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AGENCY FOR INTERNATIONAL DEVELOPMET
 
UNITED STATFS A.I.D. MISSION TO BRAZIL
 

October 20, 1966
 

TO The Director of Mission
 

Minister Stuart H. Van Dyke
 

The Office of the Controller has completed an examination of
 
the Ceard Elementary and Basic Education Project covering the perio.
 
from June 5, 1963 through April 30, 1966. This is the second audit 
report issued dealing with this Northeast education program. A re­
port on Maranhgo (No. 3/67) was published August 12, 1966. Two other
 
audit reports relating to similar programs in the States of Paratba
 
and Sergipe will be completed shortly.
 

Pursuant to USAID's PL 480 Section 104 (g) umbrella loan agree 
ment with SUDENE, a project agreement was signed with Coard providing
 
for a grant of Cr$3.3 billionsto implement the State's education pro­
gram. 
Cr$1.9 billions of the Cr$3.3 billions were transferred to the
 
project, of which the project has expended Cr$1.3 billions.
 

The Ceard project agreement provided foi. the construction of
 
2,200 classrooms, the renovation and reconstruction of 200 classrooms,
 
construction of 5 industrial arts schools, construction of 7 super­
visory centers, plus the procurement of equipment and educational ma­
terials, and teacher training. The program is administered by the
 
State organization "Comieso Rxeoutiva do Programas Zopeciain" (CEPE).
 
The Leo A. Daly Co. was the U.S. architectural-engineering consultant
 

under the project.
 

Project objeotivos were not achieved. To date, more than three
 
7ears after the projoctl' inoeotion, only 14 classroomm out nf the
 
planned 2,200 have actually boon constructod, 80 more are in progress.
 
Numerous program deficiencies are cited on pago 5-9.
 

Although only 200 classrooms were scheduled to be rocontructed,
 
the State of Ceard reported that 1,951 wore either renovated or ro­
constructed. However, insufficient ovidoncoe in available to confirm
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that the reported reconstruction work was actually performed. Further­

more, of the estimated 163 schools abandoned in Ceard, it Is report­

ed that 100 were "reconstructed" under the program (pages f - 13). 

Teacher training and adult education elements of the project also
 

failed to reach programmed goals. Out of approximately Cr$300 millions
 

earmarked for training, only Cr$72 millions was actually expended; as
 

a consequence, only a fraction of the training contemplated was per­

formed (pages 15 - 16).
 

A ooutinuaw and planned maintenance program for State schools
 

does not exist, with a consequent deterioration ),f facilities (pages
 

9 and 13).
 

The CEPE system of making cash advances to its Chief Engineer
 

for reconstruction work, and the basis for documenting and supporting 

these expenditures is highly irregular, and renders the funds suscep­

tiblo to possible misappropriation (pago 11).
 

It was noted alno that the USAID/iNEAO did not make adequate use
 

of reports and other information provided by the Consulting Engineering
 

firm used on this project (page 17).
 

In general, the attached report is almost a recounting of similar 

deficiencies cited in our audit report on Elementary and Basic Education 

in the State of MaranhFo (No. 3/67 dated August 13, 1966). While in­

flation, which affected advornely the procurement of planned facilities, 

was a major and persist' nt problem, it in doubtful if objectivs would 

have boon reached oven hnd prices remained ntablo. CEPE, the State 

Agency, is not equipped to carry out its plodged responsibilities. 

The State' plan was cvorly ambitious and entailed complexities far 

beyond the technical and managerial capabilition of CEPE. We folt 

that all of the cited doficioncien might have boon identified much 

earlier in the projram, and nocennary corrective stops taken to pro­

vent subsequent deterioration. 

Our report contains 13 recommendations for remedial action. For 
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convenience, a list of these is included in Exhibit A, pages 20 - 21
 

of this report. In accordance with established procedures the USAID
 
Controller's Office will monitor the implementation of these recom­

mendations.
 

As previously reported, the NEAO is aware of problems with the
 
Elementary and Basic Education Program, and established in March 1966
 

a NEAO "Task Force" to dofino the problem areas and initiate cor­

rective action.
 

Norman Olnick
 

Controller
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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 CEARA
 

PROJECT AGREEMENT No. 512-N-64-AE 

FOR THE PIOD
 

JUNE 5, 1963 THROUGH APRIL 30t 1966
 

SECTION I - INTRODUCTION
 

A. PURPOSE
 

Tho purposo of thin oxamination wan to roviow and ovaluato 

tho progronu nohiovod au rolatod to tho projoot agroomont, to 

dotormino tho oxtont of complianco with its torma, and to vorify 

that funds woro proporly utilizod.
 

B. SCOPE
 

Thin in tho initial nudit of thin projoot agroomont in tho 

3tato of Coard, covorinp tho piriod from incoption on Juno 5, 1963 

through Apr~l 30, 1966. During tho courno of our audit, wo oxaminod 

rooord3 and roIntod flloo in tho USAID//UEAO officos of tho Annintant 

Controllur, tho FAucation bzranch, and th'i Enginooringg Induntry, rind 
lsturftl iRonourcon Divioion. ootingo and dincunnionn woro hold with 

tho Diroctorto of Comiont'lo Hxocutiva do Progrtmiin 1ipocinin (CEPE). 

Flaid tripp worn ando to 60 ischoolit during May ri d Jtino, 1966 for 

purponion of phyntoal obiorvwtion nnd uvnluatina. |1olatod dinouniono 

woro hold with :Stntu iind nity offivilo titnd tonchorn in tho ootmu­
nitton villitod. 

Our oxnsinittion wris mdo in nooordtinco with applicblo wniml 

ordarm, othor dirootivon, und tionerftlly ncojtod mudlting nt'utdardc 



considorod appropriate in the circumstances.
 

The audit was performed jointly with SUDENE auditors who
 

proparod a soparato report. USAID auditors found this joint work­

ing rolationship satisfactory and mutually construotivo.
 

SECTION II - GENAL 

A. BACKGROUND
 

The GOB 1960 consus rovealod that the sohool ago population 

in the State of Coard was approximatoly 725,000, but only 34 por 

cent of this population was served by schools. The illiteracy 

rato in CoarA was reported as being in oxcoss of 66 per cont. With 
tho rapid incroasco in population and incroacing nhortag of school 

rooms, toachors, equipment, and oducational maturials, illitoracy
 

was doocribod as growing. This project wan thoroforo thought
 

doesirablo an a partil alloviation of the conditions docribod.
 

B. LOAN AGREMENT 

On May 3, 1963, USAID/D granted a local currency loan
 

(512-G-O12) in the amount of Cr10,800 million to the Suporin­
tondtnoia do Dononvolvimonto do Nordonto (SUDEIIE) for the improve­

mont and oxpannion of bavic education in the Northoant. The amount 

of this lon wn. n.tor incroavod by two nopnrnto amendmontn to 

Cr$17,281 million.
 
0 n Juno 5, 1963, SUIDEE, USAID/11, ,ind the Statea of Conrd 

ontorod into Project A1roomont No. 512-?-64-AE under which SUDENE 

agrood to mWko avnilablo to tho Stato of C,.ird, ts a grnnt from 
tho Fodoral Oovornmont, the ninount of Cr$3,316,542,O00 from thu 

procouda of Lonn 0-012. 'rho itcopo of thin pro.ioct nIro(oont pro­
vidod broadly for tho constrictior, or 2,2o0 nhool roomn, tho 

ronovntion tind ruooritruotion of :!00 ,chool roort,, COlnt.truction 

of 5 tnduitrinl nrt vchoolis, r oJ1trurntion of 7 ot|,orvioory uontora, 

oonotruotion of ono audio viual c,tor, .quipnont, toachur trntn-

Ing progru.i', nnd oitoiationnI nnturlin Il tho .3tnto of Conrd. 
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USAID/B loan funds woro gonoratod from the Second Sales Aroo­
mont undor Public Law 480 Tttlo I, Soction 104 (g). Thoro is still
 
an unroloasod balanco of Cr81,393,815 of USAID/B funds for which
 

CEPE has not submittod roquosts for roloaso.
 

SECTION III - FINDINGS AND REC0W4 DATIONS 

A, FUNDING 

1. General
 

A total of Cr$4,216,542,000 was plodgod by the signatorio
 

to accomplish the objoctivo 
 of this project. As of April 30, 1966,
 
CEPE, the Stato organization ronponsible for coordinating the proj­
oct, record-d the rocoipt of Cr$2,190,250,262 ais followc:
 

OBLIGATION PROVI DED 
USAID/B Cr53,316,542,000 Cr$1,922,726,841
 
SUDENE 
 200, 000, 000 91,000,000

Stato of Coard 700,000,000 176,523,421
 

Cr 216 .12 000 Cr 2.19.5262 

2. USAID/B 
Final contribmtion ditto under the project agrocmzont wan July 

26, 1966. As shoin above, 1TA.1iD/P had roJloaqod Cr$1,922,726,841 to
 
tho project. Fundn wore 
dopo itod in a oparato nccount In the Banco 
do Nordo:ito, horinraftor rforrol to tin the J.W:!Y/,4 accc,,nt. An of 
April 30, 1966, thu 1J;1AIDii accoun t. ,howod a ,alnnco of Cr2 ,65,106,995. 

CEPE ailso openo a opocin] accoulnt tit the daneodo joIeui:to for 
the dopo:,it of' oarnol, int tirnt n:-. :'tpucifi( inl the project itcroo­
mo; t. A of April 10, 1(66 , thori. wrin alha alrnn) of ('117r,37 9110 in 
thin account. lliu nv riitioil d I apo.u I tfoil of thoQ .1n toro it 1,13 1(t.1 Wn'. 
dincuinijud with, orri trL1 n of t~he 4,,1'J0 Propj..n iCJ A11'cn onOln -i 

Drnnoh who ,it:itti tho fiutivi wouid t,., aii,! C'o i projt.vt 1,1 r.o o n. 

3. :,UD .,E 

,i . ,J1'0JI:0,i 

tribu to ain n4:d 1V n't0 1$'t0 i111 len tv thu 1$ojao t rim n grnn te 

mu r0 t1 j9t ,r, plo,(i',d to (1oo­

http:projt.vt
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As of April 30, 1966, SUDENE had released only Cr$91 million to
 

tho State.
 

4. State of Ceard
 
Undor tho projoot agroemont, the State of Coard plodgod
 

Cr0700 million, with deposits to be made at a minimum rate of
 
Cr819,444,444 per month ovor a 36-month period. CEPE's rocords
 

rovoaled that as of April 30, 1966, tho State had roloasod
 

Cr$176,523,421 to the projoct, roprosonting approzimatoly 9 month­

ly paymonta. No paymonts had boon mado sinco Soptombor 1964. An
 
of April 30, 1966, the State should have roloaaod about Cr$642
 

million, or tho oquivalont of 33 months' paymonta. Tho Stat3 of
 
Ceard is thorofore dolinquont by approximately Cr0465 million,
 

roproeonting arroaragon of about 24 monthly paymonts.
 

Rocommondation No.1
 

That tho NEAO Education Dranch initiato action to roquiro tho
 

Stato of Coard to fulfill its financial obligcaiona.
 

B. PROJECT PROGRESS
 
1. ooeoral
 

As of April 30, 1966, wo found that CEPE rocordod tho ox­

pondituro of Cr$1,255,094,000 in USAID/B funds no rofloctod bolows
 

Conatruction CrZ 270,470,000 
rfoconatruction 526,231,O00 
Equipmont 341,628,000 
Training 72,724,00 
Othor 44,041,000 

TOTAL Cr$l12.09.00 

Tho oxpondituron indicatod nbovo do not inclu(lu Cr 102,525,846 in 
pouting, not ruccrdod an of April 30, 1966. Thin problom ia dinounnod 
in furthor dotail on pago 18 with IE/rO notion rocommondod. 

2. Conrtruotion 

Our oxanmtntion rovonlod that tho progrona nohiovod in tho 
conntniotion of nnw clannroomo, nftor 33 montha, wan highly unantin­

http:Cr$l12.09.00
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factory when compared to program objectives. The following figures,
 

as of April 30, 1966, show that oxpondituros of Cr$270,470,000 were
 

made of USAID/B funds. Loss than 5 pdr cent of tho program objectives 

were roalized:
 
PROGRAM ACTUAL
 

Estimated
 
Number Total Coat a Number Total Coat
 

Classrooms: 
Completed 14 Cr$l08,005,175 
In progress 2,200 Cr$2,901,000,000 80 162,464,825 
Industrial Art 
Workshops 5 117,000,O00 -

Audio-Visuil 
Centers 1 91,000,000 -

Supervisory Centers 7 436000,000 -

TOIAL Cr$3.55000O00 Cr$270,470.000 m 

Includes undinclosod provision for oquipmont.
 

Obligation of awardod contract value CrZ879,565,920.
 

In connection with the abovo table, it should bo notod that
 

tho 	awarded contract value is C4879,565,920, against which only
 

Cr$270,470,C00 have boon oxpondod. Additional funds, not yet ro­

loaood, will bo roquired to complete construction now in progress. 
Thin whole program wao advorsoly affoctod by inflation. For 

example, the construction indox for tho Strito of Guanabara, which 

can be conidorod reprosontative, roso from a 1962 figure of 747 

to ono of 4249 in 1965. Inflation thus incroanod cor[tn to such an 

extent that original physical goals woro unattainablo. However, 

bettor progrozmn might have boon achieved had CEPE not requirod what 

in our opinion wan oxoon ivo timo in the proparation of onginooring
 

npooifiontionG. Inoffootivo CEPE planning tindr SUJDE,E administrative 

dolaya ronultod in furthur project attunuation whilo tho inflation 

mounted. Further dutailn on the factorn are given herewith: 

n. 	 Thu CEPE Bnginooring Stnff domonitratod a g'onoral inability 

to adminintor a program of thin magnitudo. Azn early an the 
beginning of 1964, the Enginooring staff worked on donigne 
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and 	specifications for various prototype schools; however,
 

delays caused principally by inadequate arphito.tural de­
tails, prolonged the start of construction* We were in­

formed by the Leo A. Daly Co., architect/engineering firm 

selected by AID/W to approve and supervise construction, 

that this problem will no longer affect the proross of 

the program since all prototype school construction plans 

are now approved by SUDENE and NEAO. 

be 	 Construction planning was unsatisfactory. We found no 

evidence to indicate that thoro are logical stope being 
followed to control the implementation of tho project. 

Notable among the doficioncies vero tho following# 

(1) 	School sitos woro not soloctod or approvod uufficiently
 

in advanco. Sito woro soloctod only oftor funds wore
 
obtainod for school construction plans. Subequontly,
 

long 	dolay3 woro oncountorod until a site was approved, 

its 	dood legalized, and SUDENE and NEAO approval obtain­

od. It in our opinion that CEPE should submit con­

struction and site plans prior to roquosting construc­

tion funds.
 

(2) 	Cost ostimaton for schooln voro unroalistic. Wo found 

that the fundn roquoutod for claunroom construction 

wore inadoquato to undertake the full scope of work 

planned for a givon timo period, i.o., not enough 

funda wore budgotod to conntruct the school plannod. 

An a conhoquono, thoru its a bncklog of approvad school 

conatruotion which cannot bo titartod duo to lack of 

fundo. Wo fool that : EAO should roquout CEPS to submit 
roquootn for fundo to comploto thin oxinting backlog 

boforo requesting approval of additional fundo. 
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(3) 	We found that CEPE usually waited until all USAID/B
 
funds had boon oxpondod before submitting an additional 
roquest. Failuro to request funds in adyanco resulted 
in a temporary suspension of the program, It is our 
opinion that budgoted roquoests for funds should bo 
submitted on a regular basis, e.g., 
every throe months
 
to onablo a continuous flow of funds into the projoct.
 

Recommondation No. 2 

That tho NEAO Enginooring, Industry, and Natural Rosourcos 
Division, in cooporation with tho Education Branch, initiate 
action to have CEPEe (1) submit construction and sito plans 
prior to request for funds, (2) roquost funds to comploto 
the existing backlog of approvod construction boforo ro­
quosting approval of additional construction, and (3) sub­
mit 	budgotod r'oquosto for fundn on a regular poriodic basis.
 

a. 
Contract Procodgron for Construction
 
All now school construction was subject to competitive
 

bidding praoticoo proscribed by tho Brazilian fc-Aoral rogulations
 
for public agonciou. Thirty-four contracts woro awardod whoso 
total valuo amountod to Cr$879,565,920. All bidu oxaminod by us 
rovoalod that the lowot biddor usually rocoivod tho award. Tho 
Leo A. Daly Co. informod us that thoy roviowod the bide ngainst 
thoir cost information and connidorod the awarded contracts ros­
sonablo, 

The contrncto awardod for now school conotruotion rovonlod 
novoral inndoquncion in CEPLE- onforocomont of contract clauses. 
Tho most oiliont doficioncios wore tho followingi 

(1) 	 Wo found that 27 of 34 schools woro in oboouns or the time 
period rallovwo by the contracts; howovor, there ws tin 
ovidonco that conotruction nchoduleo woro officially ox­
tondod nndI in novoritl onies tho schooln will bo at loant 
6 montho bohind nohoiulo. According to tho contract tho 
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contractors are subject to a ponalty of 0.1 por cant of 

the contract for each day exceeding tho ostablishod con­

struotion period. Those ponalty clausos wero not oxor­

cieed. It is our opinion that moro offootivo control
 

must be exercisod if abuses and delays arc to bo avoidod. 

Re2onfondation NO. 3 

That tho NRAO hgineoring, Industry and Natural Ro­

sources Divisionp request the Stato to onforoo the
 

contract clausos partaining to construction timo
 

periods.
 

(2) 	The oontracto spocifiod that tho contractors will deposit 

2 por cont of contract valuo with CUE at tho time tho 

contract in awardod and that thoso funds would not bo 

rolosood until 90 dayr after final construction has boon 

aoooptod by CEPE. Our oxnmination rovoalod that the con­

tractors woro only dapositing 2 por coant of tho funds 

advancod rathor than 2 por oont of tho full contract 

valuo. According to our calculations Cr$17,591,318 

should havo boon doponitod to tho account in accordanco 

with tho contract valuo. Wo found that a bank account 

van oponod for thono advnncor and that Cr$6,412,751 was 

suppooodly on dopotit; howovor, thoso funda woro com­

mingled with othor Stato conutruction dopouito. Wo wore 

thoroforo unablo to Idontify tho amotuit applicablo to 

this projoct. Additionnlly, wo found that tho official 

ronponoiblo for thono funda kept in hor poonosuton 

Cr$621,019 which should havo boon doponitod to tho ac­

count. 1o rocords woro maintainod for tho doponit of 

thoseo funds. 
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Reooawndation No. 4 

That the NRAO Enginooring, Industry and Natural Ro­

sources Division initiato action roquiring OM tot
 

(1) request the doposit of 2 per cont of full contract
 

value when a contrast is awarded, (2) deposit funds to
 

the bank account without delay, and (3) maintain proper
 

records for all deposits.
 

b. Bn4-Use Obeorvationo of Construction
 

We made ond-uso observations of 9 of tho 34. schools pro­

gramod for construction and found only one oporating. One school 

was vacant but scheduled to open whilo 7 schools vroro still under 

construction. 

It was our observation that the construction roflectod the
 

use of quality matorialo and workmanship, an opinion concurred in
 

by the Loo A. Daly Co.
 

c. Naintonance
 

A continuous and planned maintenance program for State
 

schools does not exist. Wo found a lack of State funds to support
 

a program of t.o sizo nocooortry and also that the State in not
 

organizationally oquippod to operate ouch a program. It appears
 

inevitable that tho schoolnt conotructod under thin program will be
 

oxposod to a lack of adocputo mainton'inoo unlons affirmative action
 

is takon.
 

RocommondAntion No. 5
 

That thu NEAO Enginooring, Industry and Natural Rocourco
 

Division initiato action which roquiron CEIB to offet a
 

maintonanco oyntom for nll schools oithur conntructod or 

rocontructod under thin program. 

3. Roconotruction 

Aa of Apr'&.l 30, 1966 Cr$526,231,000 of USAID/B funds wore
 

exponded on the reconstruction of 1951 olannrooms, The progress
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achiovod varies considerably from program objootives as shown belowt
 

PROGRAM a ACTUAL
 
NFbor Total Coot Number Total CoSt 

Classrooms 200 or$ 80,000000 1951 Cr$521,231,00 
Normal School 
(Juaseiro do Norto) 1 33.00.000 1 5.OO0,000 

TOTAL CrI1112A.0..000 Cr~a~a2 

a Includes undisclosed provision for equipmont.
 

Our oxamination revealod that an additional 132 classrooms wore 

roconstructod at a cost of Cr$174,OO000O. TheBc funds wore ori­

ginally expanded from tho USAID/B account; howovor, during 1964 these 

132 classrooms wore rojocted by SUDWE tochnicians who requested that 

the State refund tho ontiro Cr174,0OO,000 to the USAID/B account. 

Tho amount was refunded by the Stato in December, 1964, and there­

foro is not rofloctod in the actual expenditures shown above. 

Tho Director of CEPE informed us that the Governor of Ceard
 

ordervi %ho roconstruction of existing schools wLich wore deteriorated
 

prior to constructing additional schools.
 

as Contract Procoduron for Roconstruction 

Thoro was no ovidonco that the roconstructod schools wore 
Subjoct to compotitivo bidding. Wo found that the CEPE Engineering 

Staff negotiated on a diroct basis with local mayor., individuals 

and contruction firms for the reconstruction of all schools. In 

all cases tho amount awarded was dotorminod by the CEPE &ginooring 

Staff, Thoro woro 949 contracts awarded on this basis with USAID/B 

funds. 

Recommondation No. 6 

That the NEAO Bnginooring, Industry and Natural Resourcos 

Division initiate n tion which henceforth requires CEPE
 

to follow proucribod bidding practicoe for reconstruction.
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Our examination revealed that advances were meo to the CEfE
 

Chief Engineor for all reconstruction work performed. Those advances
 

wore effocted by chocks drown on the USAID/B account to the order of
 

a CEPE "statistical clerk". (The statistical clerk was charged with
 

the responsibility of accounting for reconstruction work). Tho
 
##statistical clerk" ondorsed the checks and gave thom to the CEPE
 

Chief Eaginoer, who dopositod the funds in his personal bank account. 

Cash and chock payments wore subsequently made by tho Chief Engineor 

from his personal account to contractors who performed the recon­

struction work. We found that the contractors acknowledged payment 

for services rendered by signing receipts, prepared by the CEPE 

Engineering Staff. There was no evidence to indicato that payment 

was made against contractor invoices. The CEPE Chief Engineer 

subsequently prosontod those signed receipts to tho CEPE Account 

Section which accepted them as proof of paymont and thus cleared 

the advance. We viewod this procedure as highly irregular inasmuch 

ass (1) the system was susceptible to fraud bocauso signatures 

could have been obtained in blank or forged, (2) receipts did not 

indicate the address of the persons whoso performed the work, (3) 

tho system avoided contractor payment of the Coard state sales tax 

of 5-1/2 per cent, and (4) tho contractors wore also aided in avoid­

ing possible income tax liabilities. 

We also found that intorost earned in the amount of Cr309,809,
 

on funds funds deposited ip the Chief Enginoer's account, had boon
 

used for personal purposes.
 

Rocomeondation No. 7
 

The NEAP Education Branch, (i) request SUDE to verify
 

and certify that all reconstruction invoices are factual, 

(2) request the Stato to doposit Cr$309,809 to the USAID/B 

intorost account in payment of funds divertod from the proj­

oct, and (3) request CEPE to mako payments only against 

proporly proparod invoices.
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b. Utiliation of Reconstruction 

We performed an end-use observation of 51 schools reported 

to have boon financed under this phase of the program. Our oxami­

nation rovoaled that 8 schools wore abandoned, 14 wore vacant but 

schodulod to opent and the remaining 29 were fully utilized. 
The Leo A. Daly Co. reported that approximately 100 schools 

had boon abandonod out of the 941 rehabilitated under this program. 
Daly representatives stated that the list of schools reconstructed 

with USAID/B funds changed frequently and that they wore unable to 
conclude which schools were included in the reconstruction program. 
We discussed this oituAtion with CPE officials who informed us 
that the State was preparing a list of schools to be presented to
 

NEAO and SUDEE in support of the reconstruction oxpondituros.
 

Representatives of tho Loo A. Daly Co. roportods (1) they 
were unablo to identify the scope of work performed, (2) they did 

not approve work on most of tho schools, and (3) the work was per­

formed without onginooring spocifications. 

The Director of the Elomontary Education Division informed us 

that a recent study revealed that 163 out of 3,485 State schools 

had boon abandonod. Principal reason for tho abandonment was a 

lack of teachers. Tho Director indicatod that 470 teachers woro 

requirod in the 163 schools and that the Stato planned to recruit 
and train 1,000 lay teachers later this year for thoso and other 

schools. 

Rocommondation Not 8 

That the NEAO, (1) dotormino and carry through a policy 

whereby tho A.I.D. consultant, Leo L. Daly Co., approve 

the enginooring opocifications and roconstruction/roha­

bilitation of all schools under this program, and (2) 

obtain a list of all schools reconstructed with A.I.D. 

funds. 
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o 	 Nintenanoe of Reconstruction 

Our physical examination of 51 schools rovoalod that main­

tenanco was a serious problem. Wo found many of tho roconstructod 

schools.voro either in a "run-down" condition or woro doteriorating 

rapidly. Wo woro informod by the principals of tho schools that 

thore was no genoral maintenance system to effoot tho noossary 

ropairs. Additional commonts on naintonaroo aro prosontod on pagos 

9 -	10.
 

4. 	 Eauinont 

Our examination rovoalod that CEPE oxpondod CrS341,628pO00 

in USAID/B funds on tho following oquipmonts 

Classroom furnituro Cr$176,486,OOO 
Offico oquipmont 549174,000 
Dontal and modical unit, 32,260,OOO 
Vohiclos 78.706.000 

TOTAL 	 Cr.1628 000 

a. 	 Procuxam.nt 
WO oxaminod oquipmont purchann and foumd that 

gonerally thoy woro oubjoct to public bidding praoticoo. When this 

wan not tho cano tho filou woro documontod no to tho ronoono. Our 

oxmmination rovoalod that in practically all cinos tho lowort bidder 

roceivod tho award. 

Subnoquont to awarding a purchnso contract, 'EPE offioluln were 

uauall' advanood fundo for tho panymont of cupplior invoices. tvidonco 

indicatod that in nomo ir.nutncon thoso fundo wore advanood 6 months 

prior to tho dato nt invoico. Tho advancon woro ltor loatrod with 

the proaentation of tho paid Invoioon to tho CEPE Aaounting ootion. 

Wo dincunnod thin paymo t procoduro with tho Dirootor of CEPS 

who oxplainod that tho practice Cavn tho ronponniblo offioinl direct 

control ovor the purchaso. Wo voro unablo to vorify if tho officials 

thomsolvos bonofitod from uno or intorant earned on thooo funds. 

http:Procuxam.nt
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Roomn4atio no. 9 
That the NfAO Education Branch request OEP1to disoon­

tinue the advanco system for equipment purchasos. 

b. R,--ivnA and Diatribution Records 

Our examination revealed that CIP did not maintAin 

effective receiving and distribution rocords. For oxamplo, we 

found that rocoiving reports wore not prepared for oquipmont 

purchased and that no stock records wore kept for the oquipeont 

reooived or distributed. We were only able to satisfy ournolvos 

reasonably that such itom as vohiclos, dontal and.modioal unite, 

and office oquipment woro rooivod and diatributod. We were unable 

to ancortain tho receipt and distribution of claaaroom furniture. 

According to our calculationa, takon from supplior invoicos, the 

claooroom furniture shown bolow should havo boon rocoivod and dio­

tributod; howover, our calculation variod conoidorably with tho
 

figuros compiled by CEPE, 
INDICATED 

USAID/ AuitorME SHORTAGE 

Doks - pupilo 20,016 10,804 9,212 
Desk & chair - tonchorn 1,040 954 86 
Book cabinets 854 424 430 
Papor baskets 1,040 430 610 

Our end-uno obuorvationo rovonlod tho unrolinbility of the 

figures compiled by CEPE. For oxamplo, CII! roportod olassroom 
oquipmont diatributod to the following tuo nohooln although we found 

tho schooln wore abandoned md no one know of any clnaroo furniture 

recoivoda
 

ESCOLA IUAL OMJPO ESCOLAR 
DE EsPIUO3 DE ORRINO 

Desk - students 48 120
 
Book cabinets 2 5 
Desk & ohairn - toochors 2 12 
Paper baskets 2 5 

Wo discussed this situation with the Chief, School Equipment 
and atorial1s Division. Ho woa unable to offer any oxplanation for 
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the differeoes and stated he rooognlsed the inadequaoy of the 

record@* 

Hooomondatior, N2. 10 

That the NAO Mduoation Branch request COUR to porform an 

Immediate accounting for all classroom purchases with 

USAID/B funds and that the Stato refund to tho USAID/B 

account the cost of any furniture not acoountod for by 

this inventory. 

5. Traininp
 

As of April 30, 1966, CEPS expanded Cr172,724,000 on train­

ing activitio. We found that the progrosi achiovod compared un­

favorably with project goale an follows: 

PROGRAM ACTUAL
 
Numbor Cont luzbor Total Cost
 

Supervisor Training 15t) CrI 23,832,000 78 Cr5 7,162,000
 
Teacher Training
 

Program 6 l5,440,000 33 3p625,000 
Lay Teacher Training 2500 99,900,000 723 60,103,00O 
Adult Nducation 

Program 100,0000 60.00.00.000 1.834,000 

TVIIA-, CrI3,1=....
Or20 

Not indicated.
 
Not dotorminod. 

An rofloctud in tho figw,/o abovo, Approximatoly 54 por cent 

of training budgot waa alocatol W an adult litor.oy program. This 

training program, an in other pnrto of Brazil, w%* cahoollod by order 

of tho Btrazilian Minintry of F4ucation aubuoquont to the March 1964 

Revolution. We found ncs ovidoncn to indicate that nltornntivo pro­

gramn wore formaltod or oxiating trnining programts oxpawdo1 to re­

place the adult litormoy loroarsr. 

We dincussod the progroa of tho training progran with the 

Direotor, Elmentnry &Iuonticm for the 3tato of Cmr. She informed 

un that sho wan generally rntistol with renults obtainel and folt 

http:litor.oy
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it had sone sueoesm and impact nn the State Elementary Education
 

System. However, she atatod that much more romainod to bo done.
 

She indlcatod that tho olamontary school system roquired moro
 

emphasis on the training of school prinoipaln.
 

6. 	Other
 

Our oxamination revoaled that as of April 30, 1966, CEPE
 

eypondod Cr$44,041,000 in USZ'JD/B funds on the folloving itomos 
PROGRA) ACTUAL 

Salaries - CEPS Personnol Cr324,000,000 Cr134,100,000 
Travel Exponoes 3,782,000 
kinoollanoouo - ,501, 00 
Publicity - .6c)8000 
TOTAL Cr$2 00£r 44.O1.O0 

In Soptonbor, 1965, CFI2..'- Itiro a roplaoont f.ir tho chief 

facctuntant aho Our e,%.ntrtiui iwnicattod tuAt thin chiefrotvinou. 

aooounenat annurioi rouprnrnibi] i tiun €ut-i.o thu objoctivon of thin 

projoc-t. !o informod ua thAt ho lid lio. t.avo any official ropenpi­

bil. r ion in thia proj-o. ,iithc.uqh hiu monthly valrry of (4:$250,000 
van Pnid With t'31LID/B fur.,!n, 

We found the expogdituro zr rovio vn nuch ox.,l.unon an 
travolt,icoI lanooAsu, ald rva,lieity w,:j in iecr;Itnco with roviond 

budgotn Aprrovod b# .31MME wid :i'.Ar. 

1. 	 Raotne 
]Hoporting (in pr(,jo3ct progroo weo Inniot0iuto. CI]1 only 

Accowitod for the utilir.tiw, ,ft l!3;D/B funIn when :'oa11o0t for 

idditotul fund, worn , ul~mittwi mri in ht(t-h iti,0I1?1a7 tho poriol 

reported w.,%ru,longr than t.ou yoar. 76ho ro-ul t w.,, ),k cf budg0tAry 

oontr. .. 

Reoenon,+D::tt 4 t N. U1 

TM.'t the NlB.,, Jt.4ltitton Prntoh initiato ation that will 

require roportit. for tho axpandituwoa of UAID/D fun4n on 

a perlodic b,.. 
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The Loo A. Daly Co. submittod school inspection reports as 

well as monthly reports to NZAO. Wo feel that the monthly pro­

gross roports contained accurate narrative information. Ilowovor,
 

wo folt that inadoquate u3o of thoso roports was mad by NEAO. As
 

an exmple, the Loo A. Daly Co. Report No. 8, dated Novombor i964, 

stated the following: 

"Coard's program to date has oonsistod noarly ontiroly of 

reconstruction work. The lack and confusion of records 

make it impoosiblo to toll at this point exactly how many 

schools and rooms had boon constructod. Wo wculd rocommond 

that no now funds bo rolonood until a comploto and satis­

factory accounting of pasit funds hav boon mndo." 

We found no evidon,-o to irndinto that cerroctivo action was 
taken a surgented In tQ, a '1. roport. ()l, tho contrary, ad­

diticinl U2AI D/1/ fundiii wtiro u1;:,kuontly rolcreno .c tho projoct. 

Thin roloan actict, ui.ow(.'orooi thu noot t( includlo tho Daly Co. 
in tho eprcvnl .'tr~iru tu tafo-uttrJ against rilonuo c' U5AID/B1 

fundn nado bforo till rivniln'bl, , t'act,, havo boon r~,viowod. 

Inasuch au corrocti,, actiiu) wai initiated 'iajdor an oanrliorroct mur.dnt 144., ri:,tjo il t,u, ". *Th " 't . i 

roport (No. 3/67 di,01 V) (6) , wu nru nut making a recom­

. mcoounting tia 

roltutox to oy&.i trigttoi Ct 

W, rovio, t actho p1rocootturo intrftr they 

o .t pro3 t rt tsi,l, it wetinfl our 

opinin, thnt br ar. r !nl.iocrlnwotr nt .tininnol tAll 1ce(rannca 

with now;d nccci- ting !rvn,:',,;s' Ilprrioticti . l .o tiho !01­

1owine: nco, u tir ig, A . wt ,h rWellwhiti roq roi rn ,l nlticinj 

fr, .T lnt Iat,,1, trhIiain0prfur.vl ow]cflfltl tint I$ 

a ( ( ,, f}(~'f IIIn2 WOr IC~ Itr , ttv ,in r = ox.j . ,i, thertI elkn o 

A CN1hX tfrfttc1ifi r1 trniinef prrigrnm iaxproneor Ao hr 

http:prfur.vl
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was no way of controlling those advanoos, tho opportunity
 
existed for porsonal gain.
 

(b) The oxpondituro of USAID/B funds was not rocordod within 

tho month they woro incurred. We found that CEPE is about 

3 months bohind in posting tho disbursomonts of USAID/B 
funds. 
 It is our opinion that if tho situation is not
 
corroctod immodiatoly, thoro will bo no accounting control.
 

(o) CEPE is not porforming a monthly comparison of the USAID/B
 
bank balanco with disbursomonts. Wo wore not ablo, for 
oxamplo, to relate the oxpondituros of USAID/B funds to 
tho b,.dc balanco as of April 30, 1966. This was duo, in 
part, to tho delay in posting oxpondituros which should be 
done immodiato'.y as a control against misappropriation of 
USAID/B funds. 

(d) CEPE did not havo n qualified pornon in chargo of tho ac­
counting oootion. The CEPE chief accountant roaxgnod about 
6 months ago and hin roplncxmont was ongagod in duties out­
nido tho isoolOj of this project. It is our opinion that tho 
chief accountant must givo hin full time attention to tho 
accounting of this projuct. 

Rocommondation No. 12 
That tho NEAO Education Brnnch ohould roquiro CEPE to: (i) 
mako paymont againit invoicun whuonvur practicablo, (2) up­
dato thu postino? of accounting vouchors, (3) porform monthlya 
ruooncilintion of tho bank account, and (4) employ a quali­
fTid full timo chiof accountant to m.'.ku improvamuntn to cor­
roct itccounting doficioncios oitod .bovo. 

3. SUD(E2 Auditing 

Undor tho projoet ner1Roomunt, S)UM.,': wrta atzsi~nud th, ro-
Sponnibility for vxorolssing tho following control is"nuditinl; on­
suring th, proper utso of funid,, chocking tho oxocutlon of tho penna; 
and innpootitie nnil ovcinting rooultu to onvuro complinnoo with toch­
nio ! otowndfrrn." 
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Our examination revealed that SUD M did not effectively 

execute the above responsibilities. Our present joint audit with 

SUDMJB was the first field examination performed of CPE's records 

and procedures. However, SUDENE certified expenditures of Cr5... 

888,209o,044 in USAID/B funds on the basis of "desk audits". It is 

our opinion that the poor progress achieved on this program is in 

part related to SUDERE's failure fully to carry out its responsi­

bilities. (This deficiency was pointed out in the ;hnranhgo audit 

report (No. 3/67 dated August 12, 1966) and NEAO oorreotiv,% action 

recommended. Since NEAO is acting upon this recommendation for all 

states involved in school construction programs, no recommendation 

is being made in this report). 

D. 	 PUBLICITY AND MARKING 

We contacted the United Staten Information Service (USIS) -

Recife - for information as to publicity given this project. We 

found the project had :oceivod considerable press coverage in Ceard 

and that the USAID/B participation was adequately idetified. Cover­

age was generally favorable. 

Our and-use observations of 60 schools financed with USAID/B 

funds revealed that 38 nchooln were not idontifiod with nigns or
 

other markingn roflocting pnrticipation of the Alliance for Progress.
 

Recommendation No. 23 

That tho IFZAO Education Branch initiato nction properly 

to identify nll buildingn constructod or reconntructod 

with IMtD/B funls. 
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LIST 	OF RECOM MDATIONS
 

NumberPae 

1 	 That tLe NEA Education Branch initiate action
 
to require the State of Ceard to fulfill its
 
financial obligations. 4
 

2 	 That the NZAO Engineering, Industry and Natural
 
Resources Division, in cooperation with the
 
&ducation Branch, initiat.e action to have CEPFs
 
(i) submit construction and site plans prior to
 
request for funds, (2) request funds to completo
 
the existing backlog of approved construction
 
before requesting approval of additional construc­
tion, and (3) submit budgoted requests for funds
 
on a rogular periodic basia. 7
 

3 	 That the NEAO Engineering, Industry and Natural
 
Resources Division request the State to enforce
 
the contract clauses portaining to construction
 
time 	periods. 8
 

4 	 That the NEAO Enginooring, Industry and Natural
 
Resources Division initiate action requiring CEPE
 
to$ (I) request the doposit of 2 par cent of full
 
contract value when a contract in awarded, (2)
 
doponit funds to the bank account without delay,
and (3) maintain proper records for all dopositp. 9 

5 	 That the NEAO nginvoring, Indut;try and Natural 
Resources Division initiate action which requires 
CEPE to offoot n maintenance system for all schools 
constructed or roconstructod undor thin program. 9 

6 	 That the NEAO nginooring, Industry nnd Natural
 
Roaourco Division initinto action which henceforth
 
requires CEPE to follow proscribod bidding practicos
 
for roconstruction. 
 10
 

7 	 The NEAO Eduoation Branch, (1) roquost SWDEVE to
 
verify and certify that all reconatruction invoico
 
aro factual, (2) roquost the State to dopo,it
Cr0309,809 to tho UAID/H intoroit account in pay­
mont of fundn diverted from the project, and (3) 
roquest CEPE to make pnymontn only against properly
prepared invoico. 	 11 
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LIST OF~ RECOMSff.ENDfATIONS (Cont'd) 

Numerpage
 

8 	 That the NEAO, (I) dotermino and carry through a
 
policy whereby the A.I.D. consultant, Leo A. Daly
 
Co., 	approve the onginooring specifications and
 
reconstruction/rehabilitation of all schoole
 
under 	this program, and (2) obtain a list of all
 
schools reconstructed with A.I.D. funds. 	 12
 

9 	 That the NEAO Education Branch roquost CEPE to
 
discontinue tho advance systom for oquipmont
 
purchases. 14
 

10 	 That the NEAO Education Branch roquest CEPR to 
perform an iwnodiato accounting for all olasn­
room purchaoon with USAID/B funds and that tho 
State refund to the USAID/B account the cost of 
any furnxturo not acomuitod for by this invontory. 15 

1. 	 That the IEAO Education Br'anch initiate notion 
that will require roportint for the oxpondituroo 
of USAID/B funds on a poriodic baoio. 16 

12 	 That the NEAO Education B.anch tako action too 
(1) make pa mont againnt invoicoa whenever prac­
ticablo, (2)updnto the pouting of accounting 
vouchers, (3) perform n monthly reconciliation 
of the bank acoount, and (4) ani:;irn a qualifiod 
full 	 time chiof accountant to tho project. 18 

13 	 That the fIlAO Education Branch initiato action
 
proporly to identify all bnildingnz constructod
 
or reconstructed with USAID/B funda. 19
 



]CIBIT B
 - 22 -


DISTRIBUTION OF 
AUDIT REPORT
 
No. 8/67
 

COPY NQ

Ministnr Stuart H. Van Dyko, Diroctor, United States
 

Agency for International Development Mission to Brazil 
 I
 
Mr. William A. Ellis, Deputy Director - USAID/B 2
 
Mr. Donor M. Lion, Aonociato Diroctor - USAID/B/NEAO 3
 
AID/W - Office of Managomont Operations, Bureau for
 

Latin America 
 4-5 
AID/W - Office of tho Controllor, Audit Division (0/AUD) 6
 

USAID/B - Office of Technical Cooperation (ADTC) 7
 

USAID/B - Offico of Technical Cooperation (DDT3) 8
 
USAID/B - Offico of Managoment (ADMG) 9
 
USAID/B - Office of Kanagemont (MG-2) 10
 
USAID/B - Office of Capital Dovolopment & Industry (ADCD) 11
 

12 

USAID/B - Human Ronourccs Office (iRO) 

USAID/B/NEAO - Capital Dvolopmont Office (NECD) 


13
 
USAID/B/NEAO - Human Resources Division (11iER) 14 - 15
 

USAID/B - Enginooring and Natural Resource Office (ENRO) 16
 
USAID/B/NEAO - Rnginoering, 
 Industry and Natural Resources
 

Division (UEZIN) 
 17 - 18
 
USAID/B/NEAO - Program Staff (tiER) 19
 
Mr. Robert J. Ballanrityno (DSAE) 20 
USAID/B - Office of the Controllor (COINT) ?1 - 22 
USAID/B/NEAO - Offico of tho Controllor (?IECO) 23 - 24
 

Official Fill Copy - USAID/13 25
 
Audit Divinion (COAD) - USAID/B 
 26 - 30 

NOTe All nudit work papern arn nttnahod to Copy No. 26 which is on 

filo in the Offico of the Controllor (NECO), U AI//utEAO, 


