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AGENCY FOR INTERNATIONAL DEVELOPMENT
 

UNITED STATES A.ID. MISSION TO BRAZIL
 

Office of the Controller
 

November 24, 1969
 

TO The Director of Mission
 

Minister William A. Ellis
 

The USAID/B Controller's Office, Audit Division, has completed an audit
 
of Loan Nos. 512-L-041 and 512-G-048 made to Companhia Paranaense de Energia
 
Eletrica (COPEL). 
With the exception of some delays in completion, the
 

project appears to be progressing satisfactorily.
 

Unlike prior audits of this nature, the current audit undertook the
 
task of implementing AID policy with regard to the audit of Consultant con­
tracts financed under the i)ans. 
We were unable to satisfactorily complete
 
this aspect of our audit atithe Consultants home office and records are lo­
cated in the U.S. 
We are notifying AID/W of our difficulties in implement­

ing AID/W policy in this respect and asking that consideration be given to
 
having the Auditor General of AID assume the responsibility for state-side
 

audits.
 

The report contains 2 recommendations for USAID action in 
areas other
 

than those mentioned above.
 

Robert B. Curtis
 

Controller
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REPORT ON EXAMINATION
 

OF 
COMPANHIA PARANAENSE DE ENERGIA ELETRICA (COPEL) - BRAZIL 

LOAN AGREEMENT Nos. 512-L-041 AND 512-G-048 

SECTION I - GENERAL 

A. PURPOSE AND SCOPE 

We have examined the project "COPEL 
- Eletric Power System' located
 

in the State of Parana, Brazil, to which subject loans have been made.
 
This was the second examination of the project and covered the period from
 

July 1, 1967 through September 30, 1969.
 

The principal objective of 
our examination was 
to review and evaluate
 
the effectiveness of program impleri.entation 
as 
compared with the objectives
 

outlined in the project agreement. 
 Other purposes were to determine the
 

quality and effectiveness of financial and administrative management, and
 

the degree of compliance with A.I.D. policies, regulations, and procedures.
 

Unlike the prior audit (Report No. 9/68 dated September 18, 1967), this
 
examination covered the consulting engineer contract to the extent possible.
 

Our examination was made in accordance with generally accepted audit­

ing standards and accordingly included such tests of financial records, ins­
pections, and discussions with USAID/B and host government officials, as we
 

considered necessary in the circumstances.
 

Before finalization, this report was reviewed with the USAID Offices
 
of Capital Development and Industry (ADCD), Legal (LGS), and Engineering
 

and Natural Resources (ENRO), whose comments have been considered prior to
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the final publication of this report. 
 This report contains 2 recommenda­

tions.
 

The first audit covered the period from inception of the loan agreemeqt
 
through June 30, 1967. 
The Audit Report No. 9/68 contained one recornmenda­

tion which was cleared shortly after its issuance.
 

B. BACKGROUND
 

1. General
 

In 1963 plans were made to increase the electrical generating capa­
city in the State of Parana, Brazil, from 134 MW to 400 MW by 1973. 
A five
 
year program, estimated to cost $25.2 million, for the expansion and inte­
gration of its already existing systems and connections to other electrical
 
concessionaires was accordingly drawn up. 
 This planned program included (1)
 
construction of a main system connecting the northern and eastern part of
 
the State; (2) expansion and improvement of the generation and transmission
 

facilities of five isolated electric power systems in the western part of
 
the State, and (3) assistance in establishing a training program in utility
 
operations and maintenance, as well as 
improving cost control and account­
ing procedures. COPEL subsequently requested the USAID/B to finance the
 
$11.4 million estimated cost of required imports and NCr$4 million to off­
set an anticipated Government of Brazil (GOB) contribution for local costs
 
which had been cancelled. The proposal resulted in the signing of Loan A­
greements Nos. 512-L-041 ($11.4 million) and 512-G-048 (NCr$4 million)
 
(whose source was P.L. 480, Title I Section 104 (g) loans) 
on June 9, 1965.
 
The cruzeiro loan of NCr$4 million had been fully disbursed before July 1,
 
1967 and accordingly covered by the prior audit with the exception of end­
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use observations, which were made during our current examination.
 

Under loan No. 512-L-041, three Letters of Commitment (L/C), as amend­

ed to date, have been issued as summarized below:
 

L/C No. Bank Purpose Amount 

1 Wells Fargo Bank, 
San Francisco 

Consulting Engineer 
Costs 

$ 922,000 

2 First National City Dollar Import Costs 10,436,000 
Bank, N.Y. 

3 Wells Fargo Bank U.S. TrainIng Costs 42,000 

TOTAL .... .................. $11,400,000 

As of June 30, 1969 disbursements and commitment of dollar loan proceeds
 

were the following:
 

Status of Loan Commitments and Disbursements
 

L/C No. Accrued and Committed Disbursed 1/ 
1 $ 702,451.23 $ 660,654.19 
2 8,475,694.04 6,684,058.51 
3 2,935,80 1,655.50 

Credit for Insurance Claims (9,209.26) (9,209.26) 

TOTALS ......... $9,171,871.81 $7,337,158.94 

1/ 	See Exhibit A for Account Distribution.
 

The 	terminal date 
on which COPEL may submit disbursement documentation
 

has been extended by one year to March 31, 1971.
 

2. 	Consultant Engineer Services
 

An Agreement between COPEL and a joint venture consisting of Compa­

nhia Internacional de Engenharia e Construgoes (CIECO) of Rio de Janeiro,
 

and the International Engineering Company (IECO) of San Francisco (the Con­

sultants) was 
signed on July 12, 1965 in accordance with loan requirements.
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The consultants in general are to provide certification and inspection serv­

ices, technical assistance, engineering design, and procurement services2
 

all as related to the project. 
This assured the U.S. Government with rea
 

sonable confidence that its interests and objectives would be protected with
 

an on-site U.S, presence that would have extensive influence on the overall
 

management and construction of the project. 
Although the Consultant Engi.
 

neer has prime responsibility for procurement services, it sub-contracted;
 

the U.S. procurement responsibilities to the Morrison-Knudsen Company
 

(EMKAY) of New York, N.Y,, 
on July 16, 1965. The contract between COPEL
 

and the Consultant Engineer provides that remuneration for purchasing serv­

ices re-ordered in the U.S, will be based on a percentage of FAS prices.
 

The same provisions are included in the contract between the Consultant En­

gineer and EMKAY.
 

The prior USAID/B Audit Report No. 9/68 may be consulted for further
 

background information.
 

C. PROJECT PROGRESS
 

Our review disclosed that the procurement on the loan has been relati
 

vely limited since the prior audit. 
During the two years procurement commit­

ments have increased by approximately $600,000 or 
only about 6 per cent of
 

that portion of the loan reserved for imports. It should be noted that the
 

commitment for the Carrier System which was included in prior audit figures
 

had not yet been purchased as of June 30, 1969. 
 Additional procurement ac­

tion was required to incorporate modifications to the system. Therefore,
 

only the cost of the modification has been included in the above amount.
 

Physical progress on the procurement for and construction of the Main
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Systems, Sub-Stations, Transmission Lines and Isolated Systems are compo,
 

sitely considered to be 73.5 per 
cent completed. Although not 
comparing
 

favorably with the original or revised schedules which anticipated levell
 

of completion of 98 per cent 
(initial) and 83 per cent (revised), it is
 

not considered a serious set-back. 
It is generally believed by the par­

ties concerned that the overall delay in completion will not exceed one
 

year. 
Without an attempt to evaluate the effect of each, some 
of the fac­

tors contributing to the delay were a financial slump in 1967, the U.S.
 

dock strike, changes in equipment allocation and delays in local procure­

ment.
 

The prior audit report discussed the idle power transmission line bet­

ween Figueira and Xavantes which at 
that time was anticipated to begin serv­

ice in May 1968. Wc noted, however, that this was 
an overly optimistic es­

timate as 
the line was not energized until August 1969.
 

The Financial Analysis Division of the USAID/B Controller's Office is
 

currently performing an analysis and comparison of the COPEL financial
 

statements for 1967 and 1968. 
The analyst concluded that COPEL was making
 

a commendable recovery front its 1967 slump and accordingly, if 
the current
 

rate structure proves to be adequate, a recommendation for action at 
this
 

time may not be required. 
While some of the analyst's ratios indicated a
 

need for improvement, it is believed more desirable results will be seen
 

upon completion of the current heavy construction period after which atten­

dant income will be realized. 
The prior audit report alerted USAID to the
 

possibility of a rate structure which would be too low to sustain a satis­

factory level of income to cover operating costs, expansion, debt interest,
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and debt amortization. 
Consequently, an 
intensive financial analysis was
 
made in mid-1968 when it was 
concluded that an adequate rate appeared to
 
be maintained. 
The current rate structure, though not the maximum permit­
ted by law, has been increased as 
partially evidenced by the analyst's 
com­
putation of the debt servicing ratio which showed that though the margin
 
was not yet satisfactory, the trend has improved significantly (about 100
 
per cent as compared to 
1967) and should continue to do so with activation
 
of new electrical systems. 
 We believe the matter of rate structure has
 

been given adequate attention since it is 
a simple management decision to
 
increase rates for servicing operational and long term financial needs.
 
COPEL, for reasons which may contribute significantly to the economic de­
velopment of the State, has elected to maintain conservative rates and any
 
adamant opposition to 
such a policy may create a situation adverse to the
 

overall objectives of AID.
 

SECTION II 
 -
 FINDINGS AND RECOMMENDATIONS
 

A. CONSULTANT ENGINEER SERVICES CONTRACT COST TROVISIONS
 

The Consultant Contract between COPEL and IECO provides for the reim-'
 

bursement of overhead expenses at 
the rate of 100 per 
cent of direct labor
 
which includes an estimated 10 per 
cent profit factor. A similar cost pro­
vision, where fee is 
based on a "percentage of cost", is noted in the Con­
tract and Sub-Contract between the Consultant and the Morrison-Knudsen Com­
pany. Remuneration for procurement services is computed at 
2 per cent of
 
the FAS price of bulk raw materials and large package units, and 3 per cent
 
of the FAS price of the remaining naterial and equipment. 
Under such cost
 
provisions, the Consultant and Sub-Contractor are offered little incentive
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to keep costs at a minimum. 
In addition, "Cost plus a percentage of cost"
 

provisions are not 
allowable in U.S. government contracting. We therefore
 

feel that the USAID did not exercise the best judgment in approving the
 

above contract and sub-contract cost provisions. Currently M.O. 1441.1
 

issued in January 1969 specifically provides that "A.I.D. will in no case
 

finance a contract where the fee or profit is shown as a percentage of the
 

cost". Since this contract was signed before issuance of M.O. 1441.1, we
 

make no recommendation.
 

As indicated above, IECO is being reimbursed for overhead expenses at
 

the fixed rate of 90 per cent of direct labor plus 10 per cent of direct
 

labor as fee. In order to demonstrate the inequity and inaccuracy of fi­

xed overhead rates, it is noted that according to a letter-report from the
 

independent public accounting firm of Peat, Marwick, Mitchell and Co. dated
 

July 25, 1969, its audit of the actual overhead rates over the applicable
 

period disclosed the following:
 

Overhead Rates ()
 
Home Office Field
 

1965 
 60.21 35.66
 
1966 
 46.09 33.84
 
1967 
 54.55 37.57
 
1968 
 63.21 49.63
 
1969 
 69.61 84.21
 

The foregoing demonstrates the desirability of using actual overhead
 

rates as opposed to fixed overhead rates in order to realize the most equi­

table results for all parties concerned. M.O. 1441.1 indicates that fixed
 

overhead rates are acceptable, therefore no reconendation will be made in
 

this report; however, the USAID/B Mission, in view of the above, may wish
 

to consider encouraging the use of actual or annual negotiated overhead
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rates for cost-type contracts.
 

The above further points out the necessity for a more thorough analy­

sis by the Borrower (or AID, if the Borrower doesn't do it) of overhead
 

rates at the time of contract proposals and before contract signature.
 

Guidance on this subject has been amply provided to the USAID/B in AID/W
 

Audit Report No. 68-182, therefore no recommendation is made.
 

B. AUDIT OF CONSULTANT ENGINEER CONTRACT
 

Current AID regulations (M.O. 794.2) as treated in AID/W Audit Report
 

No. 68-182 dated June 28, 1968 provide that the Borrower has initial res­

ponsibility to audit Borrower/Grantee Contracts but if for 
some reason is
 

unable or unwilling to undertake the audit, the Mission Controller then
 

must assume responsibility.
 

COPEL has stated they are unprepared to perform such an audit as it
 

is their contention that the contractor's (IECO) billing procedures are ac­

curate and reliable and that even if 
an audit were performed, any resultant
 

savings would not begin to offset the cost of the review. While we are in­

clined to agree with the Borrower's premise, in view of the regulations we
 

attempted to perform the audit.
 

Our review disclosed some minor exceptions in the application of the
 

Direct Expense Rate and Computation of the Purchasing Fee which were accord­

ingly discussed with the COPEL E-ineer Representative, who assured us that
 

the matter would be taken up and resolved with IECO.
 

It was 
found that only a small portion of the audit of subject contract
 

could be performed at the Mission level. 
 The difficulties in conducting the
 

audit are topically and briefly discussed below.
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a. 	Direct Labor - American Engineers 

1. 	Labor Hours - Brazil. Were verified to verifax copies of time.
 

sheets. Originals are retained in San Francisco Home Office.
 

2. 	Labor Rates - Brazil. Were verified to the COPEL approved rate
 

schedule but could not be verified to earnings statements or
 

personnel records.
 

3. 	San Francisco Home Office Rates and Hours. 
Neither could be
 

audited.
 

b. 	Payroll Appendage Cost Rate 
 -	 Could not be verified.
 

c. 
Other Direct Expenses
 

1. 	Were verified to verifax copies of invoices and/or other sup­

porting documentation. Originals are 
filed in the San Francis­

co Office of IECO.
 

2. Tests as to propriety, allocability and account coding could
 

not 	be made.
 

d. 	Overhead/Profit Rate 
 -
 No 	review of allocability nor tests 
for
 

duplication could be made.
 

e. 	Other Expenses Rate
 

1. 	A rate of 15 per cent 
is applied to Miscellaneous Administra­

tive Expenses (included as Other Direct Charges) to cover in­

direct expenses and handling charges.
 

2. 	No definitive analysis could be made to evaluate the propriety,
 

consistency and allocability of the application of this 
rate.
 

Since we were unable to make a satisfactory audit, we must, therefore,
 

seek the assistance of AID/W to perform the necessary audit steps of IECO's
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Home 	Office records to resolve the above, or advice on what other course
 
of action should be taken. As an alternative, we suggest the audit policy
 
be reviewed by AID/W and are so recommending to AID/W in 
a separate commu­

nication in accordance with Program Audit Guidance No. 69-4. 
 (See addi­

tional comments below).
 

The greater significance of the foregoing is that an audit at 
the Mis­
sion level, with the exception of end-use observations, is for this con­
tract (and probably will be for other similar contracts) wholly inadequate,
 

and 	unless the contractor is audited on a comprehensive basis, the results
 
of which would be uniformly applicable to all contracts, it would be equal­
ly impractical to perform an 
individual assist audit by either the Borrower
 

or AID/W for each contract. Consequently, as contracting of this nature is
 
worldwide, it might be well for AID/i to consider assuming the audit cogni­

zant role and limit Mission Controller audit responsibility to end-use ob­

servations and advice of audit necessity.
 

A centralized audit cognizant office at AID/W would not 
only relieve
 

the Mission of attendant frustrations, but provide the framework for expe­
dient and economical audit coverage of all consulting contracts by Company
 

rather than by Contract. 
With the onset of full audit coverage of such
 

contracts, as 
envisioned by AID/W Audit Report No. 68-182, the volume of
 
requests for assist audits and related correspondence could become over­

whelming.
 

C. 	 TRAINING
 

Letter of Commitment No. 3 has been established under the Loan 041 in
 
the 	amount of $42,000 to finance the dollar costs of trainees while study­
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ing in the U.S. 
 Such costs are limited to tuition and related fees, train­

ing aids, living expenses of travel within the U.S. 
All other expenses
 

such as inter;aational travel are to be borne by the Borrower.
 

The status of progress in the training program as of June 30, 1969 is
 

summarized below:
 

Number of Trainees 
Completed Training 
Training in process 
Selected 
Not selected 

1 
4 
5 
2 

Total ............. 12 

Our review of this aspect of the loan brought to light several factors
 

which may affect the propriety and effectiveness of the training program.
 

Though the program was approved on July 22, 1968, this same correspondence
 

reminded COPEL that the actual implementation must also have AID approval.
 

However, no 
evidence was found that indicated USAID/B approval for the im­

plementation phase was sought by COPEL and consequently USAID/B would have
 

had no opportunity to review and evaluate the curriculum and personnel 
se­

lected for training. It was furthermore noted that though the proposal
 

only included 8 trainees, the planned program indicates 12 persons will re­

ceive training.
 

RECOMMENDATION No.1
 

The USAID/B Engineering and Natural Resources
 

Office (ENRO) should review the Dlanned train­

ing program and make a determination as to the
 

acceptability of curriculum, personnel and num­

ber of personnel selected for training.
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D. UTILIZATION OF COMMODITIES AND MARKING
 

We performed a physical verification of selected items financed under
 

the loans. 
 As a result of this examination we were reasonably satisfied
 
that most of the financed items were properly received and/or utilized. We
 

also found that those items not yet installed were adequately protected
 

against such hazards as 
fire, theft, and inclement weather conditions.
 

Moreover, it 
was noted during our end-use observation that the eligible
 

items procured under loan 041 were identified with emblems indicating
 

the Alliance for Progress and adequate publicity was given at on-site
 

locations.
 

There are a few items which were procured on the Cruzeiro Loan No.
 
512-G-048 which are believed to be stored for an unreasonable period of
 

time. 
This was discussed in detail with the COPEL and USAID/B Engineers
 

who assured us that the matter would be given immediate attention. It
 

was furthermore noted that the items and crates of parts which were pro­

cured under the Cruzeiro Loan No. 512-G-048 did not bear AID and Alliance
 
emblems in accordance with Section 102.3 of the loan agreement. 
 The fore­

going were discussed with the USAID/B cognizant engineer who noted the de­

ficiencies and indicated that follow-up action would begin immediately.
 

RECOMMENDATION No. 2
 

The USAID/B Engineering and Natural Resources Office
 

(ENRO) should notify COPEL and request periodic status
 

reports in regard to the proper utilization and marking
 

of the equipment and parts procured under the Cruzeiro
 

Loan No. 512-G-048.
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E. MARKET STUDY
 

The loan and estimated costs of the COPEL expansion project were based
 
on a general survey of the area which was considered as lacking almost any
 
effective electrical power generating system. 
Population figures, genera­
ting capacity of other concessionaires and any other information available
 

at the time was considered in planning the project. 
Evidently, however,
 

certain other important factors such as electrical load growths, anticipa­
ted ecological changes, alternative electrical power generating sources,
 
and surveys of municipality demands were not considered to the extent ne­
cessary. 
Though it is difficult to evaluate the quantitative and qualita­

tive effects of this, it would appear that some of the causes in project
 
delay, changing generating plants locations and the idle Figueira-Xavantes
 

transmission line may have resulted from the lack of such information.
 
This is merely an exemplification of the importance of thorough market re­
search of supply and demand prior to the inception of any project. 
 In
 
fact, COPEL has since given considerable credence to such studies as evi­
denced by the intensive market review which they had made and provided to
 
the International Development Bank (IDB) in planning for the construction
 

and financing of the electrical expansion project for the Western part of
 

Parana.
 

F. EXPANSION PROJECT COST 
- COPELPARTICIPATION
 

Initial anticipated costs of the electrical expansion project and
 

breakdown of participation is summarized below:
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Us$ 
(Millions)
 

U.S. Government Loan 
 11.4

Other Services - COPEL Participation 
 _ 13.8
 

Total .............. 
 $25.2
 

Our review included a summarization of COPEL participating costs and
 
commitments as 
of June 30, 1969. The results are as follows:
 

US$ in Millions
 
Equivalent Ratio of
 
-$1.00 = NCr$4.07
Procurement Commitments and
Actual Engineering Costs 
 4.3
 

Actual Construction Costs 
 1.5
 
Total COPEL Participation $5.8
............. 


While a first impression would indicate that the expansion project
 
cost may have been overestimated, resulting in considerably less cost par­
ticipation by COPEL than initially anticipated, particularly in view of
 
the fact that the project to date was approximately 73 per cent complete,
 
it should be noted that (a) the NCr$ dollar equivalent at procurement in­
ception was double its current rate, (b) the above costs represent only
 
physical completion which does not include such costs as 
cruzeiro import
 
expenses, inland transportation, land and right-of-way, and administration.
 
Consequently, the Consultant Engineer is considering the inclusion of such
 
amounts and assessed effects of the more 
tangible of the above as separate
 
appendixes to the quarterly reports in order to more 
accurately measure
 

participation for planning as well 
as reporting purposes.
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G. 	 50/50 SHIPPING
 

Our examination disclosed that COPEL was complying with the 50/50
shipping requirement for U.S. procurement 
as shown below:
 

Metric Gross 

U.S. Flagships 
Tonnage Shipped

UAs of June 30 19692,710.3617 
Brazilian Flagships 1,680.5 61.7% 

1,68o.538.3% 

H. SMALL BUSINESSREQUIREMENr 

Twenty-three procurement actions have been processed since the prior
audit and all 
were 	in compliance with this loan provision.
 

I. 	PROCUREMENT
 

We reviewed and evaluated COPEL's and the Consultant's procurement
procedures and found them to be in accordance with the provisions of the
loan agreement. 
In principal, all procurement 
was performed by the Con­
sultants as outlined in their agreement with COPEL.
 

Since the last audit in July 1967, 23 procurement actions (through
purchase order No. CUR P. 53) have been processed and are in compliance
with the loan provisions. 
All 	U.S. procurement is being effected under
the blanket Letter of Commitment (No. 2) established in favor Cf the Con­sultants 
 subcontractors Morrison-Knudsen 
Company of New York.
 

J. 
 IMPORT LICENSES AND CUSTOMS CLEARANCES
 
Import licenses are processed within a reasonable period of time for
all 
imports except annunciator panels and capacitors. 
The Consultant and
OPEL, however, do not consider this a sign.... 
ant 	obstacle.
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COPEL, working through its Commercial Department, handled customs
 

clearances on all U.S. prozurement. Our examination indicated that it
 
was usually able to facilitate the prompt dispatch of all eligible items
 

through the port of Paranagua, which is 
located in the State of Parana.
 

K. 	 REPORTING PRACTICES
 

We found that the reporting coverage in this project has been very
 
good. Through its consultant, COPEL is submitting quarterly progress re­

ports on loan objectives and accomplishments. 
Such reports contain infor­

mation pertaining to construction schedules, itemization of procurement,
 

and dollar and cruzeiro cash and cruzeiro cash flow statements. A ship­

ping report is being submitted separately. Complementing the quarterly
 

report, we noted that a monthly report was being prepared on project ac­
tivities. 
An annual Financial Report prepared by the independent public
 

accounting firm of Arthur Andersen and Co. is also regularly transmitted
 

to the USAID. These reports are being utilized by the USAID/B to monitor
 

the project.
 

L. 	 SHIPPING AND COMMODITY ILIGIBILITY
 

All commodities described in the purchase orders selected for review
 

are 	on the list of eligible import items for the COPEL expansion project.
 

M. 	 CLAIMS PROCEDURES
 

Our review disclosed that COPEL receives indirect refund for damage
 

and/or shortages from its insurance company (Standard Marine Insurance Co.)
 

through deduction in Morrison-Knudsen's invoices submitted to IECO for pay­
ment. Thus, 
in effect. s-,i'h 
a&-unts remain intact in the loan account and
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are not used until advice of refund is received by COPEL and replacement
 

of the item is required.
 

We noted that COPEL is not advised of the amount refunded until they
 

receive a copy of the Morrison-Knudsen's invoices showing the credit re­

ceived. It was, therefore, suggested that COPEL be advised of the refund
 

by the insurance company so that they may compare the credit received
 

against their records and expedite replacement.
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ZIBIT A 
FINANCIAL STATUS OF AID LOAN No. 512-L-041
 

AS OF JUNE 30, 1969
 

Letter of
CommitmentF FINANCIALI N A N C A L STATUSS T A T U S
o.
No. Accunt harg
Account Charge 
 Disbursed Letters ofCommitted 
 Commitment
 

[ Imports and Purchase Services 
 $6,383,913.19
 

[ Shipping Charges 
 189,844.25
 

[ Insurance Charges 
 53,368.62
2 [ 
8,475,694.04 
 10,436,000


[ Consulate Charges 34,689.93
 

[ Miscellaneous Direct Payments 
 11,318.43
 
[ Bank Charges 

10,924.09
 

1 [ Consultant Services 
 659,210.00
r Bank Charges 
1,444.19
 702,451.23 2-' 922,000


3 
 Training Assistance 
 1,655.50 
 2,935.80 1, 
 42,000

Credit for Insurance Claims 
 (9,209.26) 
 (9,209.26)
 

TOTAL............... 
$7,337,158.94 
 $9,171,871.81 
 11,400,000
 

1/ Represents accrued charges rather than commitments.
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SUWWARY OF RECOMMENDATIONS 

EXHIBIT B
 

NUMBER 
PAGE 

The USAIDiB Engineering and Natural Resources
 

Office (ENRO) should review the planned train­

ing program and make a determination as to the
 

acceptability of curriculum, personnel and num­

ber of personnel selected for training. 
 11
 

2 The USAID/B Engineering and Natural Resources
 

Office (ENRO) should notify COPEL and request
 

periodic status reports in regard to the pro­

per utilization and marking 
 of the equipment
 

and parts procured under the Cruzeiro Loan No.
 

512-G-048. 

12
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EXHIBIT C
 
DISTRIBUTION OF 

REPORT ON EXAMINATION 
No. 27/70 

COPY No.
Minister William A. Ellis, Director
 s United States
 
Agency for International Development Mission to Brazil 


State Department - The Honorable Scott Heuer, Jr,, Inspector 
1
 

General of Foreign Assistance (IGA) 

State Department 

2
 
-
Mr. Robert W, Dean, Country Director -


Office of Brazil Affairs (ARA/BR) 

3
 

AID/ -
Executive Director (ARA-LA/MGT/EX) 

4 - 5
 

AID/DT -
Office of the Controller (C/AUD) 

6 - 7
 

AID/W -
Specie. Assistant for Program Management (PMCA) 
 8 - 9
 
USAID/Panama 
- Inspector in Charge, Inspections and Investi­
gations Staff, A.I.D. (IIS) 


10
USAID/B -
Office of Assistant Director for Evaluation (ADEV) 
 11
 
USAID/B - Office of Assistant Director for Program (ADPR) 
 12
 
USaID/B -
Office of Management (ADMG/MGEx/MGMA) 


13
 
USAID/B -
Office of Capital Development and Industry (ADCD) 
 14
 
USAID/B - Engineering and Natural Resources Office (ENRO) 
 15 - 16
 
USAID/B -
Legal Staff (LGS) 


17
 
USAID/B -
Office of the Controller (CONT) 


18
 
USAID/B - Controller's Official File Copy 


19
 
USAID/B - Audit Division (C/AUD) 


20 - 24
 

NOTE: 
 All audit work papers are attached to Copy No. 20 which is 
on file
in the Office of the Controller, 
Audit Division (C/AUD), USAID/B.
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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
 

AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL.
 

US AID/BRAS IL 
RUAMELVINJONESN.o5 • RIODE JANEIRO -	 TEL: 31.5823-

UNCTASSIFIED November 24, 1969
 

Agency for International Development
 
Special Assistant for Program Management (PMCA)
 
Washington, D.C. 20523
 

Gentlemen:
 

Miscion.Issued Audit & Survey Report Containing
 
Findings and Recommendations
 

In compliance with M.0. 798.2, attached are Copies No. 8 and No. 9
 
of the following audit report:
 

Report No. 
 Dated 	 Findings
 

-x-27/70 1.1/20/69 The report contains
 

two recommendations.
 

X 	Report on Examination of Companhia Paranaense de Energia Eletrica 
(COPEL) - Brazil - Loan Agreement Nos. 512-L-Ohl and 512G-048 
for the period July 1, 1967 through September 30, 1969. 

-

Sincerely yours, 

Robert B. Curtis,
 
Controller
 

Enclo.: Audit Rep. No. 27/70
 
(Copies No. 8 & No. 9)
 

UNCLASSIFIED
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AIRGRAM , 	 DEPARTMENT OF STATE 'O -
UNCLASSIFIED --.----


CLASSIFICATION 
0-n. 

For each address check one ACTION INF OATEjE 4' - - -

DISTRIBUTION TO- AID/W TOID A- U 50 	 O , 
ACTION Office of the Controller (C/AUD) Of,. 

INFO. 
.. . . . 

' 	 FROM RIO DE JA 
____.. -IRO/ ,... 7 

/..' o 	 ... ... 
__ 

Dostroy 
// SUBJECT - !SAID/Brazil Audit of Borrouer/Grantee Contracts "­

' / REFERENCE - (a) USAID/I; Audit 1,R No, 27/70 of J.1/20/69 ­
'" / ;COPP1 Project,, 

1. Reft,:ence (a) beginning on page 8 has highlighted the difficulties 
" 	 with uhich the USAID/B is confronted in ioplerdenting the AID policy as
 

presentcd in AID MO, 
 794.2, Audit of Borrow r/Crantee (B/G) Contractso
For the i.ost part, it is believed that any further attempts to perform 
a complete 	audit of B/G Contracts (involving U.S. contractors) at the
 
lission level vill Buffer the same difficulties. The result therefore
 
will be either I 
the borrower vill be required to engage an IoPAO lirm 
or dispatch itt'~auditors to the U.S. for home office review, or
the USAID/B will request AID/W to perform an assist audit of the home of­fice. The disadvantages and uidusirability of such courses of action are: 

A. In tIL 	 .vent of (1) 

Jii "',.1. 'i' USAID/D would be reluctant to ,nmak, such unrcasonably costly de­
/ il. an(1s oil a !)orovucx espucially inp thosc- 11 Lmflnc'O 'dv ,:!i borrower is comn­

pletely siti'.cid :jitTI COntractf: ri011.fC billil ".,o 

2. Borrowqcr may be discourac ed from . .:i;. iinto such contracts which 
would then tcid to jeopardize effective financin,-. and the technical quality 
of crucial projects. 

3. USALI) Manacgcnt: i.:ay not ;. assurCd until after the borrower finan­
ced audit i;as col>plcted that the aulit :s uonduIct(:.d in an acceptable manner° 

4. Cot,u!tant contractors .:.'ho av. .any IA coitr!cI:s could conceivably
In! deluw;c( 	 uit:I borrowers or their repl:e--lttntiv.s, ';iUis cotdi discourage 
colloSid.f:alt:11 "v,l , utcrin' int) Such copu:net,. 

PAGE PAGES 

OFDRAFTED BY OFFICE PHONE NO. DATE APPROVED By:
FCShive r/


DKOlI od::"
1)1. 	 IrO.Gurci 3(; 1.2/i.",/.< {,c.rt . Controller 
AID AND OTHER CLEARANCES 

JNCLASS IFI ED 
CLASSIFICATION

AID-O0-S 0 1-5)1 (Do not type below this line) PRINTED 100 



RIO DI JANEIRO TAIDA l2 ()0 UNCASSIFIED 
 2 2
 

Bo In the event of (2) s 

1o Voluminous and many individual requests for assist audits xwmuld converge

on AID/W, resulting in problems in coordinating audit activity and a considerable
 
increase in two-way correspondence,
 

2. 
 The tSAID/B Controller therefore recomieends the consideration of the a.;eritsof one of the folloing proposed nlternative chenges to the policy, 

1o That AID/W assr-e the audit cognizant role for B/C contracts, Central­ized aonimue will result in better planning , coordination and scheduling ofaudits, eliminate unnecessary correspondence0 and result in long-.run econor-ieso
 

2, Require contractors (consultants) to employ the serviccs of an indepen­dent accounting firm uhich tiould perform audits acceptable to AXD and furnish each
borrower ,ith 
 the audit report. The cost of such services would be borne by the
contractor but recoverable from borrowers by the application of overhand rates,
 

ii 1..LAoSI VIED 




