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INTRODUCTION

The State of S8o Paulo Science and Technology Development Loan
(No. 512-L-088) 1/ for $15 million was signed by the State of S&o Paulo and
A.I.D. on Mey 30, 1973. The loan funds are to finance the dollar costs of
technical assistance and training in support of the S&8c Paulo Science and
Technology Progrem. This program seeks to increase and broaden the use of
technological services by the industrial and agro-industriel communities; to
extend the scope of technological services available; and to improve the
capabilitvies of organizations that provide such services.

The S8o Paulo Program, with a total estimated cost of $4#0.9 million
.- including the loan amount, involves the development of a system by which
govermment regource 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:
- Comprehensgive technological planning and programming of the state's
science and technology activities.

- A Fund for Scientific and Technologicel Development in the Sao Paulo
Develomment Bank through which low-interest, risk venture loans can
be made to industry and research institutes for engineering, develop-

" ment, product design, merket analyses and research.

- A standards and quallty essurence program coordinated with the Federal
Goverrment to develop norms and standerds and to establish facilities
for product certification.

= Finenciel incentives for researchers in the universities and the
regsearch institutions to work with the private sector.

= Academic courses, seminars and workshops in research management,
marketing, quality control, informetion sciences, and agriculture,
and industrial engineering to meet private sector needs.

- An extension program through which the facilities and capabilities
of the gy tem can be provided to meet the demand for technology which
exists in the private sector and assist other state govermments,
universitiss and research institutions identify and improve the
supply of techac. agy for iadustry end szgro-industry.

The A.i.D. lown portion of the program encoapasses some of the above
components and focuses on & combination of institutional and systems develomment.
These areas include: research plemming and wmanagement; Information systems for
extension, marketing and reference services; market research; technological
extension unilts; reference and testing laboratories; new technological
services; and coordimation end resocurce allocation. To demonstrate to

1/ Project Nos 512-21-270-319.
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industry and research institutes the value of the systems beling developed,
demonstration projects are to be undertaken in two priority sectors: food
technology and metallurgy. Technological facilities will respond to known
market needs to show that research and adoptive technology can improve the
production, competitive position, and profits of Brazilian industries and
provide higher quality, lower costs products to consumers.

The S8o Paulo State Council of Technology is responsible for the execution
of the program. Other involved major state supported institutions include:
the Institute of Technological Research; the Institute of Food Technology;
and the University of S&o Paulo.

The basic purpose of our examination was to review the oversll aspects of
the S8o Paulo Program, with primary emphasis on the A.I.D. loan portion, to
determine that the executing agency was effectively utilizing the resources
made available to accamplish the stated objectives. Other purposes were to
evaluate the effectiveness of the financial and administrative management of
the loan and the extent of compliance with A.I.D. policies, regulations and
procedures.

SUMMARY

The S@o Paulo Program, still in its initial phases, is basically progressing

as contemplated. It appears to be a dynemic program being conducted under
capable leadership.

The loan element of the program can be considered as generally on course,
We did note, however, certain conditions warrventing the immediate attention
of USAID mansgement. These conditions are summarized below along with
accompanying recommendations:

-~ A need exists to coordinate certain research activities planned
under the Food Technology Demonstretion Project with similar
activities being conducted under the USAID Agricultural Research
Project, Loan No. 512=1~077. We have recommended that effective
coordination be established smong the concerned parties.

(See PDho k to 6)0

~ Semi=-un~ al independent sudit reports have not been submitted as

required.  Accordingly, it was recommepded thet a request be made
of the State Council to insure compliance with this loasn provision.
(See pﬂo 6)»

STATEMENT OF FINDINGS AND RECOMMENDATIONS

Implementation Progress

The 830 Peulo Program, which is being built on the existing infrastructure
in Sao Paulo, appears to be a dynamic endeavor under responsible leadership.
The program, still in its early stages, is progressing about as planned.

M2°



Comprehensive technological planning and programming of activities by
the State Council are increasingly being based on the surveys of research
institutions which has enabled it to determine institutional capabilities
so that eventually resesrch institutions and private industry may be more
closely integrated.

The Fund for Scientific and Technological Develcpment has provided
financing 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 2/ in the Fund has been
committed. Forty contracts have been executed for the equivalent of $6,024,000
and the State Council has allocated the equivalent of nearly $6,885,000 to
research institutes for acquisition of equipment and improvement of facilities.
Since the initial capital of the Fund is almost fully committed, the State of
Sao Paulo is negotiating another loan with the Federgl Planning Ministry to
increase the Fund to the equivalent of $22,923, 000 for operations in 1975-76.

Extension activities promise to further identify the demand for technology
which exists in the private sector and which can be met throuzh contracts with
research institutions.

The A.I.D. loan supported element of the above 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 contracts have been awarded to U.S. institutions
by the State Council to provide the needed technical assistance and training.
Pertinent contract date is as follows:

Contract Contrector Area Contract
Date Amount
T=16-T3 Denver Research Metallurgy $ 626,295
Institute
1-15-Th Venderbilt University Management 224, 664
3w2B-Th Consortium for the Food Technology 1,970,078
Development of
Technology
Yoo 1=T7h Stanford Research Marketing 308, 701
Institute
S=30=Th Massachusetts Institute Science Policy 354,243

of Technology

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

2/ Exchange rate of Cr§5.81 fo US$1.00
3/ Exchange rate of Cr$6.98 to US$1.00
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In the research planning and management area, both long and short-term
consultants have assisted the management of the State Council in defining
the structure and responsiblilities of its various divisions. Assistance has
also been given to the University of S@o Paulo in development of the curriculum
in research management and in the management organization of the Faculty of
Economics and Administration.

A contractor has not yet been selected to develop an information system to
provide data on technological and market trends for the research institutes,
private sector, and planners at the State Council. Components of the system
will include: industrial technological information; patent information;
agricultural information; and domestic and foreign information, including data
on organizations and services available.

Marketing surveys are in process to determine the research capabilities
of the more than 100 research institutes within the state for more effective
interaction between industry and the institutes. Marketing models are being
developed for various size existing research institutions.

The establishment of & system for stamdardization and quality assurance
in which both the Institutes of Technologicel Research and Food Technology will
be involved has been delayed. This delay 1a attributable to extensive negoti-
ations with the U.S. Natlional Bureau of Standards to arrive at an acceptable
agreement. However, the agreement 1s expected to be signed in the near future.

The Loan Agreement provides for approximetely 75 men-years of services by
post-doctoral fellows through the University of S8o Paulo system. These
services are to asasist in developing new gpecialized fields, modernizing
curricula and strengthening the various departments involved including engi-
neering, agricultural engineering and management. The precise areas of study
are yet to be determined and the mechanism for obtaining post-doctoral fellows
has not yet been established.

Demonstration projects are underway in designated priority sectors: food
technology and metallurgy. In the near future, it is expected that the latter
project will be able to demonstrate to industry explosive cladding and forming
in & new facility constructed for this purpose.

Conditions which we relieve deserve the imnediate attention of the USAID
sce degeribed below witn « »riponyling rvecommendatlions.

Coordination of Research Activiiies

An effective means of coordination needs to be established between the
interested parties regarding certain research activities planned under the
Meat Sub-project of the Food Technology Demonstration Project and similar
activities being conducted under the Nationasl Cattle Research Project financed
by Loan No. 512-L-077, Agricultural Researcho — -



The Meat Sub-project, funded by Loan No. 512-1-088, is to include, among
others, research activities in the following areas: dry season feeding;
grasgs-legume pastures; forage digestibility tests of genetic materials;
improvement of cattle through selection and cross-breeding; catile mansgement;
and disease identification. Technical assistance in this area is to be
furnished to the Institute of Food Technology over a 5-year period by the
aforementioned consortium, representing a group of U.S. universities, through
a contract dated March 28, 1974 with the State Council. This contract covers
only the initial two years of the assistance. To date, only minimal short-
term consulting sexrvices have been furnished under the contract. The activi=
ties are to be conducted at the Institute and also at the Animal Husbandry,
Agronomy, and Biological Institutes within the State of S8o Paulo.

Under Loan Noo., 512-L-077, A.I.D. is assisting the Govermment of Brazil in
planning and administering a large-scale national agricultural research program.
Included in this program, administered by the Brazilian Company for Agricultural
Research are certain priority research areas, emong which is the Cattle Research
Project. Current sub-projects under this latter project imclude: cattle
production; forege improvement; forage production, menagement and conservation;
pasture establishment and management; and enimal nutrition. The Company has
a contract with the University of Florida to provide the required assistance.

The activities are being conducted at the Natiomal Center for Cattle Research
in Brasilia, and in the State of Rio de Janeiro.

The total estimeted cost involved under each of the projects was not
readily ascertainable; however, it is rather substantial. The activities
are planned to be conducted through April 30, 1978 for the Meat Sub-project
and through June 30, 1976 for the Cattle Research Project.

As indiceted above, the research activities involved under the sub-projects
of the two respective projects are similar in nature, This is not meant to
imply that these activities are necessarily duplicative of each other. For
example, the areas of the cowatry, the breeds of cattle, and the types of
grasses are different. Nevertheless, the possibility exists that analogous
activities may be conducted with & resultent inefficient utilization of
resources.

At present, the two projects are operating independently of each other
~ince a means ~ . effective coordination has not been established by the USAID.
7¥3 1s primarily because the responsibility for ronitoring the activities
ey each of tne zans 1s vested in different USAID offices. Activities
have only recently commenced under the Meat Sub-project, so little, if anything,
haes been lost at this stage.

In our or.ialon, effective coordination of the research activities between
the two respsctive projects would greatly enhance the possibility of achieving
the desired results under each and allow for & more efficient use of resources.

This could preclude o possible near duplication of efforts and provide for the
exchange of valueble information.



Recommendation No. 1

That the USAID, in conjunction with the
interested parties, establish effective
coordination between research activities
planned under the Meat Sub-project of
Loen No. 512-L-088 and similar activities
being conducted under the Cattle Research
Project of Loan No. 512«I~077.

Auditing Requirements

Although semi-annuel independent audit reports relating to the financial
and progress aspects of the program, including the loan, are required by

Section 4,09 of the Loan Agreement and Implementation Letter No. 1, none have
been received by the USAID.

In eccordance with the zbove legal instruments, the S@o Paulo State
Secretary of Finance and Planning assigned ean sauditor, in July 1973; to audit
the books and records related to the project maintained by the State Council.
In August 1973, the State Council project coordinator advised the USAID of the
intended scope of such audits and that they would be carried out semi-annually.

Contractual activities under the program began with a letter of intent,
dated in July 1973, to contract with the Denver Research Institute. The
Conditions Precedent were met on Hovember 1, 1973. Therefore, using these two
dates and allowing, in each case, the required additional 60 days for submission
of the audit report to the USAID, the initial report should bave been received
between the end of March end June 30, 197h. However, as of August 31, 1974,
the USAID had not received the report covering initial program activities.

In our opinion, the USAID should have established a firm date for initial

audit reporting purposes in order to assure compliance with this important
provigion. However, this was not done.

These audits represent an im@ewt&ntAﬁénﬁgem@nt tool fbiﬁﬁﬁe State Council in
addition to enhancing the USAID's effective monitoring of the loen. Hence,
compliance with this provision should be enforced.

hecermendacion Ho. 2

That the JSAID v guest the State Council
w0 Insure compiiance with the semi-annual
*‘ndependent audit report provision ese

t "lished by Section 4,00 of the Loan
Agreement and Implementation Letter No. 1.



BACKGROUND AND SCOPE

Bacgground

The development of scientific and technological research in Brazil has
greatly lagged behind the growth of the eccnomy in general and of its industyry
in particular. Nearly all of the technology abzorbed by industry and other
segments of the productive system has been imported and will likely to be so
for some time to come. Moresover, such technology has been incorporated into
the productive system with little adapbation.

Also, little progress has been made in the Brazilian production of new
techniques required for industrizl growth. Thus the process of technological
chenge in the Brazilian economy has not been paralleled by development of an
internal capacity for gemerating technicel knowledge. In other words,
Brazilian industry hes been dependent for techmical changes upon the results
for research development abroad.

Starting in 1968, the Brazilian Govermsent decided to undertake & coordi-
neted effort to improve the situstion of science and technology in Brazll with
a definition of a national policy and the estsblishment of priorities and
progiens in this area.

In its First National Economic and Social Develomment Plan (1972-Th4),
under capbion: "Acceleration of Scientific and Social Development”, the
govermment established its strategy toward adepting imported techmology to
Brazil'’s specific requirements (e.g., industry's competitive capacity and
employment ), and developing the country's ebility to meet its owm sclentific
and technical needs.

In December 197L;, the USAID received an officlal request from the Governor
of the State of S8c Paulo, the most highly industrialized state in Brazil, for
& loan to helyp finsnce its Sclence eand Technology Develomment Progrém.  The
loan was subsequently suthorized, in the amount of $15 million, by AID/Washingtou
on February 27, 1973. The Loasn Agreemsnt was signed on May 30, 1973.

The State of S&o Paulo has the largest sund probably the most advanced
profegsional marvower base end the techmologicsl infrastructure in Latin

“rerics. The locus of the progrem iz S8c Paulo, however, the services will
be avallable and us-. Brazil-wida,

£ duscrip.? T sach of the mejor stabe Lusbitutions involved in the
program follows in the succeeding paragrapns.

The Btate ¢ .acil is chalred by the 3tate Secretary of Economy and Planning.
It wag esteblisned in August 1971 with responsibility for setting state policies
in industrial, sgricultural and bio-medical technologies and coordinating the
research activities of all public research institutions as well as of private
institutions recelving state finenciel sssistence. The Council, assisted by 2
manegement group, is to serve ss the control and coordination center for the
program, including the administration of A.I.D. loan funds.
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The Institute of Technological Research reports to the Governor through
the President of the Adminigtrative Council. It is the leading industrial
research institute in Brazil. The Inscitute has the responsibility to
provide research and technical assistance to private industry and government
enterprise in the State of S&o Paulo. It alsc provides assistance in other
regions of Brazil.

The Institute of Food Technology is responsible to the State Secretary of
Agriculbure. It promotes research and application of new techniques in
preparation, storage, processing, packing, distribution, and utilization of
foodstuffs. The Institute also cooperates with universities in the training
of food technology specialists and in the trainiug of middle~level technicians.
Other activities lnclude: the training of industry personnel; students and
graduates; and the advising of official credit Iinstitutions of food industry
projects.

The University of S&o Paulo represencs one of the best alle-around universi-
ties in Brazil. A number of research institutions are assoclated with the
University. There are, however, weak spots within some of the major departments
involving science and technology. It also suffers, as do most universities in
Brazil, from lack of involvement in market oriemted research. The S8o Pauwlo
Program, with the assistance of the University's leadershlp, is designed to
eliminate the weak areas and Lo concentrate morve on the neads of the market,

The S8o Paulo Development Bank began operations early im 1971. Its capitel
stock of about $23 million is 98 percent owned by the State of SBo Paulo. Its
operations are divided into three broad arceg: rural credit; industrial financing,
and the financing of services including surveys, feasibility studies and research.
In March 1972, the Fund for Scilentific snd Technological Develomment was es-
tablished within the Bank with an initial capital of the cruzeiro equivelent of
$13,769,000. Balf of this amount ceme from the govermment and half from the
state. Through the Fund, low-interest, risk venture loans are mede to industry
and resesrch institutes. Applications for these loans are first funneled
through the State Council for review prior to thelr submission to the Bank.

Scogg

The Brazil Resgil'ency of the Area Auditor General, ILabtin Americs, has
rerformed an examin: “ion of the State of S8o Paulo Science and Technology
syelopment Loan (FF- [12-1-088). This was the first such examination and
covered the pericd . = the incepbion of the loen om May 30, 1973 through
August 31, 177h. “he awdib wes perfomsed from(June 24, 1974 through
Septemnber 27, 1974}\ :

Our exeminaticr was made in accordance with generally accepted auditing
standards and sccordingly included such tests of the Borrower's financial
records and loan relatved documents, lnspechblone, and discussions as were
considered necegsary in the circuwstances. Site visits were made to the State

Councll; and to the Institutes of Technologicel Research and Food Techrology in
the S&o Paulo area.



We dld not exsmine the financial records maintained by the combractors
employed by the Borrower since the records avre generally mainbained at the
contractors’ main offices in the U.S., and are subject to audit by the
Borrower and the Office of the Auditor (eneral, AID/Washington.
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EXHIBIT A

Distribution of Report

Mre. MarVin Weissman, MiSSion Directcr, USAID/BI‘aZil evsevesecRBES

State Department - Inspector General of Foreign
ASSist&nce (IGA) e 0OPOOPOBBYOCIIOOPESNSAIODOSOSDCIEYREESCESTOISESTIENS

State Department -~ Country Director = Qfflce of
Brazil Affairs (ARA"L\A/BR) 0000000 EENBO0CIEPOIRE0EEOSEOSRRRIOEORSIGERTS

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

AID/W - Office of Program Overations (LA/OPNS) cecosecevecscesces
AID/W - Office of Audit (AG/AUD) i‘
AID/W - Operations Appraisal Staéf (AG/OAS) ecoscssncencssscncces
AID/W - Office of Inspections and Investigations (AG/IIS) cescees

Office of the Area Auditor General, Latin Americae
(AAG/I-A.) - Miami LA AR R N BN NENEE SR N IR IR NN NN NN NN RN YN NNERN RN
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