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AGINCY FOR INTERNATIONAL DEVRELOPMENT
UNITED STATES A.7.D. MISSION TC BRAZIL
Office of the Controller

December 11, 1967
T0 THE Director »f Mission
liinister Stuart H, Van Dyke

The Offico of the Controller, Audit Division, has completed
an examination of the Orant Project Agreement, "Well Tosting
Rohabilitation and Drilling - Northeast", This was the initial
audit porformed of this activity and covered the period from May
30, 1964 through August 31, 1967,

;:: principal cbjective of the project was to provide potadle
wvater through tho rohabilitation of 864 wolls throughout the
"Drought Polygon" of Northoast Brazil. A sacond objoctivo was
to improvo and increaso the drilling efficiency and upgzrade tho
statistical data of tho two most itiportant drilling agoncies in
the Northeast, tho National Dopartmont for Work Against Nrought
(DNOCS) and the Northoast Company for Mxploration and Drilling
(conasP) (ppe 5-6).

AID grantod an amount not to excood US$291,5C0 and NOr$330,100
to DNOCS and CONZISP for contracting and/or proourement of (a) eight
spocialigod ropair unite, (v) oquipmont for adoquate pumping tests
of completod wolls, (o) sparo parts to ropair 80 DNOCS drilling rigs,
() two U.S. well drilling tocknicians, and (¢) translation of woll
drilling tochnical papors into tho Portuguoso languago, SUDENT was
to coordinato tho exocution of thias agrooment with DNOCS and CONESP
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whick were to provide support assistanco. On June 1, 1966, the
Council of the Alliance for Progress (CONTAP) granted an additional
NCr$500,000 to CONESP to prooure basic equipment and parts needed
to continue its program of testing, well ropair, and training. Total
funding thus amounted to US$291,500 and NCr$830,100 (p. 6).

Our report on examination indicates that progress achieved to
dato has not met projected goals, Out ﬂﬁc;%g 864 inoperative wells
scheduled to be rohabilitated, only 349 had actually been restored,
Acoording to roports on file, 65 drilling rigs were repaired, and
3,663 wells wero invontoriod in the area of the Drought Folygon
(pps 6-7). Some of the reasons for the slow progress in rohabili-
tation can bo atiridutod to (a) delay in submission of an ovorall,
toohnical and financial plan, (b) Bragilian inflation, (c¢) delay in
rooruitnont of two U.S. tochnicians, (d) equipmont design and manu-
facturing problcms, (o) shipping difficulties, and (f) DNOCS's
organizaticnal structuro plus attendant budgotary limitations (p. 7).

On the positive sido, two books portaining to woll drilling wore
translated into the Portuguoso languagc and have boon printed and dis-
tributod. Two othor hooks worc translatod and aro boing printed (p.10).
Twonty-throo key officials of DNCCS and CONTSP wont on obsorvation and/or
training {rips to tho Unitod Statns and lloxico; thoir intornational tra-
vol coste wero paid from the USAID/B Toohnical Assistance Crugoiro Sup~
port Tund (p. 10J.

A loan applicetion for US$6,500,000 to continuo *zik on the proj-
oot was submittod by DNCCS but was not approved by AIL/W (pp. 10-11);
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Cur roport oontains 3 rocommondations. The first doals with
obtaining a sottlomout of §7,652.48 from thovGoneral Sorvicos Admin-
istration/Washington for suppliocs lost duriﬁg.ocean froight (p.8);
the socond concorns tho improvomont of proporty rocords by DNOCS and
CONESP (p. 12), while the third makos note of inadoquato marking and

AID=financod sciontifis oquipmont (p. 13).

!
i

’ £t '“ F ot

Robert B. Curtis
Controllor



AGENCY FOR INTERNATIONAL DEVAELOPIIENT
UNITED STATTS A.I,D. NMISSION 70 BRAZIL

RBPORT ON FXAMINATION
or
GRANT PROJECT AGREDIMTNT No. 512=15=120=252,7
WELL TESTING RTHABILITATION AND DRILLING - NORTHEAST

SECTION I - GFNERAL

A, PURPOSE ANT SCOPE

This was tho initial oxamination of the Woll Tosting Rohobili=
tation and Drilling Projoct, and covorod tho poriod from its incoption
on Yay 20, 1964 through August 31, 1967,

Cur oxamination covored tho roviow and ovaluation of acocomplish-
monts attainod undor this projoot by tho Work Against Drought (DNOCS)
and CONTSP and tho oxamination of tho U,S, Technioians' assistanco
rondored to thoso two Agoncios under this Projoct Agroomont (ProAg).
Our oxamination was made in accordanco with applicabdlo rogulations,
gororally acecpted auditing standards and ineludod such additional
audit procodurcs as wo folt nocoesary undor tho circumstanqoa. Prior
to tho publication of this roport, it was roviowod by appropriato
USAID/B/NTAO officials, USAID/B Offico of Tochnical Cooporation (ADTC),
Offico of Capital Dovolopmont and Industry (ADCD), and thoir commonts

woro givon duo considoration in tho final vorsion.
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B  BACKGROUND

Ono of tho GOB's primary concurns has bdoon to construot dams
and wator wolls to minimigo tho offacts of drought on tho pooplo of
Northeast Bragil whero tho availability of well u;tor is 2 vital
elomont to human, livestock and orop survival and a critioal factor
to tho oconomic prosperity of tho rogion.

In ordor to inocroaso tho availlability of wator in *+ho Northoast,
DNOCS and CONTSP, the two most important drilling Aconcios in tho
Northoast, ontorod into a grant projoct agrooment with tho USAID/B
on May 30, 1964, as amoniod, for a poriod of throo yoars. DNOCS is
tho Bragilian Fodoral Agoncy constitutoed in 1904 to doal with tho
drought prbbloms of tho Northoast and posscesos a floot of approx-
imatoly 170 cabdlo=tool driiling rigs. CONTWSF, a subsidiary of SUDTNT,
founded in 1963 to dovolop and oxocuto a program of woll drilling and
maintonanco in tho Northuast, possossos 10 drilling rigs. Howover,
most of its functions ero porformod undor centraet by privato drill-

ing companios,

C.  PROGIAY CBIZCTIVTS

Tho main ProAg objoctivo was to provido petablo wator through
tho rohadbilitation of 864 1d1o wolls throughout tho "Dreught Polygon"
cf Northcast Lragil whore mero than 2,50C wells woro ropertod as un-
usod duc tc various mochanieal or goological failuroe. It also aimod
to improvo and inerocaso tho drilling officionoy and statistiecal data
of DNCCS and CONESP,
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AID grantod US$291,500 and NCr$330,100 to DNOCS and CONISP for
contracting and/cr procuromont of (a) oight sposinlizod ropair units,
() oquipmont for adoquato pumping tosts of complotod wolls, (e¢) sparo
parts to ropair 80 DNOCS drilling rigs, (4) twe U.S. Woll Drilling
Tooanicians, and (o) translation of woll drilling tochnical papors
into Portuguosc., SUDENT was to coordinato the oxocution of this
agrcomont with DNOCS and CONEST who in turn woro to provido support
assistanco,

On Juno 1, 1966, SUDENZ, CONTSP, USAID/B, and tho Toohnical Co=-
oporation Council of tho illianco for Progross (CONTAP) grantod an
additional NCr$500,000 tc CONESP to onabl:. it %o ccntinuo its progrem
of tosting, woll ropairing, and training, CONTAP funds would bo usod
to precuro basic oquipmont end parts nsodod for tho rarair of idlo
wolls. Total eontributions tc tho projoct thus boeamo NCr$830,100

and US§291,500,

STCTION IT -~ FINDINGS AND RECOI'MENDATIONS

A.  PROGRAM ACCOMPLISHN TS

Our oxamination indicatod that projoot pregross to dato did not
moot projcoctod goals. This is ovidoncod by tho fact that out of 864
inoporative wolla schodulod to bo rohabilitatoc undor this projoot,
only 349 wells had doon restorod, as rolatod in roperts by DNOCS and
CONESP. DNOCS had tho mero difficult task undor its program to
cloan and mako mejor ropairs and fit tho wolls with hand pumps.DNOCS
rchabilitatod 154 wolls, but cnly 32 had boon fittod wiih hand pumps
fer obtaining wator, CONTSP roatoroé 195 wolls through minor or major
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ropairs and such numbor of wolls rostorod can mainly bo attridbutod to
tho subetantial additional financial grant of NCr$500,000 rocoivad
by CCNESP through CONTAP, According to roperts on filo, DNOCS had
glso ropairod 65 drilling rigs and invontoriod 3,663 wolls in tho
aroa of tho Drecught Pclygen,

Tho slow progross in rohabilitation can bo attributod %o (1)
dolay in submission cf an"Ovorall Tochnical and FinanoiallP}un",
(2) inflation in Brazil, (3) slownoss in rooruitmont of U.S. toch=
nicians, (4) oquipmont docign and menufacturing prodblcms, (5) shipping
difficultios, and (6) tho organigational structurc of DNOCS pluy ate
tondant budgotary limitaticns.

1. Projoect Planning

Tho projoct agroomont was ontorod intc witheut on adoquato
"Cvorall Tochnical and Financial Plan" which, acccrding tc Scotion IV
4.2 of tho agroomont, was to bo proparod prier to tho first rolcaso of
local cua~concy. 3By tho timo a roalistio plan was proparod and sub-
mitted to USAID/B in Fobruary 1965, approximntoly 9 months aftor sign-
ing of tho agroomont, théprapidly rising inflaticn in Bragil nad
drastically curtailcd ¢ho purchasing powsr of tho funds obligatod in
May 1964,

Pight ropair units to bo manufacturod in Bragil woro criginelly
contomplatod for this prcjooct. Twe units, onc cach to DNOCS and CONTSP,
woro rocoivod fiftcon menths aftor tho start cf tho prcjoct,and throo
units worc »scoived by DNOCS somo twonty-nino nonths aftor tho atart of
tho projoot. Bocauso ¢f tho timo dolay in Bragzilian manufacturo, in-

flaticn in B?azil roducod tho funding availatlo fur tho throo romaining

ropair units,
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2. Oommoditx Finanoing and Doliverx

In April, 1966 $146,70C was padd’for the proecurement in th?
U.S. of apare parts to repair 80 DNOCS drillipg rigs under PIO/C No.
40162, Our examination disclosed that $7,652.48 worth of spare parts
were shipped on S.S, VAL AIRTS in October 1965 under this PIO/C, items
on Purchase Order DAIG.14/IX 00972 dated Desember 21, 1964, although
paid for, were never received, During our oxamination and upon our
suggestion, USAID/B'; Northeast ™gineering, Industry and Natural
Resources Division (NEEIN) reported this shortage of commodities to
tho General Servicea Administration (GSA/W) and a follow up was sent
on August 2, 1967. No reply had boon received at the time of writing

this report.

RECOI'T'TNDATION No, 1

That NTAO/NTEIN, ir collaboration with the NIAO
Txecutive Office, aggressively follow up and
obtain a cottloment from GSA/Washington for
missing supplies, valuod at $7,652.48, pro-

cured under PIO/% No., 40162,
3. PIO Technicians

The projoct agroement provided for tho mervices of two
drilling techricians, one each for DNOCS and CONWSP, lo evaluation
of thoso techniciana' performance or progross (Reports U-3C7 and
U=510) had boon prepared by tho NZTAD Zontract Dopresentatives sinco
thoir nomination to USAID/B on Septembor 16, 1965, Both technicians
w2r: employed undor porsonal sorvice contracts, and govorning manual

orders rolative to tho preparation of reports undor porsonal sorvice
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oontracts aro vaguo, Inasmuch as tho 2 tochnicians havo dopartnd
the Mission and since we folt that liaison botwoon thom and tho
Contract Roproscntatives was adoquato during tho past yoar, wo aro
not rocommonding that Roports U=30T7 and U=510 be filod at this timo.

On July 3, 1965, AID/Y ontored into a two ycar contract with
Mr. Richard B. Irdman to provido tochnical assistanco to DNOCS in tho
aroas of (1) conducting on-tho=-job training coursocs, (2) ovaluating
oquipmont and making rocommondations thoroon, and (3) improving
logistics and edministrativo mothods. Boforo comploting his contract
and loaving ®ragil, tho Contractor had assistcd DNOCS in (1) tho dosign
and toating of tho repair units, wator tost unit and wator hand pumps,
(2) repair of 65 drilling rigs, (3) dovolopmont of a Menual of Oporations
for Drilling and Maintonanco, subsoquontly trunslatod into Portujuoso,
and (4) in tho conduct of 2 on=tho=job training coursos. Thc training
oourses proved not to bo the bosi approach in training drillors due to
tho sizo o tho aroa, tho lack of transportation within tho drilling
scctions, and tho status of oach DNOCS district which woro indopondont
ono from tho othor and usod thoir owm mothods of oporation. In Novombor
1966, a DNCCS tochnician was nominatod to tako ovor tho Zontractor's
dutios at thc tormination of his contract.

On Yarch 15, 1965 AID/W cntored into a onc yoar oontract, sub-
scquontly oxtondod for anothor yoar to !'arch 31, 1967, with "r. Ralph
do Dominicis. Tho Contractor had thc samo rospornsibilitios to CONTSP
as tho DNOCS Tochnicinn,

Tho Contractor has collaboratod with CONISZ through his oxtonsivo
travols to fiold oporations, training drillors in tho officiont oporation
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of thoir machincs and has givon constructivo suggoations on improving

administration and suporvision of fiold oporations,

4. Translation of Tochnical Papors
Tho ProAg, as amondod, providod N2r$12,383,51 for tho purpoac

of translating important tochniecal papors ?ot availablo in tho Portue
guoso languago portaining to woll drilling. As of August 31, 1967 two
books had boon translatod, printod and distributod, and two othor books
woro alroady translatod and in tho procoss of bdoing printcd. Duo to tho
difficultios of translation and finding porsonnol, this can bdo oon-

sidorod good prograss for this itom,

5. FParticipant Training

Tho projcot agrcomont providod that USAID/B would dofray all
ooats, oxcopt salary and intornntional travol oxponsos, for porsonnol
so)octod for training in tho U,S. or othor countrios., Our roviow ine
dicatod that 23 koy officials of DNNCS and CONTSP had boon solostod
and sont on obsorvation and/or trainii.g trips to tho U,S., and Moxico.
Howovor, sinco DNOCS and CON:ISP could not dofray tho intornational
travol costs, USAID/B, with GOB concurronco, dofrayod thom from tho
Tochnical Aspistanco “rugoire Support Fund., 411 roturncd participants
aro working with CONESP and DNOCS3. Thus, tho training rocoivod is boing
appliod to tho continuation of this projoct and will provido a dbroador
baso for furthror training within tho 2 agonciong,

B.  PROGRA! NT7DS

DNOCS US!G.QC0.000 Loan Application to AID

A loan applieation foir US%6,50C,000 was submittod in lato 1965 to
USAID/B. Loan funds roquostod woro fdr tho purposo ¢f providing mnochinory
- 10 -
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and oquipmont as wcll as tochnical assietance in an offort to support
DNOCS Threo Yoar Plan (1966-1968) and to strongthon tho managomont
and administrativo capabilition of tho orgonisation.

On Jonuary 27, 1966, USAID/B roquostod AID/Y fer pormission to
conduct an intonsivo roviow of tho DNOCS application. Subasoquontly,
AID/Y rofused tho intonsivo roviow roqueat and thus offootivcly ro-
fusod tho lean. INGCS was orally informcd of this action in lay 1967.
C.  REPORTING

Tho ProAg providcd for orogross and financial roports tc bo sub-
mittod to SUDTNE and USAID/B by CONESP and DNOTS, CONNSP submittod
such roports cn a timely basis and tho roports woro quito oxplicit.
DNOCS was not consistont in cubmitting poriodic roports, howovor, this
situntion improvod during tho lattor part of 1966 wion thoy submittod
activity and forocnst roporta which havo boon consistont sinco Octobor/
Novombor 1966,

D, FUNDING SOJRCZS

Tho USAID/B, to implomont tho prcjoct, committod and disburacd

tho following grant amcunts as of August 31, 1967:

ORTCT OBLIGAT™D DISBURST™D  OBLIGAT™D DISBUNSTD
Fquipuont from U.S. $215,000 $170,727.52
Toch.Aasistanco 76,500 62,031,20
Fquip. in Broeil

for DNOTS Nr234,352,73 Nr$233,675.23
™uip. in Brazsil ’

for ZONISP 95,747.27 86,263.7)
From CONTAP fund ‘

tc CONTSP ~ 500,000,00 460,000,00

TOTAL $291,500 $232,758.72 MB30,100,00 Nr5779,938.96

-----R-----'1--.-----.-.----.---------u----.----.-.-
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E. ACCOUNTING PROCTDUR:IS

Wo roviowod tho CONWSP and DNOCS accounting prccoduros and
rocords insofar as thoy rolated to tho projoct and,in cur opinion,
the hooks and rccords maintainod wero in accordanco with sound ac-
counting principlos and practicos, Soparato accounts woro kopt in
both ontitios for tho Woll Tosting Rohabilitation end Drilling proj-
octe.

F, PROPERTY RECORDS

Our oxamination of thc proporty rocords of USAID/B grent oquip=-
mont locally purchascd or imported from tho U.,S. at CONTSP and
DNOCS discleosod that although both Agoncios havo a good invontory
rocerd systoa, tho date on tho gront fundod oquipmont was incomploto
with rospcect tc costs, | |

RECONITINDATION Ne, 2

That tio NEEIN supply both CONZISP and DNOCS
with cop’os of tho Rocoiving laoports cof tho
USAID/B grant fundcd oquipmont and roquost
thosc crganigations tc koop ccourats and

ccmploto preporty rocords ospocially on tho

ncn=oxpondable oquipmont,

G. ACCRUZID INTTRFST ON USAID/B FUNDS

Tho ProAg stipulatod that intorost carnod on USAID/B funds
doposited in a spocinl acocount may, at tho discroticn cof USAID/B,
bo concidorod as part of tho funds focr tho projoct, Intoroat

oarnod on USAID/B fundr amountod to NCr%687.81 for DNC3S and
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to Misoollancous Rocoipts. This amount roproscntod a part of tho
NCr$667.01 intorost ozrnod on USAID/B funds.

Intorost carnod by CONTISP on USAID/B funds woro dopositod
by CONUSP in a "Spocial Acocount" in tho namc of tho Agoney for
Intornational Dovolopmont with Banco do Ncrdesto, Racifo, and tho
NTAO is taking tho nocossary stops to withdraw this amount from tho
bank, |
H, PUBLICITY AND MARKING

Somo nowspapor and radic publicity had bdoon givon this projoct.
Hewovor, this tock placo primarily at timo of roloaso of funis by
USAID/B.

During our fiold obsorvaticns, wo mndc u physical chock of
oquipmont procurod with USAID/B grant funds and found thet most of
tho sciontific oquipmont was not adogquatoly narkod with AID and AFP

onbloms, as required.

RECONMANDATION Ne. 3

That NBAO/NIEIN cbtain frem N32AC/Gonoral
Sorvices Cffico docals and doliver thom to
CONESP and DNOCS to mark all AID grant
fundcd scicntific oquipmont and follew up
to onsurc that such ombloms havo boon af-

fixod,
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Numbor

Pago
That NRAO/NERIN, in collaboration with tho Ni2AO

Exonutivo Offico, aggrossivoly follow up and
obtain a sottlomont from GSA/Yashington for
miesing supplios, valucd at $7,652.48, prc=-
ourod undor PIO/C Nc. 40162, 8

That NEAO/NETIN eupply both CONEBSP and DNOCS
with ropios cf tho Roociving Roporte ef tho
USAID/B grant funded oquipment and roquost
theso organigations ¢c koop acococurato and
ccmploto prcporty rocords ospocially en tho

nen-oxpordeblo oquipment, 12

That NTAO/NZEIN obtain from NRAC/Gonoral
Sorvicos Offico doocals and dolivor thom to
CONRESP and DNCCS tc mark all AID grant fundod
soiontific oquipnont arl follow up to onsuro

that such omblcms havo boon affixzod. 13
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- NGe 13/00

Ministor Stuart H, Van Dyko, Dirooter, ‘mitod Statos Agonoy
for Intornaticnal Dovolopmont Missicn tc Brasgil

¥r, Horman Kloino, Doputy Diroctor (DDON) = USAID/®
¥r. S.J. Hollandor, Asscoiato Diroptor (N:AD) - USAID/BAAIMAO

Stato Dopartnont - Tho Honorabdlo J.K, Yansfiold, Inspoctcr
Gonoral of Foroign Ascistanco (IGA)

Stato Dopartmont - Mr, Jack B. Kubish, Country Diroctor =
Offico of Brasil Affairs (ARA/BR)

AID/M = Mxocutive Dircotcr (ARA=LA/MGT/EX)
AID/Y = Officc cf tho Controllor, Audit Division (C/AUD)

USAID/Panama - lNr., William P, Magoo, Inspoctcr in Chargo,
Inspootions and Invostigations Staff ,

Amorican Wnbassy, Rio do Janociro, Mr, Frank C, Carlucci,
Exooutive Officoer (WX7C)

USAID/B « Offico of Tochnical Croporaticn (ADTC)

USAID/B = Officc ef Tochnical Cocporation (DDTC)

USAID/B = Officc of Managomont (ADYG/NGEX/MGIA)

USAID/B = Offico of Pnginooring and Natural Rosourcos (ENRO)

USAID/B/NEAO - Offico of Enginocring, Industry and Natural
Roscurcos (NEZIN) )

USAID/B/N®AC = Mr. Chris W, Christonson = Centract Ropro-
sontativo (NERIN)

USAID/B = Cffico of Capital Dovolopmont and Industry (ADSD)
USAID/B - Officc cf Spooial Assistant for Wvaluaticn (DSAT)
USAID/B = Offico of Spceial Lepistant for Infermaticn (DSAI)
USAID/B = 0ffico of tho “entrcllor (CONT)

USAID/B/NTLO - Cffico cf tho Contrcllor (NTICO)

USAID/B = Ccntrollor's Official Filo Copy

USAID/B = Audit Division (CCAD)
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NOTE: 411 audit wcrk papors aro attachod tc Copy No. 24 which is on,
filo in tho Offico cf tho Ccntrcllor, Audit Divisicn (COAD), USAID/B,



