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AGWCY FOR INT-PRnATIONAL DEV-P3T 
UNIT.TD STATZS AI.D. MISSION TO BRAZIL 

Office of the Controller
 

December 11, 1967
 
TO THr,-Director if Vission
 

Minister Stuart H. Van Dyke
 

The Office of the Controller, Audit Division, has completed
 

an examination of the Grant Project Agreement, "Well Testing
 

Rehabilitation and Drilling 
- Northeast". 
This was the initial
 

audit performed of this activity and covered the period from May
 

30, 1964 through August 31, 1967.
 

The principal objective of the project was to provide potable
 

water through the rehabilitation of 864 wells throughout the
 

"Drouglit Polygon" of Northeast Brazil. 
A second objective was
 

to improvo and increase the drilling efficiency and upgrado tho
 

statistical data of the two most itportant drilling agencies in
 

the Northeast, the National Dopartmont for Work Against Drought
 

(DNOCS) and tho Northeast Company for ".xploration and Drilling
 

(cONTsP) (pp. 5-6)0
 
AID granted an amount not to exceed UUS291,5c'0 and NCrS3300l00
 

to DNOCS and CONlSP for contracting and/or procurement of (a) eight
 

specializod repair units, (b) equipment for adequate pumping tests
 

of completed wells, (o) spare parts to repair 80 DNOCS drilling rigs,
 

(d) two U.S. well drilling tochnicians, and (o) translation of well
 

drilling technical papors into tho Portuguoso language. 
SUDI" was
 

to coordinate the execution of this agrooment with DNOCS and CONlP
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which were to provide support assistance. On June 1, 1966, the
 

Council of the Alliance for Progress (CONTAP) granted an additional
 

NCr8500,OO0 to CONISP to procure basic equipment and parts needed
 

to continue its program of testing, well repair, and training. Total 

funding thus amounted to US$291,500 and NCrS830,100 (p. 6).
 

Our report on examination indicates that progress achieved to
 

date has not met projected goals. Out of the 864 inoperative wells
 

scheduled to be rehabilitated, only 349 had actually been restored.
 

According to reports on file, 65 drilling rigs were repaired, and
 

3,663 wells were inventoried in the area of the Drought P'olygon
 

(pp. 6-7). Some of the reasons for the slow progress in rohabili

tation can be attributed to (a) delay in submission of an ovorall
 

technical and financial plan, (b) 3razilian inflation, (c) delay in
 

roozuitoont of two U.S. technicians, (d) equipment design and manu

facturing probloms, (o) shipping difficulties, and (f) DNOCS's
 

organizational structure plus attendant budgetary limitations (p. 7).
 

On the positive side, two books pertaining to well drilling woro
 

translated into the Portuguose language and have boon ;rintod and dis

tributod. Two other books wore translated and are being printed (p.10).
 

Twonty-throe key officials of DNCCE and COM"ISP went on obsorvation and/or
 

training trips to the United States and Ioxico; their international tra

vel costs wore paid from the USAID/B Technical Assistance Cruzoiro Sup

port rund (p. 10).
 

A loan application for US$6,500,OOO to continue i on the proj-

Oct was submitted by DNOCS but was not approved by AID/if (pp. 10-11). 
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Cur roport oontains 3 rocommondations. The first doals with
 

obtaining a sottlomokit of 07,652,48 from tho General Sorvicos Admin

istration/Washington for supplios lost during ocoean froight (p#8);
 

the socond concorns tho improvomont of proporty rocords by DNOCS and
 

CONMOSP (p. 12), while the third makos noto of inadcquato marking and
 

AID-financod scientific oquipmont (p. 13).
 

R~bort B. Curtis
 
Controllor
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AGENCY FOR INT.. ,NATIONAL D]M,.0?MT 
UNIT.70 STATES A.I.D, VISSION TO BRAZIL 

RIPO'1T ON ,T/KAINATION
 

OF
 
GRANT PROJ!CT AGRr1T1,T No. 512-15-120-252.7
 

W.LL TESTING 2LIA2ILITATION AND -DRILLING NORTHEAST 

SECTION I - G.rN.rL 

A. ZURPOSE AIM SCOPE 

This was tho initial oxamination of tho Woll Tosting Rohabili

tation and Drilling Projoot, and covorod tho poriod from its incoption
 

on May 30, 1964 through August 31, 1967. 

Our oxamination covored tho roviow and ovaluation of accomplish

monts attainod undor this projoot by tho Work Against Drought (DNOCS)
 

and CCNPSP and tho oxamination of tho U.S. Tochnioians' assistanco 

rondorod to thoso two Agoncios undor this Projoct Agroomont (ProAg).
 

Our oxamination was made in acoordano 
with applicablo rogulations,
 

gonorally accoptod auditing standards and includod such additional
 

audit procoduros as wo folt nocossary undor tho circumstancos. Prior
 

to tho publication of this roport, it was roviowod by appropriato
 

USAID/B/VAO officials, USAID/B Offico of Technical 
,ooporation (ADTC),
 

Offico of Capital Dovolopmont and Industry (ADCD), and thoir oommonts
 

woro givon duo considoration in tho final vorsion,
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'Bs BACIYOROUND
 

Ono of tho GOD'S primary oonejrns ha boon to construct dams
 

and wator wells to minimitO tho offoots of drought on the pooplo of
 

Northeast Brazil whero th0 availability of veil water is a vital
 

element to human, livestock and crop survival and a critical factor
 

to the economic prosperity of the rogion.
 

In order to inoroaso the availability of water in the Northoast,
 

DNOCS and CON."SP, tho two most important drilling Aeonoios in tho
 

Northeast, entorod into a grant project aproomont with tho USAID/B
 

on May 30, 1964, as amondod, for a poriod of throo yonrs. 
 DNOCS is
 

the Brazilian Fodoral Agonoy constituted in 1904 to doal with tho
 

drought problems of the Northeast and possesses a float of approx

imatoly 170 cable-tool drilling rigs. CONWP, 
a subsidiary of SUD"Ir.,
 

founded in 1963 to develop and oxocuto a program of well drilling and
 

maintonanco in the Northuast, possesses 10 drilling rigs. 
Howover,
 

most of its functions aro porformod under contract by privato drill

ing companios.
 

C, PR0GIRA1 O.WnCTIVIS 

The main ProAg objootivo was to provide potable water through
 

tho rehabilitation of 864 idle wolls throughout the "Drought Polygon"
 

of Northeast Lrazil where more than 2,50C wells wore roportod as un

usod duo to various mochanical or goological failures. It also aimed
 

to improve and incroano tho drilling officioney and statistical data
 

of DNOCS and CONESPe
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AID gantod US1291,500 and NCr$330,lOO to DNOCS and CONMTSP for
 
contracting and/or procuromont of (a) eight spooinlizod ropair units,
 

(b) oquipmont for adequate pumping tosts of oomplotod volls, () spare
 

parts to ropair 80 DNOCS drilling rigs, (d) two U.S. Well Drilling
 

Toonnicians, and (o) translation of well drilling tochnical papors
 

into Portuguese. SUDE M was to coordinato the oxoution of this
 

agroomot with DNOCS and CONEST who in turn wore to provide support
 

assistancoo
 

On Juno 1, 1966, SUDRN70 COWSP, USAID/3, and the Tochnical Co

operation Council of the Alliance for Progross (CONTAP) grantod an
 

additional NCr$500gO0O to CONESP to onabl;: 
it to continuo !ts program
 

of tostingt wall ropairing, and training. CONTAP funds would be used
 

to prrouwo basic oquipmont and parts nooded for the ropair of idle
 

walls. Total contributions to tho projoct thus bocamo NCr$83(),100
 

and US$291,500.
 

S17CTION II - FINDINGS AND Rl3COIMU.MDATIONS 

A. PROGIP ACC(O!PLSMWITS 

Our examination indicated that projcot progress to date did not
 

moot projactod goals. This is ovidonood by the fact that out of 864
 

inoporativo wells scheduled to bo rohnbilitatod under this projoct,
 

only 349 wall. had boon restored, as relatod in ropnrts by DNOCS and
 

CONS.SP. DNOCS had the moro difficult task under its program to
 

clean and mako major ropairs and fit tho walls with hand pumps.DNOCS
 

rehabilitatod 154 rolls, but cnly 32 had boon fitted with hand pumps
 

for obtaining wator. CORMS! restored 195 wolls through -minor 
or major
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ropairs and such numbor of wolls rostorod can mainly bo attributod to
 

the oubetantial additional financial grant of NCrS500,OOO rooivad
 

by CONESP through CONTAP. According to roports on filo, DITOCS had
 

also ropairod 65 drilling rigs and invontoriod 3,663 wolls in the
 

area of tho Drnught Polygon.
 

Tho slow progross in rohabilitation can bo attributod to (1)
 

delay in submission of an"Ovorall Tochnical and Financial Plan",
 

(2) inflation in Brazil, (3) slownoss in rooruitmont of U.S. tech

nicians, (4) oquipmont doeign and manufacturing probloms, (5) shipping
 

difficultios, and (6) tho organizational structure of DNOCS plus at

tondant budgotary limitations.
 

I. ProJoct P1anning 

Tho project agroomont was ontorod into without an adoquato
 

"Cvorall Toohnioal and Financial Plan" which, according to Section 


.1.2 of tho agroomont, was to bo proparod prior to 
tho first roloaso of
 

local cuironcy. By tho tio a roalistic plan was proparod and sub

mittod to USAID/B in Fobruary 1965, approximatoly 9 months aftor sign

ing of tho agroomont, thoe.rapidly rising inflaticn in Brazil had 

drastically curtailed tho purchasing powor of tho funds obligatod in 

M.ay 1964. 

fright ropair units to bo manufacturod in Brazil woro originally
 

cntomplatod for this prcjoot. 
Twuunits, one oach to DNOCS and CONSP,
 

woro rocoivod fifteon months afto 
 tho start cf tho p-oJoct,and thro
 

units wore : 
)coivad by DNOCS somo twonty-nino nonths aftor tho start of
 

the projot. 
Bocauso of tho timo dolay in Brazilian manufaoturo, in

flation in Brazil roducod the funding availablo fur tho throo romaining
 

ropair units.
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2. Commodity Financing and Delivery
 

In April, 1966 $146,700 was paid'for the procurement in the 

UoS. of spare parts to repair 80 DNOCS drilling rigs under PIO/C No. 

40162. Our examination disclosed that $7,652.48 worth of spare parts 

were shipped on S.5. LML AIMS in October 1965 under this PIe/C, items
 

on Purchase Order DAIG.14/1Z 00972 dated December 21, 1964, although
 

paid for, were never received. During our examination and upon our
 

suggestion, USAID/B's Northeast %gineering, Industry and Natural
 

Resources Division (NEEIN) reported this shortage of commodities to
 

the General Services Administration (GSA/W) and a follow up was sent
 

on August 2, 1967. No reply had been received at the time of writing 

this report. 

RECOTIMNfATION No. 1 

That N7A0/r2EIN, it., collaboration with the NYAO 

.,ecutive Office, aggressively follow up and 

obtain a cettlement from GSA/Washington for 

missing supplies, valued at $7,652.48, pro

cured under P1O/C No. 40162, 

3. PIO Technicians
 

The project agreement provided for the services of two 

drilling teohrloians, one each for DNOCS and O(FS3. No evaluation 

of those technicians' performance or progress (Reports U-307 and 

U-510) had boon prepared by the MAO lontract 2presentatives since
 

their nomination to USAID/B on Septomber 16, 1965. 
 Both technicians 

wir.: employed undor porsonal service contracts, and governing m&nual 

orders relative to tho preparation of reports under personal service 
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contracts aro vaguo. Inasmuch as tho 2 toohnicians havo dopartod
 

the Ntssion and since we felt that liaison botwoon them and tho
 

Contract Roprosontativos was adcquato during tho past year, wo are
 

not recommending that Reports U-307 and U-510 be filed at this timo.
 

On July 3, 1965, AID/v'ontored into a two year contract with
 

li. Richard 3. 1rdman to provido toohnical assistanco to DNOCS in tho 

arose of (1) conducting on-tho-job training coursos, (2) evaluating 

equipmont and making rooommondations theroon, and (3) improving 

logistics and sdministrativo methods. Boforo completing his contract 

and loaving Arauil, tho Contractor had assistcd DNOCS In (1) tho dosign 

and tooting of tho repair units, wator toot unit and wator hand pumps, 

(2) repair of 65 drilling rigs, (3) dovolopment of a Manual of Oporations
 

for Drilling and Ilaintenanco, subsoquontly trunslatod into Portuguoso,
 

and (4) in tho conduct of 2 on-tho-job training coursos. The training
 

ooursos proved not to be the boot approach in training drillors due to
 

tho sizo of the aroa, tho lack of transportation within tho drilling
 

soctions, and tho status of oach DNOCS district which woro indopondont
 

ono from tho othor and usod thoir own methods of oporation. In Novombor
 

1966, a DNCCS technician was nominatod to tako ovor the 'ontraotor's
 

dutios at tho tormination of his contract.
 

On 1aroh 15, 1965 AID/.! ontored into a one yoar contract, sub

soquontly oxtondod for anothor year to ?'arch 31, 1967, with V °eRalph
 

do Dominicis. Tho Contractor had tho same rosponsibilities to CON".3r
 

as tho DITOCS Toohnicitin.
 

Tho Contractor has oollaboratod with CONSP through his oxtonsivo
 

travels to fiold oporations, training drillors in tho officiont operation
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of 	thoir maohinos and has givon conotruotivo suggostions on improving
 

administration and suporvision of field oporations.
 

4. 	Translation of Toohnical Papors
 

Tho ProAg, as amondod, providod N.'rS12,383.51 for tho purposo
 

of 	translating important toohnical papors not availablo in tho Portu

guoso languago portaining to woll drilling. As of August 311 1967 two
 

books had boon translatod, printod and distributod, and two othor books
 

woro alroady translatod and in tho procoess of boing printod. Duo to tho
 

difficultios of translation and finding porsonnol, this can bo con

sidorod good progriss for thin itom.
 

5. 	 Participant Training 

Tho projoct agroomont providod that USAID/B would dofray all
 

costs, oxcopt salary and intornptional travol oxponsos, for porsonnol
 

sooctod for training in tho U.S. or othor countrio3. Our roviow in

dicatod that 23 koy officials of DNOCS and CON1SP had boon soloctod
 

and sont on obsorvation and/or trainirng trips to tho U.S. and Yoxico.
 

Howovor. sinco DNOCS and CON'SP could nct dofray tho intornational
 

travl costs, USAID/B, with GOB conourronco, dofrayod thom from tho
 

Tochnical Ansintanco 1ruzoirr Support Fund. 
All 	roturnod participants
 

aro 	working with CONI'P and DNOCS. Thus, tho training rocoivod is boing
 

appliod to tho continuation of this projoct and will provido a broador
 

bass for furt0or training within tho 2 agoncioo
 

B, PROGfAI~N:TMS 
DNOCS USS6.500.OOO Loan Application to AID 

A loan application fo;'US'66050C,00 was submittod in lato 1965 to 

USAID/B. Loan funds roqunatod woro for tho purpoo of providing machinory 
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and 	oquipment as woll as toohnioal aesistnco in an offort to support
 

DNOCS Throo Yoar Plan (1966-1968) and to strongthon tho managomont
 

and 	a4dministrativo oapabilition of tho organiuation.
 

On January 27, 1966, USAID/B roquostod AID/'T for pormission to
 

conduct an intonsivo roviow of tho DNOCS application. Subsoquontly,
 

AID/lo rofusod tho intonnivo roviow roquost and thus offootivcly ro

fused tho loan. DIOCS was orally informod of this action in Pay 1967.
 

C. 	fl!PO!RTING
 

Tho ProAg provided for progross and financial roports to bo sub

mittod to SUDTfl and USAID/S by CONES' and DNOoS. CONTPSP submittod
 

such roports on a timoly basis and tho roports iforo quito oxplicit.
 

DNOCS was not consistont in submitting poriodic reports, howovor, this
 

situation improvod during tho lattor part of 1966 whon thoy submittod
 

activity and forocast roports which havo boon oonoistnt sinoo Octobor/
 

Ncvombor 1966o
 

D. 	FUNDIN1G SOJRC.S
 

Tho USAID/B, to implomont tho projoct, committod and disburood
 

tho following grant a ountn no of Auguat 31, 1967t 

OB)CT OMLIGAT.D DISBU, S D 03LIG T) DISBUfS71 

Rquiptiont from U.S. 8215,000 $170,727;52
 
Toch.Asaintanco 76,500 62,031.20
 
Equip. in Brazil
 
for DNOS 10234,352.73 Ir4233,675.23
 
Tuip. in Brazil
 
for ION SP 95,747.27 86,263.73
 

From CONTAP fund 
tc COW.'SP 500-00000 460,0000 

TOTAL S291,500 5232,758.72 te30,100.00 ?4779,938.96
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E, ACCOUNTING PROC.DURJS
 

4o roviowod tho CONMSP and DNOCS accounting prcooduros and
 

rocords insofar as thoy rolatod to tho projoet and,in our opinion,
 

thc boilcs and records maintainod woro in accordanco with sound ac

counting prinoiplos and practicos. Soparato accounts woro kopt in
 

both ontitios for tho Woll Tosting Rohabilitation and Drilling proj

oct.
 

?. PROPMTY RCORDS 

Our oxamination of tho proporty rocords of USAID/B grant ocuip

mont locally purchasod or importod from tho U.S. at CONUMP and 

DNOCS disclosod that although both Agoncios havo a good invontory 

rocord systoa., tho data on tho grant fundod oquipmont was incomploto 

with rospoot to costs. 

23COPMFMDATIOIT No. 2 

That to NEIT supply both CON.SP and DNOCS 

with cop'os of tho Rocoiving 2oports cf tho
 

USAID/B grant fundod oquipmont and roquost
 

thoso crganizations to koop acourats and 

comploto proporty rocords ospocially on tho
 

ncr-oxpondablo oquipnont.
 

Go ACCRUID I?TMRST ON USAID/B FUNDS 

Tho ProAg stipulatod that intorost oarnod on USAID/B funds
 

doponitod in a spocial account may, at tho discrotion of USAID/39
 

bo considorod as part of tho funds for tho project. Intorost
 

oarnod on USAID/B fund,- amountod to NCr'687.81 for DNCS and
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to Misoollanocus Rocoipts, This amount roprosontod a part of tho
 

NOrS687eol intorost oarnod an USAID/B funds.
 
Intorost carnod by CON"SP on USAID/B funds woro dopositod
 

by COITYSP in a "Spocial Account" in tho namo of tho A onoy for 

Intornational Dovolopmont with Banoo do Ncrdosto, flocifo, and tho
 

NKAO is taking tho nocossary stops to withdraw this amount from tho
 

bank.
 

H. PU13LICITY AND MKAI T 

Somo nowspapor and radio publicity had boon givon this projoot.
 

Hrwovor, this took placo primarily at timo of roloaso of funzvs by
 

USAID/Bo
 

During our fiold obsorvatiens, wo mado a physical chock of
 

oquipmont procurod with USAID/B grant funds and found that most of
 

tho sciontific oquipmont was not adequatoly narkod with AID and APP
 

embloms, as roquirod.
 

R"ACOI.UDATION Nc. 3 

That EMPAO/,TPIIT cbtain frcm In:,AO/Gonoral 

Sorvioos Offico docals and dolivor thon to
 

CONESP and DITOCS to mark all AID grant 

fundod sciontific oquipmont and follcw up 

to onsuro that such ombloms havo boon af

fixod. 
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1. ?!r. !.orton M. Vegol 	 Chiof, .TIWO Frem 11/20/64 to Prosent 

2. Mrs Harold He Woiland 	 Chiof, ITEIN i 9/25/64 to Prosont 

3. ?,r. Chris R.Christonson 	 Wfator Roscurcos 
Branch, FT'3IN and 
Contract Roproson
tativo I 9/16/66 to Prosont 

4. 	 Mro Carroll F. Wilcomb Wator Roscurcos 
Branoh, NTIN it 2/ 9/66 to 9/15/66 

5. 	tr. Jack L. Sparks ,lator Rosourcos 
Branch, NMIN it 6/15/65 to 2/8/66 

6. 	Yr. Gooreo He. argroavos Wator Roaturoos 
Branch, NOTIN if 3/3C-/65 to 6/14/65 

7. 	"r, John Lcegan Wator Roscuroos 
Branch, NIN , 5/30/64 to 3/29/65 
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Numbor Phio 

1 That NIPO/NIN, in collaboration with tho NADAO 

%coautivo Offico, aggrossivoly follow up and 

obtain a sottlomont from GSA/1lashington for 

missing supplios, valuod at $7,652.48, prc

ourod undor PIO/C Nc. 40162. 8 

2 That NP.AO/IEMIN supply both CONESP and DNOCS 

with nopios of tho Rooiving noports ef tho 

USAID/B grant fundod oquipnont and roquost 

theso organisations tc koop acourato and 

ocmploto prcporty rooords ospocially on tho 

ncn-oxpondablo oluipmont. 12 

3 That Nr'1O/NNEIN obtain from NMAO/Gonoral 

Sorvicos Offico docale and dolivor thom to 

CONRSP and DNOCS t'c mark all AID grant fundod 

sciontific oquipnont art follow up to onsuro 

that such onbloms havo boon affixod. 13 
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0011Y N2
 

Hinistor Stuart H, Van Dyko, Dirootor, 1,Titod Staton Agonoy
 
for Intornaticnal Dovolepmont .issicn to Brazil 1
 

State Dopartmont - Tho Honorablo J.,K 11ansfiold, Inspootcr
 

Stato Dopartnont - 1P..Jack B. Kubish, Country Director -


AID/W - looutivo Dirootcr (ARA-LA/YGT/ ) 6 

USAID/Panama - 11r. William 7. Magoo, Inspootor in Chargo,
 

USAID/B/EAO - Offico of &iginooring, Industry and Natural
 
Roscurcos ("Mair) 15 - 16
 

USAID/B - Audit Division (CC'AD) 24 - 28
 

1Vr, Hprian Kloino, Doputy Dirootor (DDO,) - USAID/D 2
 

Yr. S.J. Hollandor, Asecoiato Diroptpr (N.I AD) - USAID/B/N.0 3
 

Gonoral of Foroign Aesistanoo (IGA) 4
 

Office of Brazil Affairs (ARA/BR) 5
 

AID/W - Office cf tho Controllor, Audit Division (C/AUD) 8
 

Inspootions and Invostigations Staff , 9
 
American .%baeeyq Rio do Janoiro, Mr. Frank C, Carluoci,
 

ftooutivo Off4Cor (m Ic) 10
 

USAID/B - Offico of Tochnical "roporaticn (ADTC) 11
 

USATD/B - Offico of Tochnical Cocporation (DDTC) 12
 

USAID/B - Office of Yanagor ont (A1i3/G /,'G,) 13
 

USAID/B - Offioo of %nginooring and Natural Rosourcos (NRO) 14
 

USAID/.3/1A0 - Y'r. Chris H. Christonson - Contract Ropro
sontativo (NEIN) 17
 

USAID/B - Offico cf Capital Dovolopmnont and Industry (ADICD) 18
 

USAID/B - Offio cf Spocial Assistant for Tvaluatien (DSA;) 19
 

USAID/B - Offico of Spocial assistant for Information (DSAI) 20
 

USAID/B - Offico of tho Contrcllor (CONT) 21
 

USAID/b/N.0 - Offico cf tho Contrcllor (N'cO) 22
 

USAID/B - Controllor's Official Pilo Copy 23
 

NOTE: All audit wcrk papors aro attachod to Copy No. 24 which is on.
 

file in tho Offico cf tho Ccntrcllor, Audit Division (COAD), USAID/B°
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