996 1997 of impediments to competition. U.S.
Year exporters are now able to expand and
participate in new business opportunities
that contribute to making Brazil the United

States' third largest trading partner in the
Western Hemisphere. Unfortunately, arecent economic downturn in Brazil puts the currently
favorable U.S. trade position in some jeopardy, at least for the short term.
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The United States has growing economic, political,
and cultural tieswith Brazil. Brazil wasthe United
States 12" largest export market in 1997, with U.S.
exportsto Brazil totaling nearly $16 billion, a 28
percent increase from 1996. The United Statesran
trade surpluses with Brazil in 1995, 1996, and 1997
after many years of deficits. The President of the
United States made an officia visit to Brazil in 1997,

Figure 2: US&FCS Brazil

Personnel 52.9%

and recent pollsindicated that Brazilians have an
overwhelmingly positive impression of the United
States. In addition, the United Statesis the largest
foreign investor in Brazil, accounting for almost $20
billion, or 34 percent of total foreign investment.
Ongoing and upcoming privatization in Brazil’s
telecommunication, energy, and mining sectors,
planned for 1998 and 1999, is of major interest to U.S.

companies.

Figure 3: FY 1999 US&FCS Brazil
Staffing

7 FSNs,
30 PSCs

Admin 4.5%

Rent 23.4%

" Representation 0.4%

DPS 18.8%

US& FCS Brarzil isthe fifth largest US& FCS overseas
post, in terms of dollars and staff. Total fiscal year 1998
expenditures were estimated to be $3.1 million, with
over one half of that budget covering personnel costs
(see Figure 2). The Clinton Administration designated
Brazil as one of severa Big Emerging Markets (BEMS),
astrategy designed to redirect resources from highly
devel oped markets to developing markets with greater
economic growth potential.

At the time of our review, US& FCS Brazil employed 57
personnel and approximately 22 interns. After our
review, US& FCS Brazil opened an office in Porto
Alegre, staffed by one contract employee, assigned an
additional commercial officer to Sao Paulo, and
assigned a second commercial officer and another staff
person to work on standardsissuesin Brasilia. These

additions are reflected in Figure 3. During our review, staffing included the Senior Commercial
Officer (SCO), the Deputy Senior Commercia Officer, 4 other commercial officers, and 51 foreign
service nationals (FSNs) and personal service contractors (PSCs).
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Asshown in Figure 3, the majority of personnel arelocated in Sdo Paulo—the acknowledged
business capital of Brazil. US& FCS Brazil has experienced extraordinary growth over the past
severa years. Asshown in Figure 4, the total number of US& FCS Brazil staff has more than
doubled in six years, increasing from 23 positions in fiscal year 1993 to 57 in fiscal year 1998 (these
figures do not include interns). Most of that increase has been in S&o Paulo, although all posts have
experienced some growth. In 1996, asingle FSN position in Belem was eliminated in order to place
the position in a higher growth market elsewherein Brazil.

Figure 4: 1993 - 1998 US&FCS Brazil Staffing by Post

60 [ |
= Belem

50

| Belo Horizonte

40

807 | || Riode Janeiro
20 — [ 23

10 4 | | Brasilia

Staff

1093 1994 1995 1996 1997 1998 So0 Paulo
Saurce: US&FCS Personnal

Operations in S&o Paulo and Belo Horizonte are located in commercial space leased from private
entities, while operationsin Brasiliaand Rio de Janeiro are located in the U.S. embassy and U.S.
consulate, respectively. Particularly significant isthe U.S. Commercial Center located in Sdo Paulo
in afour-story building, leased by US& FCS, that houses all S&o Paulo personnel and has space
designated for collocated partners and rentable business facilities as mandated by legislation. The
commercial center isdesigned to provide an expanded, accessible trade promotion facility located in
an important business district of S&o Paulo. Title 1V of the Jobs Through Exports Act of 1992
authorized the Department of Commerce to establish commercial centersin Africa, Asia, and Latin
Americal

L public Law 102-549. The bill also authorized $22 million to establish and operate the centers during
fiscal years 1993-97, although funds were never appropriated for this purpose.

-4
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Figure 5: The US&FCS Post and Commercial Center
in Sao Paulo

In general, US& FCS, using the legidation as a base, defined the commercia centers as expanded
commercial posts, located outside of embassies and consulates near the primary business districtsin
BEM countries, and more accessible to the general public. US& FCS decided to leverageits
presence in these markets by collocating with other executive branch departments, state government
representatives, U.S. industry representatives, and ITA Market Development Coordinator Program
grantees.?

Thereisasimilarity between commercial center services and those offered by private and non-profit
business centers, such as can be found in the American Chamber of Commerce (AmCham) in Sao
Paulo® or most major hotels worldwide that offer business-support services. In addition, the
commercial centersare similar to ITA’s American Business Centers, which are located in Russia

2 The Market Development Cooperator Program provides competitive matching grants to states, trade
associations, chambers of commerce, world trade centers, and other non-profit industry organizations. Grants are
used to help underwrite the startup cost of new export market ventures.

3 The S&o Paulo AmCham’s mission is to serve its members by constructively influencing public policy in
Brazil and the United States and promoting trade and investment. In addition to advocacy, the AmCham provides a
wide range of business support services, such asacommercia library, rental space, networking committees, and trade
events.

-5
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and throughout the Newly Independent States,* in terms of providing additional business support
servicesfor U.S. companies. Commercial centers also differ from traditional US& FCS “trade
centers,” which primarily provide space for trade events. Figure 6 compares the commercial centers
to other US& FCS and private-sector operations.

Figure 6: Comparison of Commercial Centers with Other ITA and Private-Sector Centers

American Private Sector
Commercial Business Standard US&FCS Business
Center Center (ABC) US&FCS Trade Center Center
Post
US&FCS core programs U U U
Business Information U U U U
Center/commercial library
Short-term rental offices U U U
Collocated trade partners U **
Product display/exhibit areas U U U* U U
Meeting facilities for rent U U u* U
Other multipurpose space U

*Certain US& FCS posts—such asin South Korea, Vietnam, or US& FCS-funded American Institute of Taiwan —have obtained facilities that can
be used for display, exhibits or meetings, although thisis not amandated or standard service provided by all US& FCS posts.
**\We noted that US& FCS Spain and US& FCS Thailand are collocated with other federal partners, though they are not acting as landlords, aswith

Using the legidation as a base, US& FCS expanded the commercia center concept to include
collocation with federal, state, and private sector partners with US& FCS personnel. Collocationis
designed to share costs of acquiring and operating the facility with its partners aswell asto gain
advantages by coordinating U.S. trade promotion efforts with state, federal, and private industry
partners collocated with US& FCS.

The commercia centers are designed for long-term, collocated partners, but according to US& FCS
and the commercial center legislation, also to be atemporary “home away from home” for U.S.
exporters. The commercia centers areto provide afull range of business facilities and services that
enable U.S. exporters to achieve an affordable presence in these markets for a stay as brief asone
day or aslong asayear or more. US& FCS states that the centers should offer, on a user-fee basis,
(2) fully-equipped offices, including “high quality” telecommunications equipment; (2) small
meeting and conference facilities; (3) exhibit and reception areas; (4) business services, such as
trandation services, clerical assistance, and a comprehensive commercia library; and (5) commercial
law information on the host country and its markets. US& FCS has established four commercial

4 International Trade Administration: Mid-Term Review of US&FCS American Business Centers Shows
Mixed Results; IRM-6831, U.S. Department of Commerce, Office of Inspector General, September 1995.

-6-
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centers—in Sdo Paulo and Jakarta (Indonesia) in 1994, Shanghai (China) in 1996, and Johannesburg
(South Africa) in 1998.

US& FCS Brazil has had its program and administrative performance reviewed internally severa
timessincethe last OIG visit in 1991. In 1994, an internal program review by US& FCS reveaed
significant programmatic, administrative, and financial management weaknesses. 1n 1996,

US& FCS concluded that the overall management of the Brazil post had improved significantly
since the 1994 review. The team noted, in particular, the SCO’ s attention to priorities in terms of
implementing information technology-related systems. However, the 1996 review also noted
issues related to the processing of Agent/Distributor Service (ADS) requests,® the post’sintern
program, training, and domestic office relations. In addition, problems were noted in certain
financial management areas, including fund fungibility, collections, imprest fund management,
inventory, and contract hires.

5 ADSs are designed to provide U.S. firms with names and addresses of up to six pre-qualified potential
representatives or agents per market.

-7-
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OBSERVATIONS AND CONCLUSIONS
L. Post Program Initiatives Are Noteworthy, but Need Improvements

Programmatically, US& FCS Brazil more closely monitors its activities than most posts we have
recently visited. We have many positive observations about this operation, including (1) an
improved program since the current SCO has been in Brazil; (2) frequent and extensive
communication between management and staff, and S&o Paulo and constituent posts; (3)
impressive marketing and outreach efforts; and (4) implementation of new, innovative programs to
promote U.S. products.

The SCO has a*hands-on” management style. There are regular communications with the
constituent posts. Telephone conference calls between the SCO, American officers, and regional
management at US& FCS headquarters occur weekly, and all action items are noted and sent to the
posts for follow-up. Monthly staff meetings in S&o Paulo are videotaped and shared with al the
constituent posts. “Walkabouts,” in which the SCO meets with each member of the staff to review
activities and accomplishments, are conducted periodically.

The SCO has done an excellent job of directing and implementing his vision and priorities for

US& FCS Brazil. Under the SCO’ s guidance, a unigue performance tracking and assignment system
has been developed and is used to identify and monitor staff performance and activities. US&FCS
Brazil has also focused its resources on 37 “active” industry sectors (instead of trying to cover al
possible industries). In addition, the SCO has implemented a*“team” concept to manage requests,
activities, and market research in each sector.

US& FCS Brazil has also instituted an aggressive outreach program in Brazil. The SCO has made
contact with a number of Brazilian states that have historically been inadequately covered by
US&FCS. The Principa Commercia Officers are pursuing improved working relationships with
private sector multipliersin their regiona areas of responsibility. Thiseffort isproviding
innumerable new contacts and opportunitiesfor U.S. firms. Furthermore, the SCO has made
marketing and information dissemination one of histop priorities. The post has developed products
for both U.S. firmsinterested in exporting to Brazil and for potential Brazilian importers. These
products include:

° A CD-ROM in English and Portuguese that includes market reports and other useful
information about exporting to Brazil.

o A US& FCS Brazil Internet home page that contains information identical to that found on
the CD-ROM.

° A videotape that explains the facilities and services of the commercial center.
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Also during histenure, the SCO has developed a number of innovative approaches for offering core
services, such as:

° The Twin Librariesinitiative, which will provide informational computer workstationsto
institutional partners around the country to provide Brazilian firms with the same
information (e.g., databases that contain commercia and marketing information) that is
available at the post. This program is currently on hold due to the lack of authority to
properly dispose of the government’ s surplus computers (see Chapter |11, Section B).

o The Commercial Information Research Service (CIRS), afee-based subscription program
that provides Brazilian companies with a number of mailings, including 12 issues of
Commercial News magazine, and the ability to make 50 commercia searches (for U.S.
export partners).

o Gateway, Gateway Plus, and “Inovatec”® programs, which provide Brazilian companies with
U.S. business contact information.
o The automated performance tracking system.

° Anintern program that allowed Brazilian students to train at US& FCS for aminimal cost to
the program. The program has since been terminated because US& FCS Brazil did not have
the legal authority to pay the students stipends, which are required under Brazilian law.

The SCO has done avery good job of addressing serious problems that existed under a previous
management group, and has set a new standard for US& FCS posts in terms of innovation. We note
however, that while the SCO has successfully introduced and implemented a number of initiatives,
he has at times done so at such arapid pace that the initiatives have not always been thoroughly
thought through, developed, or pilot tested before being implemented. As a consequence, programs
have been stalled or terminated because proper authority was not sought ahead of time. In addition,
post staff have complained that the regular workload has been disrupted because of constant
modifications to new programs and/or post-implemented systems.

However, despite these innovations, we found many areas of US& FCS Brazil’ s program and
management that need improvement, including the implementation of innovative programs and
systems. In particular, we believe that improvements need to be made in the areas of tracking work
and performance, measuring client satisfaction, executing strategic planning, expanding coverage of
minority business interests, and promoting travel and tourism to the United States.

¢ Gateway, afee-based service for Brazilian importers, that provides, for $200, lists of American products
and services. Gateway Plus provides arranged meetings with U.S. exportersto Brazilian importers. Inovatecisa
post-initiated program whereby American firms can expresstheir interest in being matched with potential Brazilian
partners by filling out aform and sending it to US& FCS S&o Paulo. Completed forms are sent to individual Brazilian
firmsfor potential “matches’ for U.S. exporters products.
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A. New performancetracking system isa good idea,
but its scope and usage need to be reconsidered

While US& FCS Brazil has designed and implemented an elaborate work and performance tracking
system for its operations, the system itself appears to be determining individual priorities and
undermining teamwork and cooperation among staff. While we commend management for
instituting such a comprehensive system, we believe that there have been negative side effects from
its implementation, particularly in the areas of staff morale, priorities, and teamwork. We
recommend that management rethink this concept and make appropriate adjustments to the system
to ameliorate these side effects. We also suggest that US& FCS headquarters evaluate the system
and determine its appropriateness for other US& FCS posts.

US& FCS Brazil’ s new tracking system may be one of the most comprehensive work tracking
systems anywhere among US& FCS' s worldwide network. The system allows post management to
track and capture most work activities, results, costs, and benefits associated with its efforts. The
system uses workload data (for example, clients counseled or market research reports completed)
fed by individual staff membersinto the system. The system uses the data to produce performance
reports which are able to identify costs, both direct and indirect, and sources of funds associated
with each product and service provided. The result is a cost-benefit quotient for products, and the
services produced by the post, and for individual staff members and for each office. This system,
while modified a number of times, has essentially been in operation since the beginning of fiscal
year 1998.

While acknowledging the tremendous effort put into the system, and its many features that could
be adapted for replication elsewhere, we also believe that the effect of the system upon the work
habits, work atmosphere, and priorities of US& FCS Brazil has not been entirely positive. Infact,
most staff indicated that the system is skewing and, in part, determining priorities and undermining
cooperation, as well as perhaps contributing to poor relations with US& FCS domestic offices, a
problem discussed in Chapter 111, Section D. We believe that the system needs to be improved
before being used by other posts, given the problems we have identified.

Many FSNs and PSCsindicated that the system undermines office teamwork, including the
country-wide “team” approach to key industries, because staff are tracked individually by the
amount of fees collected, services provided, and success stories generated. Asaresult, staff have a
disincentive to assist or work with colleagues. Working with other staff resultsin a*shared”
success story, something the staff admitswill dilute their accomplishments as reflected in their
performance report. The smaller posts, in particular, indicated that teamwork and sharing of
information between officesis not occurring consistently. For example, because S&o Paulo, with
the largest staff, has the lead on the highest number of key industry sectors, the constituent posts do
not want to “give” Sao Paulo fees earned or potential success stories. We also learned of numerous
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instances of US& FCS Brazil staff being reticent to alow their colleaguesto use their resources (such
as phones, copying machines, rental facilities, or fax machines) because they did not want to incur
costs that would negatively impact their personal cost-benefit ratios.

Quarterly reports generated from the system provide a bottom-line cost-benefit figure for individual
staff and for officesasawhole. Believing that thisisthe primary vehicle to support their future
evaluations, staff have adjusted their work priorities accordingly. The system designates many of
the S&o0 Paulo staff asindividual “cost centers,” where costs are accrued and allocated to the staff
person. The message to the staff is clear: focus on generating fees and keeping your costs down.
For example, non-fee-generating activities are considered lower priorities or de-emphasized by staff,
despite statements by management to the contrary. According to staff and some officers, higher-fee
services (such as Gold Keys') are encouraged as compared to no-fee activities (some types of
market research) or lower fee activities. Some US& FCS domestic offices commented upon this
phenomenon, stating that, in their opinion, US& FCS Brazil tends to emphasize fee-generating
servicesfor their clients. In addition, in an effort to keep costs down, some staff indicated a
reluctance to return phone calls to US& FCS domestic offices, preferring to wait for asecond call, in
order to not be charged with making along-distance call.

The SCO stated that through the extensive documentation provided to staff about the system, his
personal meetings with each staff member, and country-wide conference calls and meetings, he has
indicated what the work priorities are and what the role of the performance tracking systemis. We
acknowledge that such communications have occurred. Nevertheless, the system’s components,
the reports from the system that are shared with staff, and statements made by the SCO clearly lead
the staff—rightly or wrongly—to reach a different conclusion about the system’s purpose and its
roleintheir evaluations. Such a conclusion about the system is shared by many of the post’s other
officersaswell. Clearly, mixed messages are being received. We believe that the system has many
good features, but that the post must avoid sending a message that fee-generating services are
preferred. US& FCS Brazil is provided with an appropriation and is therefore obligated to serve
clients with core US& FCS products and services, whether fees are generated or not.

US& FCS Brazil should undertake a study of its performance tracking system to determine to what
extent the system is determining work priorities and what modifications might be made to make the
system more useful to post management. In addition, and after resolving the system’ s problems,
US& FCS headquarters should evaluate the system for potential replication at other US& FCS posts.

" A “Gold Key" isacustom-tailored service provided by US& FCS posts worldwide that is designed to
combine orientation briefings, market research, appointments with potential partners, interpreter services for
meetings and assistance in developing follow-up strategies.
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A PRae

In response to our draft report, US& FCS agreed with our recommendation that US& FCS
headquarters study Brazil’s program initiatives, and stated that the Twin Libraries Program,
Gateway, CIRS, and Inovatec, among others, have been turned over to US& FCS Export Promotion
Services and the Innovation 2003 team for study and possible inclusion (or modification of) in

US& FCS worldwide programs.

Specifically, US& FCS agreed with our recommendation that the performance tracking system be
studied to determine what should be modified to make the system more useful. US& FCS indicated
that the Brazil staff may not have fully understood the purpose of the system, which is till
undergoing “extensive refinement.” Management indicated that the post will undertake a study of
the effectiveness of the system by the end of 1999. We request that US& FCS provide us with the
conclusions of thisstudy in its action plan to address our recommendations.

B. Post’s client satisfaction survey program needs to be redesigned

US& FCS Brazil has a customer satisfaction survey program that is poorly implemented and
controlled, is not coordinated with the US& FCS headquarters division responsible for customer
surveys, and lacks proper documentation. While recognizing the need to implement a customer
satisfaction survey, US& FCS Brazil management did so without making it a high priority, instituting
proper controls, or consulting and coordinating with appropriate headquarters components. Asa
result, the survey program has had poor results, is not providing reliable information on US& FCS
Brazil operations to management, and is not in compliance with the Paperwork Reduction Act.

Measuring customer satisfaction is not only important as a feedback mechanism to make
appropriate adjustments to any organization’s operations, but it is also becoming a more important
requirement for all federal government programs with implementation of the Government
Performance and Results Act and its linkage of performance results and budget allocations.
Customer satisfaction is aso emphasized in the National Performance Review initiative. In addition,
in September 1993, President Clinton issued an executive order requesting agencies to establish
customer standards and measure customer satisfaction.®

Measuring client satisfaction is also an important initiative within US& FCS. US& FCS/Export
Promotion Services (EPS), a headquarters-based unit, is already responsible for collecting some
client feedback on product satisfaction for al overseas and domestic operations. However,

8 Executive Order 12862: Setting Customer Service Standards. September 11, 1993.
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US& FCS Brazil believes, and as we have stated in past reports,” the EPS quality assurance survey
program does not meet the post’ s needs, due to low response rates and the lack of a country-
specific feedback mechanism.’® In response to a perceived need for more and better client feedback,
in January 1998, US& FCS Brazil instituted its own client satisfaction survey program.

However, our analysis of this new initiative indicates that the program is poorly designed and will
not yield the type of information that management needs in order to make decisions about resource
allocation and products and services. Under the post’s client satisfaction survey program, each
trade specialist is responsible for sending the appropriate form to Brazilian and U.S. firms that have
been counseled or provided aservice. The questionnaires, when distributed, are either given to the
customer immediately after a consultation or sent out by fax, electronic mail, or regular mail.
However, to date, the number of returned questionnaires has been low, according to our discussions
with trade specialists. We also found that trade specialists are often too busy to send the
guestionnaire forms out, indicating that the survey programisalow priority for the specialists
despite the fact that the SCO has linked the program to trade specialists and commercial officers
performance evaluations.

In addition, there are inadequate controls over the collection and dissemination of the client
satisfaction information. Information is requested, collected, and provided to management by the
employee who is being evaluated by the customer. There are no controlsin place to prohibit
employees from discarding poor evaluations, although we found no evidence that this was
occurring. Given that the point of contact for the returned questionnaire is atrade specialist who
will be evaluated, in part, with the form, it would be easy for specialists to eliminate poor
evaluations, and alter the results of customer surveys, thereby eliminating important feedback on the
quality of the post’s products and services. This problem could be eliminated by assigning the
responsibility for sending, receiving, and compiling questionnaire data to an officer at each post in
Brazil.

Also, US& FCS Brazil is not coordinating its effortsin this area with key headquarters
components—particularly EPS. An EPS representative knew nothing about US& FCS Brazil’s
survey program. The Paperwork Reduction Act of 1995 requires agencies to seek and obtain
approval from the Office of Management and Budget before obtaining or soliciting identical
information from 10 or more persons. The purpose of the act is to minimize the burden placed on
individuals by federal information collection efforts. By implementing the survey program without

S US&FCS Germany: While Generally Productive, Its Priorities, Resources, and Activities Require
Reassessment, IPE-9287, July 1997.

10 Eps officials stated that reports on survey results are not compiled by country nor are the results
distributed to US& FCS posts.
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consulting EPS, US& FCS Brazil management could potentially overburden U.S. firmswith multiple
guestionnaires. Moreover, the post bypassed the opportunity to take advantage of EPS' s expertise.
While agreeing that a post-implemented survey program was a good idea, EPS was concerned about
the methodol ogy, stating for example that the appropriate length of time between providing the
product or service and sending out a customer satisfaction survey is heavily dependent on the types
of service provided and information collected.

Finally, US& FCS Brazil is not using an I TA-approved questionnaire and has not included the
information that is required to be on a government questionnaire that is sent out to the public. Asa
result, US& FCS Brazil is using questionnaires that are not part of ITA’s OMB-approved family of
“User Satisfaction Surveys.” The Paperwork Reduction Act of 1995 requires agencies to submit
guestionnaires for approval. Once approved, OMB provides avalid control number and expiration
date that isto be placed on the form. Agencies are not allowed to make substantive or material
modifications to the approved questionnaire unless the modifications have been resubmitted to
OMB. In addition, agencies are required to inform the respondent, either on the formitself orina
cover letter attached to the survey, of why the information is being collected, how it will be used,
how long on average it will take to complete the questionnaire, and whether aresponse is voluntary.

The US& FCS Brazil survey has made substantial changesto the ITA forms. The US&FCS Client
Counseling questionnaire (form ITA 735P) isablind survey, while the US& FCS Brazil counseling
survey requests company information. The approved ITA form asks multiple choice questions,
while the US& FCS Brazil survey is open-ended; consequently the estimated time to respond to the
US& FCS Brazil form most likely differs from the OMB approved form. Finally, the US& FCS
Brazil form does not contain the OMB control number and other required information. In fact, the
only information provided to the respondent on a US& FCS Brazil questionnaireis the following
statement: “The information on thisform isgoing to be used for USCS [U.S. Commercial Service]
statistical useonly.” Asaconsequence, US& FCS Brazil is not in compliance with the Act.

We agree with US& FCS Brazil that customer feedback is essential to running an effective program
and assessing performance. However, we believe that adjustments need to be made to this process
to bring it into compliance with the federal law and regulations and to make it more useful and
worth the effort expended.

1A PR

In response to our draft report, US& FCS headquarters has asked Brazil to discontinue using its
survey process for the time being. The agency stated that EPS is being asked to review Brazil’'s
satisfaction survey process in order to determine if aspects of the survey could be incorporated
worldwide, or whether it should be discontinued or replaced with a hybrid option. The agency
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stated that future surveyswill be treated as limited pilot programs and submitted to headquarters
for approval before general use by apost. The agency also agreed that client satisfaction surveys
need to be submitted to OMB prior to use.

We believe that the agency has agreed with our observations and endorse the actions already taken
and those planned. However, since al actions have not yet been compl eted, we request that
US& FC specifically address the status of the recommendation in its action plan.

C. I mprovements are needed in post’sstrategic planning

US& FCS Brazil does not possess an adequate strategic planning process to identify its priorities
and provide milestones to be used in measuring its performance. Although the SCO has a strong
vision for his operation, and there are strong links between the performance plans and each staff
member’ s results, the SCO’ s priorities are not being transmitted adequately to his managers and
staff in Brazil and to Washington. Without adequate strategic planning that specifically defines the
organization’ s long-term objectives, identifies quantifiable goals, and devel ops strategiesto link
goals and objectives, aswell as allocating resources to carry them out, managing the organization
becomes more difficult.

A good strategic plan would increase the efficiency of the organization and create a unified vision
of goals and strategies—including the resources needed for them—between the post and
headquarters and also among the post’ s employees and managers. In addition, a strategic plan
would create realistic, results-oriented performance measures, as well as specifying a process for
feeding back datainto the plan and making appropriate adjustments to post activities.

Post management advised usthat their usual “strategic plan,” formerly required for the Department
of State’s Mission Program Plan, was no longer required. Asaresult, US& FCS Brazil did not have
astrategic until after we inquired about onein May 1998, during preparations for our review. At
that point, US& FCS Brazil prepared a strategic plan. Although this plan expressed a concise
mission, included performance indicators, and expressed an overall mission strategy, it lacked a
number of the elements critical to an effective strategic plan, namely:

o Achievable and measur able performanceindicators. Measuring the post’s performance
interms of increasesin U.S. exports and investment is an inappropriate measure. U.S.
exports and investment are affected far more by the elements of the Brazilian economy and
supply and demand, than by the relatively modest efforts of US& FCS Brazil. Furthermore,
datesto achieve specific goals are not provided, thus making it more difficult to measure
progress.
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o Not sufficiently inclusive or comprehensive: Not all the important features and programs
of US& FCS Brazil are expressed in the document. For example, there are no goals or
performance objectives noted for the commercial center specifically or for its partners or
business support services and facilities. Similarly, animportant internal strategy isthe
promotion of “import-pull” programs (e.g., CIRS and Gateway). Despite significant
resources devoted to these programs, no goals are provided for them.

o Objectives not distinguished or weighted: The plan makes no distinction between short-
and long-term goals. All goals are expressed in equal weight. Therefore, every objective or
activity is effectively given the same priority.

o Lack of a stated feedback mechanism: The plan does not state how performance goals
will be measured, who will measure them, how often they will be measured, and by what
process the plan will be changed, when necessary.

o Relativerolesin issuesnot discussed: While not currently a problem in Brazil, our
overseas inspections often find a conflict of roles between US& FCS posts and Department
of State elementsin promoting U.S. businessinterests. In US& FCS Brazil’ s strategic plan,
while advocacy efforts are discussed at |ength, how thisimportant role will be split between
US& FCS and State is not mentioned.

o Lack of an external/inter nal needs assessment: Animportant aspect of any strategic plan
isan appraisal of the key forces—inside and outside the operation— that will affect the
achievement of an organization’s mission and goals. These could be changes in economic
conditions, technology, government policy, client needs or concerns, laws or statutes,
organizational needs, or the post’s strengths and weaknesses. Such analysis does not exist
in US& FCS Brazil’ s plan.

The lack of an adequate strategic planning process probably accounts for the widely disparate
views among staff, post management, and US& FCS headquarters management about what the
post’s goals, objectives, and priorities are. While the SCO stated that he has a very clear set of
priorities, there is no agreement among his staff and other key players asto what these priorities
are. The danger isthat without such an explicit vision, post efforts and resources will not be
efficiently applied to achieve the post’ s highest priority objectives. We believe that a more
dynamic, effective strategic plan would be agood first step in establishing a more unified, focused
operation. US& FCS Brazil needsto improve its strategic plan by having greater involvement of
post staff and US& FCS headquartersin the development of goals and objectives, and including
more specific information and achievable objectives in the resulting plan.
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AP0

US& FCS did not agree with our observations and recommendation for improving US& FCS
Brazil’ s strategic planning process. The agency stated that headquarters no longer requires
strategic plans from posts but, instead, uses various reports to determine and track each post’s
mission and performance. The agency noted that all required information can be found in the
post’s (1) Mission Program Plan, (2) (Industry) Sector Work Plans, (3) Country Commercial
Guide, (4) Officer Work Plans, (5) Quarterly Reports, (6) The “Brazil Commercial Overview”
report, (7) Brazil’s“Focus Brazil” CD-ROM, which is amarketing tool, and (8) SCO reports,
which are distributed to management and staff and enunciate the SCO’ s strategic vision for the
organization.

However, in reply to another recommendation in the report, the agency proposes writing a“joint
strategic plan” with its partners located in the commercial center. We agree that thiswould be a
positive step and suggest that the strategic plan include all operations, activities, products, and
services throughout US& FCS Brazil.

In other posts, we have noted that effective strategic plansincrease the efficiency of the
organization and provide a unified vision of goals and strategies—including the resources needed
for them—between the post and headquarters and also among the post’ s employees and managers.
Given that a new management team is set to arrive in Brazil beginning in the fall of 1999, we are
suggesting that creating and utilizing a strategic plan as we have suggested would have some
benefits to this large, complex operation.

D. Further refinement and proven results are needed for the
newly developed minority business development position

The minority business development commercial assistant position established by US& FCS Brazil in
February 1998 is not well integrated into the Department’ s minority business activities, has
overlapping responsibilities with other trade specialists at the post, and has inadequately defined
responsibilities. We also question whether S&o Paulo was the appropriate place for such a position
and whether there is sufficient market potential and resultsto justify continuing it. We believe that
while thisidea may have some merit, post management did not analyze the position adequately or
set up the necessary mechanisms to measure the performance and evaluate whether the position
was needed.

Brazilians of African descent account for roughly 45 percent of Brazil’s population. In response to
this market base, US& FCS Brazil management created ateam coordinator for minority business
development in Sao Paulo to “develop awell researched and coordinated effort to assist U.S.
minority-owned companies to enhance their participation in thisimportant market.” The incumbent
has country-wide team leader responsibilities for researching trendsin the Afro-Brazilian business
and consumer markets, identifying markets of opportunity, and promoting the export of U.S.
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minority-owned business goods to Brazil. The incumbent in this position is on apersonal services
contract, which was renewed in October 1998.

The minority development specialist’ s responsibilities overlap with other industry sector specialists
responsibilities. In reviewing the position description and speaking with the incumbent, we learned
that although the position has been defined as an industry sector trade specialist, it isnot. Minority
businesses span awide variety of industry sectors. Asaconsequence, U.S. minority-owned firms
whose product or service fallsinto one of the 37 active sectors are given to the team leader of that
sector and, thus, only requests falling in lower priority sectors are handled by the minority business
specialist. In addition, the incumbent is responsible for analyzing and reporting on all markets of
opportunitiesin Brazil that hold promise for products and services devel oped for persons of African
heritage. Again, thisbroad charge overlaps the responsibilities of existing industry sector trade
specialists. Asaresult, theincumbent is left providing services and analyzing and reporting on
markets of opportunity in relatively inactive sectors.

The post’ s designation of this position as an industry trade specialist, and the overlap of industry
responsibilities between the minority business development specialist and other trade specialists,
have the potential of creating friction and providing disincentives for teamwork. Given the
competition for success stories and collecting fees, there is no incentive for the industry sector teams
to work with the minority business specialist. In addition, asfor identifying potential markets of
opportunity, according to the Department’s Minority Business Development Agency’s (MBDA)
staff, their experience at a minority business trade mission showed that a majority of African-
American business products were already being competitively produced in Brazil. MBDA stated
that it might make more sense to have such a position in the Caribbean because there are fewer local
products there that would compete with African-American products.

We also found that the minority business specialist is not well integrated into the Department’s
minority business activities. Not only did the Brazil post or US& FCSfail to consult with MBDA
about the creation and placement of the new position, but the specialist, like all of ITA, does not
have access to MBDA' s database of minority-owned businesses. Although the specialist has been
made a member of the domestic minority business team, thereis no frequent and regular
communication between the US& FCS domestic offices (Export Assistance Centers) and the
minority business specialist in Brazil regarding business |leads that may result in eventual success
stories. It should be noted however, that both MBDA and the domestic offices’ minority business
team supported having a point-of-contact in Brazil, who would be familiar with U.S. minority-
owned firm needs.

Finally, Sao Paulo did not solicit opinions from the posts within Brazil or address why the position
was to be located in Sdo Paulo, and not in Rio de Janeiro. Rio de Janeiro, along with the states of

-18-



U.S Department of Commerce Final Report IPE-10916
Office of Inspector General September 1999

Pernambuco and Bahia, which fall within US& FCS Rio de Janeiro’ s jurisdiction, has the highest
concentration of Afro-Brazilians and perhaps might have been a better site for such a position.

Given that the Department already has a bureau, MBDA, to promote minority business interests,
and aminority business development “team” withinits I TA domestic office structure, it would
seem to be questionable whether a full-time minority business development position isneeded in
S0 Paulo.

We believe US& FCS Brazil has not adequately demonstrated the need for this position.
Furthermore, we are not convinced that there are enough markets of opportunity in Brazil to
warrant devoting a full-time employee to thisarea. Consequently, unless significant results can be
produced by the end of 1999, we believe the position should be eliminated at the end of the
incumbent’ s current contract. In addition, US& FCS Brazil should immediately clarify the
responsibilities and activities of its minority business development position and set specific
performance goals to be reached that justify resources expended on this position.

2P0

In response to our draft report, US& FCS did not disagree with our finding or recommendation, but
stated that the duties and responsibilities of the minority business development position, at the time
of our review, were still evolving. US& FCS aso stated that, since our field work, a database of
more than 400 minority-owned Brazilian firms has been developed, and a better defined work
program for the specialist has since been put into place. US& FCS agreed with our
recommendation, and stated that, by the end of 1999, a decision will be made about continuation of
the position, based on the costs and benefits of the position’s performance.

E. Increased travel and tourism effort by the post is required

US& FCS Brazil is not meeting its basic tourism industry sector responsibilities, such as reporting

on market conditions and facilitating the U.S. travel industry’ sinterests. We believe thisis occurring
because the tourism industry sector, and consequently the responsibilities of the travel and tourism
sector specialist, have never been fully defined and integrated into US& FCS operations. Given that
the United Statesis one of the top destinations for traveling Brazilians, thisis surprising. Asaresult,
US& FCS Brazil may be missing opportunities to promote U.S. travel, and potential U.S.-bound
Brazilian travelers may be going elsewhere. We believe that US& FCS Brazil could do moreto
promote the U.S. travel and tourism industry.

Brazil isan important market for promoting tourism, because it ranks fifth in the number of inbound
overseas visitors to the United States. 1n 1997, 941,000 Brazilians visited the United States, an 11
percent increase over 1996. Seventy percent came to the United States for a vacation, stayed about
two weeks, and spent an estimated $172 per day.
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The World Tourism Organization™ reports that international tourism isthe world’ s largest export
industry and research shows that job creation in tourism is growing 1%z times faster than any of the
industrial sectors. However, we believe that US& FCS Brazil may be missing opportunitiesto
promote U.S. travel. For example, Brazil is not preparing travel and tourism market reports. Market
reports provide valuable opportunities and insights for U.S. businesses, such as the in-depth
Industry Sector Analysis report (ISA)Y prepared by US& FCS South Korea that discusses the
market potential of Korean newlyweds who like to honeymoon overseas.™®

US& FCS Brazil’ s four existing market reports, found on its Internet home page under the
travel/tourism industry sector, are al International Market Insight reports (IMIs).** The four IMIs,
which report on specific foreign market conditions and upcoming opportunities for U.S. business,
are all produced by the transportation industry specialist and cover transportation-rel ated topics.
Most likely the IMIs were misplaced under travel/tourism because of incorrect industry coding.

The travel sector specialist’s mgjor duties and responsibilities are planning a tourism trade show,
devel oping and maintaining contacts in the tourism industry, promoting U.S.-based travel shows,
and business counseling.”® Thus, the problem may be that producing market reportsis not in the
travel sector specialist’sfiscal year 1998 work plan or position description. Y et, according to both
the US& FCS Western Hemisphere Regional Director and the tourism industry trade specialist in
Trade Development (TD), research is one of the post’ s travel and tourism responsibilities. Clearly,

1 The World Tourism Organization is an inter-governmental organization that helps nations promote and
develop tourism (http://www.world-tourism.org).

2| sasarein-depth, structured reports on a broad range of industries that include information on market
potential, demand trends, market size, import statistics, competition, market access, regulations, standards, and best
sales prospects.

B Korea-Outbound Travel Market/Honeymoon Travel; US& FCS South Korea, 1ISA-970501, May 1, 1997.

14 |MIs are brief reports on specific foreign market conditions and upcoming opportunities for U.S. business.
They cover avariety of topics, such as competition, trade laws, regulations, trade show opportunities, recent market
developments, upcoming major projects and purchases, and economic/trade statistics.

15 This position was converted from afunded position from the now-defunct U.S. Travel and Tourism
Administration. The trade specialist works on travel and tourism as an industry full-time. Most US& FCS posts do
not have this position. A position existsin Brazil due to the importance of Brazilian visitors to the United States.

16 TD isasub-unit within ITA that providesinformation to U.S. exporters, policy makers, and trade
negotiators by industry sector specialists.
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thisindicates alack of adequate coordination with TD and perhaps a basic misunderstanding of the
travel sector speciaist’srole.

Another responsibility of US& FCS Brazil, according to both the Regional Director and TD, is
facilitating the U.S. tourism industry. We found, however, that Brazil does not have aVisit USA
Committee.’” According to the Travel Industry Association of America(TIA), US& FCS Brazil is
supposed to play amajor rolein establishing aVisit USA committee but hasfailed twice. A third
attempt was recently made to start the committee, but it istoo soon to evaluate its success. The lack
of aVisit USA Committee means that there is no formal mechanismin Brazil to distribute U.S.
tourism information or coordinate competing U.S. tourism interests. We were also surprised to find
that the US& FCS Brazil homepage has no tourism information, particularly linksto other related
sites(suchasTIA’S).

US& FCS Brazil statesthat it has received little or no guidance from ITA on travel and tourism.
When the Congress eliminated the Department’s U.S. Travel and Tourism Administration in 1996,
its basic tourism functions were transferred to ITA. We believe that US& FCS Brazil is not fulfilling
itsresponsibilities in the travel and tourism industry sector because the responsibilities have not
been clearly defined by ITA nor fully integrated into US& FCS operations. US& FCS Brazil should
work with ITA and US& FCS headquarters to better define the travel and tourism industry sector
responsibilities. The post should also help develop and actively work with the Visit USA
Committee. In addition, US& FCS Brazil should provide information (in both English and
Portuguese) about travel to the United States on its Internet homepage along with relevant website
linksto U.S. travel information sites.

1A PR

US&FCS, in its response to our draft report, did not agree with most our recommendations in this
area. The agency stated that travel and tourism should be treated as any other “best prospect”
industry, including the amount of time devoted to the industry. The post’s focus has been on
promoting the provision of travel and tourism services, which primarily includes organizing,
recruiting and attending events, not producing market reports. According to the response, tourism
sector research is performed by TD’ s Tourism Industries section.

While the post is very effective and thorough in providing access to the market and working with
distributers, we do not believe that market reports containing in-market intelligence, such as country
trends and contacts, can be produced with the same quality in Washington by the TD section.
Realistically, that knowledge can best be obtained by the sector specialist within acountry. In

17 visit USA Committees are composed of individuals who represent U.S.-based tourism interests within a
particular country and are sponsored by the Travel Industry Association of America, anon-profit association that
serves as the unifying organization for the U.S. travel industry.
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addition, as with any “best prospects’ industry, the mechanism used to disseminate information
from the post to the US& FCS network of domestic offices and to the public is through products
such asIMlIsand ISAs. We stand by our recommendation that US& FCS Brazil should be preparing
and disseminating market information about the travel and tourism sector.

Regarding the Visit USA Committee, US& FCS stated that the SCO’ s participation in the
committeesisleft to the discretion and judgment of the SCO based on local conditions. We concur
and point out that the recommendation in our report was based on conversations with TIA regarding
Brazil, and was not intended to be a US& FCS-wide mandate. That said, US& FCS stated that a Visit
USA Committee has recently been formed. Once the committee is running smoothly, the amount
of time devoted to the Visit USA Committee should be comparable to that of any other “best
prospects’ industry multiplier. Theintent of our recommendation regarding the establishment of
the committee and adding a U.S. travel and tourism section on the website have been fulfilled.
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II. Sao Paulo Commercial Center Needs to Be Refocused and More Effectively Managed

Pursuant to Title IV of the Jobs Through Exports act of 1992, US& FCS opened the U.S.
Commercial Center in Sdo Paulo, Brazil in July 1994."8 According to Section 401 of the Act, the
purpose of the commercial centersisto provide additional resources for the promotion of exports of
U.S. goods and services to the host country, by familiarizing U.S. exporters with the industries,
markets, and the customs of the host countries, thus facilitating commercial ties and trade. To carry
out its objectives, each center is supposed to make available the following:

o business facilities (including exhibition space, conference rooms, office space);

o business services (including language tranglation services, clerical services, and acommercia
library); and

o commercia law information services (including a clearinghouse for information regarding

the relevant commercial laws, practices, and regulations of the host country).

In addition, the legislation directs that staffing should include participants of the Department’s
Market Development Coordinator Program. Using the legislation as a base, US& FCS expanded the
commercial center concept to include collocation of federal, state, and private sector partners with
US& FCS personnel. Collocation is designed to share US& FCS's costs of acquiring and operating
the facility with its partners as well asto gain advantages by coordinating U.S. trade promotion
efforts with state, federal, and private industry partners collocated with US& FCS. The commercial
centers are not just designed for long-term, collocated partners, but also to offer clients a“home
away from home” base, arange of facilities available on a short-term basis, such as offices, multi-
function rooms, secretarial services, and small meeting rooms.

The S&o Paulo Commercial Center is an attractive and accessible facility. It brings greater visibility
and useful services to support the promotion of U.S. exports. The commercial center is primarily
being used to house personnel related to the post’ s innovative “import pull” services, which have
been very successful and have accounted for avery large number of the success stories of US& FCS
Brazil. We believe that these programs are a positive step for the post. However, we have a number
of concerns about the management, priorities, and direction of the commercial center.

While we recognize that each commercial center must evolve and adapt to the unique needs of its
market, we, nevertheless, have concerns about whether the appropriate priorities have been set for
the S&0 Paulo Commercial Center and whether the center may be missing opportunities to fully

implement the commercia center program. Specifically, we found that (1) collocated partners are

18 public Law 102-549. US& FCS also has opened centersin Jakarta, Indonesia; Johannesburg, South
Africa; and Shanghai, China
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not adequately integrated into operations; (2) short-term rental space and related business services
are not heavily used and may not be necessary; and (3) important planning documents are missing
and the cost recovery statusis not adequately justified or tracked.

We believe that the problems are caused by (1) US& FCS Brazil’ s priorities for its commercial center
differing from those set by US& FCS headquarters for the commercial center program, and (2) the
lack of adequate ongoing oversight and support from US& FCS headquarters to help ensure that the
commercial center program is successful and complies with the requirements as outlined in the
legislation. We noted that some of these problems may be the result of the fact that there no longer
isacentral headquarters contact in charge of overseeing the commercia center program. US&FCS
Brazil needsto establish priorities that are more closely aligned with the program as it was designed
by US& FCS and take certain management and operational stepsto implement the new priorities.

Collocated partners are not adequately integrated into operations

Although collocation of trade promotion partners within the commercial center isan important and
central concept in the commercial center program, partners currently located in the commercial
center have not been adequately integrated into the S&o Paulo operations, in terms of planning,
operations, and the physical layout of partner space.’® While the commercial center does provide
the basics as outlined in the legislation—a commercial library, extensive business facilities and
services—the commercial center’ sfocusis on items either not specifically part of the legislation or
the commercial center program as defined by US& FCS headquarters.

Instead of being one of the “models of private-public sector partnership” as advertised by US& FCS
for al itscommercial centers, the S0 Paulo Commercial Center is not working as closely with its
collocated partners asit could and may be missing opportunities that could be gained from working
more cooperatively with organizations located on its premises that have complementary goals.

From the beginning, US& FCS has recognized that the collocation concept is intended to result in
more than sharing space and costs. Asone US& FCS document stated, “...the long-term presence of
partners gives us an opportunity to share some costs, expand the resources available to clients at
one site and multiply the number of clients served....partnering is exactly what we should be doing
more of overseas.” Figure 7 below illustrates the differences between statements by headquarters

19 At the time of our review, three different partners, representing five U.S.-based organizations, were
collocated with US& FCSin S&o Paulo. One represents the Council of Great Lakes Governors (which represents the
interests of Wisconsin, Indiana, New Y ork, Ohio, and Pennsylvania). Another partner represents the
Telecommunications Industry Association. The third partner represents three trade organizations: the Motor
Equipment Manufacturers Association, the Specialty Equipment Manufacturing Association, and the Association for
Manufacturing Technologies.
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on the commercial center program and mission, and the US& FCS Brazil mission statement about
the commercial center’s purposes.

Figure 7: Comparison of Commercial Center Mission Statements

Source Mission Statement

US&FCS/HQ “Commercial Centers are expanded trade promotion facilities that are physically designed and legally
statement on structured to house the Commercial Section and their strategic partners in one location. They are also
commercial centers designed to serve as a “home away from home” for U.S. exporters...Our purpose for establishing
(1996) Commercial Centers is to enable U.S. companies and trade promotion organizations...to have an

affordable base in a priority market for one day to as long as a year.”

US&FCS Siao Paulo “The Commercial Center is ...where a potential U.S. exporter can quickly learn Brazil’s specific
Commercial Center markets of opportunity and immediately initiate a market development strategy either in conjunction
Mission Statement, with USCS/Brazil’s business counseling or based upon the market knowledge that they have developed
May 1997 by reading USCS/Brazil market reports... The Commercial Center in Brazil is the best place in Brazil

for Brazilian companies seeking information on U.S. suppliers or business partners ... Information...is
the greatest resource of the Commercial Center in Sdo Paulo.”

Clearly, US& FCS headquarters is emphasi zing trade partner collocation and/or short-term business
servicesfor U.S. exportersin the commercial centers. In contrast, the US& FCS Brazil mission
statement emphasizes core US& FCS programs (business counseling, market research) and other
information resources (presumably, thisis areference to on-site databases and the commercial
library that are part of the commercial center). Infact, nowhere in the May 1997 commercial center
mission statement prepared by US& FCS Brazil are collocated partners or rental facilities and
services even mentioned.

Rather than focusing on partners and rental facilitiesfor U.S. exporters, US& FCS Brazil has
concentrated on introducing new, innovative approaches to core US& FCS services (e.g., counseling
and market research, electronic access to data, and service to Brazilian importers). We do not mean
to suggest that these are inappropriate programs, but that the emphasisis quite different from the
program as defined by US& FCS headquarters. US& FCS Brazil management includes a number of
programs and functions within the commercial center concept that are not part of the legislation or
the headquarters definition of the commercial center program, such as minority business
development, customized business services, and programs and services specifically designed for
Brazilian importers.

We believe the US& FCS Brazil emphasis on new services has resulted in the collocated partners
being given lower priority than US& FCS management intended. As a consequence of offering
these new core services, albeit in an innovative way, and de-emphasizing the partner program, the
commercial center concept is difficult to distinguish from other US& FCS posts. Thereisalso a
danger of each SCO (and successive managers) defining the commercial center concept in his/her
own way, a situation that could lead to the constantly changing, inconsistent offering of

services. Thiswould inevitably have a negative affect on customer service and in-country
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relationships. In addition, without areal focus on what the commercial center isor should be,
measuring its success will be problematic for both management and headquarters officials.

Furthermore, while we found evidence of some coordination between the partners and US& FCS,
we noted that the relationship was not particularly close and mutually supportive. Only afew
events have been conducted jointly, and the partners' operations appear to be generally distinct and
separate, with only infrequent coordination with US& FCS staff and management. Neither the
collocated partners nor their headquarters components are mentioned or linked to US& FCS Brazil’ s
homepage or on any web page maintained by US& FCS headquarters. A multi-media*“slide show”
about the commercial center on the US& FCS Brazil website barely mentions the existence of
collocated partners and only names one of the three partners with no explanation of the partner’s
role or how it can be contacted.

Clearly, the relations between the partners and US& FCS Brazil management could be closer and
more mutually supportive. Interviews with partners, with both on-site and U.S.-based headquarters
representatives, indicate that while they are generally pleased to be in the commercial center and in
Brazil, they are dissatisfied with their interactions with US& FCS Brazil management and staff.
Interaction with US& FCS staff (such as trade specialists) was characterized primarily as minimal
and uneven. One headquarters representative termed the relationship with US& FCS Brazil
management as akin to “going to war” and a*“ clash of personalities,” and afeeling among the
partners that they are viewed, at best, as “tenants’ and at worst, as “ second-class citizens.”

For example, problems concerning access to the facility were handled in such away asto erode
relations between post management and the partners. For atime, the collocated partners were not
allowed into the commercial center in the evenings or on weekends without an escort. We weretold
that at least one of the partners was escorted out of the building one weekend as a consequence.
Although US& FCS Brazil reversed itself on thisissue, it has left some lingering resentments and has
hurt what could be a more collaborative effort. The SCO commented that US& FCS Brazil works
jointly with many trade associations in the United States and Brazil and the collocated partners are
not treated any differently. He primarily deals with the collocated partners on an administrative
level. We noted that one of the other officers at the post is responsible for day-to-day interactions
with the partners. Since our review, the officer hastold us that he is working more closely with
them than in the past.

And although the commercial center has been open since 1994, it was not until the beginning of FY
1999 that the partners were part of the overall reporting of the operation. It was only recently that
their activities and successes were captured in the post’ s performance reporting, after thiswas
incorporated in the memorandums of understanding between US& FCS Brazil and its partners,
although it has long been recognized by US& FCS management as important to the continuation of
this program. We agree that the successes of the partners should be captured and reported to
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headquarters, if US& FCS wishes to measure the performance of or value-added by the commercial
center against the significant funds spent on acquiring and modifying the facility and continuing
center operations.

Physicaly, the partners' space in the commercial center leaves much to be desired. The partners are
located in four small offices off acorner hallway on the main floor of thefacility. The partners
small offices barely accommodate two visitors. The rooms are not sound-proofed and have little
privacy. Promised telephones have proven to be inadequate, as the telephone system in the building
was unableto provide needed functions. At least one partner felt compelled to purchaseits own
telephone and Internet accessline. I1n addition, we were told that the air conditioning in that part of
the building is inadequate during the hot Brazilian summers (although we were told that many of
these problems have recently been addressed by US& FCS Brazil). Delaysin implementing the
Public Access Information Platform database system (which, when completed, will contain
marketing information on Brazil, discussed further in Chapter V1, Section B) has limited partner
access to the US& FCS Brazil databases that made collocation more attractive.

Finally, the commercia center does not have a sign at the main entrance or near the collocated
officesto direct visitorsto the partners' location. Itisunlikely that most visitorswill even realize
that the hallway door leads to occupied office space asthereisonly a“no smoking” sign over the
door. When one partner placed a state seal near the door, it was removed by US& FCS management
with little explanation according to the partner. The SCO later told us that the seal was inappropriate
and he wanted something more suitable and attractive and had challenged the partners to come up
with such asign. We question both the appropriateness of the decision and the way it was handled.
Accordingly, we believe that US& FCS Brazil should take steps to more adequately integrate its
collocated partnersinto the post’ s operations.

Short-term rental space and related business services are not heavily used and perhaps
unnecessary

Short-term rental facilitiesin the commercia center are inadequate, little-used, and perhaps
unnecessary, given the availability of other short-term facilitiesin S&o Paulo. While the commercial
center legislation requires that the commercial center provide these facilities and services, there does
not appear to be ademand for all of them or, perhaps, they have not been marketed sufficiently. In
addition, the space provided is not as attractive as other rental facilitiesin the city, and given the
availability of similar facilities in the area (such as in hotels), there may or may not be a demand for
itinthispart of the city. We believe that US& FCS should consider discontinuing some of these
facilities and servicesif and when it leaves the current leased building, and should make no further
investmentsin this short-term space until it can provide evidence that there is sufficient need and
demand for the space.
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One of the primary purposes of acommercia center program, as defined by US& FCS headquarters,
isto provide “home away from home” space for U.S. companies, thereby allowing U.S. firmsto
have an affordable presence in aBEM country. The space includes temporary office space, as well
as conference and exhibit facilities. Other than the auditorium space at the commercia center, the
rental space and related business support services have been little used. During FY 1998, only one
rental occurred for the short-term office space, and relatively little use has been made of the rentable
conference rooms. During the same time period, there were no clients for equipment rental or
secretarial, trandation, and catering services.

Moreover, in comparison to other available rental spacein the city, such asthat of the S&o Paulo
American Chamber of Commerce, and in contrast to US& FCS statements about the facility, we did
not find the space to be “ state-of-the-art.” Asshown in Figure 8, the rental offices at the
commercial center are unenclosed, tucked into a back corner and lack privacy. The work space
includes adesk and chair, with atelephone and computer. In contrast, the AmCham facility has
private offices for secure negotiations and meetings and, just to name afew of the options offered,
video conference rooms, electronic blackboards, fax machines, computers, access to amultiple
projection system, awireless microphone system, and recording equipment. Commercia center
management recogni zes that the space could be improved and told us that upgrades (such as
enclosing the rental space for privacy) are forthcoming.

Figure 8: Commercial Center Short-term Rental Facilities Ve believe the underutilization of
these facilities is the result of alack

of marketing, and perhaps alack of
customer demand for the facilities
and services. However at this point,
eliminating short-term rental space
and business services from the
menu of the commercial center
| options offered to US exporters
| would be pointless, asthe facilities
have been built and the space
® cannot be turned back to the lessor,

because US& FCS Brazil rentsthe
| entirebuilding. Sincethe

‘ J investment has been made and no

savings accrue by no longer providing these business services in the short term, we do not believe
that the commercia center should discontinue making them available at thistime.

However, we were told that significant improvements were to be made to both the auditorium area
aswell asthe short-term rental spaces. Before any further investment is made in this property, we
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recommend that US& FCS reassess the demand for such services at the commercial center aswell as
whether US& FCS should continue to occupy thisfacility. (Further discussion of our concerns
about the facility can be found in Chapter VI, beginning on page 74.)

Important planning documents missing and cost recovery status not adequately justified or
tracked

In the four years since the commercia center’ s opening, successive US& FCS Brazil managers have
not effectively managed the center. We found that important documents that provide the basis for
managing and marketing the operation do not exist or have not been updated. Specifically, the
commercial center does not have amodel for, and as a consequence cannot track, cost-recovery—a
legidative requirement for all commercia centers. Without such tracking, US& FCS management,
both at post and headquarters, does not know whether costs are being recovered or whether partners
are being charged appropriately. 1n addition, post management does not have a business or
marketing plan to guide and promote the center’ s operations.

US& FCS management requires that the amount charged to the partners be based on an equitable
proportion of operating and start-up costs—both direct and indirect—that is attributable to the
partners, over and above those costs US& FCS incurs for its own purposes. According to US& FCS
guidelines, thisisto be expressed as a“ per square meter” charge for partner space and services
based on annualized start-up costs and recurring operating expenses, with amortization for furniture
and equipment.

During our visit, US& FCS Brazil management indicated that it charged $15,000 per year to each
partner for use of its space, equipment, and services® However, management stated that it did not
know if this cost was appropriate, what assumptions or figures were used for the original
calculation, or whether partners were over- or under-paying for collocating in the commercial center.
The director of the commercial center stated that the figure had been calculated by previous

US& FCS Brazil managers, but acknowledged that the figure needed to be reviewed for
appropriateness.

We dso believe that it isimportant that the commercial center devel op abusiness or marketing plan.
Without a business plan, priorities for the commercial center’s current direction and future course
are not clear and cannot be adequately expressed to US& FCS management and potential partners,

2 partners who sign amemorandum of understanding with the Department of Commerce to occupy the
office space in the commercial center do so pursuant to the Department’ s Joint Project Authority, 15 U.S.C.
Section 1525. The Joint Project Authority authorizes the Secretary to enter into joint projects of mutual interest
with nonprofit organizations, research organizations, or public organizations or agencies. The cost of such
projects should be apportioned equitably, as determined by the Secretary, who may, however, waive payment of
any portion of such costs by others, when authorized to do so under regulations approved by the Office of
Management and Budget.
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nor can performance against milestones for the commercial center be measured. Furthermore, a
good business plan should clearly establish operating and budget plans for the commercial center
operation, explain and justify user fees and other fees associated with the operation, and forecast
performance.

A marketing plan would enable US& FCS Brazil management to focus its efforts and, again, provide
goals and milestones for its marketing efforts. This could help increase use of the underutilized
commercial center facilities and services. We noted that the commercial center had a marketing
strategy more than three years ago, although that plan is not being used because it is vague and out
of date, and contains broad, unrealistic goals. We believe that an updated marketing plan for the
post could feed into alarger, headquarters-driven marketing effort for all the commercial centers.

Headquarters has acknowledged the importance of each commercial center devel oping a marketing
plan. Given that the commercial center concept is still being piloted, “product identity” isan
important component to the maturation of the concept. Marketing would assist in attracting both
clients to the operation and partnersto collocate. We believe that US& FCS Brazil should prepare an
updated marketing and business plan for its commercial center operation.

Lack of central authority and support for the program hurts marketing and continuity

The commercial center program—based on the legislation, but further defined by a group of top
managers who have since left US& FCS—no longer has top-level support in US& FCS headquarters.
Current headquarters officials state that the concept was forced upon them for political reasons by
the previous management group, and implemented too quickly and without clear justification for
most of the sites. They doubt whether collocated partners add significant value to post operations.
Officialsin headquarters also question whether the program has been worth the cost and wonder
whether certain key aspects of the legislation—collocated partners and rental facilities—should be
maintained.

We believe that aspects of the concept appear valid and worthwhile. We have frequently endorsed
or suggested that US& FCS move its overseas operations outside of embassy or chancery locations
and into central business districts, whenever practical. Furthermore, we believe that partnering is
important not only from a cost-sharing standpoint, but also to gain synergies that can result from
US& FCS locating with other organizations who seek to assist U.S. exporters. At this point, five
yearsinto the program and four years since the establishment of the first commercial center,
significant funds have been spent on renovating the facilities to accommodate this program and to
market it. We will be discussing thisissue in more detail in afollow-up report, which will discuss
‘cross-cutting’ issues that are common to most or all of the four commercia centers.
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US& FCS, in response to our draft report, generally agreed with our analysis and recommendations
concerning the Sao Paulo Commercia Center’s operations. US& FCS agreed that an increased
effort to integrate its coll ocated partners into US& FCS Brazil’ s operations will be made, and has
proposed to do ajoint strategic plan with the partners. The agency also agreed and has taken
actions to visually market and improve the air-conditioning and sound-proofing characteristics of
the collocator office space. The agency concurs that no further investmentsin the little-used short-
term commercial center rental space should be made, in part because the Department of Stateis
currently reviewing options to consolidate all U.S. government officesin S&o Paulo into asingle
compound, which in turn would require that US& FCS vacate its current facility. In response to our
recommendation, US& FCS Brazil also conducted an in-depth review of its cost recovery rates for
commercia center products, services, and space. We request that US& FCS provide us with a copy
of thisreview inits action plan to implement our recommendations. US& FCS stated that an overall
management strategy for all the commercial centers, Sdo Paulo included, will be developed in FY
2000 as part of its Innovation 2003 initiative.

US& FCS deferred comments on the overall commercial center program and direction following
completion of the remaining reports on the other commercial center posts and the cross-cutting
report that the OIG is currently preparing.

We commend US& FCS for the actions taken to date to address our concerns, and reaffirm our
recommendations rel ated to the Sao Paulo Commercial Center.
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III. Embassy Relations Are Excellent, but Improved Coordination Is Needed with
American Chambers of Commerce, BXA, and ITA Domestic Offices

Opportunities for good working relationships between US& FCS Brazil and other federal and ITA
components, as well as with some host country organizations, are not being fully exploited and
appear to be highly dependent upon personal relationships. These uneven and not always
productive relationships can mean the loss of trade opportunities for U.S. exporters.

We noted good working relationshi ps between the Deputy Senior Commercial Officer and principal
commercial officers (PCOs) and other U.S. embassy officials. Conversely, relations between the
SCO and the previous Ambassador were strained, and some officials from other agencies
commented negatively on working relationships with the SCO. The post isworking well with a
number of multipliers; however, we are concerned that the positive relationships might become
compromised if US& FCS Brazil’ s promise to install computers at partner sites, as part of anew
initiative, is not fulfilled. In addition, while the constituent posts have productive working
relationships with many multipliers, improvements are needed in working relationships with the S&o
Paulo and Rio de Janeiro AmChames.

We aso noted very uneven and some unproductive rel ationships between US& FCS Brazil and
various I TA components. While coordination has probably improved within ITA withits
implementation of domestic “teams,” we noted that US& FCS Brazil has the most uncooperative
relationships with the domestic offices that we have ever witnessed. Asaresult, significant “fence-
mending” should be undertaken immediately by US& FCS Brazil management.

Finally, improvements in supporting the Bureau of Export Administration’slicensing needs are
called for. More attention needs to be paid to this important function by US& FCS Brazil.

A. Relations between PCOs and other agencies are excellent, although
communication between the SCO and Ambassador needs improvement

We found excellent working relationships between the PCOs and the U.S. embassy and consulate
staff. There are many examples where the PCOs coordinate extremely well with representatives
from the other U.S. federal agenciesin Brazil. This has resulted in more efficient operations and
increased trade opportunities. For example, the PCO in S&o Paulo hel ps determine themes and
suggests possible attendees for monthly business round tables that are hosted by the Consul
General. InBrasilia, the Deputy Senior Commercial Officer, the primary US& FCS contact with the
embassy, is highly regarded and has an excellent working relationship with the Ambassador. The
Consul General in Rio de Janeiro was grateful to the PCO for assisting with arecent speech, and
finaly, with no consulate in Belo Horizonte, the embassy relies on US& FCS to assist embassy staff
on visits to that region.
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Relations between the SCO and the Ambassador have not been as good, duein part to the SCO’s
posting in S&o Paulo and not the capital city of Brasilia. US& FCS s internal management review of
Brazil’ s operations in 1996, while noting that embassy and consul ate relations were improving,
recommended that the SCO “begin to call on the Ambassador more frequently and bring the
Ambassador in on US& FCS Brazil operations.” This has not happened. According to travel
records, the SCO traveled to Brasilia four times during fiscal year 1997 and only twicein fiscal year
1998.2 The former Ambassador stated that if it were not for a strong and capable deputy SCO, and
personality differences between the SCO and himself, he would not have tolerated the lack of
communication.

We believe that close contact with the embassy has not been a priority for the SCO. Thearrival of a
new Ambassador in Brazil should provide an opportunity to develop better relations. The SCO
should schedule more frequent meetings with the new Ambassador. In addition, US& FCS
headquarters should monitor thisrelationship closely, particularly since thisis one of the few
countries where the SCO and the Ambassador are not located in the same city.

B. Relationswith multipliers could be jeopar dized
without rapid implementation of new library initiative

US& FCS Brazil has an aggressive and innovative outreach program and excellent relations with a
number of Brazilian associations and other multipliers. A number of joint events have been well
received by the Brazilian associations and companies and a number of future events are proposed.
For example, US& FCS Rio de Janeiro enlisted the Ambassador to speak at an event hosted by a
local association, and a S&o Paulo association is very enthusiastic about working with US& FCS and
hopes to hold meetings modeled after the “business roundtable” meetings with US& FCS's
European counterparts. US& FCS Brazil has made it a priority to meet and work with many
institutional partners beyond the four constituent posts and has done a good job of establishing
formal relations with many institutions in the northeast, southern, and central-western states of
Brazil. Outreachis clearly a priority within the office.

However, some of these positive relationships could be jeopardized by a stalled initiative designed
to benefit US& FCS Brazil and its partners. The Twin Librariesinitiative is designed to provide
certain multipliersin Brazil with the same information available to walk-in visitors at the commercial
center by placing reference books and information about potential U.S. exporters at the multipliers
sites. In addition, the program calls for the multipliers to provide staff to orient the first-time visitor
to the computer equipment, software, and information availablein the libraries. US&FCS Brazil’s
intention is to provide its surplus computers that resulted from a recent system-wide upgrade to the

2L Although the travel records are only through August 1998, any travel conducted by the SCO upon
returning from his home-leave in September occurred after the Ambassador’ s departure from the country.
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Twin Libraries program. Verbal agreements have been made with 13 multipliers. However,
according to State Department regulations, the donation of the property at overseas posts occurs
only when it cannot be redistributed within the government.?? Relationships with the multipliers
may be damaged because US& FCS Brazil did not take into consideration the regulations regarding
the disposal of surplus government computers before making commitments to its partners for the
Twin Libraries program.

We fully support this excellent outreach effort and hope that a solution can be found that will permit
the Twin Libraries project to go forward. Placing information about US& FCS Brazil and U.S.
exporters at the multipliers siteswill potentially increase the number of contacts and the number of
U.S. exports. There may be other ways to authorize the transfer of property for this project.

US& FCS should work closely and expeditiously with the Department’ s Office of General Counsel
to implement this program.

Exactly how the Twin Libraries initiative can be implemented needs to be resolved as soon as
possible, since commitments to the multipliers have been made and estimated donation/installation
dates have passed. In addition, theinitiative should not be completed without a written instrument
addressing legal and practical considerations. These considerations include the U.S. government’s
rights and responsibilities for the equipment, such as who would be responsible for shipping and
installation, maintenance, and technical upgrades in the future, if any, as the old equipment becomes
obsolete.

US& FCS should only dispose of its surplus equipment in full accordance with established
regulations and procedures, and then only after receiving authorization from headquarters. In
addition, US& FCS Brazil should work to quickly resolve the legal questions surrounding this
initiative and realistically estimate whether and when promised equipment can be donated to its
partner organizations. Inthe meantime, US& FCS Brazil should provide partners with an update on
the status of the project.

1A PR

The agency stated that US& FCS Brazil has requested and received authorization from headquarters
and has, since our visit, donated its surplus computer equipment in accordance with the Department
of States Foreign Affairs Manual. This addresses our recommendation and no further action is
necessary.

2 Foreign Affairs Manual 06-0227.3 b(5).
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C. US&FCS Brazil should work more closely with the American
Chambers of Commerce in Sao Paulo and Rio de Janeiro

Although the American Chambers of Commerce in S&o Paulo and Rio de Janeiro made a number of
positive comments about relations with US& FCS Brazil, we believe US& FCS is not working as well
with these organizations asit could. A perception by S&o Paulo AmCham officials that US& FCS
S8o Paulo is providing competing services, aswell as a poor personal relationship between the head
of the S&o Paulo AmCham and the SCO, hasresulted in afairly detached and distant relationship.

In Rio de Janeiro, US& FCS has given up working with the AmCham and has, instead, focused on
relations with adifferent multiplier organization. Asaresult, U.S. firms may be missing
opportunities to export to Brazil and Brazilian firms may be missing opportunities to become a
supplier for aU.S. firm. In addition, US& FCS Brazil and the AmChams are potentially foregoing
opportunitiesto leverage mutual facilities, client lists, and resources.

AmCham and US&FCS relations in Sdo Paulo should be improved

In S&o Paulo, the AmCham and US& FCS work together on alimited basis. However, these
organizations do not have afully integrated, positive working relationship that we have observed at
other US& FCS posts. The PCO and trade specialists in S&o Paulo participate in AmCham
committee and subcommittee meetings and attend events. However, by US& FCS' s choice, it is not
represented on the AmCham board, AmCham and US& FCS do not have literature about each

other’ s organizations to share with their customers, and neither hasa“link” inits Internet site to the
other’ssite. The relationship has apparently become distant due to personal differences between the
head of the AmCham and the SCO, the geographical distance (about a one hour ride) between the
offices of the two organizations, and a perception by the AmCham that US& FCS S&o Paulo is
competing for the same client base.

AmCham officials believe that US& FCS
isinappropriately offering servicesin
direct competition with the AmCham.
The S&o Paulo AmCham is adynamic
2,600-member organization with a 140-
person staff and extensive business
support facilities. Both the AmCham
and US& FCS provide services, many

Figure 9: Comparison of US&FCS and AmCham
Services in Sao Paulo

Promoting & Protecting ShttTermlquS .
e s-mmmr Plexible Eveat Space that are similar, to U.S. exporters and

Brazilian suppliers. Figure 9 shows both
the unique and similar services that

US& FCS S&o Paulo and the AmCham
provide. AmCham gavethe
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Commercia Information Research Service subscription offered to Brazilian suppliers as an example
of anew service being offered by US& FCS that competes directly with AmCham. On the other
hand, the AmCham primarily represents and provides services to its members, many that represent
Brazilian companies or firms from other countries, whose objective is to export goods to the United
States. In spite of the differences between AmCham and US& FCS, the AmCham’ s perception of
competition suggests that afull, cooperative working relationship does not exist between the two
organizations.

The cool relationship means that the two organizations do not share information about each other
with their clients and that US& FCS Brazil has not considered the S&o Paulo AmCham as a potential
sitefor aTwin Library, even though US& FCS and the AmCham are in different parts of the city and
cater to different organizations. As aconsequence of the limited cooperation, potential U.S.
exporters or importers of U.S. products may not know about services that could benefit them.

When we asked the SCO about his decision not to participate on the AmCham board, he stated that
the PCOs at all the constituent posts were responsible for AmCham relations. Thus, he declined the
invitation and assigned another member of his staff to sit on the board. AmCham officials stated
that it was not the SCO’ s prerogative to assign arepresentative to the AmCham board in his place
and noted that other board members are primarily presidents or directors of their companies (such
as Kodak Brasileria Comércio & Industria Ltda., General Electric do Brazil, Nationa
Semicondutores da Americado Sul Ltda., and Compag Computer). We believe the SCO’s
participation on the board would strengthen US& FCS' s relationship with the AmCham and the
other companies represented on the board, help to eliminate the perception of competition between
the organizations, and provide aforum for sharing information.

AmCham and US&FCS relations in Rio de Janeiro need to be improved

In Rio de Janeiro, we found that the relationship between US& FCS and the local AmCham was not
considered to be a priority of the PCO. US& FCS was not invited to be on the board, and it
participatesin AmCham events only on alimited basis. The Rio de Janeiro AmCham is smaller
than the Sao Paulo AmCham and primarily hosts weekly luncheons and speaking events. The head
of the AmCham indicated that the organization principally works with the Consul General, whoisa
member of the board, not the US& FCS PCO. Asa consequence, US& FCS Rio de Janeirois not
working with AmCham at any significant level. The PCO has, instead, devoted most of her
attention to other local multiplier organizations, such as the Federation of Industries of the State of
Rio de Janeiro, the Commercial Association of the State of Rio de Janeiro, and the Center for
International Business. US& FCS Rio de Janeiro has done an excellent job in building relationships
with these multipliers; however, we believe that it isimportant to also work with AmCham, an
organization that traditionally represents U.S. trade interests.
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The problemis not entirely US& FCS Rio de Janeiro’sfault. The Rio de Janeiro AmCham only
provides one free ticket to the U.S. Consulate for AmCham events and, unlike most AmChams who
support the commercial officer, theticket is given to the Consul General. As aconsequence,

US& FCS Rio de Janeiro has to pay the approximately $30 fee, per event, out of its discretionary
funds. It isunfortunate that the Rio de Janeiro AmCham only provides one ticket to the embassy
for its events, but we believe that US& FCS attendance could be beneficial. Working with an
organization whose mission and members, for the most part, parallels US& FCS, makesthis an
important relationship. Thus, in thisinstance, we believe the post should explore ways to increase
its participation at AmCham events. We also believe that there are other areas in which US& FCS
Rio de Janeiro could improve the relationship with the AmCham, and perhaps provide additional
opportunities for mutual resource leveraging, such as providing materials

to AmCham on US& FCS products and services and asking AmCham to serve on one of its
committees or joint US& FCSinitiatives.

PR

US&FCS, in its response to our draft report, stated that relations with the Sdo Paulo AmCham have
been unproductive in the past but that efforts have been made, and will continue to be made with
the arrival of the new SCO, to promote a sound and mutually cooperative relationship with the
AmCham. The post’s recent efforts and joint activities appear to satisfy the intent of this
recommendation.

US& FCS reports that the AmCham in Rio de Janeiro has declined numerous invitations to engage
in joint activities and further states that expending excessive time and resources is not in the best
interest of US exporters. We believe that as long as US& FCS continues to offer opportunitiesto the
Rio AmCham, it isfulfilling the intent of the recommendation and have modified the
recommendation accordingly.

With regard to AmCham participation in the Twin Libraries program, in its response to the S&o
Paulo AmCham relationship, US& FCS states that because AmCham offers its services to members
only, the reach of the Twin Library program would be limited. We would like to note that if public
accessisto be acriteriafor selecting organizations and associations for participation in this program,
it should be applied consistently across all partners.

D. Coordination between post and other ITA elements needs attention

We found that relations between US& FCS Brazil and many ITA components were, at best, uneven.
Linkages and working relationships with ITA’s domestic offices were particularly poor and
unproductive, perhaps the worst relations we have seen between domestic offices and an overseas
post. Any mention of agood working relationship with US& FCS Brazil made by a domestic office
was usually followed by the name of an individual. One domestic office reported that working
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relations with the DSCO were excellent, but that the SCO was very difficult to work with. The lack
of institutionalized relationships between US& FCS Brazil and the domestic offices could potentially
have a negative effect on the post’ s trade promotion efforts.

Thevarious ITA headquarters components, such as Trade Development, the Advocacy Center, and
Market Access and Compliance, report mixed relations with US& FCS Brazil. Market Access and
Compliance reported good working relations, but said the quality of US& FCS Brazil work could be
improved. Specificaly, we were told that market reports lack analysis and need more editing by
post commercia officers and seem to favor a newspaper format of discussing what has already
happened, rather than providing commercial leads or suggesting future country trends. (For
additional discussion about the quality of market research, see page 48.) In addition, US&FCS
Brazil was criticized for requesting 11th-hour assistance in obtaining headquarters clearance on key
advocacy requests, without regard to the time it takes to obtain headquarters clearance.

US& FCS Brazil reported that cooperation with TD was uneven and dependent upon personal
relationships. While some trade specialists reported excellent working relationships with a specific
individual in TD and the industry sector teams®; others stated they have little or no contact with TD.
One TD specialist was, reportedly, unwilling to meet with atrade specialist when shewasin
Washington, D.C., for training, thereby generating ill will with the specialist and, as a consequence,
some of her colleagues.

Although domestic offices and overseas posts are supposed to work together to assist U.S. firms,
US& FCS Brazil, historically, has not had a good relationship with the ITA domestic offices. A 1996
internal ITA review indicated that US& FCS Brazil tended to work directly with aU.S. firm without
advising the appropriate domestic office and would not willingly accept requests for services,
particularly Agent/Distributor Service requests, from the domestic offices. It further stated that “a
great deal of antagonism and resentment (between US& FCS Brazil and the ITA domestic offices)”
was developing.?* This statement accurately predicted and continues to describe the poor level of
relations.

Inadequate domestic office relations were recognized by the SCO in a January 17, 1997, e-mall
notice to US& FCS Brazil staff, that stated:

2 |ndustry Sector Teams were designed by US& FCS to be avehicle for leveraging country and industry
expertise within the domestic offices, the worldwide posts, and headquarters and integrating these resources for the
benefit of particular initiatives or U.S. exporters.

2 Management and Program Review Report: Final CS Brazil Follow-up Report, US& FCS Office of
Planning, November 7, 1996.
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“Relationships with our EAC (e.g., Export Assistance Centers otherwise known as
ITA’s domestic offices) colleagues need to beimproved. Thisisnot a‘break-down’
issue that needs to be repaired as much as how can we work even better. | stated our
position which is to work with them as closely as possible and that we were fortunate
to have on our staff [a Commercia Officer] who has an intimate knowledge of the
EAC system and an affinity for the domestic side staff.”

Apparently the SCO did not follow up on the e-mail with his staff, because, according to a number
of domestic trade specialists we interviewed, relations have not improved since the SCO’s e-mail.
One domestic trade specialist that we spoke to stated that she cringes when a client expresses
interest about Brazil because US& FCS Brazil isa“black hole” where multiple e-mail messages and
faxes are sent without response. Another trade specialist stated that she sent two e-mail messages
and two faxes asking ssmply whether US& FCS Brazil was working on a specific trade show, yet
US& FCS Brazil never responded. Another domestic office trade specialist admitted that when a
client expresses interest in exporting to Brazil, and as a consequence will need services or
information from US& FCS Brazil, she will advise the client either “not to do it or to expect it to take
forever to get information back.” The few domestic offices that cited favorable experiences
generally mentioned a positive working relationship with a specific US& FCS Brazil employee asthe
reason. Many specialists pointed to US& FCS Argentina as being the opposite of US& FCS Brazil in
terms of responsiveness and service.

We believe that the post’ s reputation for unresponsiveness among the domestic staff, whether valid
or not, is caused by (1) the post’s focus on fee-generating services that do not always meet domestic
office customer needs; (2) issuance of a protocol for requesting services that alienated domestic
office staff; and (3) a poor telecommunications infrastructure.

US& FCS Brazil’ s emphasis on fee-generating services often conflicts with a domestic office’ s goal
of satisfying its customers. One domestic office trade specialist stated that with US& FCS Brazil, “it
istrying to fit asquare peg in around hole” and that the post’ s attitude is that it has to be a“ Gold
Key or nothing.” For example, one domestic office sent an e-mail request to 10 countries, asking if
they would provide “afew names simply taken from a business directory or telephone yellow page’
for aspecific industry. Rather than fulfill that smple request, the US& FCS Brazil response was to
recommend a Silver Key, where, for $60, the U.S. company would receive a customized list of eight
to ten companies with confirmed contact name, address, phone, and fax numbers.

In addition, many domestic offices found US& FCS Brazil’ s unilateral decision regarding a
“protocol for requesting services’ lengthy and complicated. For example, the domestic offices are
instructed to work with the clients using certain US& FCS Brazil products before sending a request.
Then, rather than contacting a person at US& FCS Brazil that the domestic office has worked with
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before, domestic offices are to send the request to US& FCS S&o Paulo, which in turn sendsit to the
team leader if the request isin an active sector. The team leader then assigns the request to atrade
specialist. If the request fallsinto an inactive sector, it is sent to the customized business service to
determine the viability of the request and the fee. When consulting with a client about Brazil, the
domestic officeisrequired to know if the client product or serviceisin one of Brazil’ s active or non-
active sectors when determining what services and applicable fees apply. Interestingly, the SCO is
fully aware that the domestic offices find the protocol a problem, but believesthat it isthe answer to
speed up theresponse time. In aJanuary 17, 1997, e-mail message to US& FCS Brazil staff, the
SCO stated:

“1 also make clear that we are structured in Brazil to respond expeditiously to all
gueries from the United States no matter their provenance... and that we can make
that statement because of our response ‘ protocols’ re queries from institutions and
individuals. Some EACs stated that it was becoming increasingly difficult to keep
track of each post’s ‘protocols'. | responded that the world IS acomplex place... and
that the ‘protocols’ are really meant to REDUCE their burden as an intermediary
between exporters they counsel and market opportunities herein Brazil.”

The US& FCS Brazil protocol was put in place without regard to consultation with those who were
expected to follow it. It seemsto be unduly burdensome and more likely to slow the
responsiveness to US& FCS's clients. Furthermore, given that there are multiple postsin 70
different countries, the domestic offices have avalid concern that each country will begin issuing
different rules on how they are to be contacted.

Some of US& FCS'slack of responsiveness may also be related to an inadequate
telecommunications infrastructure in Brazil. Asa consequence, e-mail is often not working and
telephone lines areinsufficient. US& FCS Brazil reports, and we actually experienced, problems
with e-mail, such as messages sent but not received and disconnection from the network while using
the e-mail program.

Nevertheless, in order to provide the best possible service to U.S. exporters, a productive and
cooperative relationship between the domestic offices and US& FCS Brazil is crucial. US&FCS
states that its “ domestic and international offices are directly linked through aworldwide
communications and information network, which offers a unique and seamless service to U.S.
exporters.” U.S. firms are not receiving the benefits of the US& FCS global network, and trade
opportunities may be lost, unless US& FCS Brazil can repair its relations with the domestic offices.

It will not suffice for the SCO to ssimply remind US& FCS Brazil staff of the importance of
coordinating with the domestic offices, as he did again in aNovember 10, 1997, message, where he
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stated that he “...will continue to emphasize the importance of a close working relationship with
EAC [export assistance center] officesand Teams.” Given that much of what drives the trade
specidistsin Brazil is generating fees and garnering success stories, it is not surprising that domestic
office requests may beignored. We believe that the SCO needs to incorporate domestic office
coordination into staff performance evaluations.

In addition, if US& FCS Brazil is unable to deliver certain products and services, then aternative
sources, such as AmCham and alist of consultants, should be provided to the EAC to meet
customer needs. US& FCS Brazil should work with the EACs to develop a protocol that is
acceptable to the domestic offices, yet also meets US& FCS Brazil’ srequirements. Finally, the
US& FCSregional officein Washington, D.C., should develop a method, such asa sending a
broadcast e-mail message to domestic offices, aerting the EAC’ sto the fact that US& FCS Brazil is
experiencing system problems. In doing so, it would indicate that US& FCS Brazil’ s lack of
responsivenessis, at least sometimes, unintentional and that an aternative means to communicate
must be used. US& FCS Brazil would then be responsible for aerting the domestic offices when
systems are back to normal.

1A PR

In their response to our draft report, US& FCS agreed with the mgjority of our findings and
recommendations concerning domestic office interaction. However, since al actions have not been
completed, we request that US& FCS address the status of the recommendationsin its action plan.

Specifically, the response stated that US& FCS agrees that the post should incorporate domestic
office cooperation into its staff performance evaluations. However, the agency disagrees that
US& FCS Brazil has not provided lists of additional sources for servicesit cannot provide, stating
that such service providers are listed on the post’ s “ Focus Brazil” CD-ROM, website, and inits
Country Commercial Guide and stated that it would be pleased to consider additional sources as
suggested by the OIG.

We believe more can be done. For example, to assist U.S. exporters considerations should be given
to having the post add, to its homepage and CD-ROM, a separate section listing additional resources
with websites and telephone numbers. Such alist would not endorse the organizations listed, rather
it would direct the enquirer to additional export-related information sources. Given that the purpose
isto assist U.S. exporters, the links would be in English and could possibly include, but are not
limited to, the U.S. Department of State (http://www.state.gov), the S&o Paulo American Chamber
of Commerce (http://www.amcham.com.br), Brazil Infonet (http://www.brazilinfo.net), and
Brazilian-American Chamber of Commerce - New Y ork at (http://www.brazilcham.com) . With
regard to domestic office requests, if US& FCS Brazil is unable to assist with viable requests,
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contractor names, particularly former US& FCS employees who have started their own consulting
business, could be provided to the domestic office as an alternative source.

US& FCS agrees with the recommendation that US& FCS Brazil solicit input from the domestic
offices to devel op an acceptable protocol for requesting services from the post. US& FCS stated that
the protocol has aready been revised and simplified and that response from the domestic offices to
these changes has been “ unanimously positive.” US& FCS aso agrees that a method for alerting
domestic offices when US& FCS Brazil is experiencing significant system problems must be
developed by US& FCS headquarters regional management.

E. BXA is not being supported in a timely manner by the post

We found that US& FCS Brazil is not following all required procedures in its role of supporting the
Bureau of Export Administration’ s requirements for Pre-License Checks (PLCs) and Post-Shipment
Verifications (PSVs). Timeliness of support needsto beimproved. BXA relies on US& FCS posts
to assist it in the issuance of export licenses and fulfilling its export control activities. BXA requests
the posts to perform PLCs and PSV s to verify the legitimacy of certain export transactions. If this
work is not donein atimely fashion, legitimate U.S. business transactions could be delayed or lost
(for PLCs), or an untimely response to a PSV request could prevent BXA from taking action to
prevent diversion or stop violations of U.S. export control laws.

During fiscal years 1997 and 1998, a high percentage of requests for PLCs were not completed and
transmitted from US& FCS Brazil to BXA within the specified time frames. We found that 60
percent of the PLCs sampled (15) were not completed within 28 calendar days. In addition, we
found that none of the PSV's sampled (5) were completed within 60 calendar days, as required.
However, we found no other problems with US& FCS Brazil’ s conduct of PLCsand PSV's, aswe
noted that visits were made and completed by a commercia officer, asrequired. In addition, we
noted no problems with the quality of the PLC or PSV responses from US& FCS Brazil. We are
concerned that the timeliness of PSVsand PLCsisnot apriority in US& FCS Brazil and believe
that increased management attention is needed to track the timeliness of these responses.

1A PR

US& FCS, in response to our draft report, indicated that part of the problem causing delaysin timely
responses to BXA on PLCs and PSVsisthe amount of timeit takes BXA to respond to queries
from post about further input on individual cases. In addition, US& FCS questioned whether it is
reasonabl e to conduct checks within the proscribed time frames, given the vastness of Brazil, which
makes some of these checks time-consuming and expensive. US& FCS also noted that, in general,
the agencies are working together to improve PLC/PSV effectiveness.
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We agree that PLCs and PSV's often need additional input and clarification from BXA to be
completed and that it is not aways reasonabl e to conduct a check in aremote area of Brazil and till
completeit on time. We aso endorse the agencies communicating better, both on the process as a
whole aswell ason individual PLCsand PSVs. We would, however, note that we found few
requests for extensions or cables suggesting that a PLC or PSV was unduly expensive or difficult to
complete on time from the post in either BXA’s or US& FCS Brazil’ sfiles. Thiswas confirmed by
BXA officials, who stated they could not recall any such requests from the post. We are modifying
our recommendation to note that, if an extension is needed on a PLC or PSV, the post needsto
cable BXA and request it, according to the agency’ s regulations.
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IV.  Post Needs to Reconsider Current Allocation of Personnel Within Country

US& FCS Brazil needsto do an analysis to support its current internal resource allocation, both for
personnel and between traditional US& FCS activities and post-initiated products and services. The
apparent imbalance in terms of customer demand and relative productivity presents a strong
justification for reconsidering the current in-country allocation of staffing resourcesto more
effectively deliver products and services. In addition, with new initiativesin place at each post for
nearly ayear (such as Gateway and CIRS), effects on relative workloads should be more apparent
and easier to measure and may indicate the need for resource reallocation.

US&FCS Sdo Paulo’s product and service mix needs to be reconsidered

We question whether Sao Paulo is devoting adequate resources to US& FCS' s traditional products
and services. Workload statistics provided to usindicate that US& FCS S&o Paulo is expending less
than one-quarter of its resources on traditional US& FCS activities® The breakdown of personnel
responsibilitiesin S&o Paulo, not including those of the commercial officers, is shown in Figure 10.

Figure 10 . ~
Approximately 14 percent of the US& FCS S&o
USRFCS Brazil s%:?""{h Paulo staff have Brazil-wide administrative
Staffing mm responsibilities, such as the SCO’ s support

staff, the US& FCS Brazil administrative
manager, and the performance tracking system
administrator; almost 24 percent work on post-
related administrative operations, such asthe
post’ s maintenance personnel; 41 percent work
on new initiatives that fall under the commercial
center, such asthe Twin Libraries program,
CIRS, and non-active sector services, and 22
percent work on core activitiesin active sectors.

The large staff devoted to the commercial

center and new initiatives are not producing
traditional, core US& FCS products, such as International Market Insights, Industry Sector Analyses,
and Agent/Distributor Services, and only alimited number of the staff are responsible for

5 Traditional US& FCS products and services are those that are conducted by all overseas posts. A listing of
these products and services can be found in Appendix A.
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conducting Gold and Silver Keys. This compares to other offices, such as Rio de Janeiro, where 66
percent of resources are devoted to core products and services.

We notein later sections of this report that core services provided by S&o Paulo, such as ADSs and
|SAs, have timeliness and quality problems and need increased attention and a higher priority. This
may be aresult of resources being devoted to non-traditional programs. We believe that as more
trade barriers are phased out, the core activity workload will likely increase, requiring more
resources to provide efficient, effective serviceto U.S. exporters. Consequently, the allocation of
staff devoted to core activities versus commercial center initiatives within S&o Paulo should be
reviewed as part of an overall determination of what the appropriate amount of resourcesisfor the
post.

Work imbalances may indicate need for resource reallocation between constituent offices

Workload imbalances between US& FCS Brazil constituent offices indicate a possible resource
imbalance. Specifically, we question whether Rio de Janeiro staffing is adequate, and whether Belo
Horizonte and S&o Paulo are overstaffed. US& FCS Brazil needs to conduct an analysis of workload
data and resources devoted to them.

With two new positions, Brasilia staffing appears to be adequate. Brasiliaisthe capital of Brazil and
the site of the U.S. embassy. The workload priority is driven by the Ambassador and
embassy-related demands, which is not captured in the performance tracking system. In spite of the
heavy political and diplomatic workload, and despite the fact that Brasiliais not the site of
significant commercial and industria activity, US& FCS Brasilia produces an appropriate level of
work in the energy, environment, telecommunications, and defense industry sectors. A National
Institute of Standards and Technology standards expert is going to be transferred to US& FCS
Brasilia, from US& FCS Argentina. Once that position isfilled, and an additional commercial officer
isin place, the staffing and resources for the Brasilia office appear to be adequate for its demand and
responsibilities and thus are not discussed further in this section.

Although only one of the three constituent postsin Brazil, Rio de Janeiro isamajor port and often
thefirst point of contact for people entering the country. Asaconsequence, the post is often
responsible for coordinating initial contact with U.S. government officials and businesses coming to
Brazil. At thetime of our review, this office had one officer, two FSNs, and four PSCs, and was
devoting 66 percent of its resources to core activities.

Belo Horizonteisafairly new US& FCS post whose outputs and productivity, although lower than
those of other posts, areincreasing. Belo Horizonte, the third largest city in Brazil, was established
asapost inthe early 1990'swith asingle FSN. Thefirst PCO, at the post in 1995, spent most of his
time securing appropriate facilities and launching the office. Staffing in Belo Horizonte includes the
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newly arrived PCO, one FSN, and three PSCs. Not including the PCO, 75 percent of the staff work
ison core-related activities, and 25 percent on post-related administrative activities.

Analysis of workload of both demand factors (such as trade events and missions, Gold Keys, and
trade facilitation and counseling) and productivity factors (such asIMIsand ISAs) indicate a
possible workload and resource imbal ance between these posts. For the first three quarters of fiscal
year 1998, Rio de Janeiro had 18 trade events compared to none in Belo Horizonte (and S&o Paulo’'s
seven and Brasilia sone). We also found that Rio de Janeiro was relatively more productive in
market research products (IMIsand ISAS), and had arelatively greater demand for services (in terms
of Gold Keys and trade facilitation and counseling sessions) than Belo Horizonte.

Figure 11: Fiscal Year 1998 Outputs (First Three Quarters)

Brasilia Rio de Belo Sao Paulo
Products Janeiro Horizonte
(3 FSN/PSCs)* | (4 FSN/PSCs)* | (3 FSN/PSCs)* | (20 FSN/PSCs)*
Int’l Market Insights 16 32 16 9
Industry Sector Analyses 1 7 2 6
Success Stories 12 17 13 98
Gold Keys 5 20 4 58
Trade Facilitation 129 554 243 782
Firms Counseled 394 236 129 719
Trade Missions 1 7 2 20
Trade Events 1 18 0 7

*Non-administrative

However, we found it difficult to gauge whether the staffing for Belo Horizonte is appropriate
because outreach efforts have just begun in the last year and, as a consequence, the post’ s potential
has not been fully realized. Therefore, productivity and demand statistics could be misleading and
warrant additional data and further analysis by the post. For example, we found that in the first
three quarters of fiscal year 1998, more firms were counseled; more Silver Keys, ISAs, and IMIs
produced; and more success stories were reported than all of fiscal year 1997. This post probably
needs at least one more year to establish itself before the allocation of staff can be reviewed.

A case can be made for reviewing resources countrywide, rather than merely transferring resources
between the Rio de Janeiro and Belo Horizonte posts. As discussed previously, we question the
amount of resources in S&o Paulo devoted to post-initiated services and, perhaps, some of these
resources may be put to better use at one of the other offices, especially as Sdo Paulo accounts for
about 70 percent of the resources available. We believe that US& FCS So Paulo needs to balance
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adequate staffing for core activities with staffing for post initiatives. Such an analysis has not been
done by US& FCS Brazil management. A resource allocation study of personnel, among the
constituent posts and within S&o Paulo, should be conducted and a new allocation plan should be
developed. Specifically, in Sao Paulo, the very large staff should be reviewed in terms of core
activities versus new initiatives, and the potential understaffing in Rio de Janeiro should be
examined. The plan should include justification for the total number and mix of staff per site,
including the number of staff devoted to US& FCS core activities versus post-implemented activities.
Any decisions regarding Belo Horizonte should be delayed for one year to provide enough timeto
determine US& FCS staff needs at this new post.

AP0

In response to our draft report, US& FCS stated that S&o Paulo’ s role as the head office,
administrative office, and site of the commercial center, and as the location where a bulk of the
activity occurs, were not adequately taken into consideration. However, our primary concern
regarding S&o Paulo staffing isthat a significant number (41%) of the staff are devoted to new
initiatives while arelatively small number (22%) are devoted to core program activities, as Figure 10
illustrates. Y et, an ongoing theme in this report has to do with the problems of timeliness, quality,
and overall priorities of core program activities such as ADSs, IMIs, ISAs, and BXA end-use
checks. We stand by our recommendeation that the distribution of staff in S&o Paulo should be
reviewed.

US& FCS also notes the importance of Belo Horizonte, a state that makes up 7 percent of the

Brazilian territory and has an annual state economy of $70 billion. We request that US& FCS
provide us a copy of the resource allocation assessment it has agreed to do with its action plan.
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V. Market Research and Product Timeliness Need to Be Made Higher Priorities

In our review of Brazil’s products and services, we identified issues concerning two important core
US& FCS products, that merit discussion. First, the post is not producing timely responses to
Agent/Distributor Service requests, and there is some question about the overall quality of ADS
responses by the post. Second, the post is not consistently producing high-quality ISAsand is
significantly behind schedule. We believe that these problems are caused by inadequate emphasis
by some officers and staff. Post management should pay increased attention to these areas.

A. Agent/Distributor Services are not timely and are of uneven quality

ADS responses from US& FCS Brazil are not completed in atimely manner and are of uneven
quality. Thetracking of ADS requestsis done post-wide, and the tracking system asimplemented is
inadequate. 1n addition, post management has placed arelatively low priority on addressing ADS
requests. Asaresult, U.S. exporters who request an ADS from Brazil may be receiving an
inadequate or incomplete product that may also not be timely. In addition, relationswith ITA’s
domestic offices may be harmed, as they are generally the broker for this product between the
customer and the overseas post. We noted that some domestic office trade specialistswe
interviewed had particularly negative comments about US& FCS Brazil’ s administration of ADS
requests. While we recognize post’s desire to focus on other initiatives, we believe that post must
place more emphasis on providing quality and timely responsesto ADS requests.

The ADSisdesigned to help U.S. exporters locate qualified agents and distributors for their
productsin targeted overseas locations. US& FCS posts, after requests are received (through

US& FCS domestic offices), are supposed to conduct a personalized search to select the most
promising agents and distributors and report back to the client within 45 calendar days. Thefeefor
an ADSis $250.

US& FCS Brazil receives a substantial number of ADS requests; for example, 116 in fiscal year
1997. The post assigns most of the ADS requeststo itsinterns. Post managers stated that this was
the only way to cost-effectively produce ADSs, which, in their opinion, generate too low of afee for
the substantial work involved. Each officein Brazil tracksits ADSs differently, although al ADSs
are tracked centrally by the US& FCS S&o Paulo headquarters office, which has an automated
tracking system.

Our analysis of US& FCS Brazil’ s central tracking system noted that many ADSs were not
processed within 45 calendar days, although some improvement was noted in the first half of fiscal
year 1998. Our sample noted that, in fiscal year 1997, the average processing time was 70 days,
ranging from 2 to 127 days late, with aimost 66 percent of al requests being answered after 45
calendar days from receipt. Infiscal year 1998, we noted that the average processing time had
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improved to 56 days, ranging from 1 to 268 days late. For those in which we could calculate a
timeliness quotient, atotal of 36 percent were answered more than 45 days after receipt.

Problems with the timeliness of ADS responses may be partly the result of inadequaciesin

US& FCS Brazil’ stracking system, which is used to monitor the status of ADSs. We noted that
more than one-third of ADSs listed in this system had data missing, either the date received, date
completed, or both for fiscal year 1998. Furthermore, the printout of the ADS tracking system
provided to us did not maintain a column for total days to complete, which would make it difficult
for amanager to easily pinpoint the timeliness of any individual response, or the post’s overall
responsiveness for ADSs. In addition, the tracking system did not provide for noting when the post
had requested an extension from the customer (and if and when it was granted) when the original
deadline could not be met. Furthermore, very few ADSs noted whether a customer satisfaction
survey had been sent to the ADS recipient or if any success stories had resulted. For example, in
fiscal year 1998, out of the 71 ADSsin the sample, none noted a survey being sent or a success
story resulting. Only a handful noted thisfor fiscal year 1997. Without complete data, it is difficult
for US& FCS Brazil management to get afull picture of the timeliness and quality of the ADS
service.

In addition, customer feedback on ADS processing in US& FCS Brazil was sometimes negative.
While the sample was low (US& FCS/EPS was able to provide us with only six returned customer
satisfaction surveysrelated to ADSs produced by US& FCS Brazil), many of the surveysincluded
negative comments about ADSs in Brazil. Some clients complained that the agent contacts
provided were inappropriate or unresponsive to the request, which perhaps indicates a quality
control problem with US& FCS Brazil’ s screening of agents and distributors. Others complained
that the report took too long to receive. One customer stated,

“I would give the ADS an “F”. It was absolutely terrible. You gave me one name of a
potential distributor and this company was out of our market segment. I don’t think...
distributors would be difficult to identify but obviously the US&FCS does not know
anything about the market.”

There were also a number of negative comments from US& FCS domestic offices about ADSs
produced by US& FCS Brazil. For example, severa domestic trade specialists noted that ADSs
seemed to be given little attention by US& FCS Brazil due to other priorities, causing some ADSs to
be untimely or even canceled. Other specialists noted that ADSs were discouraged by US& FCS
Brazil trade specialists, who instead pushed for Gold Keys, which carry ahigher fee ($500).

We did not find the poor customer feedback surprising, considering the attitude of both trade
gpecialists and post management concerning this product. Post management stated that ADSs were
not “worthwhile” dueto itslow fee. Asaresult, interns were doing most of the work in the post’s
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largest office, S&o Paulo. Some trade specialists believed this practice hurt the quality of the
responses, stating that only atrade specialist can really do an adequate job on ADSs, because of the
industry expertise needed to properly respond to ADS requests. Some trade specialists stated that
they de-emphasize ADSs products, in part due to the drive to generate products with higher fees,
such as Gold Keys. Therefore, it is clear that ADS timeliness and quality are suffering due to
inadequate attention and its lower priority relative to other work.

Nevertheless, ADSs are still aUS& FCS core product and need to have appropriate resources and
attention devoted to them, despite the relatively low feesthey generate. Receiving afee that does
not cover its cost does not excuse the post from doing the best possible job. We note that US& FCS
is currently reviewing the pricing of its products and services agency-wide, which will likely have
some impact on thisissue for Brazil. Nevertheless, we believe that US& FCS Brazil should pay
more attention to and provide better quality controlsfor its ADS product.

PR

In US& FCS sresponse to our draft report, the agency agreed that there were significant weaknesses
in US& FCS Brazil’s ADS service. The agency noted that the ADS, as a product of the agency
worldwide, is being reviewed as part of its“ Centers of Innovation” program. US& FCS seemsto
believe that the lack of quality of the products on the fact that ADSs have alow fee, but a high cost
to conduct them, thereby justifying the use of students to conduct most of the ADS work.

US& FCS also suggested that EPS has not provided the post with sufficient feedback based on
customer surveys. Finaly, US& FCS agreed that there was atimeliness problem in US& FCS Brazil
for this product, but noted recent improvement.

While we applaud US& FCS'sreview of al products and services, including the ADS, it isimportant
that the products, while being marketed and sold to U.S. exporters, maintain both timeliness and
quality, regardless of the fee charged. We reaffirm our recommendation.

We also agree that EPS should provide the Brazil post (and all posts worldwide) with copies of
feedback from their customer surveys and have added that recommendation to our report.

B. Industry Sector Analyses need improved quality and timeliness

Similar to the problems we found with the ADS product, we also found that US& FCS Brazil’s
Industry Sector Analyses® need improvement in both quality and timeliness. While |ISAsare
considered an important US& FCS product worldwide and are viewed as a high priority by
management, most officers and staff in Brazil indicated to us that market research isalower priority

2 See footnote on page 20 for adescription of 1SAs.
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than other products and services. We were told that this was mainly because | SAs generate no
apparent success stories. and no fees are paid to US& FCS for this product.?” Staff said that they do
not emphasize products and services that do not benefit their personal cost-benefit ratios, as
measured by the post’ s performance tracking system. Thisview is supported by the post’stime
management statistics. During arecent quarter, we noted that US& FCS Brazil overall spent only 0.4
percent of its staff time on ISAs. During that period, US& FCS S&o Paulo spent only 1.51 percent of
total staff time on ISAs (this figure does not include commercial center staff, who are not
responsible for producing I SAs), and three offices that spent no time whatsoever on ISAs. Within
these figures, we noted that the vast majority of trade specialists spent less than 3.5 percent of their
time (many, none at all) on ISAs. In comparison, trade specialists spent as much as 12.9 percent of
their total time on Gold Keys, which generate fees.

Post management stated that market research isthe “cornerstone” of trade-related counseling and an
effective method to ensure that staff maintain current information on their assigned industrial
sectors. Infact, ISAs are important enough to US& FCS headquarters that they are produced by
each post on an agreed-upon schedule, spaced out throughout the fiscal year, in order to ensure a
smooth flow of documents from posts to headquarters. Post management is responsible for the
timeliness and quality of the products submitted. 1SAs are reviewed by headquarters and sent to the
National Trade Data Bank (NTDB) to be made available to U.S. exporters, as well as used by
individual trade specialists, headquarters units, and domestic offices for export counseling
purposes.®

However, our review of ITA records on timeliness found that US& FCS Brazil is not providing ISAs
to headquarters according to its predetermined scheduled. Statistics by EPS, which overseesthe

| SA program worldwide, indicate that US& FCS Brazil was significantly late on anumber of ISAsin
fiscal year 1998. Statistics provided by US& FCS/EPS indicated that of the 29 I1SAs due by August
30, 1998, 26 (or nearly 90 percent) were at least 30 dayslate, ranging from 1.5 to10 months past the
agreed-upon due date.® We also noted that 7 of the 29 had yet to be submitted, although in some
cases many months had elapsed since the due date.

2" Since ISAs are free and widely disseminated, the impact of them upon U.S. exports is unknown.

B NTDB isasource for international trade data and export promotion information. Types of information
on NTDB include international market research; export opportunities; indices of foreign and domestic companies;
how-to market guides; and reports on demographic, political, and socioeconomic conditions for hundreds of
countries. (http://www.stat-usa.gov/BEN/Services/ntdbhome.html)

2 There were no specific ITA guidelines asto what was late and what was not except the due date.

Therefore, an | SA that is even one day late is considered “untimely.” However, for the purposes of our review, we
defined “late” as being more than 30 calendar days from the agreed-upon submission date.
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In addition, the market research produced by US& FCS Brazil was of uneven content and quality.
Complaints about quality have come from customers, other embassy components that use and
review these reports, as well as some ITA components that review or use ISAs. Theformer U.S.
Ambassador to Brazil commented to us that U.S. clients had told him of the poor quality of the
market research produced by US& FCS Brazil. Our own review of a sample of recent reports
produced by US& FCS Brazil indicated that, while we found the quality of the ISAsto be generally
adequate in terms of content, we noted a number of examples of awkward writing, inconsistent use
of format and terms, and typographical errors. We believe that these problems reflect the low
priority placed upon ISAs and urge post management to become more actively involved in
reviewing these products.

We believe that the uneven quality and the untimely production of 1SAs deprive both industry and
trade specialists throughout ITA, aswell as users of NTDB, of accurate, up-to-date information.
Exporter counseling may not be as effective, not just at post, but also at ITA domestic offices and
other ITA components, if staff lack accurate, up-to-date information on important market
opportunities. We noted that post management has recognized this problem and has both hosted
training and sent individuals for training on thistopic. Nevertheless, increased attention on the
importance of | SAsto operations needs to be restated and reflected in staff and officer performance
evauations.

1A PR

In itsresponse to our draft report, US& FCS basically agreed with our analysis, and stated that, as
with all its products and services, the ISA product is being reviewed under its “ Centers of
Innovation” initiative. Regarding U.S. client comments made to the former U.S. Ambassador to
Brazil about the poor quality of the market research produced by US& FCS Brazil, US& FCS noted
that there was recent praise for some of Brazil’s market research reports. The agency did not
challenge statistics that show a significant timeliness problem, other than to state that US& FCS
submitted 30 | SAs to the Department in FY 1998. We reaffirm our recommendation on thisissue.
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VI. US&FCS Brazil’s Financial Management, Procurement,
and Internal Controls Need Significant Attention

We observed a pervasive lack of adequate financial management practices and internal controlsin
US& FCS Brazil operations. The weakest controls were found at the administrative center in Sdo
Paulo, while the outlying postsin Rio de Janeiro, Belo Horizonte, and Brasilia had markedly better
controls. During our inspection, we noted significant management control weaknessesin the
handling of cash, use of purchase orders, inventory and management of government personal
property, credit card transactions, the handling of alarge information technology contract, and
documentation of the use of government vehicles. We attribute these shortcomingsto a genera
inattentiveness to administrative matters.

Historically, financial management and internal control problems have plagued US& FCS Brazil.
Two reviews by US&FCSin 1992 and 1996 uncovered significant, pervasive financia and internal
control problems. We also have serious concerns about the US& FCS S&o Paulo’ s leased facility
and question whether it is a cost effective, long-term solution to housing US& FCS outside the U.S.
Consulate.

A. Numerous internal control weaknesses must be remedied

US& FCS' s management controls are inadequate for the handling of cash, fund fungibility, proper
inventorying of government property, documentation of credit card purchases, and controls over the
use of official government vehicles. More problems were found at the administrative center in S&o
Paulo than at the outlying posts.

Management controls are important to prevent the waste, misuse, and even embezzlement of
government resources. Office of Management and Budget regulations require that agency managers
establish and maintain management controls to safeguard the government’ s programs and resources
from waste, fraud, and mismanagement.*® We believe that most of the management problems are
the result of a general inattentiveness to administrative matters by the SCO. To correct the problems
we observed, US& FCS needs to strengthen and consistently enforce its management controls as a
preventive measure against the misuse and waste of government resources.

0 OMB Circular A-123, revised June 21, 1995.
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Management controls over cash and finances need to be strenothened

We observed weak management controls over certain aspects of cash and financial management.
Specifically, we found problems with cash deposits, cash verifications, and the improper
commingling of different types of funds.

L. Cash deposits are not made properly

US&FCS Sé&o Paulo is not adhering to regulations requiring the timely deposit of collections.

I s vas not a problem at other US&FCS Brazil offices. || NG

According to the Treasury Department’s Fiscal
Requirements Manual and the State Department’s Foreign Affairs Handbook, the bank
deposit should be made at least weekly by Thursday. In addition, whenever daily receipts
total $5,000 or greater, the bank deposit should be made the same day.*!

In addition, physical security procedures for cash deposits are not consistently followed. .

3! Foreign Affairs Handbook, 4 FAH-3 H-321.5-3, “Limits on Amounts and Retention Time.” See also
Treasury Fiscal Requirements Manual for Guidance of Departments and Agencies, Part 6, Chapter 8000, Section
8030.20 (TFM 6-8030.20), “Timeliness of Deposits” (June 1994).
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Failureto follow established procedures for cash deposits places government funds at risk of
loss through theft, embezzlement, or misuse. US& FCS Brazil needs to strengthen
procedures and practicesin thisareain order to safeguard its assets.

2. Unannounced cash counts are not made

The commercial officer supervising the cashier in Sao Paulo did not conduct required
periodic unannounced cash verifications. Such verifications are necessary to ensure that
reported cash on hand is correct and are an indispensable tool for ensuring internal controls.

Commercial officers are required to perform a periodic unannounced cash verification.*
US& FCS commercial officersin Sdo Paulo typically perform this audit monthly. The cash
verification responsibilities are shared between the cashier’ s supervisor and another
commercia officer who is not in the cashier’ s chain of command. However, the cash
verificationsin S&o Paulo are rarely a surprise event, and the cashier’ s schedule is often
coordinated in advance with the verifying commercial officer. US&FCS S&o Paulo should
conduct surprise cash verifications on aregular basis in accordance with government
regulations.

3. Administrative funds have been inappropriately spent

We observed an instance of inappropriate use of Operations and Administration (O&A)
fundsin March 1998 when US& FCS S&o Paulo O& A funds were used to pay for atrade
event. Trade events are supposed to be funded using trust, or deposit, funds. When deposit
funds are received from individuals, firms, agencies, or other sources in the United States for
payment of trade events overseas, the monies are deposited into atrust fund. ITA then
authorizes posts by cable to disburse these funds to designated parties in support of a
specific trade event.® To ensure the integrity and viability of both the trust funds and

US& FCS's budgeting and financial controls, trust funds and O& A funds may not be
commingled.

In thisinstance, O& A funds were used along with trust funds to support a 1998 trade event.
US& FCS Brazil was authorized to spend $40,000 to promote the event. Aswith other trade
events, this event was to have been supported through trust fund collections from the U.S.
corporate attendees. However, according to US& FCS records, receipts totaled only $25,360,

2 reasury Fiscal Requirements Manual for Guidance of Departments and Agencies, Part 4, Chapter
3000, Section 3040.90 (TFM 4-3040.90), “Verification of Cash and Audit of Imprest Fund” (June 1994).

3 4 FAH-3 H-322.1, “ Deposit and Trust Funds, Deposits Made at the Department in Washington.”
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far below the amount of $39,172 spent on the event. The shortfall of some $13,812 was
taken from the O& A budget without the knowledge or approval of US& FCS headquarters,
an improper use of trust funds with O& A funds. The requirement that US& FCS segregate
event trust funds from O& A funds produces the dual benefits of ensuring that trade events
are self-sufficient and preventing mismanagement of O& A funds. US& FCS headquarters
became aware of the problem with this event only after the fact and later ratified the transfer.

In this case, the improper use of O& A funds resulted from the poor management of this
trade event. Dueto alack of planning, US& FCS Brazil overestimated the anticipated

recei pts and underestimated the cost of the event. This may have been due to the fact that
potential U.S. corporate participants were not notified in time to ensure their attendance.
US& FCS Brazil needs to strengthen controls to ensure that improper use of funds does not
occur in the future, and to dedicate sufficient time and resources to adequately plan its trade
events to reduce the risk of costs exceeding receipts.

Management controls over government property are inadequate

We observed inadequate controls over and inconsistent treatment of government-owned personal
property located at the various US& FCS Brazil posts. Specifically, neither ITA nor US& FCS Brazil
has devel oped or followed an inventory control plan since ITA opted out of the State Department’s
|CASS* system for inventory control. Initsplace, ITA decided to develop its own procedures for
inventory management and control. A draft personal property inventory procedure, issued by ITA
in October 1997, requires that only personal property assetsin excess of $2,500 be inventoried, with
afew exceptions such as cameras, facsimile machines, cellular telephones, and other equipment that
could easily be lost or stolen. Asof January 1999, afinal procedure had yet to be issued, and no
firm target date has been set for itsissuance.

We compared the very detailed inventory schedules prepared by the State Department at various
times before US& FCS Brazil’ s 1997 departure from ICASS to those prepared by US& FCS. We
found that the current US& FCS Brazil inventory was incomplete and did not include all appropriate
inventory items as required by the State Department’s Foreign Affairs Manual.® Since US&FCS
Brazil had departed from ICASS inventory coverage, the scope and detail of the inventories have
declined. In January 1998, an ITA representative visited each of the US& FCS Brazil poststo

% The International Cooperative Administrative Support Services system was designed as a replacement
for the“FAAS’ system, used by the State Department to allocate costs for services it provides to overseas agencies.

%6 FAM 224.1-1, “Criteriafor Accountability.”
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conduct an inventory. During the inventory, only the computer equipment and other items such as
mobile phones were counted. Asaresult, many expensive assets have dropped off the tracking
system. Examples of the types of assets that have disappeared from the system are air conditioners
(window units intended for post and commercia officers residences); stoves, microwaves, and
refrigerators in the US& FCS Sao Paul o kitchen; and expensive pieces of office furniture.

During our inspection, we reviewed a sample of inventoried items in the US& FCS S&o Paulo office
to ensure that al items could be accounted for. We compared the current US& FCS inventory with
the prior State Department ICASS inventory. We were able to account for all itemsin the sample.
However, we remain very concerned that the relaxation of inventory thresholds to $2,500, coupled
with the observed inattentiveness to management controls, will invite future waste of government
assets. For instance, in conjunction with our review of credit card purchases, we noted that since
December 1996, three air conditioners, averaging $1,088 in cost, have not been logged onto the post
inventory records and were not available at post for examination. At least one of these air
conditionersislocated at an officer’s residence and could easily be mistaken as the officer’s private
property. None of the three air conditioners appear on the asset listings because they are valued at
less than $2,500.

In response to our review, the SCO in S&o Paulo stated that he did not agree with the $2,500
inventory threshold established by ITA, saying that it was too high and would not cover many
valuable assets. The SCO said that he supports a stricter $750 threshold.

Since opting out of the ICASS inventory in 1996, US& FCS Brazil has conducted one annual
inventory, and this was completed to the $2,500 threshold. In addition, the Sdo Paulo inventory was
not taken and submitted by March 1, 1998, as required by the ITA schedule. Instead, only the office
equipment was inventoried in May 1998, just before our arrival. The government-owned personal
property in the officers’ residences has still not been inventoried. According to the records we
reviewed, no inventory of the officers' residences has occurred since 1996. US& FCS Brazil officials
have responded that because the value of the officers government-owned residential property does
not exceed $2,500, that property is not covered by the inventories.

The inventory records at US& FCS Brazil constituent posts were in better condition, although
improvements are still needed. The records from Belo Horizonte and Brasiliawere in better order
than those in S&o Paulo, but were nonethel ess based on the relaxed threshold required by ITA*s
draft property procedures. In addition, a considerable amount of government-owned personal
property, such as furniture, has dropped off the inventory system. US& FCS Rio de Janeiro still

uses ICASS, at least in part, for personal property inventory management, including inventories of
the officer’ sresidence. Because of the detail and consistency of the ICASS inventory, we regard the
Rio de Janeiro inventory listing to be the most accurate.
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Although the policy instituted by US& FCS headquartersis generally in accordance with
Department of Commerce guidelines, it is not in compliance with the Foreign Affairs Manual,
which sets forth property management requirements for personal property at overseas posts. The
manual requires posts to track property with an acquisition cost of $1,000 or more, aswell as all
residential furniture and equipment, regardless of cost.*® Because US& FCSisaforeign affairs
agency, the Foreign Affairs Manual takes precedence over the Department of Commerce guidelines.
In addition, adherence to these regulations ultimately protect US& FCS commercial officers.

Adhering to the Foreign Affairs Manual would (1) protect officers accused of inappropriately
holding government property, (2) prevent the State Department from claiming possession of
property that US& FCS has purchased, and (3) alow incoming officers to use furniture and other
property that US& FCS has already purchased. We recommend that US& FCS headquarters
immediately issue arevised personal property management policy for its overseas poststhat isin
full compliance with the requirements set forth in the Foreign Affairs Manual. Furthermore, we
recommend that US& FCS Brazil comply with such revised ITA property control procedures.

Weak controls over government credit card purchases must be remedied

We observed poor and inconsistent record-keeping for credit card transactions at most of the

US& FCS Brazil posts. Each individual holding agovernment credit card is responsible for the use
of that card, and US& FCS s responsible for ensuring that proper records of credit card transactions
are maintained. However, transaction records were not maintained in some cases, obscuring the
purpose for the transactions and preventing appropriate oversight. In addition, records that were
maintained were inconsi stent from one constituent post to the next, with the poorest records
maintained by US& FCS S&o Paulo.

The quality of credit card transaction records maintained by S&o Paulo was generally so poor that
the purpose for most transactions could not be identified, and accountability for funds expended
could not be determined. Rarely were invoices or shipping documents retained in the files. These
instances of missing supporting documents are serious shortcomings of basic internal control
principles and need to be resolved immediately.

Supporting documents were most frequently missing for the trade event deposit fund account.
Because adequate records, such as authorization logs documenting Washington’s approval for
disbursements and receiving documents were unavailable, we were unable to confirm the purpose
for some transactions or ensure that full value was received by the government. For instance, Sdo
Paulo has done an excellent job of ordering office supplies through stateside suppliers with delivery

%66 FAM 224.1-1.
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completed through the Army Post system.® However, for the 26 purchases of office supplies
totaling some $4,989 in fiscal year 1998—deposit fund and O& A charges alike—the filesincluded
no details. Not explained were the purposes for the items purchased or the specific items and
guantities purchased.

In addition, charges against the deposit fund account—meant to support trade events—are
disproportionately used for office supplies. Usually, the deposit fund credit card transactions are
used for such things as renting exhibition space or equipment to support an event. However, since
the start of fiscal year 1996, over $9,000 has been spent on supplies and computer equipment to
support trade events, from primarily one supplier. Of thistotal, $6,673 was incurred in fiscal year
1997 alone. By comparison, total deposit fund card charges for the three-year period were $10,617.
In addition, the June 1997 deposit fund statement showed that charges exceeded the $5,000
monthly limit. The lack of records in the credit card files prevented us from identifying how these
charges benefitted individual trade shows. Asaresult, we are unable to determine that the
government charge cards were used to purchase items appropriately.

The Office of Management and Budget requires that agency managers establish and maintain
management controls to safeguard the government’ s programs and resources from waste, fraud,
and mismanagement.® Given the lack of documentation over the credit card transactions, we
believe that management controls at US& FCS Brazil are not adequate to safeguard government
resources.

As stated previously, the quality of record-keeping of transactions varied from post to post, and was
much better at the constituent posts than in S&o Paulo. In Belo Horizonte, credit card transactions
for fiscal year 1998 were well organized, although not completely up to date. The fiscal year 1998
records detailed the items, the quantities purchased, and the purpose of the purchases. However, all
records from fiscal year 1997 were destroyed by the office clerk when the card holder, acommercial
officer, was reassigned out of the country. Therefore, we were unable to evaluate any transactions
prior to fiscal year 1998 for Belo Horizonte.

Likewise, the credit card transaction records in Rio de Janeiro were reasonably well maintained for
fiscal year 1998. However, the fiscal year 1997 records from the prior commercia officer card
holder were incompl ete, unorganized, and lacking sufficient detail. The credit card records for the
cardsin Brasiliawere the best maintained. Details from transactions dating back two years were
readily available, and transactions that could have been considered questionable were fully justified.
US& FCS needs to take action to ensure that US& FCS Brazil follows record retention requirements

3" The Army Post is the overseas mail system used by the State Department.

% OMB Circular A-123.
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and that government funds used for government credit card transactions are made only for
appropriate purchases.

Regulations concerning the use of government vehicles must be consistently enforced

US& FCS Brazil records for the use of government vehicles are inadequate and do not comply with
departmental regulations, which require appropriate internal control techniques and asset
management. Records for the use of vehicles were totally lacking at some posts or were
inconsistently maintained. Again, the worst records were maintained by US& FCS S&o Paulo. The
lack of records calls into question whether the vehicles are being used appropriately and whether
commercial officers are reimbursing the government for personal use of officia vehicles.

Vehicle usage records were completely lacking at S&o Paulo prior to April 1998 and in Rio de
Janeiro for fiscal year 1997. Officia vehicle records were kept in hard cover logbooks at Belo
Horizonte and in Rio de Janeiro, after the arrival of the new officer in fiscal year 1998. Only in
Brasiliawere the officia vehicle logs maintained on the proper State Department forms, as described
below.

We observed that the officersin Belo Horizonte, Rio de Janeiro, and Brasilia did reimburse the
government, through deposits to the Department of State cashier, for personal use of government
vehicles® The most consistent records for such reimbursements were found in Brasilia. We noted
that there were no reimbursements for private use of S&o Paulo government vehicles by any of the
three commercial officers assigned to that post from fiscal year 1996 to the present. It would seem
unlikely that the SCO, and presumably other officersin US& FCS S&o Paulo, have not put the two
official vehiclesto some personal use—as has occurred at other posts. Upon questioning, the Sdo
Paulo commercial officers could not explain to us the lack of proper documentation and evidence of
appropriate reimbursement.

Overseas, US& FCS operates under State Department regulations for local transportation matters.
The use of government vehiclesisrestricted to official purposes or “other authorized use.” Other
authorized use includes transportation of U.S. government employees when public transportation is
unsafe or not available or because the use is advantageous to the U.S. government.® The time of
departure, destination, time of arrival, and actual mileage for every use of a government vehicle
should be entered on a State Department “Daily Vehicle Use Record” form.* In thisfashion, the

%96 FAM 228.2-4, “Charges for Other Authorized Use of Official Vehicles.”
06 FAM 228.2-3.

416 FAM 228.6-1, “Daily Use Record (OF-108).”
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official versus non-official use can be readily broken out and a reimbursement for private use
prepared and submitted to the State Department cashier.

We recommend that US&FCS ensure that US&FCS Brazil follows the State Department
requirements for monitoring the use of official vehicles, including the use of official vehicles for
only authorized purposes, recording the use of all official vehicles on the proper forms, ensuring that
all usage is accounted for, and reimbursement for personal use is made. US&FCS S#o Paulo should
also reconstruct its records for official vehicle use for the fiscal years 1996 through 1998 and ensure
that appropriate reimbursement for personal use is made.

230

With regard to management controls over cash and finances, US&FCS made several responses to
our report.

During our field work, we saw a cable from the Financial Management Officer at the American
Embassy in Brasilia raising serious concemns over the post’s methods of making its deposits.

With regard to the monthly cash reconciliations, US&FCS Brazil acknowledges that there were
problems with cash reconciliations during the period of August 1995 until September 1998, when
the staffing of American officers was at a reduced level. However, the post states that surprise
monthly reconciliations have occurred since it has been fully staffed. While we applaud the
renewed efforts to conduct unannounced cash verifications, we want to reiterate that the
verifications are required, regardless of staffing levels.

In response to the inappropriate use of O&A funds for a trade event, US&FCS Brazil acknowledges
that a mistake was made, but expresses support for the responsible officer because of other
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successes with such events. Post stated that for six other trade events, US& FCS Brazil returned
trust fundsin excess of $70,000 in fiscal year 1998.

US& FCS did not fully address our recommendations concerning inventory. In itsresponse,

US& FCS stated that the post’ s property records were prepared using Department of Commerce
guidelines for accountable and sensitive property, although it did acknowledge that such property
should be tracked more carefully in the future. Because US& FCSisaforeign affairs agency, the
Foreign Affairs Manual takes precedence over the Department of Commerce guidelines. As noted
in the draft report, the manual (6 FAM 224 “Control of Personal Property”) requiresforeign affairs
agenciesto track residential furniture regardless of cost. US& FCS hasignored this regulation to
date and has not officially required posts to account for residential furniture and equipment it
purchases overseas.

We reiterate our recommendation that US& FCS headquarters establish an official policy requiring
all overseas poststo track residential furniture and equipment purchased with government funds.
One way to easily accomplish thisiswith an outgoing cable to all overseas posts stating that
residential property be officially tracked regardless of cost.

US& FCS Brazil has agreed with our recommendation to strengthen controls over government credit
cards and has taken action to implement these controls. US& FCS reports that a new commercial
officer with administrative responsibilities in S&o Paulo began implementing these changes shortly
after the officer’ sarrival in September 1998. We are requesting that US& FCS submit a copy of the
new credit card guidelines with their action plan.

With regard to the use of official government vehicles by commercial officers, US& FCS agrees that
the records of three of the five vehicles had not been maintained in accordance with State
Department guidelines. The response also provided information that two of the vehicle logs were
maintained on Lotus Notes from May to June 1998, just prior to the arrival of the inspection team.
Subsequent information from US& FCS S&o Paulo indicates that the vehicle logs have been properly
maintained since our inspection.

In response to reconstructing the S&o Paulo vehicle logs from fiscal years 1996 through 1998 and
reimbursing the government for personal use, US& FCS Brazil stated that although it will attempt to,
few entrieswill result. According to the post, thisis because three of the four commercia officers
walk to the Sdo Paulo Commercia Center and the fourth drives a personally owned vehicle.
Further, US& FCS Sao Paulo stated that post was aware of only three instances of personal use of
the government vehicles since 1996, which have been documented and for which reimbursement
has been made. We are requesting that US& FCS submit a copy of the reconstructed vehicle logs
with a copy of OF-158 recel pts showing reimbursement of payment with the action plan.
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B. US&FCS Brazil did not adequately plan and execute the PAIP procurement

We noted several examples of poor judgement related to the procurement of US& FCS Brazil’s
Public Access Information Platform (PAIP), a database system intended to disseminate information
to assist U.S. exporters and Brazilian importers. The procurement of PAIP was flawed in both
concept and management by US& FCS Brazil, causing delays, a significant dispute concerning the
overall cost to the government, unsecured advance payments to the contractor, and the misuse of
government resources. Thelack of competition for development and implementation of the system
perhaps resulted in the government paying more for this system than might have been necessary if it
had been competed. The eventual expected cost of the PAIP system is $276,364, but as of our June
1998 review, US& FCS Brazil still did not have the system in place and operating, although the
original concept was first considered in March 1996.

Procurement of the PAIP system was flawed

Our review of the PAIP procurement effort has reveal ed serious problems with the design and
implementation of the procurement, and the overall administration of the effort. Asaresult, the
PAIP project was delayed, and a dispute arose between US& FCS and the contractor over payment
for itscompletion. Specifically, US& FCS Brazil approved this procurement based only on an
informal presentation, by one contractor, without competition; split it into separate purchase orders
which complicated its administration; and inadequately defined the contract specifications, which
led to delays, and disputes with the contractor, and may have increased the cost to the government.

First and foremost, the PAIP procurement effort was not competed. The PAIP procurement was
based on an informal presentation made on March 13, 1996, by a single contractor, that included a
pricelist totaling $289,220. Multiple bids were not sought by US& FCS Brazil and, instead, the SCO
accepted the single, informal presentation as a proposal, and made an unjustified sole-source award
to the contractor. This error was compounded by initially authorizing the PAIP project through
three separate purchase orders for an amount less than the proposed amount. The three purchase
orders totaled only $168,055 and were issued to the contractor through the General Services Officer
at the U.S. Consulate in S0 Paulo. The description of the work provided with the purchase orders
was inadequate to technically define the PAIP system and the contract requirements, and did not
define the project’ stotal cost. Nonetheless, the SCO authorized work to proceed without a proper
definition of the final cost.

Not competing the contract and splitting the PAIP contract into separate purchase orders had a
number of negative consequences for both the management and cost of the project. Because the
original $289,220 proposed price was not arrived at through competitive bidding—or even a
formal proposal—it could not be considered afair and reasonable price. Because there was no
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mutually agreed upon contract, US& FCS Brazil had no way of knowing what the project’ s final
cost would be or of holding the contractor to the terms contained in its bid.

Splitting the procurement into separate purchase orders circumvented competition requirements
and made oversight of the contract by US& FCS management difficult. The SCO allowed the larger
PAIP effort to be split into three smaller orders such that they could be managed, inappropriately,
through the simplified acquisition process. Purchase ordersissued through simplified acquisition
procedures may be made to asingle source if the cost does not exceed $50,000% and the
contracting officer determines that the circumstances of the contract action deem only one source
reasonably available.®® In the case of PAIP, not only did the sum of the threeinitial purchase
orders exceed $50,000, but one exceeded $50,000 by itself. Finally, the PAIP contractor was
located in the continental United States, but was neverthel ess selected as a sole-source supplier for
thisin-country procurement. This contract action should have been open to other domestic
prospective offerors in accordance with the procurement laws and regulations, which include a
requirement for an announcement in the Commer ce Business Daily.* It does not appear that a
justification for other than full and open competition could not have been legitimately prepared
because of the availability of other contractors that could do this type of work.*

The cost of the PAIP system grew haphazardly. The system was incrementally funded and
authorized through 14 separate purchase orders and credit card transactions totaling $212,364 issued
between October 1996 and May 1997, a period of 8 months. By July 1997, the contractor disabled
the system and made various claims for additional funds he believed owed him. In June 1998,

US& FCS made an additional $64,000 available to complete the PAIP system and settle the
contractor’s claim.

The PAIP purchase order documents should have been consolidated into a single contract with a
comprehensive statement of work. Thislack of contractua formalities ultimately jeopardized the
project and wasted government resources. Moreover, the purchase orders used to award the PAIP
project lacked critical definitions of fundamental contract terms, including a schedule of hardware
and software deliverables, delivery dates, statement of work, and system specifications. In addition,
other critical requirements and functional constraints of the S&o Paulo facility were not considered,
such as the condition of phone and other communications lines and electrical outlets.

426 FAM 216.8(3).
“FAR 13.106-1(b).
“FAR 5.101(a)(1).

%41 U.5.C. §253(c) and (f).
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Asaresult of PAIP s undefined specifications and contract terms, the work could not be controlled
such that afully developed and operational system was created. The project was seriously delayed,
and the final cost to the government may have been higher than had it been with afull and open
competitive procurement. For example, the contractor claimed that shipping costs were not
included in his*“proposal,” resulting in delays and added costs of $4,935. At one point, the
contractor claimed that the system could not be turned on without virus protection software,
uninterrupted power supply hardware, and a system recovery plan—itemsthat he claimed were not
within the scope of his original presentation proposal. Receipt of hardware, custody, ownership,
and security over equipment created additional problems. Finally, the extent of PAIP system
assembly—since it was built up from components on site in S&o Paulo—surprised US& FCS
personnel and disrupted S&o Paulo’ s building renovation and trade operations.

Federal procurement law requires that agencies define acquisition specifications based upon agency
needs and the market availability of goods and services to satisfy those needs.® In addition,
advance planning and market research are essential for the development of adequate specifications
that will ensure that the government receives the goods and services required.

US& FCS must adhere to the procurement laws and regul ations when entering into contracts. This
includes ensuring that all contract actions are competed. Further, US& FCS should avoid sole-
source contracts, especially with stateside contractors. When arequirement is expected to be met
by using a stateside contractor, the procurement action must be competed and be managed through
the Department’ s procurement system. In addition, any such contract must articulate the combined
procurement requirements and should not be split between purchase orders or smaller contracts.
Finaly, any such contract should articulate the procurement requirements through a statement of
work, specifications, and a delivery schedule so that the requirement can be adequately defined and
the work effort controlled through the contract.

US&FCS made unauthorized advance payments to the PAIP contractor

We also found that US& FCS made substantial advance payments to the PAIP contractor in
violation of federal procurement laws. Asaresult, project completion was delayed. Advance
payments are monies paid to a contractor in advance of its actually performing against its contract
requirements. Advance payments are rarely allowed on government contracts because the
government loses its ability to ensure that the contractor will follow through with its commitments.

Thethreeinitial purchase orders, dated October 16, 1996, were valued at atotal of $168,055. The
contractor invoiced US& FCS Brazil for $28,545 in partial advance payments against these orders on
the next day, October 17. US& FCS authorized partial advance payments against these invoices

41 U.S.C. § 253a(a)(1) through (3).
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totaling $24,170 between October 24 and December 19, 1996. The contractor aso received advance
payments on subsequent purchase orders.

In July 1997, US& FCS and the PAIP contractor disagreed over the system’ s technical
specifications. The contractor claimed that the system could not be turned on without virus
protection software, uninterrupted power supply hardware, and a system recovery plan. The
contractor stated in writing that in order to protect the system from a possible virus attack, he
disabled it and simply walked off the job, departing S&o Paulo. Since the contractor had received
substantial advance payments without having completed PAIP, he was not subject to aloss for
discontinuing work. Without a contract containing an adequate technical description, US& FCS
personnel could not refute his claims regarding the requirements included in the contract.

Although an agency has some flexibility in making advance payments for commercial items, in
order to make such payments, the agency must determine that they are in the best interest of the
government. In addition, such payments can only be made upon receipt by the government of
adequate security and must be for amounts not to exceed 15 percent of the contract price.*” Further,
such payments should be based on definable work packages—performance-based payments against
which progress can be measured. Overseas procurement actions may qualify for anarrow exclusion
to the rules listed above against advance payments. Advance payments may be permissible where
the laws and regulations of the foreign nation require an advance payment, and such payment does
not exceed $10,000.

However, advance payments to the PAIP contractor were improper because the payments violated
most of the criteria described above. Neither US& FCS personnel nor the State Department’s
Genera Services Officer made a determination that the payments were in the best interest of the
government. The purchase orders describing the work did not require that the contractor put up
security to protect the government’ sinterests and did not adequately describe the performance-
based work packages against which payments could be made. Finally, since the PAIP contractor
was adomestic U.S. contractor shipping U.S. goodsinto Brazil, all U.S. government procurement
regulations should have applied.

US& FCS should curtail its use of advance payments. In instances when US& FCS determines that
an advance payment isin the best interest of the government, the bureau must prepare and maintain
proper documentation justifying the advance payment in accordance with the procurement laws and
regul ations described above.

4741 U.S.C. § 255(d) and (f).

8 FAR 32.404 (8)(7).
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US&FCS personnel issued verbal authorizations for PAIP work

Senior US& FCS personnel worked outside of contract formalities by authorizing PAIP support
work orally. Thework authorizations were not cited in purchase order records and were evidenced
by facsimile transmissions. All federal government contracts must be supported by written
documentation to properly memorialize the transaction. Agencies may forgo the use of written
solicitations for certain small purchases below $25,000, but the actual authorizing contract award or
modification must be in writing.*

The additional work that was verbally requested involved developing an initial system design and
supporting a demonstration of the PAIP system to Secretary Daley during an official visit to the Sao
Paulo facility. Asaresult of the verbal work authorizations, and the lack of specificity and
enforceabl e contract terms, the government was exposed to additional cost as the contractor
eventually submitted contract claims for the work.

The contractor claimed $12,500 for the initial design work in March 1996 and $23,940 for supporting
the PAIP demonstration. The SCO has maintained that the initial design study was actually

proposal preparation costs, which the government does not typically pay. In addition, US&FCS
clamsthat the PAIP support effort for Secretary Daley’ s visit was included in the scope of theinitial
purchase orders. However, since these work authorizations were conveyed orally and took place
outside the formal contract arena, we are unable to determine whether they constituted new work
outside the scope of formally issued purchase orders. Asof May 21, 1998, ITA agreed to authorize
an additional $64,000 to settle the contractor’ s various claims, including work scope and verbal
authorization claims, and to secure the contractor’ s services to complete the PAIP project.

US& FCS Brazil should follow standard, formal contracting procedures whereby all communications
directing contractor performance are placed in writing. Changes can then be made to the contract
upon mutual agreement of the parties.

US&FCS took other improper administrative actions related to the PAIP project

We aso observed improper administrative steps taken by the US& FCS officers during the PAIP
project, including the use of government resources to provide travel for the PAIP contractor and the
improper use of trust funds for work on the project.

The early stages of the PAIP development required work to be done in Sdo Paulo, only. However,
US& FCS purchased an airline ticket for the PAIP contractor to travel from S&o Paulo to Rio de

“9FAR 4.803(a) and (b) and FAR 13.106-1(c).
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Janeiro and return. None of the 11 PAIP purchase orders nor the contractor’s March 13, 1996,
“proposal” indicate that travel to Rio de Janeiro was necessary for the PAIP project. Theairline
ticket wasissued on May 16, 1997, just after Secretary Daley’ svisit to S&o Paulo. The airline ticket
cost $267 and was charged to the same account as the PAIP system.

If necessary for the completion of PAIP, the various purchase orders should have already provided
for travel within Brazil as part of the scope of work. If the travel represented new work scope, then a
separate purchase order or contract change order should have been used to compensate the
contractor for travel. Since there are no contract requirements for PAIP development activity in Rio
de Janeiro, the government’ s payment for this trip appears to be improper.

In another example, US& FCS Brazil awarded a purchase order for $6,000 to the PAIP contractor on
March 10, 1997, for “additional consulting services, application software development pursuant to a
retainer agreement.” We found that the funds for this purchase order came from the Business
Facilitation Services account, which is accumulated from fees collected from U.S. exporting firms
seeking US& FCS assistance. Disbursements from this account are intended to assist U.S. exporters
in completing their local transactions by providing basic office, secretarial, and interpreter services.
Since the PAIP contractor was not involved in business facilitation activities, the charging of PAIP
contractor costs to the account results in improper use of funds.® US& FCS should strengthen its
internal control procedures to ensure that the State Department’ s Foreign Affairs Handbook
regulations to preclude the improper use of funds are enforced.

1A PR

We made several recommendations regarding the procurement practices at US& FCS S&o Paulo,
including problems we observed relative to the procurement of the PAIP information technol ogy
system. In response to our recommendation that US& FCS Brazil use formal contracting
procedures, including ensuring competition, developing specifications, and properly defining the
effort, US& FCS Brazil responded that it is taking measures to ensure that al officers, and as many
foreign service nationals as possible, receive smplified acquisition training. The post advises that
thistraining isto occur in S&o Paulo this year as part of the post’s regional administrative training.
While we welcome all procurement training that the post might conduct, we would like to remind
US& FCS that the nature of our concerns with regard to the PAIP system was the apparent splitting
of alarger procurement project among such “streamlined” small purchase orders. We reiterate our
recommendation that such training include the preparation of formal specifications and statements
of work so that contractor performance can be measured and the project adequately controlled.

% 4 FAH-3H-322.1, Deposits Made at the Department in Washington.
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US& FCS did not adequately respond to the recommendation that US& FCS notify the appropriate
Commerce Department procurement office when U.S. contractors are used for overseas work.
Rather, US& FCS disagrees with the example cited in the draft, stating that supporting
documentation exists demonstrating that competitive procedures were employed and that three
different bidders won five different contracts. To support this, US& FCS provided a comparative
cost analysis of three potential offerors. Although not indicative of competitive bidding—because
the cost analysis does not include firm offersinclusive of all terms and delivery requirements—such
information does demonstrate advance planning. Other than the worksheet price comparison,

US& FCS Brazil did not provide additional information that would support its assertion that: (1) a
solicitation was used to formally describe the PAIP system requirements, (2) formal offerswere
received from competing bidders, and (3) there was more than one contractor who performed work
on the PAIP project. At the time of our review in Sao Paulo, these records were unavailable to us.
US& FCS Brazil did provide one example of competing offers where three bidders submitted price
guotes for one desktop computer. The PAIP contractor apparently won this contract, worth $1,095,
against two Brazilian firms. Wereiterate that in cases where U.S. contractors are utilized oversess,
the selection and competition should be conducted through the appropriate domestic Department
procurement office.

US& FCS Brazil agreed with the recommendation to curtail the use of advance payments to
contractors, but suggested that the recommendation also address State Department contracting
and/or financial management authorities. While we agree that the State Department plays an
important role in the contracting and financial management process, our concern lieswith US& FCS
personnel making inappropriate or unreasonable requests. The proposed procurement training
should satisfy the intent of the recommendation. We request that US& FCS submit, with the action
plan, the training outline for the procurement section.

Initsresponse, US& FCS Brazil also agreed to follow standard, formal procurement and contract
management procedures whereby all communications directing contractor performance arein
writing.

C. US&FCS Brazil procurement system used
for inappropriate purchase authorizations

We observed that a US& FCS Brazil commercial officer has received inappropriate purchase
authorizations through purchase orders before official travel and uses these funds for purchases that
cannot be easily accounted for in US& FCS Brazil’ srecords. This practice isaviolation of basic
internal controls over the use of government funds. US& FCS should substantiate the commercial
officer’ s purchases made through these purchase orders with receipts and ensure that he repays the
government for funds that cannot be accounted for.
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Before official travel, the commercial officer has been obtaining cash for atravel advance through a
government travel credit card and then obtaining an additional purchase authorization for incidental
purchases through a purchase order. Such purchase orders are typically for $500, but we have
identified one for $2,000, which was issued in advance of a particularly long trip. The commercial
officer told us that these incidental purchases were for relatively small items meant for the office,
such as books and software made available as samples for the staff.

We believe this represents a troubling disregard for basic procurement regulations and good internal
control practices. An advance authorization established through a purchase order for agiven
commercial officer’s unplanned purchases does not constitute avalid travel expense. When the
commercia officer makes purchases in this fashion, there are no internal controls to ensure that
government funds are not abused or wasted. In this case, asingle commercial officer acted asthe
buying agent, contracting officer’ s technical representative approving the purchase, and asthe
vendor specifically named as payee in the purchase order. At the time of our review, we found no
receipts, logs, or inventory maintained in the post’ s administrative records to support these
purchases. In effect, the expenditure of government funds could not be specifically and fully
accounted for.

Purchase orders are intended for the procurement of goods and services that are ascertainable at the
time the purchase order isissued. Allowing an officer an advance purchase authorization for
unknown purchases is also inappropriate because the officer has not been authorized by the
government to make purchases on its behalf. 1f US& FCS approves of this practice, then the
commercial officer in question should be issued a government credit card to facilitate such
purchases.

US& FCS should take immediate action to prevent commercial officers from using advance
purchase orders as unspecified purchase authority while on travel and establish policies and
procedures to ensure all commercia officers understand that doing so is an improper activity.

1A PR

In response to the concern raised regarding the practice of using purchase orders to obtain cash
advances for travel, US& FCS Brazil stated that the example and commercial officer in question did
not receive cash in advance of travel, but rather used a purchase order as a means of reimbursement
for items purchased for the S&o Paulo office upon his return from atrip to the United States.
Furthermore, US& FCS contends it was a more cost-effective way to purchase the items and that the
State Department required the use of purchase orders for these transactions.

We have confirmed that the disbursement in question was not atravel advance and wasin fact made

to the commercial officer upon hisreturn from histrip. However, regardless of whether cash was
received in advance or upon the return of the commercial officer, we reiterate that this practice
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represents an internal control weakness and potentially exposes government funds to abuse and
waste.

Moreover, it is our understanding that the State Department required purchase orders to stop the
US& FCS practice of submitting receipts for reimbursement to the State Department cashier. Since
some of these reimbursement requests—as stated in the US& FCS response—totaled as much as
$1,500, the State Department suggested the use of purchase orders not because it endorsed the
transactions, but rather, to isolate the payments from the State Department cash system and to make
US& FCS Brazil more accountable for the transactions.

US& FCS also compared the use of purchase orders for advance purchase authority to blanket
purchase orders. Thisisnot acorrect analogy. Blanket purchase orders are usually for large
amounts and are used to obligate funds for particular, identifiable purposes (such as building
maintenance). After acontracting officer hasissued atypical blanket purchase order, an authorized
contracting officer’ s technical representative (COTR) may be delegated procurement authority to
issue task orders—discrete work packages—against the purchase order. Performanceisthen
accepted by the COTR and payment made to the vendor. In this case, however, the commercial
officer was both the COTR and the “vendor,” named in the purchase order to receive funds from
the government. The commercia officer authorized the State Department General Service Office
officer to issue a purchase order, acted as buying agent, then acted as the COTR approving the
purchases, and finally acted as the vendor, receiving reimbursement from the government against
the purchase order. The assumption of al of these roles by one commercial officer clearly
represents an internal control weakness and a potential for abuse and waste of government funds.

We reiterate this point: if US& FCS approves of this practice in order to take advantage of relative
cost savings as opposed to making purchases in Brazil, then US& FCS should issue a government
credit card to the commercial officer for such purchases so they can be monitored at US& FCS
headquarters. Furthermore, since these purchases are made for the US& FCS S&o Paulo
Commercia Center and the cost savings are available primarily through U.S. purchases, we further
suggest that US& FCS S&o Paulo make these purchases as part of its planned office supply
purchases through U.S. stateside suppliers.

D. US&FCS Brazil has used some funds in a questionable manner

In addition to the previoudly cited examples, we identified several other procurement actions by
US& FCS S&o Paulo that demonstrated the exercise of poor business judgment and perhaps waste
of funds. Theseinclude an extremely unfavorable lease of copying machines, an incredible tangle
of contracts to support the FSN student interns, and the inappropriate use of government funds to
upgrade an officer’ sresidence. We believe these are additional examples of the disregard for good
financial management practices by the post.
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Questionable lease of copving machines wastes funds

US& FCS Séo Paulo isleasing two copy machines, which are getting limited usage, at ahigh price.
We question whether entering into this lease was a prudent decision and have concluded that thisis
an example of poor decision-making by management concerning the use of government funds.

One copier is adesktop model located in acommercial officer’s office. The other isalarge, high-
speed copier with many useful features located on the first floor of the facility. US&FCSis paying
$23,600 in lease payments over two years, an amount just over the full purchase price of the two
copy machines. We believe it would have been more economical and prudent to have purchased
the machines outright in fiscal year 1997 and had use of them for at least four years—their typical
useful life. All other US& FCS postsin Brazil have purchased their copying machines to conserve
funding and hedge against local inflation. We concluded that US& FCS Brazil did not follow proper
procedures in analyzing whether alease or purchase would have been more appropriate, as required
by regulations.

The high price for leasing these machines has had a curious and not altogether surprising resuilt,
given the cost center structure set up by US& FCS Brazil’ s performance tracking system (discussed
previously in Chapter I, Section A). In fact, the effect of the system and the high |ease rates have
resulted in further waste. Because the use of these machinesis charged directly back to the cost
centers (e.g., individual employees) and because the internal charge rates are very high because of
the high lease rate, S&o Paulo staff avoid using these machines. Our concern isthat S&o Paulo has
wasted its resources twofold, first by paying too much for the leased equipment, and second by
underutilizing it such that the post is receiving little benefit from funds paid out for the machines.

In the future, US& FCS S&o Paulo should follow federal procurement regulations and guidelinesin
determining whether a procurement is best completed as a purchase or alease.> In addition, the
post should consider charging the majority of the copier costs to a broader overhead account so that
the machines will be better utilized by the staff.

The large number of personal services contracts for interns unnecessarily increases ICASS
charges

US& FCS Brazil’ s extensive use of interns has resulted in significant and wasteful ICASS charges.
The post uses university students asinternsto provide business training to the students and support
alarge number of trade events, especially in S&o Paulo. To obtain their services, individual purchase
orders areissued to a quasi-governmental Brazilian organization, the Centro de Integracao Emprese-
Escola Center of Integration Enterprise. From October 1, 1997, to May 11, 1998, 58 purchase orders

SLFAR 7.4, Equipment Lease or Purchase.
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totaling the equivalent of $37,645 have been issued and paid to CIEE. These purchase orders range
from aslittle as $104 to $13,477, and many are under $850.

The small size of individual purchase orders, despite the large total value of the intern program, is
significant because US& FCS must pay the State Department, through ICASS, approximately $83
for each purchase order it processes.> Given the large number of small purchase orders issued by
S80 Paulo, US& FCS resources would be conserved if these and other similar purchase orders were
consolidated wherever possible.

The future of US& FCS Brazil’ sintern programis currently in doubt because of unrelated legal
issues. Inthe event that the intern program is ever reinstated, US& FCS Brazil should adopt a task
order contract structure to conserve its administrative effort and minimize its ICASS charges.

Questionable improvements made to leased residence represent questionable use of funds

A commercia officer authorized the use of US& FCS funds for five purchase orderstotaling $12,113
for upgradesto his leased residence in S&o Paulo. The purchase orders were then issued to local
contractors through the State Department’ s General Services Officer in S&o Paulo. The lease terms
on the residence call for monthly payments of $3,700 for two years, or atotal of $88,800. The
commercial officer stated that the upgrades were necessary to make the apartment habitable for an
officer with diplomat status. Asaresult, $12,113—or 13.6 percent of the total lease value—was
spent on upgrades to the residence. These upgrades included a remodeling of the kitchen and
bathroom that will only benefit the landlord in the long term.

Although this work was conducted with the consent of State Department officials, we question the
spending of such alarge proportion of the lease value for amenities that will not benefit the U.S.
government beyond atwo-year lease term. US& FCS agrees and during September 1998, after our
review, was conducting its own inquiry into this expenditure of funds. US& FCS should establish
policies and procedures to review work done at officers’ residences to ensure that government funds
are not being wasted or misused.

1A PR

In response to the recommendation that US& FCS use federal procurement guidelines to determine
whether the acquisition of future assets, such as the copy machine, include an analysis of leasing
versus purchasing, US& FCS stated that the acquisition of the copier was conducted and fully
competed by the State Department General Service Office. The post stated that the lease option was
chosen to ensure maintenance because the copier market in Brazil is closed and non-competitive. In

%2 Based on @1997 US& FCS Brazil analysis of ICASS charges.
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addition, the lease is alease-to-purchase contract, where US& FCS has the option to buy the
machine at the end of the lease term. Thisresponse isinconsistent with our observations on post,
where we found no records or documentation of an analysis of alease versus purchase, with or
without a maintenance agreement. We request that US& FCS provide a copy of the analysis with
their action plan.

US& FCS agreed with and has taken action to implement the recommendation to charge the
majority of the copier’s cost to a broader overhead account to ensure better utilization by the
US& FCS staff, thereby meeting the intent of this recommendation.

In response to the recommendation to alter the method of payment for the Brazilian intern program,
US& FCS stated that the program has been discontinued. However, the post went on record
defending the methodology because it allowed the best coordination between payment to the intern
and availability of trust funds, notwithstanding the added cost of ICASS charges. Given the balance
between performing the task, such as completing an ADS and receiving payment, we modify our
recommendation to say that to the extent possible, US& FCS should try to minimize the number of
payments into a single task order.

US& FCS did not adequately respond to the recommendation calling for the establishment of
policies and procedures to ensure commercia officer residence renovations are an appropriate use
of government funds. Rather, the post stated that the renovations in question were approved and
contracted by the Department of State General Service Office. Further, the post stated that the
residence in question remains in the consular housing pool and that the renovation costs will be
amortized over subsequent U.S. government officers. Finally, US& FCS Brazil stated that the
renovation work performed was reasonable and had been inspected by US& FCS headquarters and
Western Hemisphere.

We need to point out that although US& FCS headquarters and western hemisphere officials
inspected the renovation in question, this was not done in advance. Wereiterate that US& FCS
establish policies and procedures to ensure that commercial officers' residentia renovations are an
appropriate use of government funds and request that US& FCS specifically address the status of the
recommendation in its action plan.

E. US&FCS needs to reconsider its Sdo Paulo facility

We found that US& FCS Sao Paulo isleasing deficient office space. Although conveniently located
near the U.S. Consulate, the facility does not meet the city’ s building code, does not meet State
Department fire and safety standards, and lacks modern amenities, such as adequate electrical
power distribution, telephones, and computer communications lines. Although US&FCSis paying
areasonable renta rate, the bureau has spent over $500,000 in renovations and security upgrades
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since 1995. Leased office space, complete with modern safety features and amenities, is available at
several other business districts in S&o Paulo. The US& FCS should consider aternatives to meet its
office space needs. In considering alternative space, the bureau should consider each prospective
facility’ s overall cost, condition, and proximity to the business districts aswell asto the U.S.
Consulate.

US&FCS is renting deficient office space

The S&o Paulo commercial real estate market is one of the most expensive in the Western
Hemisphere, roughly on par with New Y ork City. US& FCSis currently paying a reasonable annual
rent, less than comparable space nearby. Even so, the US& FCS S&o Paulo facility has a number of
building code violations and fire, safety, and security deficiencies that make it potentially unsafe. In
addition, its primitive infrastructure makesit ill-suited as a US& FCS post.

Figure 12: Rising Costs of Leasing the Sao Paulo Facility
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US& FCS has aleasehold on the building at 1812 Rua Estados Unidosin S&o Paulo. The current
terms of the lease require US& FCS to pay $360,000 each year on June 30, through 2000. The
facility yields 28,000 rentable square feet, representing arental rate of $12.86 per square foot.
Before June 1997, the annual lease rate was only $220,000. At that time, however, US& FCS
exercised alease option for four years at an annual |ease rate of $360,000 —a 64 percent increase.
Further, the lease has another option clause allowing US& FCS to exercise alease extension for
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an additional five years from 2001 to 2005 at the increased rent of $405,000 each year, or $14.46 per
squarefoot. If US& FCS exercises the second lease option, its rent would almost double (increase
by 84 percent) in the span of only five years.

Despiteitsincreasing future cost, the building isin violation of the S&o Paulo municipal construction
code and State Department fire and safety regulations. One of the building code violationsisthe
SCO’srooftop office. The electrical and telephone system is poor, and there was considerable work
being done at US& FCS expense during our

inspection to improve these problems. Finally, Figure 13: Sao Paulo Building Costs
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US& FCS Sao Paulo has spent over $500,000 on
renovations and correction of building deficiencies since fiscal year 1995, despite the fact that the
lease clearly statesthat the landlord is responsible for correcting code violations. Asrecently as
April 30, 1998, State Department fire safety inspectors cited the US& FCS facility for 16 fireand
safety violations and identified several maintenance actions to improve safety. In addition, the
current phone system will not support the completion of the PAIP system, and the post is
considering the installation of a 64K data transmission line to correct the problem.

In 1996 and 1997, US& FCS spent over $40,000 repairing the roof. The landlord denied
responsibility for the roof, claiming that athough two contractors of the landlord’ s choosing had
identified problems with the roof, US& FCS chose a third contractor for building renovation work
that did not identify the roof as a problem. However, once work was started, this third contractor
then identified problems with the roof that required major repairs. US& FCS did not attempt to
recover repair costs or otherwise force thisissue with the landlord.

In addition, the State Department has identified numerous security upgrades needed for the

building, some of which have been completed and some of which are scheduled. We examined
planning documents and proposed statements of work that suggested that US& FCS personnel may
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combine the security-related construction work with certain cosmetic changes to the building,
depleting funds earmarked for security upgrades.

US& FCS expenditures to improve or modify the Sao Paulo facility will only benefit the landlord
over time. Spending U.S. government funds on the S&o Paulo facility only makesit more difficult to
vacate the facility. Because the added spending increases the facility’ s value to US& FCS, the
landlord can be expected to further increase therent. Thisisevidenced by the increase from the
base rent of $220,000 per year in 1995 to the option price of $405,000 per year in 2001.

We believe that US& FCS headquarters should immediately initiate a study of the current Sdo Paulo
facility to determine the exact extent of the building deficiencies and the amount of time and money
required to make it compliant with S&o Paulo municipal codes and Department of State fire and
safety codes. US& FCS should also aggressively pursue the landlord in an effort to improve the
substandard condition of the facility and mitigate the expenditure of government funds for basic
habitability through reduced rent. Furthermore, US& FCS Brazil should immediately cease all
renovation work until US& FCS studies the deficiencies and estimates the cost of their correction.
US& FCS Brazil should be directed to enter into discussions with the landlord seeking a rent
abatement for the value of the improvements made to date, as well as for any improvements made
in the future.

Location and infrastructure of Sdo Paulo facility

The US& FCS S&o Paulo facility may not be at the most effective location for promoting U.S. trade
interests. Because of this, and the rising costs of the facility as discussed above, we believe a strong
case can be made for reconsidering long-term occupation of this facility.

S80 Paulo, ametropolis of 17 million people, isthe largest business center in South America. Five
separate business districts have sprung up over the years, and the US& FCS S&o Paulo facility is near
only one of these. The current facility islocated in the Jardin neighborhood, near both the U.S.
Consulate and the wealthiest residential neighborhood in Sdo Paulo. We were told, however, that
much of the new business growth isin other parts of the city, far from where the current US& FCS
facility islocated. Public law providesthat, to the extent feasible, the commercia center should be
located in the center of commercial activity.®® Virtually all Brazilian commercial activity abandoned
the Jardin neighborhood about 10 years ago in favor of newly developing commercial areas.
Because the city’ s streets are so busy, the current US& FCS facility is becoming increasingly isolated
from most business activity. Most events that US& FCS hosts in S&o Paulo occur in other parts of
the city.

%3 Jobs through Exports Act, Title 1V, Section 401(g)(1), 106 Stat. 3662 (1994) codified at
22U.S.C. §4723a(g)(1).
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Visitorsto the US& FCS S&o Paulo facility find little or no parking available, and the open space that
could be used for eventsistoo small and has been converted to office space. Further, the building
has a poor electrical and telecommunications system. In fact, as previously stated, the building’s
infrastructure will not support full deployment of the PAIP system, intended to draw Brazilian
importers and American exporters to the facility. New, leased office spaceis available in S&o Paulo
in any of the new business districts currently under development. Such new space is more
expensive—from $24 up to $40 per rentable square foot, compared to the $14.46 rate projected for
the current facility in 2001. But new space could offer modern infrastructure for electrical
distribution, telecommunications, and space for events and would not require significant additional
funds for renovation.

We recognize that there are other considerations for staying at the current facility, including the
proximity to the U.S. Consulate and the Jardin neighborhood, where al of the officerslive. The
American school is aso located nearby, easing the childcare burdens of commercia officers.
Nevertheless, we believe that US& FCS headquarters should conduct a market survey to determine
what other reasonable facilities may exist for the Sdo Paulo operations. In conducting its market
survey, US& FCS should consider modern, more cost-effective facilities in the devel oping business
districts of S&o Paulo. We also understand that the State Department is currently studying the
government’ s requirements for a new consular compound in S&o Paulo. Thisisanother option to
be considered, and US& FCS should contribute to State’ s activity to determineif the US& FCS
Brazil facility should be combined with the consular compound. US& FCS should compare these
optionsto remaining in the current facility with upgrades at the landlord’ s expense. In addition, if
US& FCS Séo Paulo staysin the current facility, it should attempt to renegotiate its lease to obtain a
lower rent with alonger lease term and include a clause making the landlord liable for the cost of
bringing the facility up to the S&o Paulo municipal codes.

1A PR

US& FCS, in response to our draft report, stated that the S&o Paulo commercial center has been
mandated to rel ocate within the consulate for security reasons; consequently, only facility
improvements involving the safety and security measures for staff will be approved. The moveto
relocate will be managed by the State Department. Asfor seeking rent abatement, US& FCS
responded that the State Department is responsible for lease negotiations. While true, asthe
occupant of afacility with serious habitability issues, US& FCS should closely monitor the effort
and encourage State Department to proceed.
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RECOMMENDATIONS

We recommend that the Assistant Secretary and Director General of the U.S. & Foreign
Commercial Service take the necessary action to ensure that:

1.

US& FCS headquarters studies the initiatives devel oped and implemented by US& FCS
Brazil to determine their effectiveness and potential replication at other US& FCS posts.
These initiatives include Gateway/CIRS, the performance tracking system, and the Twin
Libraries program (page 8).

US& FCS Brazil undertakes a study of its performance tracking system to determine to what
extent the system is determining work priorities and what modifications might be made to
make the system more useful to post management (page 10).

US& FCS Brazil’ s client satisfaction survey program is delegated to, and implemented by,
an officer in each office, who will be responsible for determining an appropriate survey
methodol ogy, sending out the survey forms, and entering the results into the performance
tracking system. In addition, US& FCS Brazil and US& FCS/EPS should coordinate their
efforts to both share survey results and ensure that customers are not receiving duplicate
guestionnaires. US& FCS Brazil should ensure that the questionnaires meet Paperwork
Reduction Act requirements. Finally, the OMB control number and applicable statement
should be included on the questionnaire form as required by the Paperwork Reduction Act

(page 12).

The new management team set to arrive shortly in US& FCS Brazil should consider
improving the post’ s strategic planning process to provide more specific information on
program priorities, achievable objectives and milestones, and regular reporting. This
should help the post guide operations and keep headquarters better informed about the
post’s priorities, short-term goals, and long-term direction (page 15).

US& FCS Brazil clarifies the responsibilities and activities of its minority business
development specialist and sets specific performance goals that justify the resources
expended on this position. If reasonable performance milestones are not achieved by the
end of 1999, the position should be eliminated (page 17).

US& FCS Brazil workswith ITA and US& FCS headquarters to better define its
responsibilities for and strengthen its coverage of the travel and tourism industry sector.
Further, the post needs to do more to better promote U.S. tourism interests in Brazil,
including preparing market reports, working with the Visit USA Committee, and providing
links on the US& FCS Brazil Internet site, in both English and Portuguese, to U.S. travel
information sites (page 19).
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10.

11.

12.

13.

Commercial center management, with US& FCS headquarters assistance, further integrates
existing collocated partnersinto US& FCS operations. At a minimum,

. Collocated partners should be involved in the office’ s strategic planning process.

. Steps should be taken to more visually market the partners’ presence to U.S.
exporters and Brazilian importers.

. Management should systematically identify and recruit additional partners or

potential future partners, as space becomes available (page 23).

No additional investments are made in the commercial center’ s short term rental space until
adecision about the continued occupancy of the building is made by post and headquarters
management (page 27).

US& FCS Brazil periodically reviews the appropriateness of the cost recovery rates for
partner and short-term rental space and other servicesin the commercial center (page 29).

US& FCS Brazil disposes of its surplus equipment, whether designated for the Twin
Libraries or otherwise, in full accordance with established regulations and procedures, and
only after receiving authorization from headquarters. US& FCS Brazil should, with al
possible speed, and in consultation with the Office of General Counsel, resolve the legal
guestions surrounding thisinitiative and realistically estimate if and when promised
equipment will be donated to its partner organizations (page 33).

US& FCS S&o Paulo takes steps to improve its interactions with the local American
Chambers of Commerce, including (a) have the SCO participate on the local AmCham
Board; (b) providing information about AmCham services to potential U.S. firms and
placing alink to the AmCham Internet site on the post’ s homepage; and () if appropriate,
including the AmCham under its Twin Libraries program (page 35).

US& FCS Rio de Janeiro continues to offer opportunities to the American Chamber of
Commerce to participate in or join on US& FCS initiatives (page 36).

US& FCS Brazil incorporates domestic office coordination into staff performance
evaluations (page 37).
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14. For core servicesit isunable to provide, US& FCS Brazil develops alist of aternative
sources for these services and providesit to clients and to the domestic offices and putsit
on the post’ s website (page 37).

15. US& FCS Brazil solicitsinput from the US& FCS domestic offices to develop a protocol for
requesting services from the post that is acceptable to the domestic offices, yet meets the
post’ s requirements (page 37).

16. US& FCS headquarters regional management for Brazil devel ops a method to alert domestic
officeswhen US& FCS Brazil is experiencing significant system problems (page 37).

17.  US&FCS Brazil more actively monitorsits Pre-License Check and Post-Shipment
Verification workload and ensures that timelinessis maintained. If circumstances beyond
US& FCS Brazil’ s control require an extension for completing aPLC or PSV, the post needs
to cable BXA and request it, according to the agency’ s regulations (page 42).

18. US&FCS Brazil drafts aresource alocation plan that includes justifications for the total
number and mix of staff, staff per site, and staff devoted to US& FCS core activities versus
post-implemented initiatives. This plan should be submitted to the Office of International
Operations for approval (page 44).

19. US& FCS Brazil’ s Agent/Distributor Service workload, quality, and timeliness are more
effectively monitored and improved (page 48).

20. US& FCS/EPS provides copies of all customer surveys received on post products and
services on a periodic basis (page 48).

21. US& FCS Brazil makes the production and quality of its Industry Sector Analyses a higher
priority among officers and staff. Thismay involve reconsidering optional work and
administrative elements for al staff to ensure that adequate time is made available for
market research responsibilities (page 50).

22.  US&FCSBrazil properly follows regulations and strengthens management controls for
handling and depositing cash, conducting regular cash verificationsin Sao Paulo as surprise
audits, and preventing the improper use of funds (page 53).

22. US& FCS Brazil institutes adequate property controls in accordance with policies and
procedures issued by US& FCS in the absence of State Department coverage (page 56).
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23.

24,

25.

26.

27.

28.

29.

US& FCS headquarters adopts the State Department inventory asset accountability
thresholds for post personal property of $1,000 and all residential property, regardless of
value. Thischangewould affect all US& FCS facilitiesworldwide. US& FCS should revise
and issue its property management regulations in final form, and take stepsto ensure that
US& FCS Brazil completes its future annual inventoriesin atimely fashion, in accordance
with US& FCS headquarters requirements (page 56).

US& FCS takes action to ensure that constituent commercial posts use government credit
cards for proper purposes in accordance with procurement regulations, and departmental
and US& FCS guidelines (page 58).

US& FCS Brazil follows the State Department requirements for monitoring the use of official
vehicles, including using officia vehiclesfor only authorized purposes, recording the use of
all official vehicles on the proper forms, ensuring that all usage is accounted for and
reimbursement for personal use is made (page 60).

US& FCS Séo Paulo reconstructs its missing records for official vehicle use for the fiscal
years 1996 through 1998 and that appropriate reimbursement for personal use is made (page
60).

US& FCS Brazil usesformal contracting procedures, including competition, adequate
planning, development of adequate specifications, and a statement of work to properly
define al of its procurement actions, especially those involving information technol ogy
systems. Asabest practices measure, US& FCS should define contract requirements as
performance-based criteriato ensure better overall value and performance from its
contractors (page 63).

US& FCS notifies the appropriate Commerce Department procurement office of
procurement actions where U.S. contractors are under consideration and ensure that such
procurement actions are competed and managed through the Department procurement
office (page 63).

US& FCS Brazil curtailsits use of advance payments (page 65).

US& FCS Brazil follows standard, formal procurement and contract management procedures
whereby all communications directing contractor performance are in writing. (page 67).
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3L

32.

36.

37.

US& FCS strengthens its internal control procedures and follows current regulations to
preclude the inappropriate use of travel, Business Facilitation Services, and purchase orders
as advance purchase authorizations (page 69).

US& FCS Séo Paulo follows federal procurement regulations and guidelines for future
acquisitions in determining whether a procurement is best completed as a purchase or a
lease. In addition, US& FCS Brazil should consider charging the majority of its copier costs
to a broader overhead account so that the machines will be better utilized by the staff

(page 71).

In the event that the Brazilian intern program is reinstated, US& FCS Brazil, to the extent
possible, adopts atask order contract structure to conserve its administrative effort and
minimize State Department charges (page 72).

US& FCS establishes policies and procedures to ensure that commercial officers' residential
renovations are an appropriate use of government funds given the circumstances of the post.
Renovations that benefit the landlord should result in areduction in rental coststo the
government (page 73).

US& FCS headquarters directs the US& FCS Brazil SCO to cease the continuing facility
improvement projects in S&o Paulo and enter into discussions with the landlord seeking a
rent abatement for the value of the improvements made to date (page 74).

US& FCS conducts a market survey to determine what other feasible facilities may exist for
its S&o Paulo operations, and considers moving from the current facility if more appropriate
and cost-effective facilities can be found to house the operation (page 74).

US& FCS Brazil entersinto negotiations for areduced rent for future years and seeks a
longer term lease if the study determines that the S&o Paul o operations should remain in the
current facility. If possible, any new or renegotiated lease should explicitly state that all
building code and habitability upgrades will be at the landlord’ s expense and that rent
abatements will be made by the lessee (page 74).
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APPENDIX A
US&FCS Products and Services

Agent/Distributor Service. An ADS providesinformation on up to six prequalified potential
agents or distributors of aclient’s product in a particular market.

Customized Market Analysis. CMA reports provide clients with an assessment of how their
product or service will sall in agiven market.

Gold Key Service. US&FCS trade specialistsin atarget country will arrange appointments for a
U.S. exporter with prescreened contacts whose interests and objectives match those of the client.

Industry Sector Analyses. |SAs are in-depth, structured reports on a broad range of industries that
include information on market potential and demand trends, market size and import statistics,
competition, market access, regulations and standards, and best sales prospects.

International Buyer Program. Thisservice helpsU.S. companies achieve their international
marketing goals through participation in domestic trade shows. Each year the Department selects
more than 20 leading U.S. trade shows to promote worldwide through US& FCS' s global network of
offices. Qualified buyers and prospective representatives and distributors are recruited from all over
the world to travel to the show and see U.S. products firsthand.

International Market Insights. IMIsreport on specific foreign market conditions and upcoming
opportunitiesfor U.S. business. They cover avariety of topics, such as competition, trade laws and
regulations, trade show opportunities, recent market devel opments, upcoming major projects and
purchases, and economic/trade statistics.

Matchmaker Program. Thisservice links U.S. firmswith trading partners abroad to help U.S.
businesses expand sales to markets around the globe.

Trade Opportunity Program. This service provides prescreened |eads that are gathered and
transmitted to the United States by commercial specialistsin U.S. embassies and consul ates abroad.
Exporters respond directly to the contacts listed for the leads of interest.
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APPENDIX B
Acronyms

ABC American Business Center

ADS Agent/Distributor Service

AmCham American Chamber of Commerce

BEM Big Emerging Market

BXA Bureau of Export Administration

CIRS Commercia Information Research Service

COTR Contracting Officer’s Technical Representative

DPS Direct Program Support

EAC Export Assistance Center

EPS Export Promotion Services

FSN Foreign Service National

ICASS International Cooperative Administrative Support Services

IMI International Market Insights

ISA Industry Sector Analysis

ITA International Trade Administration

MBDA Minority Business Development Agency

NIST National Institute of Standards and Technology

NTDB National Trade Data Bank

O&A Operations and Administration

OIG Office of Inspector General

OoMB Office of Management and Budget

PAIP Public Access Information Platform

PCO Principal Commercia Officer

PLC Pre-License Check

PSC Personal Service Contractor

PSV Post-Shipment Verification

SCO Senior Commercial Officer

SPCC S80 Paulo Commercial Center

TD Trade Development

TIA Travel Industry Association of America

US& FCS United States and Foreign Commercia Service
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SUBIJECT: US&EFCS Response to Draft Audit Report
(US5&FCS Brazil: Improvements Needed in Program
Maznagement end Internal Controls)

This memorandum responds to 3 your Draft Audit Report, which summarized OIG findings
during on-siic inspections (froum June 15 to July 2, 1998) in the citics of Sao Paulo,
Brasiliz, Belo Horizonte, and Ritio de Janeiro, Brazil,

GENERAL COMMENTS:

We appreciate and share the [G F Team's positive observations about Brazil's operation,
especially in repard to the improvverzents made since the current SCQO’s arrival in Brazil,
and also its recognition of new pprograms which have been developed to promote U.S.
products in cur fifth largest overrseas post. More than any other post, Brazil has
responded to aurcall for initiativves. The new markefing products and management tools
developed and implemented in EBrazil were still developmental during the Team’s visit.

Almost a year has passed since t the IG Team completed its visit to Brail and completed
its report. During that period, poost has placed a priority on fleshing out those initiatives
and has kept management informmed through work proups snd progress reports. From
concept to conelusion, each innaovation has undergone change and refinement. At
headquarters, Innowaiion 2003 | has been implemented not only to encourage -
modernization within the bureanucracy, but aleo to provids guidance in consistency and
uniformity of werldwide operatitions and to coordinate post ¢fforts with appropriate
headqnarters experts.  As innovvative measures ars conccived and implemented, we need
titne fo prove or disprove the cffffoctivencss of our initiatives. The SCO bas demonstrated
creativity, dedication, hard workk and focus on results in taking Brazil to & now level of
exciting innovations. We expecet important results from his cfforts.

We belicve that the related issuacs of Commerciel Center policy and scope of activities, as
well as compliance with Commaercial Center legislation, should be addressed following
completion of the OIG's report « of all four Commercial Centers, and riot in the context of
Brazil alone.
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We acknowledge that administraative problems exist in Brazil and seek, as slways, to
quickly remedy those situstions.s. We do not belicve that modernization and innovation
should displace aur focus on sovund and effective manapement of administrativo and
fiscal responsibilitics. We take t the recommendationy seriously and will mave fo imprave
our performance with all dus sppsed

Although the report delves info » many specific issues, o.g. staffing at conslituent posts, the
co-locators, ADSs, refations withth Export Assistance Cetiters, and market research, we
would have appreciated a reportrt that also gives us a general reading on whether Brazil is
mesting the needs of U, expontters, and teils us if the Sa0 Paulo Commercial Center is
effective and provides benefits t to US&FCS’ overall mission. With 15,000 trade
assistance actions and 600 succeess stories documented for Brazil in four years, this
perspective would have been esgpecially wekcamed given the current focus on refining our
products to betier meet the needds of U.S. expaorters.
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The Office of the Inspector Geneeral has recommended that the Assistant Secretary amd
Director General of the U.S. andl Foreign Commercial Sarvice take the necessary sction to
engure that:

Recommendation It USEFCS' headquarters studies the initiatives developed ard
implemented by the US&FCS Brazil to determine their effectiveness and potential replication
at other USEFCS posts, These iinifiatives include Gateway/CIRS, the perfarmance nracking
system, ard the Twin Libraries program. (page §)

Reply: Brazil initiatives, includfing Twin Libraries Program, Gatewny, CIRS, Inovatec
(Strategic Alliance Proposal) as well as the Focus Brazil Initiatives (Gold Key Telecwonference,
Custongzed Business Service, ¢tic.), and Braxil's Satisfaction Survey have bocn tumed over to
EPS and/or Iimovation 2003 team for stdy and possible inclusion in {or modification of)
USEFCS wotldwide programs.. Cormments on the performancs tracking system ere covered
in the foliowing reply.

Recommendation 3: USE&FCS Brazl undertakes a study of ifs performance tracking system
to determine to what extent the system is determining work priorities and what modiffications
might be made to make the systezrs more useful to post management. (page 10)

Reply: Thisisa good recommemdation. The performunce tracking system created im Sao
Paulo was itended to guide stafff in determining the most effective uce of governmetat
resources. US&FCS acknowlexdges that Brazil staff initially may have not fully undlerstood
the purpose of the performance ftracking system which has undergone exfensive refimement
from its inception in January 1998 watil today and continues to he a work- in-progress. Post
will undertale p study of the effiectiveness of the system and will reach a conclusion by the
end of the calendar year.

Recomnmendation 3: USSFCS! Brozil's client satisfaction swvey program is delegated to,
and implemented by an officer iin eack office, wha will be responsible for determiningg an
appropriate survey methodology, sending out the survey forms, and entering the resudts into
the performance tracking systemn. In additior; US&FCS Brazil and US&FCS/EPS should
coordinate their efforts to share: starvey resulis and ensure that customers ave not receiving
duplicaie questionnaires. US&IFCS Brazil should ensure that the questionnalres meset
Paperwork Reduction Act requiirements. Finally, the OMB control number and appilicable
statement should be included ons the questionnaire form as required by the Paperwoirk
Reduction Act. (page 12)

Reply: The SCO had instructed! staff to have the safisfaction strveys sent directly tor him for
registration in the Performance "Tracking System. As indicated in response to the first
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recommendation, EPS is being sasked to roview Brazil's satisfaction survey with en «eye to
incorporating what may be usefiitl world-wids, or to recommending that the survey bic
discontinued or replaced by a hy/brid option in order to eliminate duplication. Headgiuacters is
aware that user satisfaction surveeys mwist be submitted to and approved by OMB before more
than a limited number of users cen be approached. In firture, we witl ask the COI leader to
request that such surveys developed by Centers of Innovation be treated as limited piilot
programs and submitted to headiquarters before gencral use ot distribution at post. Birazil has
hesnt asked to discontine use off the survey wntil EPS review is completed.

Recommendation {: USEFCS: Brazil improves its strategic plan to provide more specific
information or: program prioritiics, achicvable objectives and milestones, and regular
reporting. This should help the jpost betier guide operations and keep headquarters deiter
informed aboul the post's prioriities, short-term goals, and lorg-term direction. (pagee & 4

Reply: Commercial Service Headquartess eliminated the requirement for an SCP for this

particular year. Given all the ofther more accurate aud rmore regularly updated reportss outlined
below, the SCP was no longer meeded; but in response to the OIG's request for this treaditional
planning document, US&FCS Birazil has assembled an SCP based on all sources Hstted below.

We would like to note that US&FCS Brazil regulazly provides information ot its programs,
activities and services to Washimgton, EACs and its customer base, as appropriate, The
following is a list of reports expllaining US&FCS Brazil's work plan and commerciall program:

Mission Program Plan: Since the arrival of the SCO and DSCO in September 1995,
USSFCS Brazil has contributed anoually to the U.S. Embassy Mission Program Plam. Inthe
FY 2000 submissicn (updated im April 1999), US&FCS was the Mission fead for drafling the
MPP's Strategic Goal for "U.S. IExports,* «nd also contributed to ECON's Strategic Geals
concerning *Open Markels™ end “Economic Development.” Improvements with this year's
MPP follow the I(¥'s recommendation of reporting on new initiatives and rescuroe nweeds,
performance goals and pecformance reporting. It lso inputs actual doliar resources odicated -
o each strategic goal.

Sector Work Plans: At the end «of each fiscal year, Commercial Specialists get togetther at the
*all hands" end-of-year meeting; to define fhe next Fiscal Year Work Plan for cach sector
team, Eaclteam must present ifts wotk plan to the enfire US&FCS Brazil staff at the end of
the 3-day meeting. Work Plans; are then compiled and made svailable in US&FCS Brazils
official files. This effort has been in practioe for the last three fiscal years, The teamm work
plans are specific enough to memtion trade events, market research and objectives.

Country Commercial Guide (CCCG): US&FCS Brazil has published in the COG its: list of

USLFCS Brazil Fage 2
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market research, i.e, ISA schedulle, trade cvents program, and the Guide to Commerial
Services since FY 1997,

USEFCS Brazil Officer Work Pllans: FEach US&TCS Drezil officer has a detailed FY Work:
Plan written and discussed with ithe DSCO and SCO (he begiuning of each fiscal year, A mid-
year review is held with each offficer (late March). These plans are detailed and relave directly
to the four critical elements provided in the CO Performance Evaluation forms. These plans
are available in US&FCS Brazills official filzs.

Ouarterly Reports: US&FCS Birazil forwards updates of its trade events schedule ir each of
the Quarterly Reports forwarded] to CLO/WH.

Brozil Commercial Overview: Since mid-Yanuary 1999, US&FCS Brazil has distritouted the
weeklmezﬂCommmlevmewtoHQ,USEACs,arﬂmdmtxygmups. This mepott is an
update of changes in the financial and commercial scenes in Brazil since the devaluattion of the
Drazilian currency. The last secttion of the report mentions commercial opportunitdes for US.
exporters and investors, lists projgrammed US&FCS Brezil trade events and highlightts ISA
and IMI reports.

CD-ROM and mm,zbcu:kmzmezﬂzc Lists US&FCS Brazil's program plans by siector,

5CO0 Reports: ‘The S$CO regulanly and thoroughly reports to all US&FCS Brazl staff and
OIC/WH on all developments a5 to his strategic vision and definition of "Who We Are and
What We Do "

Recommendation §:  USEFCS Brazil elurifies the vesponsibilities and activities of lits
minorily business development specialist and sets specific performance goals that fustify the
resources expended on this posiition, If reasonable performance milestones are not axchieved
by the end of 1999, the pasition should be eliminated. (page 16)

Replys Wewouldhkctouotcﬁhatﬂnspmtotypcposamnhadbccummstmoefononlyfom
months at the fime of the Teamfs visit, and we acknowledge Hhat d:urm and responsibilities
were still evolving, Now, aimost & year aftex conception, (he position respensibilitics have
been clarified and the results ares netable: a datahase of more than four hundred (4001
minority-owned Brazitian firms. has boen developed and is being accessed by team
coondinators providing ADSs, Gold Keys, and Matchmiakers through 2 wide variety of
business sectors from computers $o auto parts and machine tools. The incumbent hais a better-
defined work program now, andl we will continue to monitor and modify as

US&FCS Brazil will continue to monitor and balane the costs and benefits of the
performance goals, and will reviiew the position by the end of the celendar year.

USErCS Brazll Page 3
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Recommendation 6: USEFCS Brazil works with ITA end US&FCS headquarters ko befter
define its responsibilities for andl strengthen its voverage of the travel and tourism industry
sector. Further, the post needs to do more to better promote UK. tourises interests im Brazil
including preparing mariet reports, working with the Visit US4 Committee and prowiding
links on the USEFCS Brazil Intiamet site, in both Englith and Portuguese, fo UK. trave!
informnation sites. (page 18}

Reply: Upon the asholistunent wof the USTTA, US&FCS issued a worldwide policyr (day
199¢) which reflected the views. of the private sector as well as government’s national
strategy. The policy left the SCIO's roke in estblishing a Visit USA commitice, as well as
determining Jocal resource conumitments to following the tourism industry, to the discretion
andjudga:ucutofmescobascoimlocalcondmons. SCOs were not, and are not, randated
to play arole in local Visit USA. committees. In fact, mindful of congressional prohitbition
against re-creating the USTTA writhin the US&FCS, we have instructed SCOs fo dewoteno
more time to tourism promotion: than they would fo any other “Best Prospect” sector,

Nevertheless, after 8 two year period of concentrated efforts #nd contacts with the lowal travel
mdustry, USEFCS Brazil was successfisl in assisting with rearganization of the Visitt USA.
Conunittee Brazil, which is marmaged by a board of directors formed by Brazilian towr
operators and major U.S, airline: carrders.

The Team is comed! in stating thrat US&FCS Brazil has ot focused on market research.
Primary tourisim sector research is performed by ITA/TDyTourism Indusirics (Heleni Maramo,
Director, extension 4752), and dlissemiimated to afl posts for their use. US&FCS Brazil's travel
and tourism tearn cocrdinator has focussd on the provision of services to stimulate adlditionsl
demand and results for U.S. conupanies.

Sincs September 1998, US&FC:S Brazil has been very active In promoting new U.S.,
destinations to the Brazilian travre] industry. To date iz FY99, thirly four (34) success stories
have been reporied —more than any other of Braeil's sector teams — with more expected.

In responding to 1.8, demand amd/or prompting from the VUSA commitiee, the US&FCS
Brazil teawel and tourism team coordinator has:

— focused on a U.S. Travel andl Tourism section on our web site, where Brazilians wan obtain

information sbout the specific UJ.S. travel destinations;
nttmdodRockyMoutﬁmnSiyzwbmahcwnhdsmﬁ“mw"US.dw&naﬂms;

— organized a UL, Pavilion in & now trade and consumner travel show in Sao Pauke — “Hotel

Travel Show,” coordinating firstt time participation of Denver CVB, Alabama, Hawaiian Tour

US&TS Srazil ' Page 4
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Operators, Brazilian tour operators, Las Vegas CV A, Massachusetts, Rhode Istand and

- organizad seventy (70) four roperatars and a press delegation for PowWow "98;

— represented the US&FCS at:the most important travel shows in Brazil and rencwed
contact with members of ABAW (Brazilian Travel Agencies Association), AVIESTIUR
(Brazilian Association of Indepesndent Travel Agencies), Gramadn Travel Show, andl
BRAZTOA (Brazilian Tour Operators Assocmhon}

— arganized promotional travell events in Brazil for the Las Vegas Convention and "Visitors
Authority including a reception iand dinner for 300 tour operators, a press dinner for 150
journalists, and workshops throwghout Brazil;

— organized and coordinated twwo frmiliarization tous to Texas and Arizona, in pastinership
with Delta Airtines and American Airlines. The first familiarization tour consisted of tour
aperators that had never visited tie Stats of Arizona. As aresult of this tour, & travell package
was put together by & pool of three tour operators to b sold in Brazil. The second
familiarization totr was recruitedd from selected travel 2gents and visited Texas and Arizona;

—~recruited top journalists and jprepared itineraries to visit “new™ U.S, destinations such &s
Mottana and Arizona, which resulied in a large amount of free press covernge for post’s travel
and tourism program;

~ tecruited znd accompanied ttwenty five (25) Brazilian tour eperators and journaliists 1o
sitended La Cumbre, one of thee most important teavel shows in the TLS.; made pressenfations
about the Brozil travel market tio U.S, suppliers;

~ recruited and accompanicd #ificen (15) travel agents to “Gateway Americas™, = ifravel
show held in Phoenix, Artizona; '

- Tecruited ULS, parlicipants :for the Fisit US4 Show 99, organized and promoted 'the event
which was visited by 2,000 Brarilian travel agents and ghnost 100 media representiatives;

-- grgantized the Brazilisn wade and press delegation to attcnd POW WOW 93;

- coondinated a New Jersey Grovemor Reception for the travel trade;

~ continued work with the Travel South Partnership, assisting them to develop a tthree-year
promotional plan for their manyr new U.S. destinations; and

- orpanized and recruited a Cealifornia workshop for thirty (30) Brazilian travel agrents in the
U.S. Cotnmercial Center facilifices.

Considering that USEFCS policy states that travel and tourism should be treated as any other
“best prospects™ sector, we helieve that USEFCS Brazit has met and perhaps even exceeded
the mandate to promote tourismn to the UL.S.

Recommendution 7: Commercial center mamagemerit, with USEECS hoadgquarters
assistance, fiather integrate existing collocated partners into USEFCS eperations. . Ata
mininm, :

W Collocated parmers shoutld be imvolved in the office’s strategic planning process.

USEFCS Brazil Page §
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B Steps should be taken to more visually market the partrers’ presence to U.S. exporters
and Brazilian importers.

W Management should systematically identify and recruit additional partners or, potenal
future partners, as space becomes available. (page 21)

Reply: US&FCS Brazil management is making every effort to reasonably include our co-
located partners in various projescts and programs, and we will increase these effors.. Co-
locators are given every appothnnity to participate and are continuously encowraged to do so.
They are invited to participate im cvent planning meetings as well as to have an activie role in -
-all Brazil events. We will prapoise fhat they joirt us to create a joint strategic plan,

We agree with the recommendatiion o visually marioet the presence of co-focator office
spaces, and USEFCS Brazil has; already provided colocator signage at the entrance ‘to the
building. Wowill work with owr pariners to develop other ways to advertise the presence of
our co-locators.

Memos of Understanding with prresent co-focators extend through the year 2000, Policy
issues involving the length of tinne that co-locators can or should occupy USG space: are under
review separately in conjunctiom with the overall policy affecting all four Commercizal
Centers. At the same time, we will develop a strategy regarding recruitment of future partners,
but separately in Brazil, and in a1 larger, coordinated effort with the other Commercial Centers.

Addressing the Team’s addifional concerns regarding co-locator issues, facilities hawe zlso
been improved end the co-located offices are now sound-proofed and newly &ir condiitioned.
‘Comespandance from the SCO megarding the resolution of maintenance issues had beeen
distributed to co-locators at leastt a year before the JG Team’s visit. Securify procedirres were
also explained to co-locators at lleast a year before the [G Team’s visit. In spits of thes Teant's
footrote # 20 (page 24), the Regmiona! Security Officer’s rules and regulations apply - without
exception. No onc is permitted .in the facility after hours and on weskends without pproper
gavernment 1, and anyone whe is not properly escorted is asked toleave the premises. The
RSC has not allowod eny cxoeptions to these rules, even though the SOC has asked sfor
madifications.

Recommendation 8: No additicmal fnvesiments are made in the commercial center 's shart
term rental space until a decision abott the contintied oocupancy of the building is nade by
post and headguarters management. (page 25)

Reply: Inthe wike of the Nairolsi/Dar-es-Salaam bombings (Angust 1998), it is curmently

mandated that all foreign affairs apéncies co-locate, The S3o Paulo Commercial Cemter will
refrain from making any sdditiomal imvesiments in shori~term rental space becanse thie DOS is
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faking steps to consolidate all UISG offices in S0 Paulo into a single compound witthin the
next three to four years. Until that move, however, headquarters will still allocate wikatever
finds are necessary to provide security upgrades as recommended by RSO or FBO tlo assure
the immediate safety and securitty of our staff,

Recommendation .. .. .FCS! Brazii reviews the appropriateness of the cost recowery rates
Jor partner and short term rented space and other services in the commereial center.. (page 27)

Replys The Sao Faulo Comemcrcial Centter has recently comploted and submitied and analysis
of vost to the USG fur housing co-locators at the Saa Paulo Commavizl Center (see:
Appendix) Note: cost recovery suggestod by this analysls is only slightly lower thian the
previous cost estimate - $12,0000 vs. $15,000 per office space.

Tor the auditoriur, post projects forty (40) days of “in-house™ (l.e. non-fee generating)
program use such as country-wide mestings of US&FCS Brazil/5taff, budget end adimin staff
training, monthly meefings witht the SCO, preseatations to staff by USG VIP's (Depraty
Secretary Mallet, the Chairman of Exim Bank, efc.). Post also projects at least eightry (80)
days of fee-generating events thiis fiscal year totaling $32,000. We believe sufficientt use (oth
fee and non-fee) of this space justifies ite costs.

On a larger scale, US&FCS connmits to a review of, and plans to develop an overall
management strategy for all cormmercial centers in FY 2000, We will begin this effdrt
inumediately upon the completion of our Innevation 2003 roll-out.

Recommendation 10: US&FCS Brogl disposes of its surplus equipment, wheiher dlesignated
Jor the Twin Libraries or otherwise, in full accordance with esiablished reguiations wnd
procedures, and only after receiiving authorization from headquarters. US&FCS Brazil
should, with all possible speed, and in consultation with the Qffice of Genteral Counssel,
resolve the legal questions siarenmding this Initintive and realistically estimate if arud when
promised equipment will be dorated to its partner crganizations, (page 30)
Reply: US&EFCS Brazil has requested and reseived authorization from headquarterss and has
in fact donated surplus computer equipiment to NUSA in sccordance with Chapter 6 of the
of State’s Forelgn Affuire Manual, Terms snd conditions kave been defined in

V8 Brazil 2133,

Kecommendation 11; US&FCE Sao Paule takes steps to improve iy interactions wiith the
local American Chambers of Cammerce, including (o) SCO participation on the local
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AmCham Board; (b} provision of information abott AmCham services 1o potential ULS. firms
and place a link to the AmCham: Internet site on the post’s homepage; and (¢} if appropriate,
inclusion of the AmCham snder its Ywin Libraries program. (page 31)

Reply: The Sao Paulo AmChaun constituency is comprised primarily of Brazilian ccompanies
(50%) seeking business with the: United States (including exporting to the U.S.,) and. U.S,
Toultinational investors (30%).

The development of & cooperative relationship betwoen the AmCham and the US&IRCS has
an uneven history dating back to: the opening of ¢ U.S, Trade Center in the late 1970s. The
US&FCS focus on developing 1.8, exports of small and mediym-sized eampaties #oBrazil,
and in eliminafing non-tariff barmiers, did not necessatily coincide with the needs of the
AmCham er its membership.

The SOO previcus to the ineumtbent had an unproductive relationship with the AmCham.
Since his departure, the post has. been concentrating on reversing the damage, Becawse of that
cffort, the AmCham now tegulaely refers 1S, exporters to US&FCS forbusiness counseling,
and also refers all import inquiries from Brarilian companies to us. Our post encourages use
of (and makes use uf) the new AunClam facitities for convention and program suppart, arki
refers all queties for guidance i local investments to the AmCham. The two entities often
join in sponsorship of high levell luncheons, and Secretary Dalcy inaugucated the AnnCham’s
new facility in 1997. Both organizations recognize that the high volume of business activity
in Sao Paulo is more than enougih fo kecp them both busy in offering complementaryr services.

“We will take under advisement tihe recommendation to include AmCham in the Twim
Libraries program. Because the AmCham limits its services to members only, the rexach of
this information base will miss oour target audience.

We are studying the best way to.Jink our websites. In 1999, USEFCS Sac Paulo snd
AmCham jointly promoted Y2K. swareaess bo AmCham meabers, making a DOC €D Rom
Diagnostic tool available for widle dissemination through the broader AmCham Y2K service.

“I'hc importance of a sound and mautuslly cooperative relationship with the American: Chamber
of Commerce in Sao Paulo is inddisputable. Upon his arrival, our new SCO will makee a fresh

assessment and determine how thest (o develop those ties.

Recommendation 12: USEFCS Rio de Janeiro explores other opportunities 10 get knvoived
with the American Chamber of Commerce, such as providing materials to AmCham on
US&FCS products and services' and inchuding it as a member of one of is committees or foini
US&FCS initiatives, such as ArmCham becomting a Twin Library site. (page 32)
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Reply: Weagree that AmChan refationships are critical in Rio as well and have mads
congistent efforts to engage this organization. Post repeated its original offer from September
1997 {0 AmCham to participate in AmCham Committee on International Trade (whiich has
not formally met during this periiod of time). In addition, the POO offered to provide
spacialized seminars to AmCharm on USG financing institutions, such as Export Impscrt Bank,
Trade and Development Agency, efe. Post mutmalyprowdm standard materials on TUS&FCS
Brazil products and services, sinice AmChan Rio is one of post's thres main multiplier
organizations, For the Intemnet, AraCham charges all users for access, whereas US&FCS
Brazil information is free. For prrogram ideas, AmCham declined to sponsora U.S.
Department of Comnerce ¥2K. Scmingr on the grounds that it would not attract a lawge
coough audicuce. US&FCS Riw targeted AmCham for the Virginia Govemer's keymote
addrese in May. Wehad alreadyy selected FIRJAN, with aa importer data basc of 3060
Brazilizn companies, as a Twin ILibrary program partner. Because the AmCham does not
specifically focus on importers and has declined to provide post with a free listing of”its
membership with full contact infformation, we are doubtful that they would be en efffective
host.

[n swm, AmCham Rio emphasizes fee-based luncheons end seminars, and its program
excludes all other types of informmational activities, as noted sbove, Therefore, while we agree
with the Team that it is irportamt 10 remain on good terms with the AmCham, we believe it is
nat irt the best interest of the U,S. exporter to devote excessive time and resources to- this
organization in Rio.

Recommendation 13: US&RC'S Brazil incorporates domestic affice
cooperation into staff performunce evaluations. (page 34) -

Reply: This uagoodmommmdahonandltmbmgnnplanentednow A customner gervice
crilical element has been added to all USEFCS employecs’ workplans, under whichy
comments from the domestic nedwork will be taken fnfo account.

Recommendation 14: For corer services ¥ i unable to provide, USEFCS Brazil dewelops a
Fst of alternative sources for thesse sérvices and provides it to clients and to the domestic

offices and puis it on the post's Fomepage. (page 34)

Repli: A full description of posil’s core services is available in US&FCS Brazil’s “Giuide to
Cernmercial Services.” Further;, post lists altemafive service providers in ifs “Focus Brazil”
Web Site and CD Romz. The CCG includes cottact information for AmChams, marfiet
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research fiems, consulting firms,, and other support firms. We will be pleased to conssider
gddifional sources as muggested thy the Team.

Recommendation 15: USEFCS Brazl solicits input from the USEFCS domestic offfices to
develop a protocol for regquestinig services from the post tat is accevtable to the donnesiic
offices, yet meets the post s requiirements. (page 34)

Heply: Past agrees with the Team's recommendation atd had taken steps in this direction
previous to the report. As 2 respronse to Washington management’s emphasis on inmovations
this FY, post fully revised its offering of Products ardd Services, It communicated thiis
revision, and the much simplifiesd profocel that accomparied it, es & proposal to sll #ne
domestic offices in the Commencial Service. Prior to that communication, ithad been
reviewed snd enthusiastically emdorsed by the InferAmeticas Center (LAC), which acis a5 4
proxy for all domestic offices vis-a-vis posts in the Americas, Response from otr diomestic
offices has been imsnimously pasifive.

Finally, post invited two Districtt Office colleagues to 2 two-week TDY in Brazil to jointly
streamline a protocal between the domestic and US&FCS Brazil offices. The sgreedi-upon
protocol resolved many fssues. "We would be happy to provide the Team with 2 copy.

Recommendution 16: US&FCS headguarters reglonal management for Brozil devezlops a
method to alert domestic offices when US&IFCS Brazil Is experiencing signifiomnt sysiem
problems. (page 34)

Reply: We agree with the Teamn: that abetter method to alert domestic offices shouldl be
developed. When post’s e-mail:systan has gone down, post has reported the event
fnmediately both to lacal State Mepartment support staff and that of US&FCS in Washingfon.
When there are scheduled down times, OIS notifies all system users world-wide, ORO/WH
staff has discissad this informallly with the OIS contractor wha advised that if OIS friied fo
smdamndd—midesdvisorymﬁiccwayiﬁncasy@t&nﬁﬂed,&ﬁsmkwnuld consumne their
resources. We will continue to work with OIS to ensure that senders are made aware of
lengthy disruptions in clectronic: communications ¢ Brazil.

Recommendation 17: US&FCS Brazil more adtively monitors its Pre-License Checkand
Faost-Shipment Verification workioad and ensures that timeliness is mainiained. (payge 37)

Reply: Brazil’s FLC and ESV workload for ¥Ys 1997 and 1998 has beenreviewed, anda
matrix developed, listing all incoming cables requesting a PLC or PSV, as well &s omtgoing
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cables showing the completion Of the request. In fifty percent of those checks which: were not
catapleted by the deadline, USSFCS Brazil wes waiting for further input from BXAu either for
funding or for more informationt on the company,

Post believes that BXA sometiznes assigns PLCs and PSVs without taking into consiideration
the following critical points: Firrst, Brazil is a vast country, and travel from oae part tio another
often requires significant advanced planning, as well as a budget, Secondly, an officier cannot
always abandon immediate cormmercial program commitrments to perform a verificattion,
especially in a country where thiree of the five US&FCS Brazil sites are stalfiod by ome officer.

The US&IFCS has beca workitgs with BXA on 2 program to increzse PLC/PSV effetiveness
across both orpanizations and wiill continue to do so.

Recommendation 18: US&F(CIS Brazil drafls a vesource allocation plon no later tuan Fune
30, 1995, that includes fustificatiions for total mumber and mix of staff, staff per site, omd staff
devoted to USEFCS core activitties versus post-implemented initiatives. This plot sBiould be
submitted to the Office of International Operations for approval. {page 30}

Reply: Post would be pleased to supply a resource allocation plan taking into sccoumt the
Team's suggestions, especially in view of USE&FCS emphasis on product innovatioms end
services and the need for a supportive infastructure.

We would itks fo clarify elememnts of the Team’s'conclusions abaut resonree allocation
procedurcs in Brazil and in OIOs Regarding the first, the draft report states thar Rio iis often
the first point of contact for people cataring the country, and portrays that constituentt post as
ihe principal post in Brazil. Regardless of how the workload statistics are analyzed, ift is clear
that Sao Paulo s by far the predominant post with the bulk of £l activity and, even mnore so,
that activity which attends to the: small to mid-sized potential U.S. exporter. Further,, no
distinction is made by the Team of Sao Paulo’s mle as head office, administrative ofifice and
the Commercial Center, In alt oif these roles, Sao Panlo serves each constituent post equally,
and the Sao Paulo office is, itselff, one of four regional centers in Brazil,

The report also makes incomplefis observations about our smallest post, Belo Horizomte. ‘This
Dost represents a dynamic market with substantial fiture market opportunities. Itis an
untapped market for U.S. exportls, and thus represents a more appropriste market for US&FCS
presence than the limited statistics used by the IG team would indicate. The report might be &
bit more complete if it utilized stiatistics for the entire year instead of the first diree quuarters, as
the data double during the last quarter, s follows:

IG*1 drdd Qur, Data  US&FCS BH Annusl
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IMis G 28

ISAs 2 s
Suceess Stories 3 32
GKs 4 21

The report also failed to include: other achievements, such as 5 CMAs, 6 SK, and import pull
programs such as 26 CIRS, I Gafeway.

With regard to personne], US&ICS BH did not hire an additional PSC last fall whern the new
PCO arrived; rather, the 1 FSN @nd 3PSC on bourd at the fime were retained. Theres has been

" no increase in stafl since the offfice reached ihis level of staffing. The BH office is nmique in
that it is located some 400 kilommaters from the nearest consulate and thiys carries a sijgnificant
adminisirative burden, The office takes responsibility for alf types of calls directed tw the ULS.
govanmnel, including visa information and 1JSIS-related contacts. It also handtes its gwn
security, personrel, and commumications issues.

The BH office has a Iarge termritosry to cover, with industry spread throughott the state, an area
0f 600,000 sq kam., representing *7 percent of Brazilian territory, The state has an ecomomy of
US$70 billion and & population wf 17 million. It comprises 28 percent of the sutomative
sector, 26 percent of mining, 26 -pexcent of agriculture, and 35 percent of the sigel indlustry i,
the country. USEFCS BH also lhas responsibility for developing a large part of the mortheast
ol Brazil, the arca between Alagoas ta Maranhao, representing 20 miftion inhahitants and 10
percent of the nation’s GNP,

Reganding the second, staffing puatterns witl he reviewed as a matter of course upon the arrival
of the new SO0 in the fall of 1999. Hovrever, staffing changes in any individual posit must be
justified under OTQ’s Overseas Resaurce Allocation Matrix, and often rexquire NSDID-38
ection; the Tatter is often a drawm-out process.

Recommendation 19: USEFCSE Brazil s AgenyDiswributor Service workioad, qualitty, and
timeliness ave morg effectively muonitored and improved. (page 43)

Reply: Workload/Quality: US&FCS Brazil and many EACs recognize significantt
weaknesses of the ADS productt. As a part of the COl project, US&TCS is reviewimg all
Commavial Service praducts, imeluding the ADS, to determine whether they mest the needs

of U.S. exporters, ‘
Given the poor Tesutis of ATIS experiences in Brazil, which showed a 2 percant suceeses rate in

FY97, the post designed two new pfoducts under the Center of Innovation initiative -- the
Market Profile Report and the Viirtual Gold Key, Post and BACs consulied to dats belicve
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these initiatives wilt better address U.S. exporters” roquircments for providing initial: market
information or identifying a quallified potential Brazitian pastner, While the ADS is sstill
available, many BEACs are activedly welcoming these new services thaf meet their client needs
better than the ADS,

Singe posts are mandated (o carryy ouf ADS st a set fee, and since that fee is sometinmes not
sufficient to cover expenses ineuirred to provide the service, the ADS program was $:11,000
overits FY98 allotment. Brazil iis a high volume ADS post (with, for example, 90 ADSs
requested in FY97) and felt the meed to devise & low-cost method of providing this service. In
this case, the post used college sttudent interns to conduct the felemarketing portion of the
ADS, under the daily supecvisiom of Commercial Specialists,

Regarding ADS quality, it is imppoitant 1o note that a “ncgative™ ADS, or one that does not
identify any potential agents or distributors, often includes valuable market feedback: on flie
procluct {bat more than compenssates the ULS. company for its minimal expenditre om this
product. Post has been unzble tcp obtain sufficient feedback fiom ADS recipients to determine
the quality of its input. It would .be important for pasts to receive copies of surveys cibtained
by EPS on all products since the: only way to address guality control is to have spesiffic
feedback.

Timeliness: We agree with the "Team's comments regarding Iack of timeliness and post has
taken steps to comect this problemm, US&FCS Brazil’s tracking of ADSs and other servicas is
handled couatry-wide by Sao Pauilo. All products/services are also registered as conupleted on
the Cnmmmercial Specialists” indiividusl sesignment files, and forwarded manthly to Sao Paulo.
Tn San Panlo, which is the highest volume post, an internal tracking matrix wag estabiliched in
1997 to closely monitor irnprovesment of the ADS turnaround time.

In kate 1996/carly 1997, ADSs wers delayod up to 7 months. By Y98, ADSs were
completed within an average of 40 days, At the time of the IG Team visit, the final FY98
assignment files wore not yel completed; thus the Tearn assessed incomplete records,, This
FY98 report is now available. We would be pleased to supply a copy.

Please nofe that start dates are traxcked from the date of receipt of company literature, &nd not
after receipt of the BAC pre-ADSS request.

Recommendation 20: USEFCS Brazl makes the production and quality of its Indwstry
Sector Analyses a higher priority among officers and staff. This may irvolue reconsiidering
optional work and edministrative elements for all steff to ensure thot adeguate time ¥ made
available for market research responsihilities. (page 45)
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Reply:  As with othier information products prepared by the Commercial Service, ISAs and
their vaiue t0 U.S. exporters are Iheing reviewed under the COl process. Many posts are
movingaway from the cumberswcme, general ISA reports and writing shorter, focussed industry
briefs, orere concentrating on prroviding a more customized approach to U.S, exportrer market
research necds,

AnISA schedule is prepared andl forwanded to YSDOC in late May of ¢ach year. Duming the
year, deadlines and changes to swotor titles are successfully negotiated between post sand
headquariers, as nocessary. In FY 1998, US&FCS Brazil forwarded thiry (30) ISAs to
USDOC. Given the siate of Brawzil's economy &t the time, we judge that nurnber as
sppropriate.

US&’::F(B shares the Teamn’s comcems, however, and we will continue efforts to proaduce
quelity reports. )

Even with 2 less-than-full compliement of market regearch tools, US&FCS Brazil hag gamered
praisefor its rescarch from e variiety of customers, We iavite the OIG fo review the following:

On our ISA of Piped Gas Equipmnent - The Dicector of Operations for the Bolivian-Ferazil Gas
Pipeline said thiat, "The repor! is. technically accurate with respect to the gas industry and
appears 0 be 8 well reasoned anialysis of Brazilian eaergy developtuent. Jt was circulated to
the TBG's commercial group wino also had positive comments about facts brought owt in the
analysis.”

Consul Gereral Orozeo of the Rijo Consulate submitted the following comment last yyear
regarding POO Henderson's reporiing: *Her written work is professional, succinet, amd
substantive. Her IMIz are informative and well-documented with statistics; and her
contributions to the Consulate’s vweekly report are timely and informative.”

A representative fiom the Department of Trausporiation alsa praised Brazii’s reports: on road
building and intalligent transporfation requirements, saying it was among the best in ithe waorld.

Recommendation 21: USEFCS Brazil properly follows regulations and strengtherss
management conirols for handiling and depostiing cash, conducting regular cask verificetions
in Sao Paulo as surprise audits, «and preventing the improper-use of finds. (page 48)

Keply: Unlike most US&FCS oiffices, the Sio Paulo Commercial Center is ot co-located
with an embassy ot consulate, bt ina flding some di away from the
Consuiate General
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We acknowlodge that monthly recsonciliation is essential, and USEFCS Birazi] has performed a full
aumprise monfiily reconciliafion simce it has been fily staffed. ‘Wenote that during mnehi of the
time from Angust 1995 unfil Septeauber 1998, US&FCS Brazil was at Yo or Ya of s full streagth of
Amesican officers, We admit thatt reconciiations were not handled adequately dieing this period.

The O&A finds used 1o supportt FIEPAG were approved by US&FCS headquarters ina
memo dated Februaty 5, 1998 — long befors the antivipated expenditee. The memonandum
dlso explains how and why US&RCS Brazil became involved in recruiting for a firstt-time
U.S. pavilion at this event, and acknowledges the mistake made by the responsible oifficer.

The post was chastised by OIO management 8s soon g5 it discovered the shoufall, However,
in the interest of faimess, this eame officer was responsible for st least six othee trade events in
FY9Samdnmworwanswﬁmunaks&lhﬁw;ﬁwFYEB.US&FCSEMEﬁnnwmodanum
fimd surplus of mere than $70,0600.
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Recommendation 22; US&FCS Brazil institutes adequate property controls in accordance
with policies and procedures issiued by USEFCS in the absence of State Deparimentt
coverage. (page Si) '

Reply: US&FCS Brazil’s propenty inventories were prepared following Department of
Cormmerce puidelines for accountable 2nd sensitive propearty, but we acknowledge we need to
track our inventory more carefirllly.

Recommendation 23: USEFCE headquarters adopts the State Departent imverntory asset
accountability thresholds for paut persenal property of $1,000 and all revidential properiy,
regardicss of value, This change would affect all USEFCS facilites worldwide. US&FCS
should revise and isswe its property management regedations in finad form, and take wsteps to
ersure that USSFCS Brazil conmpletes its fiture annual inventorics in a imely fashiion, in
accordance with USEFCS headlquarters requirements., (page 5I) .

Reply: US&FCS is subject 10 Department of Commerce and ITA property managexnent
regulations including the accoumtability threshold of $2,500. ITA Admin is currently wotking
with the Department to raise the: accountability threshold to $5,000.

Recommendation 24: USSECS takes action lo ensure that constituent commercial posts tse
government credit cards for proer purposes in eccordance with procurertent regullations,
and deparimental and USEFCS girldelines. (page 53)

Reply: US&FCS ugrees with IC3 recommendation and has taken actions to implemerit,
Shortly after his arrival at post im September 1998, the new SPCC adminictrative offiicer issued
stringeat puidelines for the use of goverument cards. These guidelines adhere to USIG
simplified acquisition procadures and were vetied by both the SCO in Brazil and Commerce

ticadyuarters in Washington.

Recommendation 25: " USEFCS Brazil follows the State Department regidiremenis Jjior

monitoring the use of official velkicles, including the use of official vehicles for only autharized
purposes, recording the use of atlf efficial vehicles on ihe proper forms, ensuring thait all usage
ts accounted for, and reimbursennent for personal useis made. (page 54}

Reply: USEFCS Agrees with. the reoommendauons. and notes that USEFCS Birazil
vehicles which were not reconiding their use in State Department forms (three of “the five),
have been doing so since the Team’s visit. In the case of two of these three vehiicles, post
maintained an office log on Lotus Notes even before the Team’s visit.
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Recommendation 26: US&FCS Sao Paule reconstructs its missting records for official
vehicle use for the fiscal vears: 1996 through 1998 and ensures that appropricte
reimbursement for personal use is made, (page 54)

Reply: 'We will attempt to reconstruct these logs, but do not expect many entries. Three
of the four officers in Sao Paullo walk to and from work to their residences, and #the fourth

drives his personal vehicle,

US&FCS Brazil at Sao Paulo is aware of only thres instanices since 1996 of personal use of
official vehicles in S0 Paulo; alli of these instances were properly documented and the
appropriate reimbursements weme rade.

Recommendation 27: USEFCIS Brazil uses formal contracting procedures, indludiing
competition, adequate planming,;, developrent of adequate specificaiions, and a statement of
work to properly define all of itss procurement octions, especially those involving information
technolagy sustems. Asa best prractices measure, USEFCS should define contract
requirements as performance-beased criteria to ensure better overall value and perfowmance
Jromt its eontractors. (page 56)

Reply: US&FCS agrees and hass taken mcasures to ensure that all officers, and as mmny FSNs
as possible, have simplified acquiisitions training, Partof that training differentiates bretweea
what US&FCS officers can and cannot do in the contracting process and consequentily,
ouflines the US&FCS officer’s dluty as opposed to that of a warranted contracting ofificer. Chr
regional admin training will be held in Sa¢ Paulo this year.

Regarding the specific case citod by the Team, US&FCS Braxil requested en suthoriization of
funds for the upgrade of the Carmmiercial Center, which included IT acquisitions, justifying
same in sn overall “Commerciall Center Proposal™ from post as well ag a subsequent;, specific
set of IT proposals submitied (o - the Office of Plarming, US&FCS Washington. Based on
HQ’s approval, post submittied purchase order requests to the State Department GSO) in
Brasilia who is the contracting awthority.

Recommendation 28: USELFCS notifics the appropriate Commerce Deparement
procurement office of procuremeent actions where U8, contractors are under considieration
and ensures that such procurernwent actions are campeted and managed through the
Depurtment procuremert gffice.. (page 56}
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Reply: Inthe case cited where formal contracting procedures were not observed, passt advises
that there is supporting documemtation that procedures were followed from the solicittation for
at least three competitive bids per contract, to the proper structuring of each contract.. Thres
different bidders won five different contracts, Each confract was submitted to the State
Departrment contracting suthority for approval and action.

Recommendation 29; USEFCS Brazil aertails its wse of advance payments. (page $38)

Reply. While we believe this is 1a valid recommendation, the issue of incorrect advamce
payments must also be addressesd to DOS contracting anthorities and/or financial mamagement
anthorities.

Recommendation 30: US&FCS Brazil follows standard, formal procurement and ccontract
management procedures wherebiv all communications directing contracior performamce are
in writing. (page 60}

Reply: We have implemented tthis recommendation.

Recommendation 31; USEFCS strengthens its irernal control provedure and follows current
regulations to preciude the inappropriate wse of rwvel, Business Facilitation Services, amd
purchase orders as cach advances. (page 61)

Reply: The SCQ denies receiving cash advances for purchases that he made whiite on
travel. From 1995 through Jamuary 1999, almost any item purchased in the U.S.. was half
the price of the identical item iif purchased in Brazil; therefore, when the SCO traveled to
the U.S5., he made various purcihases for the office from his personal funds. Upom his
retum, he would deliver the purchased products and provide receipts to the USS<FCS
cashier for reimbursement from petty cash. Since some of the reimbursements totaled up
to $1,500, a purchase order wonild he completed and sent to FMC for reimbursemnent.
FMC stated that aftholigh indiwidual purchases were under $500, US&FCS Brazil should
obligate a purchase order before the actual purchase took place. Therefore, following
FMC's instructions, post routimely obligated between $1,000 snd $2,000 on a blanket
purchase order before the SCOI traveled. Expenditures againet blanket purchase orders
arc exempted from the contracting officer warrant program, and our officers are
permitted to purchasc against them, as thcy would make purchases as a credit card holder,
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Recowneendation 32: USEFCS (Sae Paulo follows federal procurement regulations andl
gédelines for ficture acquisitions iin determining whether a procurement is best completedd as a
purchase or a loase. In addition, WS&FCS Brazdl should consider charging the majorily of ite
mwmwammmamw:owﬁemmm&mm&dbyﬁwﬁqﬁ

(page 62)

Reply: The contract regarding tihe Sao Paulo Commiervial Center's copy machine wias
compefitively bid by the GSO byy request of 2 commercial officer who has since departed post
According to information in the :file and the recollections of the current SPCC Directior, the
devision to lease versus purchase a copy machine was sound, based upon the copying needs of
the SPCC.

More than 10,000 copies monthlly were projected. In fact, the Center was averaging 13,900
copics per month, With suck hesavy usage for this class of machine, the total machine life
would have been only a few yeans. By leasing, post was able to obtain a maintenance confract
covering all parts and labor for thhe length of the leasing agreement. Neither the GSC) nor the
commervial officer belicved thatt parts and service would be availdble for 2 purchaserd machine
by the ime mazjor tepaits would . be necessary, They had more confidence in a lease with a
scrvice agresment, than in the company honoring a service warranty for » broken mamchine.

The Brazilian market for copy nnachines is closed and nori-competitive. Prior to Janmary
1999, copy machines wer at leaist double the price in Brazil than inthe U.S. Post considered
shipping a U.S. machine, but cowld not get a local maintenance contract for an imported
‘machine, After studying various options, the GSO competitively bid and signed the .contract,
This was in full agreement that :a lease with a comprehensive mainfenance contract was the
best use of USG resources. US&FCS Brazil agreed, and continues to agree, with that
analysis, based upon our copyingg needs and our experience in the non-competitive Birazilian
copy machine market.

Beginning in FYD9, O&A pays tthe entire leasing and maintenance costs of the machiines, with
trust funds paying for only the ioner and paper used for making copies foe trust fund ‘projects.

Recommendation 33: In the event that the Brozilian intern prograns is reinstated, US&FCS
Bruzil adopts a task order contriact structure to conserve its edministrative effort anal mininize
State Department charges. (page €3)

Reply: US&YCS Brazil has discontinued the Internship Program that included stipemds for
interas. Therefore, this specific iissue is now moot.
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For the rocord, please note that imtems assisted with varicus projecty which were funded by
vatious tust imd budgets. USSFCS Brezil had more than 34 trest fund budgets in IFY98. As
experienced commercial officers are aware, trust fund budget authorizations are not always
recefved on schedule. Therefare, if a project-specific trust fiind budget authorization ‘was not
received by the bismonthly deadlline for the intem obligation, a separate Purchase Creder would
-be prepared when the authorization was received. Although not efficient, separate ofpligations .
were fiecessary bo insure that an ‘infern’s stipend was paid by the trust fimd event thatt benefited
from the infern’s services The altematives would have been to pay an irtem frorm am event
that he or she was not working om (against USS:FCS regulations), or to cease work ona
‘project until the next bi-monthlyr internt obligation date after receipt of the proper trusit fund
anthorization. Instead, we choses the Jegal and reasonable course of doing a separate jpurchase
order. Although each purchase ander may have cost an additfonal $88 in ICASS charges,
there was no reasonghle altermatiive.

The fodoral budget peocess is aott very flcxible. Regrettably, we sometimes have to bbe
relatively inefficieat in order to complete our projects AND obey the nules, That is wikat
oceurred in this case, '

Recommendation 34: USAFCS estabiishes policies and procedures o ensure that
cormmercial officers’ residential rencvation are an appropriate use of government fiands given
the circumstances of the post. Rienovations ihat benefit the londlord should resultin a
reduction in rental costs to the grovernment. (page 64}

Reply: Residential renovations vwere approved and contracted by post GSO, who is also
resporwible for contract negotiatiions of residential propertias. Ragarding the value off
renovations to the secupant vis-&-vis the landowner, the expenditores cited by the 1Gi were at 2
property long in the consular howsing poal and which has since been assigned fo the /incoming
5CO.

It is not uncommon for substantiial improvements -- even structural improvements wiithin the
coufines of the rental unit ~ to bee made, especially in kichen aud bathroom arcas. OIO/WEH
stafl, in Seplemiber 1995, visoalily inspected the improvements and subsequently reviiewed the
purchase orders and supporting documentation in question and detetmined that nose: of the
renovations were cxiravagant. Mot only were the expenditures reasonable regarding the
present fenant’s ocoupancy, but will elso be amortized with subsequent US&FCS ocoupants.

Recommendation 352 US&FGS‘AW&Md:MWMSCOwWMﬁe
continuing facility improvement profects in Sao Paulo and enter into discussions witlh the
landlord seeking o rent abatememt for the value of the improvements rmade to date. {page 64)
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Reply: The Commercial Centar is currently mandated {o relocate for security re4soms,

Until such time as the center relicates, any and &1l procatifions necessary for the immmediate
safety and security of aur officers and stafl will be approved, Cosmetic or other nonv-sccurity
upprades wilk not be undetiaken.

W consider the Department of {State contizcting officer is and has always boen resmonsible
for lease negotiations including went abatement for the valne of improvements to date. This
lease wes also epproved by FBQO. In the event that a future Commereial Center site iz notco-
located, headauarters and post will work closely with both DOS and FBO to casure that the
US&FCS is not again left to deat alone with a site that does not even conforr 1o loczal laws,
much Iess USG security standards, and a landlord who appears to be unsccountable.

Recomumendation 36; USEFCS conducts a market survey to determing what other: feasible
facilities puty exist far its Sao Paulo operations, and considers moving froin the curment
faciliey i more appropriate and .cost-effective facilities ean be found to kouse the opezration.

(raze 64}
Reply: This recommendation isi being attended to as  direct consequence of the jtemm above.

Recommendation 37; USEFCS Brazif enters into negotiations jor a reduced rent fibr fiture
vears and seeks a longer term leawse if the study determines tiat the Sao Pawlo operaitions
should remain in the currert facility. If passtble, any new or renegotiated lease showldd
explicitly state that all building wode and habitability upgrades will be at the landlord's
expense and that rent abatement's will be made by the lessce. (page 64} '

Reply: Aﬂfotdgnaﬁ'aimagmdesaremmﬂymmﬂawdtoéc-locate,mdSao Paurlo
specifically is scarching for newr space, adequate for all of ovr needs, - Our response ito
Recommendation # 35 glso appllies here.

USEFCS Brazit _ Page 21

-108-



	x: 


