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AUDIT REPORT
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FOR THE PERIOD
APRIL 22, 1964 THROUGH JUNE 30, 1965

SECTION I .. INTRODUCTION

4, PURPOSE

The purpose of this audit was to review and evaluate the
progress and performance under this project as compared to proj-—
ect plans and objectives as set forth in the Grant Agroeement,
including an examination and review of the records maintained
and the procedures established by the Secretaria de Educagao e
Cultura do Estado da Guanabara (Secretariat) for the utilization
and administration of the funds contributed by USAID, as well as
the Mission's performance and its rccords pertaining to the proj-

ect.

B.  SCOPE
This was the initial audit of tho State of Guanabara School
Construction Program and coverod the period from its inception
on April 22, 1964 to June 30, 1965, and, in addition, the final
reloase of funds that was made during August, 1965.
We examined the accounting rccords and related files in the
USAID/B Controller's Office, and made a seloctive review and cvale

uation of the Secretariat's accounting procedures and records, its
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supporting documents and files, and its operations relating to
this project.

Meetings and discussions wero held with personnel of the
Socrotariat and of the USAID/B Human Resources Office, Education
Division (HROE), and Engincering and Natural Resources Office,
Transportation and Special Projects Divigion (ENRT). A Tiolad
trip was made to six selected sites whoere schools were under
construction.,

The audit was performed in accordance with applicable Manual
Ordors, othor AID directives, and gonorally accopted auditing

standards,

SECTION IT -~ GENERAL

A specific objective of the Alliance for Progross, as ex-
pressed in the Charter of Punta del Este, is to eliminate adult
illitoracy, and by 1970 to assure, as a minimum, access to six
years of primary cducation for each school~age <hild in Latin
America.

When the capital of Brazil was moved from Rio dc Janeiro to
Brasilia in 1959, tho former Federal District became the State of
Guanabara. Following statehood, a study was made to determine,
among other things, the number of children in tho state within
the seven to fourtecn age group. This study, and subscquent
planning based thercon, was performed with USAID financial as-
sistancec.

One of the facts brought to light by tho study was that the
numbor of children in this ago group is increasing at a fastor
pace than construction of school facilities, in spito of tho fact
that the Stato always has put a high priority on the cducation of
its childron.

The Constitution of Brazil includes o provision docreoing
that olcmontary education shall be free and compulsory. Accord-—

ingly, tho Statc of Guanabara has devolopod a program, some parts
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of which are already well undorway, to provide basic cducation
to all its school-ago dhildron,

In 1963, the Stato of Guanabara approached USAID with a
requost for a grant to support this building program, and an
Agroomont was subscquently oxccuted on April 22, 1964 botween
tho Governmont of the Statc of Guanabara (Guanabara) and the
United States of America, acting through the Agency for Intor-
national Decvolopment (AID), with tho concurrence of the United
States of Brazil (GOB), acting through the Coordination Commission
for the Alliance for Progress (COCAP), whereby USAID agrecd to
contribute up to Cr$2,300,000,000 for thc project purposecs.

The objective of this agrcemont was the construction and the
equipping of approximately 25 schools of 10 classrooms vach, for
a total of 250 classrooms. On April 30, 1965 an Amendatory Grant
Agreement { Amendment No. 1) was signed for an additional USAID
contribution of Cr$2,000,000,000. According to this second agreco-
ment, the additional funds were to be used jeintly with the orig-
inal grant to construct and equip a total of 28 primary schools
containing a total of 280 classrooms. On tho basis of this Agrcc-
mont, tho projoct was divided into two phasos: Plan 1, the cons—
truction of 15 gschools with 174 classrooms, and Plan 2, tho conse
truction of 13 schools with 130 classrooms. Tho Statc of Guanaba-
ra agrood to provide sufficient funds to cover tha nocessary ade-
ditional costs to fully complete and equip theso schools. The
cost of the oxtra 24 classrooms being constructod under Plan 1
is also being financed by tho State.

Since this projcct involves many partics, it might bo usoful
at the outsot, to list them and to briefly doscribo thoir functions
and t.oir rolationships within the framowork of the project.

The USAID/B Mission grantod tho funds for the projoct to tho
Stato of Guanabara. The Stato's agont in porforming tho projoct
is the State Socrctariat of Education and Culturc. The Socretariat

bas its own architcctural and ongincoring dopartmonts which propared
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tho plans and working designs for tha schools, scloctod the cons-—
truction sites, and suporviscd tho construction work. In accord-
ance with a roquirement in tho Grant Agrcement, the Socrotariat
ongagod thae firm of Montrecal-Montagom as consulting onginoors.

Tho Socrotariat awarded the contracts for construction to various
contractors on tho basis of competitive bids. Prior to the in-
vitation for bids, the State and the consulting ongincors agreed
that the State of Guanabara Civil Construction Trade Association
should "participatec as an intormediary jointly rosponsible for

tho obligations assumed by tho contracuwors." This rospensibility
was guarantcod by sctting up a "Fund for the Rodistribution of
Risks" to which all the contractors contributed 5% of the total
amount of tho construction contract. Upon completion of tho work,
the amount contributed to tho Fund is returned to tho contractors,
if there has boen no nced to use the funds. This mothod of guar-
anteeing tho performancoe of the contract was adoptcd becausc of
tho good results achioved when it was usod in conncction wiuh
other projects alrcady completed.

For the USAID/B Mission, the projoct has boon adminis torod
by the Capital Dovelopment Staff, tho Human Rosources Office,
Education Division (HROE), and tho Enginooring and Natural Roe
sourcces Offico, Transportation and Spocial Projocts Diision
( ENRT).

SECTION ITI ~ SUMMARY OF AUDIT CONCLUSIONS

Basod on our roviow and ovaluation of the rocords maintained,
tho roports submitted, and our intorviows with tho various persone—
nel involved in this projoct it is our opinion that tho projoct is
progrossing satisfactorily and it is roasonable to oxpect it t¢ bo
complcted by February, 1966, the target dato., If the target dato
is to be met, howaver, the Stato of Guanabara must make availablo,
in timo, the additional funds required as agroed between the State
and AID,
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The State of Guanabara in late 1964 first awarded contracts
for construction of only 15 schools, as it was apparent at that
time that the AID contribution of Cr32.3 billion would not be
sufficient to finance construction of the 25 schools that were
planned. In May, 1965 AID agreed to contribute an additional
Cr32.0 billion and the State then awarded construction contracts
for an additional 13 schools. It appears ot present that the
State will have to contribute approximately Cr$ 1.1 billion to
complete the construction,

All ATD funds that were committed have been advanced to the
State; 9 schools have been completed; and construction is Progross~
ing satisfactorily on 18 of the other 19 schools, The cost of the
original 15 schools, however, has exceededq expectations due largely
to unrealistic ostimates by the State of the costs of preparing
sites and of foundation works, and the resulting unanticipated
delays. Also the Consulting Engineers have not been rermitted to
perform certain duties that werc expected by the AID Mission.

The rocords maintained by the State Socretariat were found to
be adequate and complete, and roports have beea submitted to USAID/B
- a3 required.

This audit report was discussed in draft with the USAID/B
Engineering and Natural Roesourcos Office, Transportation and Special
Frojects Division (ENRT) and thoir commonts were considered in the

final preparation of the roport.

SECTION IV - FINDINGS AND RECOMMENDATIONS

A, PROGRESS OF THE PROJECT
The Grant Agrocment was signed on April 22, 1964 and on Octo-
bor 1, 1964, USAID/B accepted as fulfilled all conditions precodent

to disbursement. Contractors! bids were opened on October 30, 1964,
and contracts for the construction of thirtcen of the fiftecen
. schools contemplated undor Plan 1 wero signed on November 16, 1964.

Contrazts for the construction of two moro schools were signed
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Decombor 30, 1964, bringing the total number of schools undor
construction under Plan 1 to fifteen schools. According to tho
Stato, contracts for the lact two schools were not awarded carlier
becauso construction sites had not been acquired.

The total of fifteen schools reprosented a downward revision
of the projoct's original scope of twenty-Tive schools. The reason
given by the Socretariat for the reduction in scope was higher
costs due to inflation. Under tho original plans, oach school
would have ten clagssrooms and, thus, the fifteen schools would
have provided a total of 150 clagssroomse. However, in order to
tako advantage of sloping torrain, the plans for four of the
schools were revised to provide for sixteen instcad of ten classe
rooms cach. Thus, tho fifteon schools would contain a total of
174 classrooms. The cost of the additional 24 classrooms will bo
financod by the Stato. The change in tho plans of the schools
due to the incroasec in the number of classrooms, the delay in
obtaining suitable sites for two of the schools, and foundation
problems rosulting from the topographical and soils condition of
some of tho sites, all caused delays in the progross of tho proj-—
ect. Wherecas originally it had boon plannod to begin construction
in Octobor, 1964 and to completo the projoct by May, 1965, work
began on oight schools in Nevembor, 1964. TFor the remaining scven
schools work began at various later dates, the latest date being
May, 1965, As of Septomber, 1965 nine schools had been complctod
and inaugurated. 4s of Septombor 3, 1965, according to tho Fifth
Progress Report, tho remaining schools woro in varying stages of
completion ranging from 10% to 90%.

Contracts undor Plan 2 worc awardod during June, 1965, and
construction work was begun lator that month on all but onc of the
thirtoen schoolss The schedule calls for complotion of those
achools during January and Fobruary, 19466.

Toward *hc ond of the audit, members of tho auditing staff and

a roprosontativo of Montreal-Montagem made an inspoction tour of six
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of the schools being constructed under Plan l. Two of tho
schools visitod were comploto, cxcopt for some minor work. The
oxteriore and intoriors of thesce two schools were attractive
and no dofects in thoir construction wero apparent. Wa observed
that blackboards had beon insztallod in those cchools and that
desks and chairs were on the premises.  HWo veorified that water
was available in the schools.

We werc informed by tho Secretariat that a sufficiont nume
bor of adequatcly trainod teachors are available to staff the
schools.

Wo wore also informed by tho Secretariat in November, 1965

that the first 9 schools comrleted and inaugurated are now in

operation,
B, FUNDING

1. Summary of Contributions
As of August, 1965, tho status of contributions agroed

to under the Grant Agreemont was as follows:

COMMITTED PATD BALANCE
USATD Cr$4,300,000,00C Cr#4,190, 000,000 Cr$ 110,000,000
State of
Guanabara 1,079,388,096 —0=— 1,079,388,096
TOTALS Cr$5,379,388,096 Cr$4,190,000,000 Cr$1,189,388,096

For a morc dotailod statomont on the contributions rocoivad

and exponditures mado sco Attachment 1.

2. USAID Contribution

The USAID contribution is dorived from funds gencrated

under tho Fourth and Fifth Agricultural Commoditics Agrocments,
PL 480, Title I, Soction 104(¢), Cruzoiro Grant Funds. In tho
original grant, USAID agrecd to contributc Cr$2,300,000,000 from
the Fourth Agricultural Commodity Agreemont and in the subsoquent
grant USAID agrced to contributoe Cr$2,000,000,000 from tho Fifth
dgricultural Commodity Lgreemont for a total contribution of
Cr$4,300,000,000,
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Wo cxamined the USAID/B Controller's files and found them
to be in ordor and wo vorified that roloases through August 6,

1965 totalling Cr$4,190,000,000 woro mado on the following datos:

l1st Advance July 2, 1964 Cr$ 600,000,000
Reimburscment Hay 18, 1965 504,413,712
2nd Advanco Aug 2, 1965 800,000,000
Pinal Releaso Aug 6, 1965 2,285,586,288

TOT AL Cr$4,190,000,000

Tho balance of Cr$110,000,000 ropresents an ostimete mado
by the Controller's Office of the amount of interest which will
be carnod during the 1ifo of tho projecct on tho funds advanced.
The final contribution dato for the dishursement of the total
Cr$4.3 billion grant of USAID funds was changed from June 30,
1965 in the original Agrocmont to Docembor 31, 1966 in thc Amende
atory Agrecment,

Tho Grant Agrcement doos not spocify that funds contributed
by USAID bo doposited in a particular bank. Howover, it docos
spocify that such funds aro to be deposited in a scparatc special
account., The State has compliod with this requiromont by de-
positing all funds in an account #itled "Scecrotaria de Educagao
e Cultura Conta fAcdrdo AID-GB de 22/4/64" at tho Banco do Estado
da Guanabara S.A. We obtained a copy of the bank statement show—
ing all activity in tho account since itg inception. All funds
received from USAID worc traced to deposit ontries shown on tho
bank statemont, and we found that no othor deposits woro made in
the account. Interest carned up to June 14, 1965 amountod to
Cr$3,098,901 and was credited to the account on August 10, 1965,

3. State of Guanabara Contribution

Tho Grant Agrocment doos not spcecifically state tho
amount of the Statc of Guanabara's contribution to the project;
however, it doos indicate that the State will provide all the land
noeded for the project and will make available all funds which might

bo roquirod to complete the projoct if any funds aro needed in ade
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dition to thoso mado available by USAID,

The Stato submittod a Projoct Schedule which prosonted fi-
nancial information for the schools to be completed under Plan 1
and the ostimated costs Tor those schools to be constructed undor
Plan 2. On the basis of this data, the following schedule shows
the disposition of the entire USATD contribution and the csctimate
of the Stato's share of the cogt of tho project. Tho amount shown
in the schedulo for Plan 1 consists of the latest actual contract
amounts; that for Plan 2 includos actual construction contract
anlounts with ostimates for complomontary costs. Consoquently, the

amount shown as tho Stato's sharc is an cstimate of its contri-

bution.
Cost of School Construction
Plan 1 ~ 15 schools Cr$2,867,388,096
Plan 2 - 13 " 2,512,000,000
TOTALS 28 schools Cr$5,379,388,096
USAID Contribution 4,300,000, 000

State of Guanabara Contribution ¢r$1,079,388,097

The Stato of Guanabara agrecd to provide sufficient funds to
cover the nocessary additional costs to fully complete and cquip
the 28 schools. AID providod Crd4.3 billion and the dmendod Agreoc-
mont did not allocate this betwoen Plan 1 and Plan 2. According to
the Project Schedule preparced by the Stato Cecrctariat, the State
Plans to pay the costs of the 24 additional classrooms under Plan
1 and to apply tho remaindor of the State's contribution to Plan 2
The following Summary comparcs the Statel!s estimated contribution
appliod according to the Project Schedulo with what it vould be if
AID contributed Cr$2.3 billion to Plan 1 and Cr$2.0 billion to

Pla.n 20
Summary of State of Guanabara Contribution

Project AID Contributing

Schedule Cr82,3 Billion to Plan 1
Plan 1 r$ 154,223,184 Cr$ 567,388,096
Plan 2 925,164,912 12,000,000

TOTALS Cr§1,079, 388,096 Cr81,079,388,006
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Tho equipment for the schools is also being provided by the
State.

The State, in the Project Schedule dated June 30, 1965, rc-
portod that Crfl billion of the State's contribution was available
as tho result of an agreement signed with tho Fodoral Govornment,
through tho Federal Funds for Primary Education, on April 4, 1965,
The Projoct Coordinator has just rccontly roported that the State
is in arroars in paying for complementary worl, on the allcged
grounds that the funds for this work, reproscnting the State's cone
tribution to tho project, have not beon roccivod from tho Federal
Governmont. 4s a consoguonce, work on the basomont part of at

least one building has boen stopped aultogothor by the contractors

RECOMMENDATION lNo, 1
That the Project Coordinator follow up to see that

the State contributes additional funds as required
to complete the project on schodule and notify other
USAID/B offices concerned with tho project of any
delays attributable to the State's dolinguency.

C. BIDDING PROCEDURES AND AWARD OF CONTRACTS

l. Genoral

The bidding procedurcs followod in awarding contracts are
proscribed by State of Guanabara Docroo No. 51155, dated February
15, 1960. According to tho contract botwoon Hontroal-Montagem,
consulting ongincors, and the Stato, tho consulting ongincors are
roquired to roview bid documonts, bid propcsals and contract avards
and to advise the Stato of concurronco with tho bid proposals or
of any substantial orrors or omission. Our audit included a revioew
and tost oxamination of approximately onc«third of the contracts
awarded undor Flan 1, Our review indicated that the contracts worc
awarded to tho lowest biddors. In the contract filos which woro
rovicwod by us thore was no writton covidonco of approval by Montroale-

Montagom.
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Tho construction of cach school undor Plan 1 is covered by
two contracts, ono for construction of tho school building and
anothor for complemontary sorvicos. Bach of those contracts ine
cludos an amount for cost increasos duo to inflation. The conge
truction contract for the buildings is based on o cost budget for
a standard typec building preparod by the Stato's Engincoring De-
partmont. The budgoted costs arc tho same for cach of tho schools
bocause the basic plans aro idontical. The complemontary scrvice
contracts covor all phases of consiruction worl othor than that
covorod by the standard building plan.

Construction czontracts for schools 1/17 and 1/20, which wore
signed Docembor 30, 1964, included certain complomentary services.
Complomentary Scrvico Contracts covoring additional scrvices for
these two schools worec signed at a lator date whon tho Complomentary

Sorvico Contracts for the other thirteon schools wore re-nogotiated.

2. Construction Contracts

The construction contract amount for cach of thc schools
under Plan 1 varios only slightly, becausc tho contractor's bid
was in the form of a percentage of increase (according to law it
must be undor 10%) which was applied to tho standard cost. The
percentago submittod by the low bidder is applied to the basic
congstruction cost budgot preparcd by tho Statoe's Enginoering Do -
partment an the amount thus computed is added to tho basic cong-
truction cost to obtain tho total contract price. Since tho varicis
bid percentagos cluster around 9%, thore is little varianco in tho
construction cost of each school except for schools 1/17 and 1/20
as oxplainod in the previous paragraph. (Soo Attachment 1-A).

Tho Construction Contracts for tho 15 schools under Plan 1
woro awardod to 15 diffoerent builders.

For tho first 15 schools tho Stato stipulatod that a con-~
tractor could bo awarded contracts on no more than two schools on

which ho was low biddor. In such a caso, the contract prico of
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one of the schools would then be reduced 5% below the bid price.
This restriction did not apply to the last 13 schools and one

contractor was awarded contracts for 6 schools.

3. Complementary Service Contractg

Tho contracts for complementary services uudar Plan 1
were awarded, without tidding, to the same contractors who were
the low bidders for the construction contracts. The complementary
sorvicos cover all phases of foundation work, from preliminary sub=
80ll testings to the laying of foundations and to the construction
of basement classrooms. Although the building sites were known
when the contracts were signed, the contract amounts were not based
on an examination of the sub-gsoil conditions and the topographical
features of the terrain., In other words, the amounts werc orige
inally determined by tho State's Engincering Department on the
basis of preliminary estimates which were subject to revisions
caused by actual conditions. In the case of theso contracts,
actual conditions forced the changes which wore made to the orig-
inal amounts,

The original contracts for complementary services amounted to
Cr$246 million, Subsequently, new contracts, amounting to Cr{ 877
million, were signed for those services., This represcented an in-
croasc of Cr$631 million over the original contract amounts. (See
Attachment 2). 4 meeting betwoen Mission personnol and a ropre.-
sontative of the State was arranged in order to get an explanation
for this increasc. During the moeting it was suggested by the Mig-
sion technical personnel that oxamination of tho sub-soil and tho
topography should have been made by ongincering contractors rather
than the construction contractors who do ithe foundation work and
build tho schools, and also, that this examination should have been
dona beforo the complemontary sorvice contracts wore signod, By
doing this, the typc and design of tho foundations and the other
preliminary work reguired could havo been dotermined more accu—

rately and the contract amounts would have been more than rough



-13 =
estimates., The Sccrotariat agrooed that this would havo beon the
ideal approach and that it bad, in fact, boon tried by tho Scc-—
rotarint on anothor project. In practice, hovover, it did not
work out as planned boecnuso often the location of the structure
within the plot was changed which, in turn,; mado the soll studies
and preliminnry work porformod earlicr valupless. Conscquently,
in exocuting this phaso of the project, tho Secreotariat used a
mothod that is gonorally used in Brazil, which is to have tho
congtruction contractor sub-contract the proliminary work to a
firm specializing in this type of work or olsc do it himself. The
rolo of Sho consulting ongincors was montioned in this connection
and we found that thoy wero not in a position to oxort influenco
towards suggesting changes in the method of porformance.

Throughout our discussions with the State's personnel rogard-
ing thoe increaso in tho cost of complementary services, the impact
of inflation was cited by thom as a fact incroeasing these costs,
There is no doubt that inflation probably had an impact on them.
Howovor, it should be notod that the contracts wore awsrded in No
vember, 1964 (by then inflationary ferces had lessoned) and that
includod in the total of each contract amount is an inflation ade
justment. Furthor, as tho proceding disnussion indicates, it was
tho method of handling those Complementary Contracts that rosultod
in the initial unrealistic cost ostimates.

The complemontary service contract amounts for schools No. 10,
11, 18 and 20 under Plan 1 changod considerably because included in
them is the cost of six additional classrooms for each school. Also,
sinco the sitos slopod, part of tho arca had to bo filled in with
soil. In tho casc of school No. 7 undor Plan 1, tho positicn of
tho school had to be changed bocauso high tonsion lincs wore lg-
catod beneath tho planned location; this changu was carriod out
only after some preliminary work had beon dono at the original
site. Tho cost ostimato for school No. 13 undor Plan 1 increasecd

bocause wator hnd to bo drainod from the sito before work could
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bogin. For tho other changos in amount, both incroasos and
decreasos, the changos only roflocted the offoct on costs of
topographic conditions encountered in porforming tho work,

For the 13 schools to be eonstructed under Plan 2 tho
costs of loveling, demolition and foundations aro included in
tho construction contracts and appear to havo boen moro realige
tically cstimnted, Tho Prcjoct Schodule estimates that com=
poelmontary works, totalling Cr3184 million and consisting of
walls surrounding the schools, entranco gatos, sidowalks, ctc.,

will bogin on Deccombor 1, 1965.

D. DUTIES AND RESPONSIBILITIES OF CONSULTING ENGINEERS

Tho dutios and responsibilitios of Montreal-Montagem, tho

consulting engincors, arc stated in the contracts signed betwoeon
Montreal-Montagem and tho Statc of Guanabara, represonted by tho
Dopartment of Education and Culturo., In gonoral, Montreal-Montagem
is expected to insuro that the work is performed in accordance with
the projoct plan and in an efficiont manncr. Two contracts were
signod with Montreal-Montagom, tho first on fugust 10, 1904 and tho
second on July 16, 1965. Both of these contracts woere roviewod by
tho Misaion onginecoring staff with the intont to ensuroc that they
includod USAID roquirements for contracts of this type. At tho
roquost of tho Mission ongineoring staff, tho first contract with
Montroal-Montagem was roplaced by the socond ono primarily bocause
of dissatiafaction with coertain aspects of Montroal-Montagem's
porformanco. This dissatisfaction was concorned mainly with tho
nocd for providing morc realistic cost estimates, advising the
Stato on tho suitability of construction sitos from tho viowpoint
of oconomy and tochnical foasibility, making sub-soil invostiga-
tions to makc it possible to prepare construction cost ostimates
for oconomical and feasiblo foundation work, and to cnsure the
carrying out of day-to-day construction suporvision of the projoct.
Tho largo overall incroaso in thoe originally contractod cost of

tho complomontary sorvicos might have boon partially avoided had
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the consulting engineers performed duties in these areas as antie
cipated by tho Mission when the requirement for thoir services
wags made a part of the grant agreement. This does not mean that
the costs would not have increased over the original amounts,
since these amounts were morely estimates. However, if the con-
sultants had performed as anticipated the cost estimates should
have been more realistic, and it might have been possidlec to
award the complementary work on a bid basis simul taneously with
the building contracts, rather than on the basis of pricos egtie
mated by the State., Also, the Mission would kave beon bettor
informed as to thc problems that were arising in the performance
of the project.

The Mission furnished the State a list of additional requiro-
ments to be included in the scope of work of the re-negotiated
Consulting Enginsering Contract, The re-negotiatod contract, as
signed, oxtended the services to March, 1966. Somo of the ad—
ditional requirements furnished by AID werc included in the new
contract. But those that called for Montreal to dircct and SUPEL-
vise sub-soil investigations,issue written work orders to cone
tractors, and to take full responsibility for all supervisory
activitios woro rovised to have Moatreal just review sub-soil
data and to adviso the Department of Education. State porsonnel
oxplained tho revisions by stating that only State representatives

are poermitted to give ordors to contractors.

E,  PROJECT REPORTING REQUIREMENTS

The roporting roquirements for the project are spocified in

the Grant Agrecment and Implomontation Letters. Tho requirements
portain to roimbursoment roquests and quartorly progress reports,
The roimbursement requests submitted by the Stato conformoed to the
roporting requircments specified by the Mission, and includod de-
tailed information on the disbursoment of USAID funds proviously
made availablo, tho oxtont of progross in comploting tho project,
and, in gonoral torms, a description of changos in tho estimated

cost of the projoct.
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Tho quarterly progross roports woro proparod by tho con-
sulting onginoers and wero properly oubmitted and in a timoly
mannor.,

Tho rcports give information on the changos in the amounts
of tho complementary servico contracts. This mattor was first
montioned in the third Progross Roport for tho period onding
March 10, 1965 by noting that tho cost of complomontary work
would excced considerably tho original ostimates. In the fourth
roport for the period ending Juno 11, 1965 it was ostimated that
theso costs would amount to Cr$750,000,000. In the fifth roport
for the period ending Soptombor 3, 1965 contracts for comple-
mentary services amounted to Cr$877,107,176 (Attachment 2).

Tho final reclcasc of funds by AID on August 6, 1965 amount-
od to Cr§2,285,566,288, This involved a change in the disburso-
ment procedures undor the Agrcement. As a result the Stato was
roquested, in Implomentation Lottor No. 5, to submit monthly
statements showing itemized broakdowns of tho usc of funds pro-
vidod by AID. Tho statcmonts woro to bo submitted no later than
the 15th of ocach month with the first onc, covoring the month of
Septombor, to bo submitted by October 15, 1965. Tho report for
September was not submitted until November 10th. However, the
Octobor roport was submittod on Novembor 12th and with tho
Capital Dovelopment Staff following up on thosc roports it is

anticipated that thoy will now bo submitted as roquired.

F, ACCOUNTING PROCEDURES ~ STATE OF GUANABARA

Our audit includod an oxamination, on a solociivo basis, of

tho disbursement rocords kopt by thoe Socrctariat. The roviow
indicatod that the rocords were kept in an ordorly manncr and

that disbursoments woro properly authorizoed. In cxamining the
rocords of tho Socrotariat we satisficd oursclvos as to tho pro-
prioty and corrcctnoss of tho disbursoments shoyu by tho State in
its roquest for roimbursomont. Wo traced all USAID funds roleasod

to tho State to the bank statoments and reconciled the balance
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shown with the cash balance por books as of Juno 30, 1965.
A statemeont of Receipts and Disbursemonts is prosontod as

Attachmont 1.

G. USALD PROJECT COORDINATOR

Wo noted that Tesponsibility vor discharging the dutios of

project coordinator undor this projcct had bhoon shiftod around
ovor a poriod of time, making it difficult for the auditors to
determine who in the AID Mission had had primary rcsponsibility
for overscoing its implementation. In this conncction it should
be noted that:

1) Tho projoct agrecement was initially oxccuted on April 22,
1964 and on October 12, 1964 Mr. Vanzolini of ENRP was appointed
projoct coordinator.

2) Subsequently, on Docember 21, 1964, Mr. Martin Little of
HROE was assigned as projoct coordinator.

3) On May 11, 1965; Mr. A. Lackey, Deputy Chiof HRO wag
dosignated as "Action" officer by memo from the USAID Capital
Development Staff,

4) When the auditors met with Mr. Littlo in July 1965 to
discuss this project he oxplainsd ho had turncd over all of his
filos on tho project to Mr. Borgior of ENRT, sinco the projoct
was thon in the construction stago. Howover, MNr. Borgior was not
appointed projoct coordinator until August 11, 1965,

5) With the dosignation of Mr. Borgicr in August 1965, the
quostion of "projoct coordinator" for this activity appcars to
have been stabilizod,

It would appoar that tho ferogoing could bo attributed in
part to uncortainty as to whethor a school construction projoct
should bo monitored by a USAID's cducation office or by its
engincering officc,

Sinco Mr. Bergier's appointment as Coordinator, he and Mr,
Butterman of Capital Dovolopment havo been closoly following
this projcct. In August, 1965, Mr. Borgior performed an inspecw
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tion which covorod fourteon of tho firtoen schoole under con-
struction. During this inspection, shortcomings in the quality
of the work worc noted at three of the schools. The consulting
ongincers and the Stato worc informod of thesc and woro request-
od to tako appropriato corrcctive action. In November, Mr. Borglor
visitod six sitos. He roported a substantial improvement in the
porformanco of tho Consulting Enginoors. He roported also on tho
Stato's delinquency in paying for complementary servicos.

It is our opinion that this projoct is currently boing fole

lowod closely by the USAID/B staff,

H. PUBLICITY AND MARKING REQUIREMENTS

During our field inspoction wc noted that all the school

sitos visited had largo signs which stated that the schools wore
being cunst*ructed under tho auspices of the Alliancoe for Progross,
and AID., Who:s construction is ccmploted, those signs are removed.
Wo noted that no pormancnt plaques giving rocognition, in an ap-
propriato mannecr, to the aid furnishod by AID under the Allianco.
for Progress program had becn affixed to tho completed buildings.
In Implcmontation Lotter No. 1 the State was roquestod to affix
pormanent plaquos and to transmit photographs of such signs.

Each of the schools that bas beon inaugurated has been given
a name. Somc of theso names aro: "Escola Amapd", "Escola Max
Flcuiss" (for a Brazilian pionoor in aviation), "Escola Adlai
Stovenson", and "Escola Migucl Couto". Another of tho schools
is named "Escola Londres" for the City of London, to commomorato
the recont visit of that City's Lord Mayor to Rio do Janoiro. It
is concoivable that in a futuro instanco tho nanc givon to a
school could be cmbarrassing to the United States. Although tho
grant agroomont doos not spocify any requircments in this rogard
it would scen appropriatc that the names contomplated for schools
bo clearcd with USAID in order to avoid any possiblc unfortunato

occurroncos in this rospoct.
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RECOMMENDATION No. 2

That tho Projoct Coordinator onsurc that permancent

plaques, wvhich give appropriate reocognition to tho
+1lianco for Progross and ALD, bo affixed to a1l

schools being constructed undor this agrooment.

RECOMMENDATION No, 3

That the Project Coordinator arrangc for thoe State
to inform USAID of tho namos boing considerod for
tho schools so that they can Yo discussod bofore a

final decision on any namo is mado.



ATTACHMENT 1

GUANABARA SCHOOL CONSTRUCTION
SOURCE AND APPLICATION OF FUNDS

APRIL 22, 1964 TO JUNE 30, 1965
(In Cruzoiros)
S0URCE
Contribution Plodgod 4,300,000,000
LESS: Roceivablo (1) 3,195,586,288 1,104,413,712
APPLICATION

Paymonts made to contractors undor
School Construction Contracts

(Soe Attachment 1-A) 863,531,897
Balance por Bocks (2) 240,881,815
Yot e m—

(1)  During August, 1965, this rocoivablo, excopt for Cr$110,000,000 withhold as an ostimato of intorost to be
oarnod on tho account, wag advanced to tho Stato.

(2) The balance por tho books was roconciled to tho balanco per thoe bank stateomont.



GUANABARA SCHOOL CONSTRUCTION
DISBURSEMENTS ON CONTRACTS
APRIL 22, 1964 TO JUNE 30, 1965

(In Cruzoiros)

ATTACHMENT 1-4

SCHOOL PAYMENTS MADE TO

NUMBER CONSTRUCTION COMPLEMENTARY TOTLL JUNE 30, 1965 BALANCE
1/ 4 128,220,000 28,113,461 156,333,461 59,182,570 97,150,891
1/ 1 122,990,000 75,586,559 198,576,559 54,345,695 144,230,864
1/ 8 127,880,000 22,637,722 150,517,722 73,872,000 16,645,722
i/ 9 128,580,000 32,894,994 161,474,994 48,116,629 113,358,365
1/10 127,650,000 111,502,123 232,152,123 34,901,486 204,250,637
1/11 128,000,000 104,466,011 232,466,011 56,482,743 175,983,268
1/12 127,760,000 43,044,383 170,804,383 89,496,000 81,308,383
1/13 128,120,000 75,703,801 203,823,801 $4,523,450 139,300,351
1/14 128,120,000 27,465,215 155,585,215 73,160,500 82,424,715
1/15 128,000,000 21,978,652 149,978,652 82,340,190 67,638,462
1/16 129,030,000 42,328,555 171,358,555 65,353,421 106,005,134
1/17 142,285,560 21,180,100 163,465,660 13,597,548 149,868,112
1/18 128,500,000 127,728,037 256,228,037 16,120,557 240,107,480
1/19 127,880,000 14,518,875 142,398,815 69,597,000 72,801,875
1/20 141,765,360 127,978,688 269,724,048 24,146,308 245,517,740

Consulting Enginocor 45,500,000 38,295,800 7,204,200
TOTALS 1,944,780,920 877,107,176 2,867,388,096 863,531,897 2,003,856,199




GUANABARA SCHOOL CONSTRUCTION
COMPLEMENTARY SERVIGE CONTRACTS

PLAN 1
(In Cruzeiros)

LTTLCHMENT 2

SCHOOL CONTRACT AMOUNTS

TUMBER ORIGINAL RE-NEGOTIATED INCRE/SE
1/ 4 12,475,200 28,113,461 15,638,261
/1 21,250,800 75,586,559 54,335,759
1/ 8 16,555,200 22,637,722 6,082,522
1/ 9 16,555,200 32,894,994 16,339,794
1/10 12,955,200 111,502,123 98,546,923
1/1 27,355,200 104,466,011 71,110,811
1/12 16,555,200 43,044,383 26,489,183
1/13 20,755,200 75,703,801 54,948,601
1/14 24,355,200 27,465,215 3,110,015
1/15 13,555,200 21,978,652 8,423,452
1/16 15,355,200 42,328,555 26,973,355
117 (1) - 21,180,100 21,180,100
1/18 33,355,200 127,728,037 94,372,837
1/19 14,755,200 14,518,875 (236,325)
1/20 (1) - 127,958,688 127,958,688
TOTALS 2.7,833,200 877,107,176 631,273,976

(1) No original contracts woro negotiated.





