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AGENCY FOR INTERNATIONAL DEVELOPMENT
UNITED STATES A.I.D. MISSION TO BRAZIL
Office of the Controller

Ootober 20, 1966

TO The Director of Mission
Minister Stuart H, Van Dyke

The Office of the Controller has completed an oxamination of the
Parafba Elementary and Basic Education project covoring operations
during the poriod from July 27, 1963 through May 31, 1966.

Under a loan agreoment with SUDENE, USAID obligntod Cr$17.2 billion
of Public Law 480 Titlo I funds for a program of school construction ip
8 statos of tho Northoast., SUDENE in turn grants tho funds to indivie
dual statos pursuant to soparato projoct agroemonts with ocach stato.
Tho Parafba agroomont provided for a grant of Cr$2,343 million of AID
funds ovor a throo yoar poriod ending in July 1966, Additional contrie
butions totaling Cr{150 million wore mado by SUDENE, Tho Stato had
pledged Cr3350 million but through May 31, 1966 had paid only Cr$ll7
million (p. 3).

Tho Parafba program providod for tho construction of 1250 class=-
rooms, roconstruction and amplification of 900 classrooms, construction
of 8 industrial workshops, 4 toachor training contors, procuromont of
school oquipmont, and toachor training programs. Tho program is admin-
istorod by tho Stnto organisation, "Jotor do Convdnio Intoramoricano
(sEc1)".

As of May 31, 1966, tho throo signatorios to tho projoct agroomont
(USAID/B, SUDENE, nnd tho Stato) had roloasod a total of Cr82.1 billion
out of tho Cr32.8 billion plodgod. Of tho funds roloasod, tho Stato had
oxpondod Cr3945 million.

Inplomontation of this program in Parafba hus boon unsatiofactory,
and in Docembor 1965 SUDENE blocked the uso of all unoxpondod funds duo
to questionablo SICI finanoial practiocos (pp., 12-14). Signifioant do-
ficionocios found in the program inoludo tho followings
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1. Although 1250 classrooms wore programed to be constructed and
34 months had elapsod, no construction had ovan boon star‘od. In Juno
1965, tho first contracts woro awardod for the ccnstruction of 23 oclass=—
rooms, but sorious difficultios with SECI had alroady ococurred in oarly
stagos of implamentation (p. 5).

2. In addition to the construotion of now schoola, tho project agrooe
mont provided for tho roconstruction and amplification of 900 classrooms.
A total of 236 classrooms have baon roconstructed and amplifiod. Throo
teachor training contors havo boon comploted at a cost of Cr$210 million
varsus a budgoted cost of Cr860 million (p. 5).

3. Tho SECI onginooring staff lacks tho capabilitios tc administor
a progran of this magnitudoj roconstruction and amplification woro
usually performod without ongincoring spocifications and dotails (p. 6).

4. Program planning was unsatisfactory. We found no ovidonco to
indicato that tho Stato had followod o predotorninoed plan rocognizing
prioritios for schocls to bo roconstructod, nor wore roconstruction

and amplification subjoct to budgotary controls (p. 6).

5. Thoro was no ovidonco to indicato that roconstruction and/or
anplification was subjoct to compotitivo bidding practicos. Tho SECI
onginooring staff usually nogotiatod on & diroct basis for work to be
porformod (p. 7).

6. Funds for roconstruction and amplification woro advancod to
contractors or SECI porsonnol. Documontation submittod subsoquontly
by SECI poreonnnl as proof of paymont was ofton inocomplo.o and quon-
tionablo. Costs on 21 echools apposrod oxcoosive. Tho Govornor of
Parafba suspondod SICI officials involved in contracting, and a joint
SUDRVE/Stato Commission has boon ostablinhod to dotormino tho axtant
of ahy misappropriationa (p. 8).

7. Rooconstruotion and anmplifioantion work porfurmed with substandard
matorials woro obsurvod. Clay wan nubotitutod for comont in thp oon=
struction of walls with tho rosult that sovoral roofn collapsod, 4ip=-
proximatoly Cr3100 rillion will bo roquirod to correet construotion
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deficioncios in tho 5 roconstructod schools tho auditors solectod for
inspootion (p. 9).

8. The State does not provido for the maintenanco of its schools
due to lack of funds and compotont onginooring staff. Local communitios
likowiso aro unablo to finance such naintonance, and doterioration is
inovitablo (pp. 9-10).

9. Local equipmont purchasos woro susoptible to irrogularitios sinco
they woro normally settlod by immediato cash pPayments and boforo dolivary
of such oquipmont (pp. 10-11),

10, Somo progross had boon mado in tho arca of toachor training. With
i1ts own funds, tho Stato had financed tho training of 645 lay toachors
during the 19-month poriod onded in dugust 1966, Tho auditors woro in
no position to evaluato tho quality of such training (p. 12).

11. SECI accounting woaknossos woro rovoalod in its failures (1) to
support tho disbursomont of USAID/B funds with propor dooumontation and
(2) to poriodically roconcilo its cash account with statononts rocoived
from its Bank (p. 13),

12, 3UDENE had tho rosponsibility to inspoct, audit, chock oxocution
of plans, and ovalunto rooulto, but SUDINE did not adequatoly dischargo
this rosponsidbility (pp. 13-14).

NELO 1o awnro of many of tho difficultios citod abovo, and its
"Task Forco" is working to dofino problom aronc and initiato corroctivo

actions,
,/ AN IeY o
Nl 74
Norman Olnick

Controllor
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AGENCY FOR INTERNATIONAL DEVELOPMENT
UNITED STATES A.I.D, MISSION TO BRAZIL

AUDIT REPORT
OF
ELEMENTARY AND BASIC EDUCATION IN THE BRAZILIAN NORTHEAST
STATE OF PARATBA
PROJECT ACREEMENT No. 512~N-64-AB
FOR THE PERIOD
JULY 27, 1963 THRCUGH MAY 31, 1966

SECTION I - INTRODUCTION

A. PURPOSE

The purpose of this examination was to review and evaluate the
progress achieved as related to the project agreement, to determine
the extent of compliance with its terms, and to verify that funds were

properly utilized.

B,  ScOPR

This i1s the initial audit of this project agreement in the State
of Parafba, covering tho pertod from inception on July 27, 1963 through
May 31, 1966. During the oourse of our audit, we examined records and
related files in the USAID/B/NEAO offices of the Assistant Controller,
the Education Branch, and tho Bngineoring Branch. Mootings and dis=
cussions wero held with officials of Setor do Convinio Interameoricano
(SECI) and their pertinent records wore roviewed. Meotings wore held
with tho Seorotary of Education. Field trips wore mado to 5 schools
and one training oontor for purponen of physioal obsorvation and eval~
uation. Relatod discunnionn woiro hold with toachers at the achools
vioited,

OQur examination wag mado in acoordance with applioable manual
ordors, other dirootivon, and gonerally acceptod auditing otandardn
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oconsidered appropriato in tho circumatances. The audit was conductod
Jointly with SUDENE auditors who are issuing thoir own, separate roport.
Wo reviowed and discussed the findings of this report with tho
officials from NEAO Education Branch and Engineering, Industry and
Natural Resources Division, who indicatod general agroemeont with find-

ings and recommendations.

SECTION II - GENERAL

A. LOAN AGREEMENT

On May 3, 1963, USLID/B extondod a Cr$10,800,000,000 local cur-
rency loan (512-G=012) to tho Superintondéncia do Descenvolvimonto do
Nordeste (SUDENE) for tho improvement and oxpansion of basic oducation
in the Ncrthoast., Tho amount of this loan was lator incroased by two
soparate amendments to (r$17,280,592,000,

On July 27, 1963, SUDENE, US./ID/B, and tho Stato of Parafba ontored
into Project igreomont No. 512-N-64-.B undor which SUDENE agro:d to mako
availablo to the Statec of Parafba, as a grant from ths Fodoral Govorne
mont, tho amount of (r$2,343,846,000 from tho USAID/B loan proceods,

The scopo of this projoct agroocmoent providod broadly for the constiuce
tion of 1,250 classrooms, tho roconstruction and amplification of 900
classrooms, conntruction of 8 industrial workshops, construction of 4
toachor training contors, nquipmont, and toachor training programs.

USAID/B loan funds woro gonoratod from tho Socond Sales Agroomont
undor Public Law 480 Title I, Seation 104 (g).

SECTION III - FINDINGS AND HECOISL.NDLTIONS

A.  FUNDING
l. Gonoral
A total of Cr$2,843,846,000 wan plodsod by tho nignatorien to
acoomplioh tho objootivoa of thin projuct. da of lay 31, 1966, OECI,
tho 3tato organization ronponniblo for coordinating tho projont, roeoords-
od tho rocoipt of (r42,(27,635,014, i vhown horowith,
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OBLIGATION FUNDS PROVIDED
USAID/B Cr$2,343,846.000 Cr$1,830,968, 348
SUDENE 150,000,000 150,000,000
State of Parafba 350,000,000 116,666,666
TOTAL Cr$2,843,846,000 Cr$2,0972632,014

The final contribution date under the projoct agreement was July
26, 1986. An amendment to the projoct agroement is in pro ess which
will extond that dato. Tho USAID/B roloased tho above funds in 3
tranches whioh wore proporly doposited to a separate account oponod
in the namo of the projoect at the Banco do Nordosto do Brasil, heroine-
after roforrod to as tho USLID/B account.

In Decombor 1965, SUDENE blocked tho uso of all unexpendod project
funds duo to quostionablo SECI financial practicos (sco also pp. 12=14),
The balanco in the USAID/B account at tho timo of blockage was Cr8.ee.
916,989,002, Howoevor, on May 20, 1966, SUDEE authorized SECI to ox~
pend Cr$200 million from tho USAID/B account for tho construction of
7 schools. & total of (r$716,989,002 is currontly frozen in tho
USAID/B account until tho financial irrogularitios uncoverod in this
projoct aro fully clarified.

SECI opened a spocial account at tho Banco do Nordoate do Brasil
for the doponit of oarnod intorost. s of May 31, 1966, thoro was a
balanco of Cr$8,832,45C ir tho account., Wo dincussod tho ovontual
disposition of thono fundn with tho NEIO Chiof, Fducation Branch, who
informod un thoy would ho upod for projuct purponcu.

Undor tho projeoct agrooment, tho State of rarafbn plodgod Cr$350
million toward implomontation of tho program. Tho Stato wan to dopouit
ito funds at a minimun rato of (r$9,722,222 por month for tho 36 month
poriod of tho agroomont. s of May 31, 1966, tho Sinto had roloauod
only Cr$l116,666,666, roprosonting 12 monthly paymountu.

No 3tato roloanon havo hoon mado uinco !aroh 196%5. An of May 31,
1966, tho Stute uhould havo roloanod Cre 130,999,548, or tho oquivalont
of 34 monthu' ocontrilutionn. Tho Stato of Parafta in thorofore Crleee
213,888,684 in arvoars, or 22 monthe bohind in iin ngrood paymonts.,
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In our opinion, NEAO should oconsider withholding further roloasos of
funds until tho Stato fulfills its financial commi tmonts.

Rocommondation No. 1
That the NEAO Education Brarsh initiate appropriate action
roquiring tho Stato to rospoct its finanocial obligations.

B. PROJECT PROGRESS
1, Gonoral
Through May 31, 1966, SECI had oxpondod Cr$945,665,166 from
tho USAID/B account on tho following activitios:

Construction Cr$

Roconstruction 414,438,200
Equipmont 378,05C,941
Training 25,315,595
Othor 127 L860L430
TorL Cr8942,6634166

A comparison of tho funds oxponded and tho bhank balance as of May 31,
1966, disclosod that the abovo oxpondituros woro overstatod by
Cr$31,685,820. This difforonco portains to funds advencod by the
State to SECL and which aro to bo roimbursed from USLID/B funds whon

tho lattor aro roloanod,.

2. Conutruction and Roconntruction

a. Copstruction

Wo found thnt no now conntruction had boon startod undor
this projoot nn of May 31, 1966, although tho following phyeical objoo=

tivom woro outlinod in the project agroomont,

_ PROGRAM ACTUAL

Typo of Uonntruction lunbor Cont Numborp Cont
Cluosroomn 1250 ©€r81,39%,760,000 - -
Induntriai irte dorkanhbopn 3] 59,800, 0C0 - -
Toachor Training Conlora 4 180,000,000 - -
Inotituto of Eluantion 1 18, 000, 000 - -

TOTAL s:.' ‘) ‘260 000 - .

.F‘.ﬂﬂ
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In June 1965, the first construction contracts woro awarded by
SECI for the construction of 7 schools with a total of 23 classroons.
Awarded contracts totaled Cr$168,526,360,

Spocific NEAVU procedurel instructions issued to the SECI
Enginooring Staff for bidding, sito selection, acquisition of doeds
and advance of funds woro not heeded. For oxample, ono contract was
awarded without bidding to an individual who is not an dxperionced
contractor. This same individual roceivod an iaitial advanco of 4u
por cent although NEAO authorizod only a maximum of 13 por cont. WHo
noted that 3 contracts wore signod boforo doods to land wore obtainod.
It is our opinion that evon at this early stege of construction SECI
is demonstrating an attitude which could lead to serious abuses if
corrective action is not immodiateoly taken.

b. Reconstruction and sAmplification
Our examination rovenlod that Cr3414,438,200 of USAID/B

funds wero oxpoended on roconstruction and amplification as roeflootod

bolows PROGRAM ACTUAL
llumber  Amount Number  /mount

Classrooms 900 Cr$435,938,000 236 (r3174,753,037
Kitcheona 1000 81,960,000 - -
Completion of conotruction

(Instituto of Education) 1 15,000,000 1 29,571,650
Completion of construciion

(Teachor Training “oniors) 2 60,000,000 3 210,113,513
TOTAL Cr$292,896,900 (414,438,299

Additionnlly wo found that Cr856,655,06¢ in SUDENE and State funds
woro diasburaed on tho roconstruction and amplification of olannroonn,

Tho progrons achloved in reconntruction wan unnatinfaotory. 1In
tho climatr of rapidly rining inflation, wo Tound many of tho samo
doficiencivn nffoctod the progronn of thio progrum which wore citod 4n
our audit roports on thu oducntional projoocts in tho Statos of Maranhio
and Coarf, namoly,
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The SECI M¥ngineering Staff demonstrated that it could not admin-
ister a program of this magnitude. Reconstruction and amplification
work wes usually porformed without onginooring spocifications and
details. This was, in part, due to a limitod and inexporienced
staff. Thoe Leo 4A. Dely Co., ongineoring censultant ongaged by
AID/W, informod us that: (a) tho SECI Enginocoring Staff is not vory
interostod in making field tripss (b) it is nct prossing the con=
tractors to mako tho nocessary oorroctionsj and (c) the Staff is

not taking tho initiative to soc that contracts aro being enforced.
Evidonce indicatos that this situation ocontributod to many of tho

abusos uncovorod,

The planning for this program was unsatisfactory. We found no
ovidonco to indicato that tho Stato followaed a prodoterminod plan
to rate prioritios for achools tc be reconstructod. Neithor did we
find that tho school roconstructions and c~mplifications woro subject
to budgoetary control. On tho contrary, our oxamination rovoalod
that schools wure roccnetructed soopingly at random without rofor=-
onco to any ovorall planning or financial control. In addition to
poor planning and financial control, wo froquently found incomplotoe
accounting rocords., In May 1965, the Loo .. Daly Co. ruoported tho
following:

"Tho problom of incomploto rocords of the roconstruction and
amplification work handlod by dirocr administration has still
not boen rolvod. Tho rosponsible pocple from tho Socrotary
of EZducationts offico say it is imposoidblo to comploto thoso

rocords in (ronter dotnil."

Thio lack of nanagzemont control charactorizos tho unoatinfactory
mannor in which Lhio program wan bvoing implomontods [mphanio hasn
now shiftod from tho roconastruction and amplificntion program to
the conntruction of now snchooln. Connoquontly tho doficlioncion
notod abovo nro portinont to construction and should bo ocorroctod
by action auggontod in Rocommondntion Wo. 2 (2) holow.
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o. Contracting Procedures

There was no evidence to indicatoe that reconstruction or
amplification ocontracts were subject to competitive bidding practioces
prescribed by Brazilian law for all public agencies. Instead, we found
that tho SECI ongineoring staff usually aogotiated on a direct basis
with individuals and firms for the work to bo performed. In all casos
oxaminod, the amount awarded was determined by tho SECI Enginoering
Staff. The records disclosod that 101 schools and training conters
woro roconstructed or amplified. Of these, 42 wore awarded dy cone
tract, 38 woro awardod on a lump sum basis without contracts, and 21
wero oither roconstructed or amplifiod by diroct SECI supervision. Yo
found that this method of awarding contracts usually rosultod in higher
than competitivo costas and onhanced tho possibility of fraudulent
practicos.

Rocommondation No. 2

That tho NLIO Enginooring, Industry and Natural Rosourcos
Division,(1l) “ake stops to sirongthon tho SECI Enginooring
Staff with compotont porsonnol, and (2) requost SECI to
follow applicable bidding practicos proscribed for pudblic

agoncios,

In four instancoa, whoro contracts appliod. wo found that SECI
rotainod funds an o gunrantoo for satiufactory porformanco. Foos wero
subsoquently roturnod to 3 contractors. Howovor, tloro was onc un-
rofundod foo of Cr§935,566., Diccunsions with tho contractor and 3ECI
porsonnel indicatcd that tho outatanding foo dupoait originally col-
lootod amountod to Cr$4,000,000. Evidenco rovonlod that the difforonoco
botwoon tho Cr84,000,000 foo recoivod and tho amount of Cr$935,566 ro-
turnod, or Cr$3,064,434, wnn divorted from tho projoct by tho formor
chiof, Building and Iquipmont Dopartmont.

No controls hnd boon outablivhed to uafaoguard ngainnt tho fraude—
ulont uso of thono lunin. For oxample, tho rosponnidble individual
ocollootod tno foon, poruvonally oontrelloed tho Lank acoount and subnoe
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quently made the refunds. Such lax procodures were charaotoristio
of many aspects of tho SECI administrative organization.

Rocomnondation No. 3

That tho NEAO Education Branch initiato aotion to onsure that
proper accounting prooeduros and controls aro ostadblished for

- the collootion &nd refund of performance foos.

The usual procodurc for financing roconsiruction and amplification
work was to advance funds to contractors or SECI porsonnol. Whoro con-
trols woro in offect, advancos wero dotermined as a porcentage of come
pletion. In thoso instances whorc construction was sub-lot by SECI on
a fixed cost basis without contracts, the ontiro amount was advanced.
In the case of advances to SECI personnel, tho lattor were oxpocted
to subnit supporting documontation to substantiate oxpenses incurrod
which subsoquontly sorved as proof of payment. Documentation submittod
by SECI personnel was often incomplete and questionable and did not
include invoices. Peymoents wore upually supportod by racoipts propared
by SECI officials and oither signed »y suppliors or workers; in soveral
capos these worc acknowledgod by fingorprints or not at all. Jn ade
ditional difficulty was our inability to idontify thoso expenses with
spocific schools roconstructod and/or anplificed,

SECI porsonnel woro advanced at loast ’r%47,623,273 for tho ro-
condtruction and amplification of 21 nchooln. Basod on fiold insvoc—
tions, tho Loo A. Daly Co, ontimatod that couis could not have oxccodod
75 por cont of thiu nmount. Incomploto SECI raoceords and documontation,
inndequato SECI ndministrativo controls and Daly's cost ontinmaton ine
dicato that divornion of USAID/B funds nay have occurrod.

SUDENE offioinln subusoquontly dincunood tho anbove audit findingn
with tho Govornor of Parafbn who (1) sunpondod tho SECI officialn ine
volvod, and (2) roquoatod a commicnion componod of CUDENE and Stato
officialn to dotormino thu extont of any nisaepproprintion. In viow of
tho SUDENE nction, wo nro making no rocommondation at thin timo with
rospoot to mimappropriction, but procodural rocommondations (Nou. 3,
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6, and 8) to improvo financial controls are included olsowhoro in

this roport.

d. End<Uso Obsoriation
We performod ond-uso obsorvations of 5 roconstructod

schools and ono training oontor and found tho facilitios to bo operativo.
Tho buildings gonorally worc attractivo; howovor, on closor oxamination
wo found that sub-standard matorials woro always usod, reosulting in an
inforior and dangorous construotion. For oxamplo, sun-dried clay bricks
wore usod and bound togothor oy clay. Tho NEiO ongineoring consultant
indicated that thie typo of wall could not withstand tho pressuro of
hoavy tilo roofs. Sovoral roofs had alroady collapsod. Floor tilos
woro laid c¢n compact clay whoreas plans cnllod for tho tilcs to bo

laid on comont slabs.  In all cagos gsanitation systoms woro installod
which did not function. Wo found 3 schools whoro sanitntion aystomg
woro installed but woro without wator sourcos.

Tho Loo 4. Daly Co. hao disapproved prectically all roconstruce
tions and amplifications. Wo wero informod by Daly that the requirod
corroctions would cout in oxcoss of Cr$100,000,000, Tt im our fooling
that tho NEAO should roappraisoe tho wholo conustruction and roconstiuce
tion program in viow of tho doficionciosn prusontod in this ropert. 4
policy of roimbursini: tho Stato for conotructicn which mootn tho NIUD
standards inntoad of tho curront advanco ny:'an could obviato nany of

tho curront problona,

Rocomnondntion No, 4

That tho MU, (1) dotormine and oxocuto a policy to rosolve
tho problown cf dinapprovoed schooln, cnd (2) utudy tho foapi-
bility of uinloying tho roimburuonont wyston and adept 4¢t, o
consintont wiih tho intoregtaof NENO,

0. Muintonanco

Tho $te<o has not untablishod a progran for tho mainlonanco
of oschouln., Wo fcund thin attridbutable to (1) a 1ack of Stnto funds to



support a program of the magn.tude necessary, and (2) an inadequate
engineering staff not organizationally prepared to carry out such a
program. Consequently, the State has lookod to local communities for
needed maintenance. Inasmuch as the local communities are usually noor
and unable to finance the necessary upkeep, resulte have been unsatise
factory. It appears inevitable that the schools either constructed or
reconstructed and amplified under this program will receive inadequate
care. We feel that the State itself must focus more attention on main-
tenance rather than shifting the responsibility to the local communities,

Reoommendation No. 5

That the NEAO Engineering, Industry and Natural Resources
Division make reasonable efforts to initiate a maintenance
system for all schools financod with USAID/B funds.

3. Equipment

As of May 31, 1966, SECI had expended Cr$378,050,941 of USAID/B

funds on oquipmont a3z shown bolow:

PROGRAH = ACTUAL
Classroom furniture Cr$311,166,000 Cr$209,263,190
Office equipmont 15,000,000 33,103,470
Kitchen equipment 43,860,000 53,227,240
Dormitory equipmont 15,400,000 30,041,866
Radio oquipment 17,800,000 18,035,875
Modical eoquipmont 20,000,000 -
Vehicles 20,700,0C0 34,379,300
TOTAL Cr84422220,000 Cr$218.220.341

» Baned on roquests for funds.

a. Procuromon:

Our reviow of GECI'm procuruvmont procedures disclosed that
uosual Brazilian bidding rogulations woro net adhored to. On the cone
trary, wo found that SNCI officialn uwunlly nogotiatod dirootly with
ono or two local morchante. Evidonco indica'od that local oquipmont
purchanon woro punceptible to irrogularitics. IFor oxamplo, iocal

purohaunn woro normally rottlod by immediato vanh paymonts and before
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dolivory of equipmont, In all cases tho transactions were negotiated

by tho former Chief, Building and Equipment Department to the Secretary
of Education. In November 1965, SUDENE found that this individual fraud-
ulently submitted falso documents in excoess of Cr$1C,000,000 for "Ropairs
to Equipment".

The records revealod that one purchase in the amount of Cr$9,168,134
made outside the local area had not been paid since November 1964. We
subsequently talked to the creditor in question who informed us that ho
had refused to pay a '"kick-back" to the SECI official. Consaquently,
he was informed that SECI did not have adoquate funds to pay his in-
volces., No NEAO action is boing recommended pending the result of tho
committee which is being formed to ascertain the oxtent of diversion

in this project.

be. Roceiving and Distribution Rocords
SECI did not maintain receiving and distribution rocords.

Receiving reports were not propared for equipmont purchased, and no
stock records woro kept for equipment rocoivod and/or distributed. Wo
woroe only able to satisfy ourselves roeasonably that such itoms as vo=
hiclos and offico equipmont wore roceived and distributod; however,
wo wore unable to ascurtain tho rocoipt or digtribution of tho items
which accounted for the bulk of the purchases.

Wo discussod this problem with the Socrotary of Education who ine

formod us that he would immodiatoly have tho nocossary records preparod.

Recommondation No. 6

That tho NEAO Education Branch roquost SECI to (1) establish
and maintain book invontory rocords for all classroom oquip-—
mont purchasod with USAID/3 funds, (2) roconcile such book

invontory with a physiocal count of oquipmont, and (3) rendor

a report to NEAC with respect to any missing equipment.

4. Training
As of May 31, 1966, SECI had expendod (r$25,315,595 of USALD/B

funds on the following training activities:
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PROGRAM ACTUAL

Number Amount Numbor Amount
Lay Teacher Training 2000 Cr$314,710,000 - Cr§ -
Training materials - 69,800,000 - 18,403,710
Scholarships 23 39,900,000 - -
Supervisory training - - 14 3,663,970
Other - - - 2,630,475
Adult Literaoy - - - 617,440
TOAL Cr§424,410,000 Cr823, 312,202

As shown above, thp Stato mado only limited use of USAID/B funds
for training activities. However, progroess achioved in training was
considerably greater than the abovae figuros would suggost. Such pro=
gress has beon duo to the fact that the Stato has takon tho initiative
to carry out the Lay Teachor Training Program with its own funds.
Botwoon Fobruary 1965 and August 1966 about 645 lay toachers havo boon
trained. Training thus appears to be ono of the positive aspects of

the educational projoct in Parafba.
C. REPORTING, ACCOUNTING, AND SUDENE AUDITING PRGCEDURES
1. Roporting Procedureos

Reporting on the financial progross of this project was gonorally

inadequate. Our exawination revealed that SGCI only accountod for tho
oxpoendi turo of USAID/B funds at the timo whon requosts for additional
funds wore submittod. Wo found that reports woro rropared for two
poriode; in each caso, tho poriod was longer than ono yoar. Tho ro-
sult was a lack of budgotary control both by SUDENE and NEAO.

Rocommendation No. 7
That tho NEAO Education Branch roquost SECI to roport on a
quarterly basis for the oxpondituro of USAID/B funda.

The Loo A. Daly Co. subuittod school inapoction roports as woll as
monthly progross roports to NEAO, Wo roviowod iho monthly progross ro-
ports and genorally found that thoy containod complote and acourato
narrative information. Many of tho findings prosontod in our roport
wore oitod repoatodly in Daly's reporto.
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No recommonfation rogarding this doficioncy is being dirocted
to NEAO inasmuch as corroctive action in 4 statos was initiated in
accordanco with Recommondation No. 12 oitod in our Roport No. 3/67, on
Elomontary and Basic Education in tho Stato of Meranhao.

2. Acocounting Procoduros
Wo roviowod SECI accounting procoduros insofar as thoy wero
rolatod to our oxamination of tho projoct, and it is our opinion that

tho books and rocords woro not maintainod in accordanco with good ace
counting practices. Tho tollowing accounting weaknosuos requiro im=

madiato romodial aotion,

a. The oxponditure of USAIN/B funds was ofton not supportod
by official or propor documentation. SECI rocognized nany quosticnablo
rocdipts prepared by mombors of its own staff as proof of paymont to
suppliorgs and contractors. In somo casos, rocoipts woro not ovon
signod. It ia our opinion that paymont uhould bto made only aguinnt

officinl invoicos,

b, Wo found ihat officials of SECI woro ndvancud funda from
tho USAID/B account for tho purchano of oquipmont, ote. Such advancon
woro hold for sovoral montha boforoe boing roturncds in semo cagon, thoy
appoarod to conatituto intorost froo loana. VYo foul that advancon to
SECI officialn should bo dincontinued,

c. SECI iu not porfoming a monthly cemparison of tho USAID/B
bank balancon with tho disbursemontu. This ahculd bo porfornod monthly

sinco it i0 a nocossary control over USAID/B fundn,

Rocomnendation No., 8

That tho NXAO iducntion Iranoh throupgh SUDENE roquont that

82CI: (1) muko paymont ngninnt officinl documontntion conly,
(2) dtocontinuo advancon to S3C1 officinlr, and (3) purforn

a monthly bank roconcilintion.

3. BSUDRNE Audi:ing Procudureas
Aocoording to tho projoct ngrovment JUDENKE wna nenignod tho
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raosponsibility for oxorcising tho following controlss "auditings
onsuring tho propor use of fundsj choecking the oxocution of plansj

and inspocting and ovaluating rosults to onsuro compliance with proper
tochnical standards."

Our oxamination rovcalod that SUDENE porformed a limited scopo
ficld oxamination in Novembor 1965 of SECI's records and procodures,
Basod on its audit findings, SUDENE subsoquently "froze" tho use of
all projoct fundas until tho accounting proceduros woro corrocted and
cortain irrogularitios clarifiod.

Evidonco indicatod that SUDENE goldom physically inspoctod schoolas
and training cortors constructcd or amplifiod. On the contrary, wo
found that SUDRENZE's lack of suporvision oncouraged and pormittod many
of tho abusos that occurrod. It is our opinion that tho poor progress
achioved is in part rolatod to SUDENE's failuro fully to exocuto its
rooponoibilitios. This doficioncy was sinilarly pointoed out in our
Maranhao audit roport (Wc. 3/67, Hocomnondction No. 15). Since core
rootivo action is boin;: takon by NELO for 4 atatos, tho rocommondation

is not bvoing ropontod horo.

D. PUBLICITY AND MARKING
Wo contactod tho Unitod Statos Information Service (USIS), Rooifo,

for informaticn on publicity givon to thin projoct. Wo found that tho
projoct roceivod conunidoradblo pross covorago thrcughcut tho Stato aftor
tho announcament of tho projuct agrcomoent and iho tubooquunt roloanes
of fundn. PMudblicity wsnn gonorally favorablo,

Our ond-une obuorvation ef 5 auchooln anl (ne training contor ro-
vealod that 4 schonla woro not idontified with uigna or other markings

roflecting tho participation of tho Allinnce ter Progronn,

Recopmondaticr, Lo, 9

That the KZ.0 Iducation Branch initinto action te tduntify
proporly nll buildingn cenotruoctod or rocenatructod with
USAID/B furda,
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LIST OF RECOMMENDATIONS

That the NBAO Zduoation Branch initiate appropriate
aotion requiring tho Stato to rospoct its financial
obligationsa,

That tho NEAO Enginooring, Industry and latural
Resourcaes Division, (1) take etops to strongthon
the SECI Enginooring Staff with compotent porsonnel,
and (2) request SECI to follow applicablo bidding
practicos proscribod for public agoncios.,

That tho NEAO Education Branch initiato action to
onosure that propor accounting procoduros and con-
trols aro ostablishod for tho colloction and ro-
fund of performanco feos.,

That tho NEAO, (1) dotormine and oxvcuto a poliocy
to rosolvo tho problom of disapproved schocla, and
(2) study tho foasibility of employing tho roime
bursoment systam and adept it, if consistent with
tho intoronts of NEAO,

Thut the NEAO Ruginooring, Induatry and iintural
Rosouocos Divinion mako ronsonallo offortns tc
initiato a maintonanco nystom for all schceols
financod with USAID/B funda.

That tho NEAO Edlucation Branch roquoat SIXI to (1)
epotabliosh and naintain book inventory rocords for
all clansroom aquipment purchasod with USAID/B
funds, (2) roconcile such book invontory with a
physical count of oquipmont, and (3) rondor ¢ ro-
port to NEAO with roopoct to any minsing oquipnont,

That tho NEi0O Zducatfon Aranch roquunt 3ECI te ro-
port on a quartorly bdbanis for tho oxpondituro of
USAID/B fundn,

That tho NZi0 Ztucation Branch through SUDRNE ro-
quost that SEUI: (1) mako paymont apgninnt officinl
docunmontation cnly, (2) dincontinue advancon t¢ 3ECI
officialn, and (3) porforn a nonthly ban% roccnei-
liation,

That tho NBAU Blucation Jdranch {nitiato neticn to
idontify preporly all buildingsocnstruniod oy ro=-
construotod with USAID/B funda,

EXHIBIT A

10

11

12
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KXHIBIT B
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DISTRIBUTION OF
AUDIT RBPORT
No. 8/67
Copy No.

Ministor Stuart H. Van Dyko, Dirootor, Unitod Statos Agoncy

for Intornational Dovolopmont Mission to Bragil
Mr, Yillian A. Ellie, Doputy Diroctor (DDON) - USAID/B
Mr. Donor N. Lion, Associato Diroctor (NEAD) - USAID/B/NEAO
AID/W - Offico of Managomon* Operations, Buroau for

Latin Amorica 4 = §
AID/W - Offico of tho Centrollor, Audit Diviaion (c/auD) 6
USAID/B - Offico of Tochnical Cooporation (ADTZ) 7
USAID/B - Offico of Tochnical Coopuration (DD7TJ) 8
USAID/B ~ Offico of Maragoment (ADMG) 9
USAID/B - Offico of Marngoront (MOEX) 10
USATD/B - Offico of Capital Dovolopmont & Industry (ADCD) 11
USAID/B/NEAO ~ Capital Dovolopmont Offico (WECD) 12
USAID/B - Hupan Ronources Offico (HRO) 1)
USAID/B/NEAO = Human Re.ources Diviaion (NEHR) 14 - 15
USAID/B - Enginvoring and Hatural Ropourcos Offico (1NRO) 16
USALL/D/1EA0 = I inooring, Industry nnd Natural Hosources

Mvinion (NEELN 17 - 18
USAID/B/XBAO - Program $.nff (NEPD) 19
Mr. dcbort J. Ballantyno (IDAE) 20
USAID/B - Offico of tho Centrollur (CONT) 21 - 22
USAID/B/NBAO - Offico of the Controller (NB30) 2) - 24
Officinl Filo Copy - USAIN/Y 25
Audit Diviaton (COAD) ~ USLID/B 26 = )0

NOT®:1 All audit work pajpora aro attached te Copy Ne, 26 which ia on
filo in the Officu of tho Controll.r (NZCO), UILID/H/NA0,



