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AGTNCY FPOR INTIZRNATIONAL DTVILOPI™NT
UNIT™D STAT™S A,I.D, MISSION TN BRAZIL
Cffice of the Controller

August 28, 1968

TC The Director of Mission

Yinister William A. 71llis

The Contreller's 0ffice, Audit Division, has completed an
audit of the project entitled, "Construction of Small Dams for
Drought Relief - Bahla", partially financed by release of P.L.
48¢, Title I former Soction 104 (e) grant funds in the amount
of NCr310C,C00. Although this USAID contribution was originally
intended to suppert construction of 16 small dams, only two dams
were constructed under the financing. Factors adversely affect-
ing projoct progress included inflation, delays in construction
work and lack of contractor's financial capability. None of the
SUDTNT (CONTAP funded) centribution of N3r$107,700 had besn ro-
leased to the project and & redotormination should bo made at
this time as to their planned uses. The audit report alse noted
that tho State of Bshia failued to respond in a satisfactory manner

to tho roporting requiromants as set forth undor the agrosment.,

/ :
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A NN ’(,(,( L PNA
Robort B. Curtis”

Ccntroller



AGENCY FOR INTERMATIONAL DREVFLOPMINT
UNITZD STATES AeI Ve MISSION TO BRAZIL

RIPORT ON ZRAMINATION
oF

CONSTRUCTION OF SMALL DAMS FOR DROUGHT RNLIEF - BARTA

STCTION I - GENERAL

SCOPZ AND PURPOS?

Wo havo oexaminad the projoct "Construction of Small Dams for
rought Rolief — Bahia". This was the initial examination of the

project and covored a poriod from Decomber 22, 1964 through Maroh
31, 1968,

Tho principal objectives of our examination woro to roview and
evaluate program implomentation as compared with tho objoctives
outlined in tho projoct agroemont and to dotermine the quality
and offoctiveness of financial and administrative managomont,

Our cxamination was mado in accordanco with genorally acoepted
auditing standards and includod such tosts of financial rooords,
inspoctions and discussions with USAID/3, SUD™M3Z, and Stato of-
ficials as wo considorod nocossary under tho circumstancos. Tho
audit was conductod jointly with SUDTNT auditors who aro issuing
thoir own roport.

Beforo finalisation, this roport wans roviowoed with appropriate
USAID/B officials in Rio and in tho Northoast Aroa Nffioo (NZAO).

This roport contains throo rocommondations for corroctivo action,
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B,  BACKGROUND
The State of Bahia is tho largost and most populous in tho
Northoast with 560,000 squaro kilemotors and ovor 5,000,000 poople,

Moro than sixty (60) por cont of its area is in tho so-callod
"Polygen of Drought". This rogion is poriodically affoctod by such
extromos as floods and droughts which ondangor tho livoes of both
human and livostock.

With approximatoly 70 por cont of tho Stato inhabitants
dopondont on agriculturc for their living, the availability of
impoundod wator is nocossary to tho oconomic dovolopment and welle
being of much of the human and livostock population. During tho
dry poriod, wator storoed in smell dame is noodod for tho vory main-
tonancc of lifec itsolf.

hilo hundrnds of small dams hnd alrcady boon construetod in

tho intorior, many important arcas still romain without rosorvoirs,

T+  PRCGRAM OBJZCTIV:IS

To alloviato tho situation outlincd abovo, tho Stato, in 1963,
initiatod studios for tho ostablishmont of & osmall dams construction
program, Out of approximatoly 10C projocts, 16 woro soloctod for
dotailod studios and planning by tho Stato with tho cecoporation of
National Dcpartmont for Works Against Droughta (DNOCS).

Sinco construction of thoso dams was considored vital and tho
Stato was unadlo to financo tho works from ite own rosoureos ,USAID/B
finanecing was sought through a formal proposal datod January 24,1964,
AID P.L, 480 Titlo I Soction 104 (o) grant cruzoiro funding of NCr§..
100,00C was subsoquontly agrood upon as tho USAID/E contribution un-

der a projoet agrromont datod Docombor 22, 1964,
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Tho agrcomont contomplatod tho construction of a maximum of
16 priority small dems adoquato for multiplo usago of storod wator.
Thoy woro to bo built in solectod arcas in ordcr to pormit futuro
cxpansion of tho program. Thoir plannod wator storago capacity

was 7,201,700 oubic motors,

SZCTICN IT - FINDINGS AND RICOMENDATIONS

A.  ZROGRAM ACCOMPLISHII™NTS

During tho 17 months that havo olapsod sinco tho incoption of
this program, only ono dam out of tho proposcd 16 has boon comploted,
4 sccend ono is approxinatoly 90 per ocont comploto, its construction
work boing about 17 months bchind schodulc duo to oxtondod stoppagoso.
Howovor, tho funds obligatod undor tho projoct agroomont, amounting
to NCr$1CC,CO0 which woro intondzd to support construction of 16
emell dams, havo alroady hoon oithor spont or committod to tho ocone
struction costs of thosa two (tho Yoocambo and Barroiro) dams. Both
dams arc locatod on public lands in tho county of “aculd, adbout 760
klms from Snlvador, thc Statc “apital and aro of tho homogoncous
compactcd oarthfill typo,

In torms of wator storagu, projoct pregrnsa could bo moasurod

as followo:
Plannod Wntor Storege

(Cubic Moturs) | Poroont
Programmod: 16 dams 1;201,100 100,0
Complotod: 1 dam (l‘ecamdo) 854,120 11.9
Undorway: 1 dam (Barroire) 669,120 9.3

Faotors advorsoly affocting projcet pregrons ineluded the

following:



l, Inflation. Duc to tho substantial timoc olapscd hotweon tho
first cost cstimato which was mado in 1953 and tho dato tho Agro0=-
nont was signod, i.0., Docombor 22, 1964, unit r:lcos wore signi-
ficantly affoctod by inflation. Tho original budgot for construc-
tion of 16 small dams bocamo unroalistic, Tor oxamplo, tho budgot
first¢ appreved for tho Moozmbo dom, which was basod on unit pricos
proveiling in 1964, had to bo noarly doubled by Soptombdor 1965 from
NCr$44,353.53 te NCr$80,216.87.

2, Dolays in Boginning of Construction Work. Scvoral months

olapsod boforo tho approval of SUDUNE was obtaincd for tho cnginoor-
ing plans which had boon workod out by tho Stato and DNOZS. Moroovor
construction work cn 'locambo &nd Barrciro dams did not start bofero
Yay and August 1965 rospoctivoly. Such dolays woro mainly duo to
tho fact that nono of tho 16 dams originally plannod by tho S*ato
geincd SUDTNT's approval. DProgram roplanning on tho basis of
SUNNE's tochnical edvico thon boeamo nceossary and, of courao, this
was timo consuming., Such roplanning includod "ocambo cnd Barroiro
dams whoso ongincoring plens woro ovontuclly approvod both by
SUD™N™ and US.ID/B.

J. Llack of Ccntraotor'e Finanscial Copability. Although tho toch-

nical oapability of tho Centractor's ongincors has not bdoon quostion-
od, thu Contracter's finaneirl limitations joopnrdizad projoct pro-
groso. TZxtondod halts in tho construction of Barrciro dam havo
ooourrod Jduc to tho Contreotor's inability to purchaso nocded fuol
osupplion and to pry tho onlaricn of workcro and othor ficld porson-

nol on n timoly basin., In apitc of tho fact that tho oconstruotion
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company was a mixcd ontity, with tho Stato holding 70 ror cont of

its capital stock, by tho middlo of 1967 it had roached o point

noar bankruptoy. Outstanding dcbts both with Social Wolfaro Agoncios
and local suppliors, amouritod to approximatcly NCr$120,000 and NCr$..
150,000 roaspoctivoly and scovoral ovorduo obligations wore thon pro-
tostod by croditors. By that timo, tho Barroiro dam was roportod

as complotod and, &s a rosult, tho company wrongfully obtainod from
tho Stato rolonso of projoct funds. This irrcgularity was subgo-
quontly corroctcd through rofund following jcint USAID/SUDEHH acticn.
Sinco Cotobor 1967 tho company has bocn under now managonont which is
oxorting cfforts to rostoro its financizl standing, but rosults ap-

poar tc bo limitcd thus far.

B,  PROGRAIY NTTDS

l. Barrcirn Dem

At tho tinmo of our roviow oxcavaticn of tho spillway was
undorway, but prograssing slowly. Tho USAID/B onginocr indicatod
that non-complotion of oarth compactation on both the up and down-
stroam slopos, ocouplod with tho absonco of ditchos on the abutmonts
to colloct water from tho hills, contributed to tho dovolopmont of n
sorious orosion procoss on both glopos cggravatod by hoavy rainfalls
that oceurrod in Docombor 1967. Tho USAID/B fiold onginocor roportod
thcre was ne immodinto risk of collapso, Hewavor, he cxprossod tho
opinion that ropair of cracks chculd bo complatod within thirty (30)
deya, ainco this rogion is nffoctod by floods,

Tho Contractor heon boon pald accerding to tho following schodulo:
5C por cont of total approvod budgot upon signaturc cof conatruction
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agroonont; 20 por cont upon porfermanco of half of construction
werk; tho romaining 30 por cont bocomos duc upen complotion of tho
dame Tho Stato was thoroforo rotaining in tho projcct bank account
in Salvedor, funds committcd for tho 30 prcer cont final poymont. lLc-
ccrding tc Stato and SUD™NT ongincors, this dam is alroady 90 por
cont complotod, but, duo te tho Centractor's inadogquato working
capital, furthor oxtonsivo delays in construction aro enticipatod

unloss scmo romedicl mcasuro is implomentod.

ROCOIMINDATION Noa. 1

The Northoast “nginooring, Industry and
Natural Rosourcos Mvisien (NZZIN) shculd
roquost tho Stato tc immcdiatoly ostablish
with Contractors, in a fern accoptadblo to
USAID/B a ccnstruction schodulo to ropair

Jerroiro dan and accclorato its complotion.

2. Nood for Additicnal Funds

As its contribution tc this progran, SUD™NT en Junc 1, 1966
through Rovisien No. 1 teo tho Agroomont, agrood to mako NCr$100,070
availadlo tc tho Stato cf Bahia from CONTAP funds. Tho scurco of tho
CONTA? funds was thc countorpart dopesits mado by tho GNB undor A.I.D.
Progran Leans. Tho final ceontributicn datc wes oxtondod frem Juno 20,
1966 to Juno 30, 1967. On Octcbor 12, 1967 Rovisicn Nc, 2 wes issuod
to (a) changa tho oxocuting agency from tho State to DNOCS, and (h)
tc oxtond tho final contributicn datc tc Octebor 12, 1969, Chango

of tha oxocuting ngoncy appoars to bo 2 sound corroctivo moasuro
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in viow of tho highly unsatisfactery progrosa at tho Barrcire dan
and also in viow of DNOCS's oxtonsive past oxporionco in dam cone
struction. Howovor, complction of Barroire dam romaincd undor
Statc rosponsibility.

Nono cf tho promisod SUDTNT (CONTAP) funds have boon roloasod
to this program, although this will not affoot the construction of
tho Barroiro dam, such funds having boon planncd for now construction,
However, 1t should be notod that tho CCNTAP contribution is signifi-
cant, anounting to ono-third cf the planncd USAID/Stato/SUDINT fie
nancing. Rocoipt of tho CONTAP funds weculd onablc further pregross
toward achiovomont ¢f pregram geals, now woofully shert cof pleannod
objoctivoss On thc cthor hand, if in tho judgnont of the USAID tho
progran should be discontinuzd or changed, plans could bo nadc to

onplcy tho agrccd N2r$1CC,CCC ZONTAT ccntridbuticn in scnc othor arca.

RZCOMMINDATION Nco. 2

Tho Merthoast Asscoiato Dirocter's Office (NTAD)
oithor (a) roquest SUD™ND to dopesit NCr$100,000
of CCUTAP funds toward dan construction in Behia,
or (b) discontinuc tho prcjcct and ariango to al-

locato CONTA? funds to ancthor dovolcpment oroa.

3. Danm Sizos
Our discussicn with SUDIND and USAID/B ong’isors invelvod
in this prcjoot ovokod from thom a mejority cpinion that both tho
iccembe and Barroire dans arc tco largo vhon human and livostcok

noods for wator cro tokon intc censidoration in tho sroas sorvod,
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Although criginal plans had hoon appreved by USAID/B and SUD™NTR
onginoors, tho lattor currontly fool that a constructicn plan
contonplating o sorios cf smallor and moro dissominatod dams night
bo noro ndvantagéous;

Although it is net cur intontion to mako eny roccmmondation on
this subjoct, it appoars that thoso viows dosorve censidoraticn by
tho apprepriato USAID/B officials in futuro planning and possidlo
onplocymont of SUDENT (CONTAP) funds fcr this prcjoct. (Soo elsc

roecnnondation No. 2 abevo).

C. FUNDING

USAID/B, tho Stato, and SUDENT havo agrood ¢c matoh funds in
tho amount of KNCr$100,000 oach frr this progran. USAID/B's contri-
buticn was originatod frem P.1,. 480 Titlo I Socticn 104 (o) grant.

Cbligations woro not by pertics cenecrnod as fcllows:

Ul
OBLIGAT™D  RILIASTD SROVIDZD  TXENDED  COMMITPTRD
NCr$ NCry N2rd NCrd Nerd
USAID/B 100,000 4.15 99,995.85 76,744.03 23,251,82
Stato 100,000 - 100,000,080  £6,137.85  13,862.15
SUDINT

(conrapr) 100,000 100,700,550 - - -

TCTAL 300,000 100,004.15 199,995.85 162,881.,88  37,113.97

Tho ancunts ccmmittod oro depesitod in tho Bonk cf Brazil, Sal-
vader (NCr$23,251.82) and 3Bank of Stato c¢f Bahie, Salvador (1Cr$e..
13,862.15) fer final paynont on ccnatruction eof Barrcire dan upon
cenplotion, as por contract.

In addition, USAID/B ccntributod 42,563 notric tons cf Titlo II,
P.L. 480 FFP cenmeditios for payment in kind of ne mero than forty
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(40) por oont of projoct laboer costs, as callod for undor tho agroo-

mont. This was actually part of tho "Work Front Progran - NTM,

De  CONTRACT AWARDING PROCEDURSS

Nc bidding proccduros woro follewod in rolation to censtruce
tion of oithor tho Moeanbe and Barroiro dams, In liocu tuorocof two
"Momeranda of Undorstanding! woro sigmod botwcon tho Stato and
ZNO0SAMA - Organization fcr Scil Prosorvation, Wator and Agriocul turo
Mochanizaticn. Thoso dooumonts cbligated the ceonstruction company
to follow (1) approvod onginocoring plans and budgots, (2) tochrical
standards as rocounondod by the Brazilian Association of Tcohnical
Standards, and (3) to carry cut projoct sito distribution of FFP
commcditics mndo availablo fer part paynont of laber costs, Do-
perturo frcm tho usual bidding practicos wes jus’iifiod by Stato
officials by tho fact that 2C0SAML wes a npixod cenpany, actually
pPlaying tho rolo of Stato ™ginocoring Agoncy. Tho docunonts woro
roviowoa and approvod Yy the USAID/B tochuician cssigned to tho

prcjoct.

Te  RIPCITING, ACCOUNTING AND SUD®N AUDITING PRCSIIDURTS
1, Rog-sting
Tho State fallod tc roopond in a sotisfactery nannor tc
roperting roquirenonts ao st ferth undor the agroomcnt. Only co-
enoicnnlly hag tho cenntructicn conpany nubnittcd te USAID roports
cr. conntructicn pregr.as. A "final ropert" c¢n th. ccnstructicn of
Meonnbe dam wan cenplotod in Cetr ber 1966, cpprexinatoly soven meathn

aftor cenplotien of ecnatruotien,
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RTCOIT'ZNDATION No, 3

Tho Northoaat “nginocring, Industry and
Natural Rosourcos Division (NETIN) should
roquirc tho Stato to ronder appropriato
roports as callod for undor Soction 1V (3B)

of tho Projoct Agroeonont,

2. Accountinﬁ
The Stato was able to furnish us with tho basic data

rolatod to roloase of projoct funds, By contrast, tho construc-
tion conpany was not in position to satisfactorily noot somo of our
infornation roquosts, for oxanplo, on FFP commoditios rocoiving and

distribution.

3o SUD:Z Auditing Procoduros

In addition to tochnical assistanco and suporvision to this
prograi, SUDENE agroocd to oxorciso control ovor accounting, appli=-
cation of roasourcos, inspocticn end ovaluntion of rosults, YWo feund,
howovor, that SUDITIT ¢id not rccoive any financ'al and/or construce
ticn roports cithor fron tho Stato or frai: the construction company.
Consocquontly, its auditirg function was not oxercisod boforo this
Joint audit now porfornods A project sito inspoction, hewover, was
nade by SUD™NF onginoor in Junoe 1967. His roport was not subnittod
to tho USAID.

Fs  PUBLICITY ‘I'D “ARKING

Sono publicity wan convoyod by tho press whon tho projoct was

launchod. In additien, a noticon picturc on projoct activitios was
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producod with projoct funds, Signs with tho AFP "tcrech" and

"hand clasp" cmblons woro oroctod at tho projocot sitos.



TKAIBIT 4

RESPONSIBL™ A,I.D, OFFICIALS - USAID/BRAZIL

ENGINEIRING, INDUSTRY AND NATURAL RTSOURCFS DIVISION (NTZ7IN)

Fron To

l, r. AV, Husoby

Chief, NETIN Up to February 1965
2. Yr. Harold H. Weiland

Chief, NEZIN Since February 1965 to date
3. Mr. George Hergreaves

Chief, WR=-NZEIN Up to June 15, 1965
4. Mr. Jack Sparks :

Chief, WR~NRETIN ° June 16, 1965 February 8, 1966
5¢ Yr. Thris Christenson

Chief, WR-NFRIN Adugust 16, 1966 to the present
FOOD FOR EBRACE OFFICT (N3IFFR0)
l, Yr, Yilliam D. Bair

FFP Cfficer Up to lay 23, 1967
2. TII‘. RodYert R, Standley

FFP Cfficer Since August 7, 1967

BCHNICIAN ASSIGNTD TC TH® PROJ™ST — USAID/B/NIAC

l. ¥r, Paulo A. 5S4 Up to the vresent

-13 -



Nunbor

1

TXHIBIT B

SUMPARY OF RICOMITMDATIONS

Tho Northoast ™gincoring, Industry and Natural

Rosourcos Division (NZEIN) should roquest tho Stato
to innodiatoly ostablish with Contractors, in a forn
accoptablo to USAID/B a construction schodulo tc ro-

pair Berroiro dan and accolorato its complotion,

Tho Northoast Associatc Dircctor's Office (NTAD)
oithor (a) roquest SUDT to doposit NCr$100,000
of CONTAP funds toward dam construction in Bahia,
or (b) discontinuc tho projoct and arrange to ale

locate CONTAP funds tc anothor dovolcpnont aroa.

The Nerthoast Enginooring, ‘ndustry and Natural
Rosourcos Division (NIMIN) should roquiro the
Stato to rondor appropriato roports as called

for undor Soction IV (B) of tho Project Agrecmont.

-4 -
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DXHIBIT C

DISTRIBUTION OF
RIPORT ON ZEXAMINATION

| Mo 5/69 COPY No.
¥inistor Willian A, ®llis, Diroctor, Unitod Statos Agoncy ’
for Intornational Davolopmont Mission to Brazil 1
Dr,Hornan Kloine, Doputy Diroctor (DDOM) - USAID/B 2

Mr. Shcpard J. Hollandor, Associato Diroctor(NEAD) - USAID/B/NEAC 3 - 4
Statc Departmont = Tho Honorablo J.K. lMansfiold, Inspcctor

Gonoral of Foroign Assistanco (IGA) 5
Stato Dopartnont - !*r, Jack B. Kubish, Country Dirocctor -

Officc of Brazil Affairs (ARA/BR) 6
AID/W - Zxooutivo Diroctor (ARA-LA/MGT/EX) 7-8
AID/W - Officc of the Controjlor, Audit Division (¢/AuD) 9
USAID/Panana - Vr. Willian F. l'agoo, Inspoctor in Chargo

Inspoctions and Invostigations Stoff _ lc
Anoricen Fmbessy, Ric de Janoiro, Mr. Prank C, Carlucei,

Sxocutivo Offiecr (7X3C) 11
USAID/B - Cffico of Assistant Diroctor for Oporations (ApoOP) 12
USAID/B - Offico of Assistant Dircetor for Progran (ADPR) 13
USAID/B =~ Offico of Manageuont (ADIG/HG™X/HMGHA 14
USAID/B - Offico of Capital Dovolopnent (ADCD) 15
USAID/B/NTIAO - Capitel Dovelopnont Office (WECD) 16
USAID/B - nginecoring and Natural Rosourcos Office (21RO) 17
USAID/B/NEAO - Office of ®nginooring, Industry and Natural

Rosourcos (NEEIN) 18 -~ 19
USAID/B - Offico of Dovolopnont Planning (ADDP) 20
USAID/B = Focd for Peacc Office (FFPC) 21
USAID/B/NZAO = Feod for Poace Cffico (NIFRRO) 22
USAID/B = Dirccter's Spocial Assistant (DSA) 23
USAID/B - Offico of Spocial Assistant for Information (DSAI) 24
USAID/B/NZAC - Progran Staff (NIPS) 25
USAID/B - Offico of tho Controllor (GONT) 26
USAID/B/IZAC - Offico of tho Centrollor (NTCC) 27
USAID/B - Contrcllor's Official Wilo Copy 28
USAID/B = Audit Division (GOLD) 29~ 34

NOTZ: All audit work papors aro attachod to Ccpy No. 29 which is en file
in the Offico of tho Controllor, Audit Divisicn (coap), USAID/B.
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