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The Office of the Controller has completed an oxmiration of the 
Parafba Elementary and Basic E-ducation project covering operations
 

during the period from July 27, 1963 through May 31, 1966.
 

Under a loan agreement with SUDENE, USAID obligated Cr$17°2 billion 

of Public Law 480 Title I funds for a program of school construction in 

8 states of tho iorthoast. SUDWE in turn grants tho funds to indivi­

dual states pursuant to separate project agreements with each stat.
 
The Parafba agrooment providod for a grant of Cr2,343 million of AID 
funds over a throo yoar period ending in July 1966. Additional contri­

butions totaling 0r$150 million wore mado by SUDENE. The Stato had
 

pledged Cr$350 million but through M4ay 31, 1966 had paid only Cr117
 

million (p. 3).
 

The Parafba program providod for the construction of 1250 class­

rooms, reconstruction and amplification of 900 classrooms, construction
 

of 8 industrial workshops, 4 toachor training contorep procurement of
 

school oquipmont, and toachor training programs. The program is admin­

istorod by the State organisationt "3otor do Conv8nio Intoramoricano
 

(SECI)". 
As of Way 31, 1966, the throe signatorios to the project agroomont
 

(USAID/B, SUDNI;, and the Stato) had roloasod a total of Cr32.1 billion
 

out of the Cr32.8 billion pledged. Of tho funds roloasod, the Stato had
 

oxpondod Cr8945 million.
 

Implomontation of this program in Parafba lute boon unsatiofactory,
 
and in December 1965 SUDINE blocked the uso o'f all unexpended funds duo
 

to questionablo SDOI financial practices (pp. 12-14). Signifioant do­

fioianolos found in the progrm include the followingo
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1. Although 1250 classrooms wore programed to be constructod and 

34 months had elapsed, no construction had oven boon started. In Juno 

1965, the first contracts were avardod for the construction of 23 class­

rooms, but serious diffioultios with SBCI had already occurred in airly 

stages of implementation (p. 5). 

2. In addition to the construction of now schools, the project agroo­
mont provided for the reconstruction and amplification of 900 classrooms. 
A total of 236 classrooms have boon reconstructed and amplifiod. Throo 

teacher training centers have boon complotpd at a cost of CrZ210 million 

versus a budgetod cost of Cr$60 million (p. 5). 

3. Tho SECI onginooring staff lacks tho capabilitios to administer 

a program of this magnitudo; reconstruction and amplification wore 
usually performed without onginooring specifications and dotails (p. 6). 

4. Program planning was unsatisfactory. We found no ovidonco to 
indicato that tho Stato had followod a prodotorninod plan recognizing 

prior.tioa for schools to bo roconotructod, nor worn reconstruction 

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

5. There was no ovidonco to indicate that reconstruction and/or 

amplification was subject to compotitivo bidding practicos. Tho SBCI 

ongineoring staff u ually nogotiatod on . dlroct basis for work to be 
performed (p. 7). 

6. Funds for reconstruction and amplification wore advancod to 
contractors or SECI porsonnol. Documentation oubmitted subsequently 

by S3CI personnel an proof of paymont was ofton inoomplo.o and quon­
tionablo. Costs on 21 schools appoarod oxconsivo. The GovornLr of 
Paraiba suspended SDCI officials involved in contracting, and a joint 

SL'DU/Stnto Commission has boon ostablinhod to dotornino tho extent 
of hy misappropriations (p.8). 

7. Roconstruction and amplification work porformod with substandard 
materials "woroobsurvod. Clay was nubstitutod for cement in thp con­

struction of walla with the result that several roofs collapsed. Ap­

proximatoly Cr3l00 million will be required to corroet conatruotion
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deficiencies in the 5 reconstructed schools the auditors solectod for
 
inspection (p. 9).
 

8. The State does not provide for the maintenanco of its schools 
due to lack of funds and competent onginooring staff. Local communities 
likewise are unablo to finance such maintenance, and deterioration is 
inevitable (pp. 9-10).
 

9. 
Local equipment purchases wore susoptiblo to irregularities sinoo
 
they were normally settled by immediate cash payments and before delivery 
of ouch oquipmont (pp. 10-11). 

10. Some pro6Toss had boon made in tho area of toachor training. With 
its own funds, the State had financed the training of 645 lay teachers 
during the 19-month period ondod in August 1966. The auditors wore in
 
no position to evaluate the quality of such 
training (p. 12).
 

11. SECI accounting woaknosss woro rovoalod in its failures (I) to 
support the disbursement of USAID/B funds with proper documntation and 
(2) to periodically reconcile its cash account with statemonts rocoived 
from its Bank (p. 13). 

12. SUDENE had the responsibility to inspoct, audit, chock oxocution 
of plans, and evaluate rocults, but SUDIE did not adoquatoly dischexgo 
this rosponsibility (pp. 13-14).
 

N1,O is aware of many of the difficultios citod above, and its 
"Task Forco" is working to dofino problom aroas and initinto corroctivo 

actions.
 

Controll or 
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AGENCY FOR INTERNATIONAL DEVELOPMENT
 

UNITED STATES A.I.D. MISSION TO BRAZIL
 

AUDIT REPORT 

OF 

LEMENTARY AND BASIC EDUCATION IN THE BRAZILIAN NORTHEAST 

STATE OF PARAIBA
 

PROJECT AGREEMNT No. 512-N-64-J 

FOR THE PERIOD 

JULY 27, 1963 THROUGH 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. SCOPE 

Thia is the Initial audit of this project agreement in the State 

of Paratba, covering the pertod from inception on July 27, 1963 through 

May 31, 1966. During tho course of our audit, we examined records and 

related files in the USAID/B/NEAO offices of the Ansistant Controller, 

the Education Branch, and the Egineoring Branch. ootingo and di.­

oussions were held with officials of Setor do ConvSnio Interamoricano 

(SBCI) and their pertinent records wore roviewed. Meetings wore held 

with the Secretary of Education. Field trip, wore mado to 5 schools 

and one training center for purposes of physical obsorvation and eval­

uation. Related discunnions were hold with teachers at the schools 

visited. 

Our examination waa made in acoordance with applicable manual 

orders, other dirootivon, and gonerally acceptod auditing standards 
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considered appropriate in the ciroumstancos. The audit was conducted
 

jointly with SUDENE auditors who are issuing their own, separate report.
 

We reviewed and discussed the findings of this report with the
 

officials from NEAO Education Branch and Zginoering, Industry and
 

Natural Resources Division, who indicated general agreement with find­

ings and recommendations.
 

SECTION II - GENERAL 

A. LOAN AGREE.ET 

On May 3, 1963, USLID/B extended a Cr$iO,800,000,000 local cur­

rency loan (512-G-012) to tho Superintondencia do Desonvolvimonto do
 

Nordosto (SUDENE) for the improvement and expansion of basic education
 

in the Ncrthoast. Tho amount of th-.
1 s loan was later increased by two
 

separate amendments to (Cr$17,280,592,000.
 

On July 27, 1963, SUDENE, USLID/B, and the State of Parafba entered 

into Project lireomont No. 512-N-64-.3 under which SJDKE agre id to make 

available to tho State of Parafba, as a grant from th3 Fedoral Govern­

mont, the amount of Ur$2,343,846,O00 from tho USIJD/B loan proceeds. 

The scope of this projoct agreement provided broadly for the construc­

tion of 1,250 classrooms, the reconstruction and amplification of 900 

classrooms, construction of 8 industrial workahop, conntruction of 4 

teacher training contorl, oquipmont, and toachor training programn.
 

USAID/B loan fundt, wero generated from tho Second Salos hiroomont 

under Public Law 480 Title I, Sootion 104 (g). 

'zECTIOI1 III - FINDINGS £D ftEC1i 4DATIO1JS 

A. FUNDING 

1. Gonoral 

A total of Cr$2,843,846,000 wan plodj;od by the nignatorioo to 

aooompliah tho objectives of thir, project. A., of 14my 31, 1966, GICI, 

tho State organization ronponniblo for coordlinating the projet, rooord­

od the rocoipt of Crzr2,07 ,635,014, ,cii ohowni horowith. 

http:AGREE.ET
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OBLIGATION FUNDS PROVIDED 
USAID/B 
SUDENE 

Cr$2,343,846:000 
150,000,000 

Cr$1,830,968,348 
150,000,OOO 

State of Paraiba 350000000 116.666.666 
TOTAL r$220 6 O 

The final contribution date under the project agreement was July 

26, 1966. An amendmept to the project agroement is in pro ess which 

will extend that date. The USAID/B roloasod tho above funds in 3
 

tranchos which woro properly deposited to a separate account oponod
 

in the name of the project at the Banco do Nordosto do Brasil, heroin-.
 

after referred to as the USLID/B account.
 

In December 1965, SUDBE blocked the use of all unexpendod project 

fands duo to quostionablo SECI financial practices (see also pp. 12-14). 

The balance in the UsAID/B account at the timo of blockage was Cr$.... 

916,989,002. Howovor, on May 20, 1966, SUDWE authorizod SECI to 
ex­

pend Cr$200 million from the USAID/B account for the construction of
 

7 schools. A total of Cr8716,989,002 in currently frozen in the
 

USIJD/B account until the financial irrogularitios uncovered in this
 

project are fully clarified.
 

SECI oponod a spocial account at tho Baonco do Nordonto do Brasil 

for tho deposit of oarnod intorost. As of May 31, 1966, thoro was a 

balance of Cr$8,832,45C in the account. We dincusriod the eventual 

disposition of tho:so funds with tho N114Q Chiof, Mducntion Branch, who 

informed us they viould bo usod for projuct purponcti. 

Under tho project agrooment, the Stato of Parafba plodgod Cr1350 

million toward implomontation of tho program. The State wan to dopouit 

its funds at a minimun rato of Cr$9,722,222 per month for t.ho 36 month 

period of the agroomont. 4&R of May 31, 1966, tho Slvnto had roloauod 

only Cr$i16,666,666, ruerosonting 12 monthly pnymunti. 

No 3tato rolorio,, hnvo boon mado tiinoo Maroh 1965. As of May 31v 

1966, the Stitto iihotild hnvo rlonnod Cr$330,')5!,548, or thu oquivalont 

of 34 monthn' contribtionn. Tho tatu of ParnfWa in thoroforo Cr3.* 

213,888,884 in arronr~; or 22 monthn bohind in itn rigrood paymonts. 
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In our opinion, NAO should consider withholding further roloasos of 

funds until the Stato fulfills its financial commitmonts. 

Rocommondation No. 1
 

That the NEAO Education Brarnch initiato appropriate action
 

requiring the State to respect its financial obligations.
 

B. PROJECT PROGRESS
 

1. General
 

Through May 31, 1966, SECI had oxpondod Cr$945,665,166 from 

tho USAID/B account on tho following activitios: 

Construction Cr$ -
Roconstruction 4149438,200 
Equipmont 378,050,941 
Training 25,315,595 
Othor 127,860,430
 

TOTAL CrSA45665s166
 

A comparison of the funds oxpondod and tho bank balance as of May 31, 

1966, disclosod that the abovo oxpondituros wore overotatod by 

Cr$31,685,820. Thin difference portainn to funds advancod by thu 

State to SECI and which arc to be roimbursod from USj*ID/B funds when 

the latter are roleanod. 

2. Con:itruction.and Roconstruction 

a. Conatructics 

We found that no now conntruction had boon atartod under
 

this project an of tiny 31, 1966, although tho following physical objoo­

tivo woro outlinld in thu projoct narnomont. 

PIIOMfA ACTUAL 
Typo of :,*onttvictioa 'urnhor Coot Numbor 0o0t 

Claeroomn 1250 Cr31,39)5,760,U00 -
Induatrin Arts Workshopn 8 59,800,oo0 - -

Toachor T rnining Con' orm 4 18O,W)OO00 - -

Inatituto of AuWOatiol I '8.()O0.000 -
I
TOTACrL .&2 0 ­
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In June 1965, the first construction contracts wore awarded by
 
SECI for the construction of 7 schools with a total of 23 classrooms.
 

Awarded contracts totaled Cr$168,526,360.
 

Specific NEAO procedural instructions issued to the SECI
 

Zngineering Staff for bidding, site selectiong acquisition of deeds
 
and advance of funds wore not heeded. For example, one contract was
 

awarded without bidding to an individual who is not an dxporioncod
 

contractor. This same individual received an initial advance of 4U
 
per cent although ITEAO authorized only a maximum of 13 per cont. We 

noted that 3 contracts wore signed before deeds to land woro obtained.
 

It is our opinion that evon at this early stage of construction SECI
 

is demonstrating an attitude which could load to serious abuses if
 

corrective action is not immediately taken.
 

b. Reconstruction and Amnplification 

Our examination revealed that Cr$4i4,438,200 of USAID/B 
funds were expended on reconstruction and amplification as reflected 

below: PROGRAMJ ACTUAL 
Number Amount Number Amount 

Classrooms 900 Cr$435,938,000 236 Cr$174,753,037 
Kitchonn 1000 ­81,960,000 -
Completion of construction 
(Institute of Education) 1 15,000,000 1 29,571,650 

Completion of construction 
(Teacher Training : oniors) 2 60.000.00 3 -210,113.51 

TOTAL Cr$52. 

Additionally we found that Cr$56,655,068 in SUDE and Stato funds 
wore disburned on the roconntruction and amplification of olansroon. 

The progren nchioved in rcconstruction w.In unnatinfactory. In 
the climatp of rapidly rising inflation, we found many of the oftmo 
dofioioncion nffouted 'he progronLI of this progratm which wore citod in 
our audit roportm on thu oducational projootn in the Staton of M1'rnnhao 

arid Cear4, namoly: 

http:210,113.51
http:60.000.00
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1. 	The SECI Egineering Staff demonstrated that it could not admin­

ister a program of this magnitude. Reconstruction and amplification 

work was usually porformed without engineering specifications and 

details. This was, in part, duo to a limited and inexperienced 

staff. The Leo A. Daly Co., engineering consultant engaged by 

AID/W, informed us that: (a) the SECI 1nginoering Staff is not vory 

interested in making field trips; (b) it is nct pressing the con­

tractors to make the necessary corrections; and (c) the Staff is
 

not taking the initiative to see that contracts are being enforced.
 

Evidence indicates that this Otuation contributed to many of the
 

abuses uncovered.
 

2. The planning for this program was unsatisfactory. We found no
 

evidence to indicate that the State followed a predetermined plan
 

to rate priorities for schools to be reconstructed. Neither did we
 

find that the school roconstructions and
s-ziplifications wore subject
 

to budgetary control. On the contrary, our examination revealed
 

that schools wire roccnstructod noocingl.V at random without refer­

once to any overall planning or financial control. In addition to
 

poor planning and financial control, we frequently found incomplete
 

accounting records. In May 1965, the Loo .'. Daly Co. reported the
 

following:
 

"The problem of incomplete records of the roconatruotion and
 

amplification work handled by dirucG administration has still
 

not boon nolved. The rosponnible pooplo from the Secretary
 

of lucntion s office any it in impossible to complete those 

recordn in 1:r.erter dtail." 

This lack of Manr(onmont control (oharactori-o,, tho unsatisfnctory 

manner in which this program was being implemented. anphalil, ham 

now nhiftod from the roconntruction and. unliicr.tion program to 

the conntruotio, of now nohools. (Ionnequontly the deficioncion 

noted iabovo are pertinent to coniitruction nnd 1hould be corrocted 

by notion ouggortod in Rocommondntion No. 2 (2) bolow. 
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o. Contraotina Procedures 

There was no evidence to indicate that reconstruction or 

amplification contracts were subject to competitive bidding practices 

prescribed by Brazilian law for all public agencies. Instead, we found 

that the SECI ongineoring staff usually negotiated on a direct basis 
with individuals and firms for the work to be performed. In all cases 

examined, the amount amrded was determined by tho SECI Enginoering 
Staff. The records disclosed that 101 schools and training centers
 

were reconstructed or amplifiod. Of those, 42 wore awarded by con­

tract, 38 wore awarded on a lump sum basis without contracts, and 21 

were either reconstructed or amplifiod by direct SECI suporvision. We
 

found that this method of awarding contracts usually rosultod in higher
 

than compotitivo costs and onhancod tho possibility of fraudulent
 

practices.
 

Recommendation Io. 2 

That tho NDAO Enginooring, Industry and Natural Resources 

Division,(1) take steps to strengthen tho SECI Enginooring
 

Staff with competent porsonnol, and (2) request SECI to
 

follow applicable bidding practices proscribed for public
 

agencies.
 

In four intancon, whore contracts applied. wo found that SEJI 

rotainod funds an a guarnntoo for satijfactory performance. Foes wore 

subooquontly returnod to 3 contractors. Howovor, thoro was ono un­

refunded foe of Cr$935P,566. Discunions with the contractor and 3ECI 

poroonnol indicatod that the outstanding foe d(Ipo~iit originally col­

looted amountod to Cr$4,000,000. Evidence revoalod that the difforonco 
between the Cr$4,000,000 foe rocoivod and tho :xmount of Cr9935,566 ro-. 

turned, or Cr$3,(Y4,434, wan divortod from the project by the former 

ohi'f, building and Liipmont I)opartmont. 

No controln Ihad loon ontabliohod to vafo6uard ngainnt the fraud­

ulont uno of thooo futind. For oxamplo, tho rouponniblo individual 

oollootod tno foo, oroonally controllod the bnnk acocunt nnd oubno­



-8­

quently made the refunds. Such la. procedures were charaotoristio 

of many aepects of the SECI administrative organization.
 

Recommendation No. 3
 

That the NEAO Education Branch initiate action to ensure that 

proper accounting procedures and controls are ostablishod for
 

the collootion hnd refund of performance foes. 

The usual procedure for financing roconstruction and amplification
 

work was to advance funds to contractors or SECI personnel. Whore con.­

trois wore in effect, advancos were dotorninod as a percentage of com­

pletion. In those instances whsro construction was sub-lot by SECI gn
 

a fixed coot basis without contracts, the ontiro amount was advanced.
 

In the case of advancos to SECI personnel, tho lattor wore expected 

to submit supporting docunontation to substan'Liato expenses incurrod
 

which subsequently served as proof of paynent. Documentation submitted
 

by SECI p~rsonnol wan often incomploto and questionable and did not
 

include invoices. Payments wore usually supportod by rocoipts prepared
 

by SECI officials and either signed by suppliors or workoro; in Govoral
 

cases those wore acknowledgod by fingorprints or not at all. ad­j.n 


ditional difficulty was our inability to identify those expenses with
 

specific schools roconstructod and/or amplifiod.
 

SECI porsonnol woro advanced at loant r ,47,623,273 for tho ro­
construction and amplification of 21 schools. alnod on fiold ins*oc­

tions, the Loo A. Daly Co. ostinitod that co;tUs could not have oxoeoded 
75 per cent of this amount, Incomploto SECI rocords and documontation, 

inadequate SECT administrativo controls and Dalyls coot ontinttton in­
dicato that divorion of t33AI.D/B fund nay hvivo occurrod. 

SUDENE officials nubijoquontly dincustod Cho abovo audit findings 
with tho Govornor of Parnfbt who (1) ounpondod tho SECI officials in­

volvod, and (2) roquostod a cormicnion compono(I of 211DEE and Ctato 
offioialn to dotormino thu extent of any nioapproprintion. In view of 
the SUDWJE notion, wo aro naking no rocommondation at thin timo with 
roopoot to misapproprintion, but procedural rocommondationa (Nou. 3, 
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6, and 8) to improvo financial controls aro included olsowhoro in
 

this report.
 

d. Ehd-Uso Obsoriation
 

We performed end-use observations of 5 reconstructed 

schools and one training center and found the facilitios to be operative. 
Tho buildings gonerally wore attractive; however, on closer examination 

we found that sub-standard materials wore ai naya used, resulting in an 
irferior and dangerous construction. For oxamplo, sun-dried clay bricks 

wore used and bound together by clay. The Nfl1O onginoering consultant
 

indicated that this typo of wall could not withstand the pressure of 
heavy tile roofs. Several roofs had already collapsed. Floor tiles
 

wore laid cn 
compact clay whereas plans called for the tiles to be
 

laid on cement slabs. In all cases sanitation systoms wore installed 
which did not function. We found 3 schools whore sanitation nystoms 

wore installed but I-or' without water sourcos. 
The Leo L. Daly Cc. has di.z;approvod practLically all roconstruc­

tions and amplifications. We wore informed >y Ialy that the rouirod 
corrections would oo.it in excess of CrDlO,000,000. It in our fooling 

that the NRAO should reappraise the wholo conitruction arid reconstruc­

tion program in view of the doficiencioe, prut.;ontod in thiLi report. A 
policy of roimbursini [ the State for constructicn which moots the NIUX 
standards instead of the current advance !y?on could obviate many of 

the current problon,. 

Recora ondation No. 4 
That the 1T.,,U, (1) dotormino and oxocuto a policy to rosolvo 
the problo rf di:iapprovod tichools, tnd (2) titudy the fonni­
bility of cu)loying the reimburnoont oi:ton and aidrcpt it, if 
conrinten, with the intoroutnof NEA0. 

U. N :ill Lonajllo 

Tho Stv.to ha. not itahiihud it J)o),.rar for the mnintonnnco 

of achooul. We rcuwl thin nttributnblu to (1) n ]ack of 'Jtnto funds to 
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support a program of the magnitude 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 poor 

and unable to finance the necessary upkeep, results have been unsatis­

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.
 

Recommendation No. 5
 

That the NEAO Engineering, Industry and Natural Resources
 

Division make reasonable efforts to initiate a maintenance
 

system for all schools financed with USAID/B funds.
 

3. Equipment
 

As of May 31, 1966, S3CI had expended Cr$378,050,941 of USAID/B
 

funds on equipment as shown below:
 

PROGRAMIs ACTUAL 

Classroom furniture Cr$311,166,O0o Cr$209,263,190 
Office equipment 15,000,0OO 33,103,470 
Kitchen equipment 43,860,C0O 53,227,240 
Dormitory equipment 15,400,000 30,041,866 
Radio equipment 17,8OO,00 10,035,875 
Medical equipment 20,000,000 -

Vehiclos 20.700,0CO 34.379,300 

TOTAL 0r$W4.900 Cr 

a Based on roquests for funds.
 

a. Procuromon'
 

Our roviow of S2CI't4 procurumont proceuron disclosed that 

usual Brazilian biddiw.: rugulntionn wore not adhorod to. On the con­

trary, wo found that t 3BCI officialo uuunlly nogotiatod directly with 

one or two local m,)r.hnntc. Evidonco indica.od that local oquipmont 

purchanon woro ouncoptibl to irroeilnrition. 'or examplo, local 

purohavon wore normally rottlod by immediate oash payments and beforo 

http:indica.od
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delivery of equipment. In all cases the transactions were negotiated
 

by the 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 excess of Cr$10,OOO,OOO for "Ropairs
 

to Equipment".
 

The records revealed that one purchase in the amount of Cr$9,168,134
 

made outside the local area had not been paid since November 1964. W4e
 

subsequently talked to the creditor in question who informed us that he
 

had refused to pay a "kick-back" to the SECI official. Consequently,
 

he was informed that SE3CI did not have adequate funds to pay his in­

voices. No NEAO action is being recommended pending the result of the
 

committee which is being formed to ascertain the extent of diversion
 

in this project.
 

b. Receiving and Distribution Records
 

SECI did not maintain receiving and distribution records.
 

Receiving reports were not prepared for equipment purchased, and no
 

stock roords wore kept for equipment recoivod and/or distributed. We 

wore only able to satisfy ourselves reasonably that such items as ve­

hicles and office equipment wore received and distributed; however, 

we wore unable to ascertain the receipt or distribution of the items 

which accounted for tho bulk of the purchases. 

We discussed this problem with the Secretary of Education who in­

formed us that he would immediately have the necessary records prepared.
 

Recommendation No. 6
 

That the NEAO Education Branch request SECI to (I) establish
 

and maintain book inventory records for all classroom equip­

mont purchased with USAID/3 funds, (2) reconcile such book 

inventory with a physical count of oquipmont, and (3) render
 

a report to NTE.C with respect to any missing equipment.
 

4. Training
 

As of May 31, 1966, SECI had expended Cr$25,315,595 of USAID/B 

funds on the following training activities: 
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PROGRAM ACTUAL 
Numb Aount Number, Aoort 

Lay Teacher Training 2000 Cr$314,710P000 - Cr3 -
Training materials - 69,800,000 - 18,403,710 
Scholarships 23 39,900,000 - -
Supervisory training - 74 3,663,970
Other - 2,630,475 
Adult Literacy - 617,440

0r$424.410.000 2M I42
TOTAL Crf~gl 0
1
 

As shown above, thp State made only limited use of USAID/B funds
 
for training activities. However, progress achieved in training was
 
considerably greater than the abovo figures would suggost. 
Such pro.
 
gress has boon duo to 
the fact that the State has takon the initiative
 
to carry out the Lay Teacher Training Program with its own funds.
 
Between February 1965 and August 1966 about 645 lay toachors have boon
 

trained. Training thus appears to be one of the povi-tiva aspects of
 
the educational project in Paraiba.
 

O. REPORTING, ACCOUNTTING, AND SUDMJE AUDITING PROCEDURES 

1. Reporting Procedures
 

Reporting on the financial progress of this project was generally
 
inadequate. Our examination revealed that SWCI only accounted for the
 
expenditure of USAID/B funds at the tim 
 when requests for additional
 
funds were submittod. Wo found that reports wore prepared for two
 
periods; in each case, tho poriod was longer than one year. 
Tho re­
sult was a lack of budgetary control both by SUDEIE and NEAO. 

Recommendation No. 7 

That the NflAO Education Branch roquost SECI to report on a 

quarterly bania for the oxpondituro of USAID/B funds. 

The Leo A. Daly Co. oubiiittod school Inspoction reports as well as 
monthly progress reports to NEAO. We roviowod 'ho monthly progress r­
ports and generally "found that they containod complete and accurate 

narrative information. Many of the findings prosontod in our report 
wore cited repoatodly in Daly's reports. 
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No rooommon~ation rogarding this doficioncy in being direotod
 

to NEAO inasmuch as corroctive action in 4 states was initlatod in
 

acoordanco with Rocomondation No. 12 oitod in our Report No. 3/67, 
on
 

Eomontary and Basic Education in the Stato of )kranhno.
 

2. 	 Acoountini Procoduros 

We roviowod SECI accounting procoduroes insofar as they were 

related to our examination of the project, and it is our opinion that 

the books and records were not maintained in accordance with good ac­
counting practices. The following accounting woaknonuos require im­

modiato romodial action.
 

a. 	The expenditure of U PJAID/Bfunds was often not supportod 

by official or proper documontation. SECI rocognized nny quostionablo 

rocaipts prepared by members of its own staff an proof of payment to 

suppliors and contractors. In some canso, receipts wore not oven 

signed. It in our opinion that paynent Ehould be nadc only against 

official invoicos. 

b. Wu found that officials of SECI wore advanced fundn from 
the USIJD/i account for tho purchase of equipment, etc. Such advances 

wore hold for several months before being returned; in nomo cases, tho 

appoarod to conntituto Intoront froo loans. 13 fool that advanco to 

SECI officialn nhould be dincontinued. 

c. 	 SECI is not porforninp a iuonthly crnInrison of the U-3A.tD/ 
bank balances with the diuburn3omonto. This nhculd bu porforrod monthly 

since it is a nocossary control over UJAID/3I fundi. 

Bocormmmdtion No. 8 

That the NJVtO lducntion Isranch throul:h SUDIZE request that 

S3CI: (1) smko paynont taiginot offioial docunntation only, 

(2) (diocontiav'w advnnout to 3C1 orl,:ialm, and (3) purform 

a monthly bae,'c reconciliation. 

3. 	 SUD2E. Auditin" ,Procodurun 

According to tho projoct ngro(mont 3IflA wna annignod tho 
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responsibility for exorcising the following controls: "auditing;
 

oneuring the proper use of funds; chocking the oxocution of plans; 

and inspecting and evaluating results to ensure compliance with propor 

technical standards."
 

Our examination rovoalod that SUDMIE performed a limited scope
 

field examination in Novembor 1965 of SBCI's records and procedures. 

Based on its audit findings, SUDEE subsequently "froze" the use of 

all project funds until the accounting procedures were corroctod and 

certain irrogularitio clarified.
 

Evidence indicatod that SUDWE seldon physically inspoctod schools
 

and training cortors constructod or amplified. On tho contrary, wo
 

found that SUDRIE's lack of suporvision oncouragod and pornitted nany 

of the abuseo that occurred. It in our opinion that the poor pzogross 

achioved in in part rolated to SUDINE's failuro fully to execute ito 

rooponsibilitio. This doficioncy wa'n ninilarly pointed out in our 

Maranhgo audit roport (Nc. 3/67, Pocorinondatiou No. 15). Since cor­

rective action it; boin,: takon by NF'.O for 4 stato, the roconmondation 

in not being repeated hero. 

D. PUBLICITY Al:) MKING 

We contactod the Unitod Itaton; Infornation Service (USIS), Rocifo, 

for infornatin on publicity eivon to thin projoct. Wo found that the 

project rocoivod coni(dorablo protzin covorago thr-cughcut the State after 

tho announcocont (.f the project nivrccunt aril Lho oubnotluunt roloannos 

of fundn. Publicity -m:i gonorally favorablo. 

Our und-uso obior-ttion cf 5 tichoolf, anI (no training contor ro­

vealed that 4 nohon , wore riot ilontifiud with Liinn or othor markings 

reflecting the part.inipation of the Aliaca fcr Proleroon. 

Recormendat~ct, No. (I 

That the NZ.01 :4hacation 1'ratich initiate a -tin to iduntify 

proporly rtll buildin ncoantruotod tr roc, untructed with 
UMAID)/0 fur:d . 
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LIST OF RECOMMNDATIONS 
Number Pago 
1 	 That the NRAO Eduoation Branch initiate appropriate


action requiring tho State to rospoct its financial
 
obligations. 
 4 

2 	 That tho NEAO Enginoering, Industry and Natural 
Resources Division, (I) take stops to strongthon
the SECI Eginooring Staff with competent porsonnel, 
and (2) request SECI to follow applicablo bidding
practicos proscribod for public agoncios.
 

3 	 That tho NMO Education Branch initiate action to
 
ensure that propor accounting procoduros and con­
trols are ostablishod for tho collotion and re­
fund of performanco fooo. 
 8 

4 	 That tho NEAO, (1) dotormino and oxocuto a policy
 
to rosolvo the problem of disapproved schocls, and
 
(2) study tho foasibility of omploying tho roin­
bursomont syotm and adopt it, if consistent with 
the intorosto cf NKAO. 9
 

5 	 That the 1EO liginooring, Induntry and .nrtural 
Resouocos Division make roanonatlu offortr; tc
 
initiato a maintenance nyutom for all schocls
 
financod with USUID/B fund. 
 10 

6 	 That thu N1KA0 Elucation Branch request 01.CI to (1)

establish and Lmnintain book inventory rocords for
 
all classroom Oquipmont purchased with USAID/13
 
funds, (2) ruconcilo ouch book inventory with a 
physical count of equipment, and (3) reandor r. re­
port to NFEAO with respect to any nirsin,; ocluirnnt. 11 

That tho ILQ :Ncntt.on Tiranch roquot SECI tr. ro­
port on a quartorly basis for the uxponditur, of 
USAID/B funds. 12 

8 	 That the NZA0 2 4ucation Brnch through -U)IWiE ro­
quost that SE'fli (1) make paymont napitint official 
documentation o.nly, (2) discontinuo ndvaico,, tQ, 3M1I 
officials, and (3) perform n monthly ban roccnni­
lintion. 13 

9 	 That the IMAU '1'l'hation .1ranch initinto netitir to
 
idontify properly #%l buildingmoc-natrutod or ro­
conetruotod with 
 laID/b fundn. 	 14
 

http:Ncntt.on


-16 - EBIBIT B 

DISTRIBUTION OF
 

AUDIT REPORT 

No. 8/67
 

copy Nos
 
Ninistor Stuart H, Van lDyko, Dirootort Unitoi Statoo Agonoy
 

f'or Intornational Dcavolopm!ont lMioeion to Brazil 
 1
 
Mrs Ifillinm A. Ellis, Doputy fliroctor (DDON) - USAID/B 2
 

AID/W - Offico of Managaxmont Oporations, Burozrn for
 
La~tin Azmoricin 


Mr. Donor N. Lion, Assooiato flirootor (11M.D) - USAID/B/NEAO 3
 

4 -5
 
AID/W - Offico of tho Ccntrollorg Audit Divinjon (0/AUD) 6
 
USAID/B - Offico of Tochnicil Cooporn'tion (AT)7
 

USAID/B - Offico of Mirnngozmont (ADMG) 


USAID/B - Offico of Toohnical Cooporeation (DDT40) 8
 

9 
UESAID/B - Offico of 1armcamotit (MUZ() 10
 
USAD/B - Offico of Crtpitnl Dovolcprnont A Induotry (ADCD) 11
 
USA'#ID,/B/IEO - Capital Dovolopnorit Officu (NIV1CD) 12
 

13US3AID/b -~ Htunn Riouxee:i Offico (JIRO) 


U.9tXD/131la0 - Hunan llojourCont D7 ivin (IJEIIR) 14 - 15 
USAID/11 - Aiginooring and vnttirta1 uotiouiVcon orico (U2JRO) 16
 

1" ,0- W inooring, !nltuntry tn4 Untum 1!onources
 
1Djviajon (Nf!:) 17 - 18
 
UZ//1 - Prgm .)riff (!M ) 19
 

Mr. slebort J. lillentymo (-'AE) 
 20
 
USAIl/ - Offico of tho Cutitrullur (-.*ws') 21 - 22
 
U8AkID/B/NLXA - Offino of tho Controllor 013'0) 23 - 24
 
Oftialail Pilo Copy .25
 

Audit N)vinicon (COA4D) - S1/26 
 - 30 

I'QI~' All mitlit work pn,1oro tw~o *iti'ihod tv Copy ?ro. 26 which in (,n 
filo in tho Offico of' tho (innrtr,11.,r (J~) 2I)~!~ 


