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AG .DTCY FOR INTMATIO7MAL D'1V"LO7!7TT
 

UNITITD STAT"S A.I.D. !'ISSION TO 1RAZIL
 

Office of the Controller
 

August 28, 1968
 

TO The Director of Mission
 

Minister 1filliam A. TMlis
 

The Controller's Office, Audit Division, has completed an
 

audit of the project entitled, "Construction of Small Dams for
 

Drought Relief - Bahia", partially financed by release of P.L.
 

480, Title I former Section 104 (e) grant funds in the amount
 

of NCr10O,C00. Although this USAID contribution was originally
 

intended to support construction of 16 small dams, only two dams
 

were constructed under the financing. Factors adversely affect­

ing project progress included inflation, delays in construction
 

work and lack of contractor's financial capability. IYone of the
 

SU711 (CONTAP funded.) contribution of FrJ10O,00 had beon re­

leased to the project and a redetermination should be made at 

this time as to their planned uses. The audit report also noted 

that the State of Bahia faild to respond in a satisfactory manner 

to the reporting requirements as set forth under the agreement. 

Robort Be Curtig"
 

Centroller
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AGENCY FOR INTERITATIONAL DVMOP?!'M'T
 

UNIT7D STATES A.I.D. "ISSION TO BRAZIL
 

RECPORT ON :MuINATION 

OF
 

CONSTRUCTION OF SMIALL DAM!S FOR DROUGHT RUIEF - BAHIA 

SrCTION I - G.N"RAL 

SCOPE AND PURPOST 

We have examin3d the project "Construction of Small Dams for 

Drought Rolief - Bahia". This was the initial examination of the 

project and covered a period from December 22, 1964 through Maroh 

31, 1968. 

The principal objectives of our examination woro to review and 

evaluate program implementation as compared with the objectives
 

outlinod in tho projoct agreement and to determine the quality
 

and offectiveness of financial and administrative management.
 

Our examination was made in accordance with gonerally accepted
 

auditing standards and included such tests of financial records,
 

inspections and discussions with USAID/B, and Stat of­

ficials as we considered nocossary undor tho circumstances. The
 

audit was conducted jointly with SUD"W¢a auditors who are issuing
 

their own report.
 

Before finalization, this report was reviowed with appropriate
 

USAID/B officials in Rio and in the Northeast Area Office (NnAo).
 

This report contains throe recommendations for corrootive action.
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B. 	 BACKGROUND
 

The State of Bahia is tho largest and most populous in the
 

Northoast with 560,000 square kilometors and ovor 5,000,000 pOople.
 

Moro 	than sixty (60) por cont of its area is in the so-called
 

"Polygon of Drought". This rogion is periodically affooted by such
 

extremos as floods and droughts which ondangor the lives of both
 

human and livestock.
 

With approximately 70 per coant of the State inhabitants
 

dopondont on agriculture for thoir living, the availability of
 

impounded water is necessary to tho economic development and well­

being of much of the human and livestock population. During the
 

dry 	period, water stored in small dams is noodod for the very main­

tonanco of life itsolf.
 

7Thile hundrods of small dams had alroady boon constructod in
 

the 	interior, many important aroas still remain without rosorvoirs.
 

C. 	 PROGRAT' O3J CTIV;PS
 

To alloviato the situation outlined above, tho Stato, 
in 1963,
 

initiated studios for the ostablishmont of a small dams construction
 

program, Out of approximatoly 100 projocts, 16 wore soloctod for
 

detailed studios and planning by the State with tho ccoporation of
 

National Dopartmont for Works Against Droughts (DnOCS).
 

Since construction of those dams was considorod vital and the
 

Stats was unable to finanoo tho works from its ovn rosouroeaUSAID/B
 

financing was sought through a formal proposal datod January 24,1964.
 

AID P.L. 480 Titlo I Section 104 (o) grant cruzoiro funding of CrS..
 

lO0,OO was subsoquontly agrood upon a the USAID/R contribution un­

der a project agrromont dated Docombor 22, 1964.
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The agrcoment contomplatod the construction of a maximum of 

16 priority small dams adequate for multiplo usage of stored water.
 

They wore ta bo built in selected areas in order to permit futuro 

expansion of the program. 
Their planned water storage capacity
 

was 7,201,700 cubic motors.
 

S7CTION II - P1DINGS AND fnlO,'MTN.DATIOVTS 

A. PRVGRPJT ACCOMIPLISHT"'TTS 

During tho 37 months that havo elapsed sinoo the inception of 

this program, only ono dam out of the proposed 16 has boon complobod. 

A second one is approximately 90 per sont complete, its construction 

work boing about 17 months behind schedule duo to extended stoppagos. 

However, the funds obligated undor the projoct agreomont, amounting 

to NCrS1CC,O00 which wore intonded to support conntruction of 16 

small dams, have already boon either spent or committed to the con­

struction costs of those two (the Vocambo and Barroiro) dams. Both 

dams are located on public lands in tho county of lacul6, about 760 

klmo from Salvador, the State 
.apital and are of the homogoncous
 

compaotod oarthfill typo.
 

In torme of water storages, project progross could be measured
 

as follows: 

Planned atur Itoragc 
(Cubic !:tor ) Percent 

Programmod: 16 dams 2 1 J e0 1000. 

Completed: I dam (lncambo) 854,120 11.9 
Underway: 1 dam (Barrairr) 669,120 9.3 

F'aotors adversely affootine projot prcgrono includod the
 

following
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1. Inflation. Nuo to tho substantial timo olapsod botwoon tho
 

first cost ostimato whiih was mado in 1963 an4 tho dats tho agroo­

mont was signod, i.o. t Doombor 22, 1964, unit ':lcos wore signi­

ficantly affoctod by inflation. Tho original budgot for construc­

tion of 16 small dams bocamo unroalistic. For oxamplo, tho budgot
 

first approvod for tho Moocambo dam, which was basod on unit prioos
 

provailing in 1964, had to bo noarly doublod by Soptombor 1965 from
 

NCr$44,353.53 to NCr$S8O,216.87.
 

2. Dolays in Boginning of Construction Work. Sovoral months
 

olapsod boforo tho approval of SUDIMM was obtainod for tho cnginoor­

ing plans which had boon workod out by tho State and DITOCS. Toroovor
 

construction work on Tiocambo rnd Barroiro dams did not start boforo
 

T'ay and August 1965 rospectivoly. Such dolays woro mainly duo to
 

tho fact that nono of tho 16 dams originally plannod by tho Stato
 

ge.inod SD1's approval. Program roplanning on tho basis of
 

SUDM'Nf's tochnical advico thon bocame necossary and, of courso, this
 

was tims consuming. Such roplnnnint includod "ecambo and larroiro
 

dams whoso on, inooring plane woro ovontually approvod both by
 

SUD' T7 ant US4ID/B. 

3. Lack of Ocntraotor's Financial Cc.pability. Although tho toch­

nical capability of tho Contractor's onginoorn has not boon quostion­

od, tho Contrnotor'n financial linitations joopardizid projoct pro­

groas. 7xtondod haltt in tho construction of 1 3-rroiro dam havo 

occurrod duo to tho Contractor'n inability to purchaso nooded fuol 

supplioi and to pny tho onlarinn of workors and othor fiold porson­

nol on a timoly basin. In apito of tho fact that tho construction 
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company was a mixod ontity, with tho Stato holding 70 per oont of
 

its capital stock, by tho middlo of 1967 it had roachod a point
 

noar bankruptcy. Outstanding dobts both with Social Wolfaro Agoncios
 

and local suppliors, amountod to approximatoly N~r$120,O00 and NCr$..
 

150,000 rospoctivoly and sovoral ovorduo obligations woro thon pro­

tostod by oroditors. By that time, tho Barroiro dam was roportod
 

an complotod and, as a rosult, tho company wrongfully obtainod from
 

tho Stato roloaso of projoct funds. This irrogularity was subso­

quontly corroctod through rofund following joint USAID/SUDra acticn.
 

Sinco Cctobor 1967 tho company has boon undor now mancagmont which is
 

oxorting offorts to rostoro its financial standing, but rosults ap­

pear tc bo limitod thus far.
 

B. WRG"Al ' DS 

1. Barroir" Dam
 

At tho time of our roviow oxcavaticn of tho spillway was
 

undorway, but progronsing slowly. Tho USAID/B onginoor indicatod
 

that non-complotion of oarth compactation on both tho up and down­

stroam slopos, oouplod with tho absonco of ditchos on the abutmonts
 

to colloct wator from tho hills, contributod to tho dovolopmont of a
 

sorious orosion procoss on both slopos aggravatod by hoavy rainfalls
 

that occurrod in Docombor 1967. Tho USAID/B fiold onginoor roportod
 

thero was no immodiato risk of oollap3o. Hoifovor, ho exprossod tho
 

opinion that ropair of cracks ohculd bo complotod within thirty (30)
 

days, sincs this rogion is affoctod by flood-.
 

Tho Contractor has boon paid accocrding to tho following schodulo:
 

50 por cont of total approvod budgeot upon signaturn of construction
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agroomont; 20 por cent upon porformanco of half of conotruction
 

work; tho remaining 30 per cent bocomes duc upon complotion of the 

dam. The State was thoreforo rotaining in the projoct bank account 

in Salvador, funds committod for tho 30 per cant final paymont. Ac­

cording tc Stato and SUDMa ongineors, this dam is already 90 per 

cent completed, but, duo to the Contractor's inadequate working 

capital, further oxtonsive delays in construction are anticipatod 

unless some remedial measure is implemented. 

RIC0I.-TDATION No. 1
 

The Northeast ,l~nginooring,Inductry and
 

Natural Resources Division (N IN) shculd
 

request tho State tc immcdiatoly ostablish
 

with Contractors, in a fcrn acceptable to
 

USAID/B a construction schedule to repair
 

3arroiro dam and aocclorato its completion.
 

2. Need for Additional Funds
 

As its contribution to this program, SUD1F" on Juno 1, 1966
 

through Rovision No. 1 to the Algroomont, agreed to make Nr$100,C0
 

available tc the State of 
3ahia from CONTAP funds. The source of the
 

CONTA? funds was the counterpart deposits nade by the GnB under A.I.D.
 

Program Loans. The final contribution data wan oxtendod from Juno 20,
 

1966 to Juno 30, 1967. On October 12, 1967 'Uovisicn N. 2 was issued
 

to (a) changn the executing agency from the State to DITOCS, and (b)
 

to extend the final contribution date to Octrbor 12, 1969. Change
 

of tho executing agency appears to be a sound oerroctive measure
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in viow of tho highly unsatisfactory progross at tho Barroiro dan
 

and also in viow of DNOCS's oxtonsivo past oxporionco in dam con­

struction. Howovor, completion of Barroiro dam romninod undor
 

State rosponsibility.
 

Nono of the pronisod SUDORM (OONTAP) funds havo boon roloasod 

to this program, although this will not affoot the construction of 

tho Barroiro dam, such funds having boon plannod for now construction. 

Howovor, it should bo notod that the CONTAP contribution is signifi­

cant, amounting to ono-third of the planned USAID/Stato/SUDMT7? fi­

nancing. Rocoipt of tho OCOTTAP funds wculd onablo further progross 

toward achiovomont cf prcgrarm gcals, now woofully shcrt of plannod 

objoctivos. On thc othor hand, if in the judgmont of tho USAIID tho 

program should be discontinuod or changcd, plans could bo radc to 

onploy the agrood TCr$10O,COC 'ONTAr contribution in sono othor area. 

R"COI'MWDATION No. 2 

Tho ITorthoast Assooiato Director's Offico (N=AD) 

oithor (a) roquost SUD-Tm to doposit NOr$100,O00 

of OCTTTAP funds toward dan construction in Bahia, 

or (b) discontinue tho pr(:Joct and arrango to al­

locato CONTA7? funds to ancthor dovolcpnont aroa. 

3. 	 Darn Sizos 

Our discussicn with SUD.1f and US.-.JI7/.B ong.e.ors involvod 

in this prcjoct ovokod from thom a majority opinion that both tho 

!:ccanbo and 3arroiro dams are too largo whon human and livostock 

noods for wator aro takon intc considoration in tho aroas sorvod. 
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Although original plans had boon approvod by USAID/B and SUDTE
 

ongineors, tho lattor currontly fool that a construction plan
 

contemplating a sorios of snallor and moro dissominatod dame night
 

bo moro advantagocus.
 

Although it is net our intontion to mako any rocommondation on
 

this subjoct, it appears that thoso viows dosorvo considoraticn by
 

tho appropriato USAID/B officials in futuro planning and possiblo
 

omploymont of SUDET (COnTAP) funds for this projoct. (Soo also
 

rocommondation No. 2 abovo).
 

0. FUMTDII!G
 

USAID/B, tho Stato, and SUDM" havo agrood to match funds in
 

tho amount of NCr$1O,000 each fpr this program. USAID/BEs contri­

bution was originatod from P.. 480 Titlo I Section 104 (o) grant.
 

Obligations woro mot by parties ccnccrnod as fcllows:
 

MT-

OBLIGAT,DNMrS rLASo DVCrS f7ROVIMD 7XITDt'IT ..... Cr CO ITWID 
'Nr Nr$ ITcrS 

Ust.ID/B 100,00 4.15 99,995.85 76,744.03 23,251.82 

Stato lO,000 - 10,00.00 C6,137.85 13,862.15 

SUDJM 
(COIrTAP) ro00co l00,0o.00 - -

TOTAL 300,000 100,004.15 199,995.85 162,881.88 37,113.97 

Tho ancunts ccmmittod aro dopcoitod in tho Dank of Brazil, Sal­

vador (NOr$23,25l.82) and lank of State cf Bahia, Salvador (ITCr$...
 

13,862.15) for final paynont on construction rf Bnrroiro dam upon
 

complotion, as por contract.
 

In addition, USAID! contributod 42,563 notric tons of Titlo II, 

PoL. 480 FFP corncditins for paymcnt in kind of no naro than frty 
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(40) por oont of projoct labor costs, as callod for undor tho agroo­

mont. This was actually part of tho "Work 51ront Progran - NV". 

D. CONTRACT :DnGAVI PROC7DUR S 

Yo bidding procoduros woro followod in rolation to ccnstruc­

tion of oithor tho Focanbo and Barroiro dams. In liou thoroof two
 

"orncranda of Undorstanding" woro signod botwoon tho Stato and
 

"MOSAMA - Organization fcr Soii Prosorvation, Wator and Agrioulturo
 

Moohanizaticn. Thoso documonts cbligatod tho construction company
 

to follow (I) approvod onginooring plans and budgots, (2) tochr.ical
 

standards as rocommondod by the Brazilian Association of Technical
 

Standards, and (3) to carry out projoct sito distribution of FP
 

commoditios rmndo availablo fcr part paymont of labor costs. Do­

parturo frcm tho usual bidding practicos was justifiod by Stato
 

officials by tho fact that 2COSANA wad a mixod company, actually
 

playing tho rolo of Stato %ginooring Agoncy. Tho docunonts woro
 

roviowoa and approvod by tho USAID/B tochiician assigned to tho
 

projoct.
 

T. R:1PORTTIT, ACCOUNTTIM' .M'D SUYDm- AUDITITG PR(C11-UT S 

1. Row°c ting
 

Tho Stato failod tr rospond in a natisfaotrry rmnnor te 

ropcrting roquironontn no sot fcrth undor tho agrolnont. Only cc­

casic.n.lly hao thn ocnntructicn corpany nubnittcd to USAID ropott 

cr, conntructic-n prc(rA1D. A "final rc.pcrt" cn th,. ccnstructicn cf 

!Yccanbr dam wan cr.riplotod in fctbrr l966, apprroinatoly sovon noathn 

ftor conploticn of construction.
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R1COrn1Dt.ATIO! No. 3 

Tho Northoast :Anginooring, Industry and
 

Natural Resourcos Division (ITEMIN) should
 

require the Stato to render appropriate
 

reports as callod for under Section IV (B)
 

of the Projoct Agrootiont,
 

2. Accounting
 

The State was able to furnish us with the basic data
 

rolatod to roloaso of projoct funds. By contrast, tho construc­

tion conpany was not in position to satisfactorily moot some of our
 

information requests, for oxample, on FFP comnoditios receiving and
 

dis tribution.
 

3. SUD :. Auditing Procedures 

In addition to technical assistanco and supervision to this 

progrni, SUDME agreed to exorcise control over accounting, appli­

cation of rosourcos, inspection and ovaluntion of results. To found, 

howovor, that SUD1T7 Xid not receive any financ'al and/or construe­

tton roorts eithor fron the State or froni thre construction company. 

Consequently, its auditing function was not oexorcisod beforo this
 

joint audit now porfnrnod. A projeot site inspection, hcwovor, was 

made by SUDITP!onginor in June 1967. Ris roeport was not submittod 

to thi USAID.
 

F. PUBLICITY .117) "AlRYINO 

Somo publicity was convoyed by tho prons when the project was
 

launchod. In addition, a notion picturo on project aotivitios was
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producod with projoct funds, Signs with tho AFP "torch" and
 

"hand olasp" crmblor.s woro oroctod at tho projoot oitos.
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MRIBIT I 

RBSPONSIBLI AI.D. OFFICIALS - USAID/BRAZIL
 

ENGIN73-RINGO INDUSTRY AND NATURAL 

1. 	 1r. A.W. Huseby 
Chief, N"37IN 

2. 	Mr. Harold H. Weiland
 
Chief, NEIN 


3. 	Mr. George Hargreaves
 
Chief, !fR-NEEIN 


4. 	Mr. Jack Sparks
 
Chief, W!T-N!IN 


5. j-r.Chris Christenson
 
Chief, W-1rIN 


FOOD FO P,EACECFFIC: (NuFFPO) 

1. r. 'Tilliam D. Bair 
FFP Cfficer 


2. 	1r. Robert M. Standley
 
FFP Officer 


TECHIICIAN ASSIGN-) TO THI POJ-'('.T ­

1. Mlr. Paulo A. Sd 


RrSOUCT'PS DIVISION (Nr 1 IN) 

From To 

Up to February 1965
 

Since February 1965 to date
 

Up to June 15, 1965
 

June 16, 1965 February 8, 1966
 

August 16, 1966 to the present
 

Up to !hay23, 1967
 

Since August 7, 1967
 

USMID/B/JAC 

Up to the present
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SUTARY OF ROMTP77TDATIOITS 

-XHIBIT B 

N, 

I 

or 

The Northeast Tnginooring, Industry and Natural 

Pago 

Resources Division (IEMIl) should roquost the State 

to innediatoly establish with Contractors, in a forn 

acceptable to USAID/B a construction schedule to re­

pair Barroiro dam and accelerate its complotion. 7 

2 Tho Northeast Associate Director's Office (mAD) 

eithor (a) request SUD7T to deposit NCr$100,O00 

of CONTA.P funds toward dam construction in Bahia, 

or (b) discontinue tho project and arrange to al­

locate CONTAP funds to another dovolcpmont aroa. 8 

3 The Northoast Rnainooring, "2nduotry and Natural 

Resources Division (N-IN) should requiro the 

State to render appropriate reports as called 

for under Section IV (B) of the Project Agreement. 11 
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n'XIBIT C 
DISTRIBUTION OF 

R34PORT ON 7"XUINATION 
No. 5/69 COPY No. 

Minister Willian A. ,1lis, Director, United States Agency

for International Dovolopnont Mission to Brazil 
 1
 

DrHornan Klotno, Deputy Director (DDO.,) - USAID/B 2
 
Mr. Shepard J. Hollandor, Associato Diroctor(IAD) - USAID/B/NEAO 3 - 4
 
State Dcpartmont - The Honorablo J.K. Iansfiold, Inspector
 
Gonoral of Foroign Assistance (IGA) 
 5
 

State Department - Mr. Jack B. Iubish, Country Director -

Office of Brazil Affairs (ARA/BR) 6
 

AID/W - Tnuxoutivo Diroctor (ARA-LA/IIGT/&X) 7 -8 
AID/W - Office of tho Controllor, Audit Division (c/AiD) 9
 
USAID/Panaa - 1r. William F. I!agoo, Inspector in Charge


Inspections and Investigations Staff 
 10
 
Amorican rimbassy, Rio do Janoiro, Mr. Prank C. Carlucci,


Executive Officer (Ix;c) 
 11
 
USAID/B - offico of Assistant Director for Operations (ADOP) 12
 
USAID/B - Office of Assistant Director for Program (ADPR) 13
 
USAID/B -Office of Managoniont (AnI.G/'x'. ) 14
 
USAID/B - Office of Capital Dovelopment (ADOD) 15
 

16
USAID/B/N3AO - Capital Dovclop-iont Office (UEcD) 


USAID/B - Engineering and Natural Resources Office (sTRo) 17
 
USAID/B/N.%AO - Office of Enginooring, Industry and Natural
 

Resources (NvEIN) 
 18 - 19 
USAID/B - Office of Dovelopmont Planning (ADD?) 20
 
USAID/B - Food for Peace Office (FFPc) 
 21
 
USAID/B/NIAO - Pcod for Peace Offico (N2FOP0) 22
 
USAID/B = Director's Special Assistant (DSA) 23
 
USAID/B - Office of Special Assistant for Information (DSAI) 24
 
USAID/B/N74O - Program Staff (I-PS) 25
 
USAID/B - Office of the Controller (0oNT) 26
 
USAID/B/I7AO - Offico of the Controller (NECo) 27
 
USAID/B - Controller's Official File Copy 28 
USAID/B - Audit Division (COA ) 
 29- 34 

NOT : All audit work papers are attached to Copy No. 29 which is on file
in the Offico of the Controller, Audit Division (COAD), USAID/B. 
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