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INTRODUCTION

The state of Sao Paulo Science and Technology Developnent Loan
(No. 5l2..L-088) Y for $15 miliion was signed by the State of Sao Paulo and
A.I.D. on Mey 301 19730 Tha loan funde are te íinance the dollar costs of
technical assistance and tralning in support oí the Sao pa,ulo Science and
Technology Program. Thls program seeks to increase and broaden the use oí
technologlcal servicea by the industrial and agro-industrial communitiesj to
e~tend the scope oí technological services available; and to improve the
capabil1t1es of organizations that provide such services.

The Sao Paulo Program, with a total estimated cost ot $40.9 million
" including the loan amount, involves the development of a system by which

government resource allocations to science and technology are, to the extent
possible, based on the needs and opportunities of the market place. The
major components in the system are:

"

- Comprehensive technological pla.nning and programming of the state I s
sciance and technology activities.

- A Fund íor Scientific and TechnologicaJ. Developnent in the Sao Paulo
Development Bank through which low-interest, risk venture loana can
be made to industry and reaeareh institutes for engineering, develop

. ment, product designll market ana1yses a.nd research.

- A standards and quality assurance program coordinated with the Federal
Government to develop nome and standards and to establ1sh facilities
for product certification..

- Financia! incentives for researchera in the universitles and the
research institutiens te work With the private sector•

.. Aeademic couraes, seminars and workahops in researcb management,
marketing" quallty control" informatlon sciences, and agriculture,
and industrial engineering to meet private sector needa •

.. An extansion program througn which the facilities and capabilities
oí the s;y: tern. ca.n be provided to meet the demand tor technology which
exista in the prlvate settor and assist other state governments,
universlties, und resea.ren institutiona identit,y and tmprove the
supply oí t.~chnt.. ':Jgy for i:ldustl"'J and agro... industry.

The AGl ..D. loWl portion ol thEl program encOOl.passes some oí the aboye
componente and tocuses on a combination ot instltutional and systems development.
'l'hese areas include: research pla.nning and management; in:f'ormation systems for
extens1on, marketing and reterence services; market research; technological
extension unitsj reference and testing !aboratorles; new technological
services; and coordination and resource allocation. To demonstrate to

1/ Project No. 512-21-270-;19.
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industry and researeh institutes the value oí the systems being developed~

demonstration projects are to be undertaken in two priority sectors: food
teehnology and metallurgyo Teehnological facilities vill respond to known
market needa to ahow that research and adoptive technology can improve the
production~ competitive poaition~ and profits of Brazilian industries and
provide higher quality, lower costa producta to consumers.

The Sao FauIo state Council oí Technology is responsible íor the exeeution
of the programo Other involved major state supported institutions incIude:
the Institute of Teehnological Researeh; the Institute oí Food Technology;
and the University of Sao Paulo.

The basie purpose oí our examination was to review the overall aspeeta oí
the Sao Paulo Program, with primary emphasis on the A.I.D. loan portion~ to
determine that the exeeuting agency was effectiveJ.y utilizing the resoureea
made available to accamplish the stated objectives. other purposes were to
evaluate the effectiveness oí the financial and administrative management oí
the loan and the extent of complianee with A.loD. pelicies, regulations and
procedures.

SUMMARY

The Sao Paulo Program, still in ita initial phases~ ia basically progressing
as contemplated. It appears to be a ~ic program being conducted under
capable leadership.

The loan element oí the program can be considered as generally on course.
We did note, however, certain conditions warranting the tmmediate attention
of USAID management. These conditlons are summarized beloy along with
aceampa.n:ying recommendations:

- A need exista to coordlnate eertain research activities planned
under the Food Technology Demonstration Project with similar
activities being conducted under the USAID Agricultural Research
Projeet.. Loan No. 512-1-0770 We have recomm.ended tha.t effective
coordination be established among the concerned partiese
(Sea PPo 4 to 6)0

- Semi-~n~'~l independent audit reporta have not been aubmitted as
requirer1 . AccordingJ.y, it was reeOlm'l.Emded that a request be made
oí the State Colme!l to insure compliance with this loan provision.
(See }ro .. 6)0

3TATEMElIl"'T OF FINDINGS AND RECOMMENDATIONS

Implementation Progresa

Tbe sio Paulo Program" wh1eh 113 being bu1lt on the existing infrastructure
in sao FauIo, appears to be a dynamic ende&vor under responaible leadershipo
The program, still in ita early stages l 1s progressing about as planned.
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Camprehensive technological planning and programming of activities by
the State Council are increasingly being based on the surveys of research
institutions which has enabled it te determine institutional capabilities
so that eventually' research institutions and private industry may be more
closely integrated.

The Fund for Scientific and Technological Develcpment has provided
financlng for research and engineering projects and for research facilities
to enhance the usage of Brazilian expertise to solve industry problems.
Almost all of the cruzeiro equivalent of $13,769,000 Y in the Fund has been
committed. Forty contracta ha.ve been executed for the equivalent of $6,024,000
and the State Council has allocated the equivalent of nearly $6,885,000 to
research instituteR for acquisition of equipment and improvement of facilities.
Since the initial capital of the Fund is almost fUlly cammitted, the State of
Sao Paulo 18 negotiating another loan with the Fede~~l Planning Ministry to
increase the Fund to the equivalent of $22,923,00021 for operations in 1975-76G

Exten8ion activities premisa to further identif,r the demand for technology
which exists in the private sector and which can be met through contracta with
research institutions.

The A.I.D. loan supported element of the aboye program can be considered
generally on course. As of July 31, 1974, a total of $3,129,738 had been
committed and $269,375 had been disbursed, leaving an uncommitted balance of
$11,870,262. As planned, five contracta bave been awarded to U.S. institutions
by the State Council to previde the needed technical assistance and training.
Pertinent contract data la as follows:

Contract
Date

7-16-73

1-15-74

3-28-74

4· 1-74

5-30-74

Contractor

Denver Research
Institute
Vanderbilt University

Consortium for the
Developnent of
Technology

Stanford Research
Institute

Masaachusetta Institute
of Teehnology

Area

Metallurgy

Management

Food Technology

Marketing

Scienee Policy

Contract
Amount

$ 626,,295

224,664

1,970,,078

308,,701

354,,243

;

i
!

Our review of documentation in the project files and interviews with State
Council and research institution off1cials confirmed that the services provided
to date by the aboye contraetors have been satisfactory.

y Exchs.nge rate of Cr$5.81 to US$1000
~ Exchange rate ol Cr$6.98 to US$l.OO
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In the research planning and management area, both long and short-term

eonsultants have assisted the management of the State Council in defining
the structure and responsibilities of its various divisionso Assistance has
also been given to the University of Sao Paulo in developnent of the curriculum
in research management and in the management organization of the Faculty of
Econamics and Administration ..

A contractor has not yet been selected to develop an information system to
provide data on technolngical and market trends for the research institutes,
private sector, and planners at tbe State Council.. Camponents of the system
will include: industrial technologicaJ. information; patento information;
agriculturaJ. information; and damestic and foreign information, including data
on organizations and services availableo

Marketing surveys are in procesa to determine the research capabilities
of the more than 100 research institutes within tbe state for more effective
interaction between industry and the instituteso Marketing modela are being
developed for varioua aize existing research institutionso

The establishment of a system for standardiza.tion and quality assurance
in which both the lnstitutes of Technological Research and Food Technology will
be involved has been delayed.. This de1&y la attributable to extensive negoti
ations with the UoS .. Natlonal Bureau oí' Standards to arrive at an acceptab1e
agreement o However, the agreement 18 expected to be signed in the near futurelO

The Loan Agreement provides for approximately 75 man..years of services by
post-doctoral fellowa through the University oí Sao Baulo aystemo These
servicea are to asaist in developing new specialized fields, modernizing
curricula and strengthening the variouB departments involved including engi
neering, agricultural engineering and management. The preciae areas of study
are yet to be determined and the mechanism for obtaining post-doctoral fe110ws
has not yet been establisheñ. ..

Demonstration projects are underway in designated priority seetora: tood
technology and metallurgy. In the nsar future" it ia expeeted tbat the !atter
project will be able to demonstrate to industry explosive cladding and forming
in a new facility const~lcteJ for thia purpose~

Cond1tions which we ~~lieve deserve the ~lediate attention of the USAID
'L."e described below witn < '~("I"rlpa,nying recommend6l.tions"

.~ination Q! Rese6l.r~h Ac~!YJ~ies

An ettactive mea~3 oí coordination needs to be established between the
interested parties regarding certain researeh activities planned under the
Meat Sub-project ot the Food Technology Demonstration Project and similar
activities being conducted under the National Cattle Research Project financed
by Loan No .. 512-1-077, Agricultura.l Researc~o----
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The Meat Sub-project, fundad by Loan No. 512-1-088, i8 to include, among
others, research activities in the following areas: dry season íeeding;
grasa-legume pastures; íorage digestibility tests oí genetic materials;
:improvement of cattle througb selection and cross-breeding; cattle management;
and diseaae identiflcation. Technical assistance in this area la to be
fUrnlshed to the Institute of Food Technology over a 5-year perlod by the
aíorementioned consortium, representing a group oí U.S. universities, through
a contract dated March 28, 1974 with the State Couneil. This contract covera
only tbe initial two years oí the assistance. To date, only minimal short
term consulting services have been furnished under the contracto The activi
ties are to be conducted at the Institute and also at the Animal Husbandry,
Agronomy, a.nd Biological Institutes within the State oí sao Faulo.

Under Loan Noo 512-L-077, AoloD. iB assisting the Government of Brazil in
plannlng and adminlstering a 1arge-sca.le national agricultural research programo
Included in this program, administered by the Brazilian Campany íor Agricultural
Research are certa.in priorlty research areas, among which 18 the Cattle Research
Project. Current sub-projects under thls latter project include: cattle
productlon; forage improvement; forage production, management a.n.d conservation;
pasture establishment and management; and animal nutrttion. The Company has
a contract with'the Universlty oí Florida to provide the required assistanceo
The activities are being conducted at the National Center for Cattle Research
in Brasilia, and in the State of Rio de Ja.n.eiro.

The total estimated cost involved under each oí the projects was not
readlly ascertainable; however, it i6 rather substantiaJ.. '!'he activities
are planned to be conducted through April 30, 1978 for the Meat Sub-project
and through June 30, 1976 tor the Cattle Research Project.

As indicated aboye, the research activitles involved under the sub-projects
of the two respecti/e projects are similar in nature. Thia ls not meant to
imply that these activities are necessari¡Y duplicative of each other. For
exam.ple,¡l the area.sof the COWi.try, the breada of cattle" and the types oí
grasses are different. Nevertheless, the possibility exista that analogous
activities may be conducted with a resultant inefíicient utilization oí
resourcea.

At presento the two projects are operating independently of each other
""'~nce a means '. affectiva coordination has not been esta.blished by the USAID.
~f~ ia primarily be~ause the r~sponsibility for monitoring the activities
~.ler each of tl1e:'d.nS la Ve~1'tf el in different USAID offices o Activities

baye on1y recent1y commenced under the Meat Sub-project, so Uttle, ií anything,
has been lost at this stage.

In our o~Áuion, efrective coordination oí the research activities between
the two respective projects would greatly enhance the possibility of achieving
the rlesired results under each and allow for a more eíficient use oí resourceso
This could preclude p possible near duplication of efforts and provide for the
exchange of valuable informa.tion ..

- 5 -
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Reeommendation No.. 1

That the USAID" in conjunction with the
interested parties J establish effective
coordination between research activities
planned under the Meat Sub-project of
Loan No .. 512-L-088 and similar activities
being conducted under the catt1e Researeh
Project of Loan No .. 512-1.-077.,

Auditing Requlrements

A1though semi-a.nnual independent audit reporta relating to the financial
and progresa aspects oí the progr&l1, including the loan" are required by
Seetion 4.. 09 oí the Loan Agreement and Implementation Letter No. 1" none have
been reeeived by the USAID.

In accordance with the aboye legal instrumenta" the Sao Faulo State
Secrete.ry oí Finance and PJ.annlng assigned en auditor" in July 1973, to audit
the books and records related to the project ma,lntained by the state Council ..
In August 1973, the state Council project coordinator advised the USAID of the
intended scope oí Bueh audita and that they would be earried out semi-annually ..

Contractual a.ctivities under the program began with a 1etter of intent"
dated in Ju1y 1973, to contraet with the Denver Researeh Institute.. The
Conditlons Precedent were met on November 1, 1973. Therefore" using these two
dates e.nd allow1ng, in each casep the required additional 60 ~s for submission
oí' the audit report to the USAID¡ the initial report should have been received
between the end oí March and June 30" 1974.. However, as of August 311 1974Jl
the USA!D had not received the report covering initial program activities~

In our opinion, the USAID should have established a íir.m date tor initial
audit reporting purposes in order to aflaure complianee with this importa.nt
provision.. However, this was not done ..

. . ,- - .
These audita represent an important ~em.ent t.ool for the state Council ib:1

addition to enhaneing the U8AID i s effect1ve monitoring of the loan.. Hence,
complianee Bith this proviaion should be enforced ..

That the ,ISAID v queat the stete Council
'Co lnsure comp:;;'iance with the semi...a.nnual
~ndependent audit report provision es...
t ',J ished by Section 4,,09 of the Loan
Agreem.ent and Implementation Letter No .. l.
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BACKGROUND~

Background

Tbe development of scientii'ic and technolog1.cal reaeal'ch in Bra.zil has
greatly lagged behind the gromo oí 'tihe eco.!o.m;y in general and oí' its industJ:Y
in particular~ Nearly all of the technology absorbed by industr,y and other
segmenta of the productive system has been imported and will likely to be so
for some time to come" .Moreover" such techi::i.ology has been incorporated into
the productive system with little adaptationo

Also" little progresa has been ma.de in the Brazilian production oí' new
techniques required for industrial grol~ho Thus the procesa oí' technological
change in the Brazilian econoIDJI" haB not bsen paralleled by deve1opm.ent oí an
intern.e.l capacity for generating technical lmow:Ledge" In other words,
Brazillan lndustry has been dependent tor technical changes upon the resulta
for research developnent s:roro81.d ~

Stal'!ting in 1968J) the Brazi.lian Government decided to undertake a coord1=
nated ef'fort to improve the situation of' sciancs and technology in Brazil with
a definition oí a national policy and the establishment of priorities and
programs in this area"

In ita First Nationa1 Economic and Social Developnent Plan (1912-74);
under caption: "Acceleratlon of Scientif'ic and Social Developnent", the
govermnent established ita strategy tm-rard adapting importad technology to
BrazU's specific requirements (e"gQI ind,..U~tryDs competitive capa.city and
employm.ent)" and developing the countl"y'S ability to meet ita mm scientific
and teehnical needs"

In Dacember 1911, tl1e USAID receivcd eln of't'icial request from the Governor
of the State of Sao PaulOI th~ most highlJr industrialized sta;te in Brazil, for
a loan to help f~.nance i ts Selence and Technolo&rJ Developnent Programe The
loan was eubsequent.ly authorized; in the eunou:nt oi $15 millionJ/ by AID/Washingto.n
on Februa.:ry 27, 1973" 'l'he Loan Agreem.ent W'aS signad on Mayo 30, 1913"

Tbe State of St10 Paulo has tue largest; $d.Jld probably the most advanced
p;¡;'oi'easiona.l ma:-''00~lj'er base l:!nd the technolog1ce.l infrastructure iJil Latin
. ·erir:a,.. The 1.ocus oí the pI"ogrs~u h sáo FauIo, however, tbe services will
be a.va.ilable and Ul:V J Brazil-wid!3 o

A d..:scrl1-~':" 'f' E;;:"'I,ch o:f the majol~ st(j,te .tLtStitutions invo.lved in the
program follo'W'a in the succeeding paragrepns"

The State C' ,'.lctl ie chaired by tbe state Secretary oí Economy a.nd Pla.nn:L¡1g"
It was eatablisned in August 1971 witb responsib11ity tor eetting state policles
in industrialp agricultura! and b1o~medical technologies and coordinating the
researeh activities ol &11 public reaearch instttutions as well a.s of private
institut10ns receiv:-ng state financial aasistanceG Tbe Council; &ssiated by a
management. group" 18 to se!'1¡e as the cont;rol o.ud coordination canter for the
program, including the administration of A0I~D~ loan fUnds&



The Institute oí Technological Reseerch reporta to the Governor through
the President of the Administrative Councile It ls the leading industrial
research instltute in Bra~ilo The Instltute has the responsibility to
provide raseareh and technical assistance to private industry and government
enterprise in the State oí Sao Pauloe It also provides assistanee in other
regions oí Bradl.

The Institute oí Food Technology is respensible to the State Secretary of
Agriculture. It prometes reaearch and application of new techniques in
preparation, storage, processing, packing3 distributiou; and uti1ization of
foodstuffs. The Institute also cooperates with universities in the tralning
oí tood technology specif.l.lists arad in tne training oí middle...level tecbnicians.
Other aetivities include: the trainil1g oí industl""j' persolm.el, atudents and
graduates; and the a.dvia~.ng of oi'fid.a.l credit institutiol'lS oí' food industry
projects~

The University oí Sao paulo represen~a one oí the beat all-around universi~

ties in Brazil. A number oí research instttutions are a.ssociated ,qith the
University. There are,; howeverp 'í'íeak Bpots 't'l'ithin some oí the major depal:~tIllents
involving scienes and technologyo It also suffers; as do most universities in
BrazilD from. lack of involvement in rllarket oriented research.. The sio Paulo
Program, with the assistance of the University's leaderahipa i8 designed to
eliminate the wewt areas and to concentrate more on the needs of the market"

The Sao Paulo Developnent Bank began. operations ear1;y in 1971. Ita capital
stock ot a'bout $23 miliion is 98 perCe¡!lt owned by the state of Sao Pau1o~ Ita
operations are dlvided into three broad a~ea~~ rural credit, industrial financingp
and the financing oí services includ1n~ 8 1¿rveysp feas1bility studies and raseareh ..
In March 1972, the Fund for Seientific aud Technological Developnent was es~

tablished within the Bank with an in:1tial capital oí' the cruzeiro equivalent oí
$13,769,0000 Half oí' thilll ar.1Ount came í'rOU'J. the govel"mllent and balt' from the
stateo Through the Fund, lo~~interestp riak venture loana are mada te industry
and researcll :1.nstitutes.. Applications for these loans are first funneled
threugh the State Council tor review prior te their submission to the Banko

TOe Brazi1 Resi:~ncy of the Area Auditor Generalp Latin America, has
~erfor.med an exam.in~ ~ion of the state of Sao Paulo Science and Techno10gy
""elopment Loan (r : 12·· L· 0813) o 1'lus ;,vas the !:'irst Bueh examination and

covered the perlod " "l the inception. oí the 101:.0 on Muy 30.11 1973 through
Aug~t 31.• 1:-74. r:'he audit \Vas perfon'1ed fl'om(June 24.11 1974 thl"ough
SeptE,nber 27, 1974~ .

Our examin.a.ticp ~.,a~ made :tn aCCOl~dMce ~Jith general,J..y accepted auditing
standards and accordingly included Gl1Ch tests oí the Borrowerl~ financia1
records and loan rel.atad dOCumE'lltS} 1nsl'ec:!,ioilS¡ anO. discussions as were
considerad necessary in the cirCillástancesG Sita visita were mada to the State
Couneil¡ and to th~ lnstitutes oí Technological Research and Food Technology in
the Sao Paulo areau



We dld not examine the fina.ncial records maintained by the contractors
employed by the Borrower sinee the racaras are generally maintained at the
contractora' m.a.in offices in the U"S" and are subject to audit by the
Borrower and the Office of the Auditor General, AID/Washingtono
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EXHIBIT A

Distribution oí Repo~

Mr. Marvin Weissman, Mission Director, USAID/Brazil ••••••••••••• 6

state Department - Inspector General oí Foreign
Assistance (laA) •• eQo ••••••• ~.o~.o •• e •• $o •• o •••••••••••••••••• 1

state Department - Country Director - affice of
Brazil Affairs (ARA-LA/BR) •••••••••••••••••••••••••••••••••••• 1

AID/W - Executive Director (ARA-LA/MGT/EX) •••••••••••••••••••••• 1

AID/W - Orrice oí Program O~~rations (LA/OENS) •••••••••••••••••• 1

I
l.

AID/W - Orfice of Audit (AG/AUD) ·u ••• OG.~ •• ; ••• O ••••••••• ~ •••••• 9 •

AID/W - Operations Appraisal Staff (AG/OAG) • ,' •••• lO.. •••• •• •••••• 1

AID/W - Orrice of Inspections and Investigations (AG/IIS) ••••••• 1

africe oí the Area Auditor General, Latin Americe
(AAG/LA) - Miami O ••••••• OO~ ••••••••••• 8 ••••••••••••••••••• a ••• 1
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