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AGENCY FOR INTERNATIONAL DEVELOPMENT 

UNITED STATES A.I.D. MISSION TO BRAZIL
 

Office of the Controller
 

October 20, 1966
 

TO The Director pf Mission
 

Minister Stuart H. Van Dyke 

The Office of the Controller has comleted an examination of the
 

Sorgipe Elementary and Basic Education project covering the period from
 

July 30, 1963 through May 31, 1966. Our attached audit report contains
 

13 recommondations for program improvement which for convenience aro
 

listed separately in Exhibit A (pp. 19-20).
 

Under a loan agreement with SUDENE, USAID obligated Cr$17.2 billion 

of Public Law 480 Title I funds for a pro&Tam of school construction in 

8 states of the Ilor theast. SUDMIE in turn grants the funds to indivi­
dual states pursuant to separate project nLaagmon.with each State. 

The Sergipe agrooment provided for a grant of Cr$1,275 milion of 

AID funds over a throe year period ending in July 1966. Additional 

contributions totaling Cr$350 million: woro to be made by SUDENT and 

the State. 

The Sorgipe program provided for tho .onstruction and reconstruc­

tion of 900 classrooms, construction of supervisory centers, 3 totcher 

training conteri, 4 industrial workshops, proourement of school equip­

ment, and teacher training programs. The program in administered by 

a State organization known an "Comingao ,,:ocutiva para Programas Co­
operatives do Elucagao no Estado do Sergipo (uEPCs)." 

As of May 31, 1966, the throe signatorios to the project aToo­

mont (USAID/B, S1JDX4h, and the Stnto) had i'oloasod a total of Jr',l.5 
billion of the Urql.6 billion pledged. '0' ,he ftunds rolenned, the 

State had expendod .r1,341 million.
 
Implementation of thin project hein boon highly unnatisfactory., 

Significant dofi'ioncion found in the pror-am are cited bolowi 



1. Nine hundred classrooms were to be constructed or reconstruc­

ted during the 36 month period of this program. Howeve, during the 

34 month period covered by our audit, only 164 classrooms were either 

constructed or reconstructed. Approximately 62 per cent of the proj­

oct funds budgeted for constructional reconstruction has been expended 

as compared with 19 per cent of the physical goals attained. It is 

estimated that Cr$120 millions will be required to finish construction 

under way. Si.nce the latter expenditure will exhaust funds presently 

available, no new ponstructi.vn activity is an 4 cipated under the pres­

ent program (p. 5). 

2. CEPCES's engineering staff lacked the competence and personnel 

to administer a program of the size undertaken. Architectural plans 

were usually faulty and incomplete, and costly adjustments had to be 

made after construction had started (pp. 5-6). 

3. Construction contractor capabilities were poor, and buildings
 

wore often unsafe for occupancy. A training center at Aracajd col­

lapsed and was subsequently abandoned (p. 6).
 

4. construction planning for the program was unsatisfactory. Long
 

delays wore encountered until sites were selected and approved, deeds
 

legalized, and SUDhITE and NEAO approval obtained (pp. 6-7).
 

5. Construction/-rconstruction work was not subject to the usual 

public competitive bidding practicen proscribed by Brazilian rogulations. 

Contracts wore lot to the lowest bidders, but subsequent upward adjust­

monts added more dian 50 per cent additional to original bid costo. 

USAID consulting engineern advised that they wore not permitted by 

OEPCES to review contracts or adjustments prior to awardn (p. 7). 

6. Three contractn were awarded on a coait plus a percentage of cost 

basis. Tho AID ,ngineoring conuultant sulo:,oquontly warned that ouch a 

system lent itnolf' to serious abuses. Costu on those three contractn 

ovontually amountod to 3-1/2 times the ori.;Inal ostimates (pp. G-9). 

http:ponstructi.vn
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The John Kennedy school exemplifies the inherent inefficiency of
 

contracts awarded on a "cost plus" basis. 
 Originally budgeted to
 

cost Cr838 million, it is currently budgeted at Cr$160 million. AID's
 
engineering consultants informed us that the actual cost for this
 
school should not have exceeded Cr890 million, inflation considered
 

(pp. 9-10).
 

7. There was a high incidence of school buildings not completed
 

and/or used. Of 33 buildings observed, 8 wore found not to be utilized.
 
Six buildings were not being comploted because of construction defici­

encies; two others which had been completed wore not used because of
 

lack of teachers (pp. 10-11).
 

8. Responsibility for maintenance of buildings was that of the
 
State of Sergipo. However, there was no continuous maintenance pro­

gram because of a lack of funds and compotont engineering staff.
 

Deterioration is already a problem in a fow of the schools completed
 

(p. 12).
 

9. There were no adequate receiving, distribution, or stock re­

cords for school equipment purchased. Equipment was generally not 
well distributod or effectively employed. Warehouse facilities were 

completely inadequate. Three of 7 vehiclos purchased from USAID funds 

for supervisory centers were requested by the State Governor for uses 

outside the projo,.t (pp. 13-14).
 

10. CEPCLS accounting procoduron wore poor, and there are no effec­
tive controls to mnfoguard against fraudulont use of funds. There was
 

no qualified accountant to maintain proper books of account (pp. 16-17).
 

11. SUDN did not effectively dinchargo its rosponsibilitioo with 
regard to auditingp chocking execution of plans, and inspection (pp.17­

18). 

12. Although inflation wais a significant factor contributing to un­

satinfictory resu1l,;:, 
 poor planning, oxocution, and monitoring wore
 



-4­

also major undelying faotors.
 

Tho NZAO seems to be aware of many of the difficulties oited 

abovo, and its "Task Force" is working to dofine problem areas and 

initiate corrective action. 

Norman ok
 

Controller
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AGENCY FOR INTERNATIONAL DEVMOPKENT
 

UNITED STATES A.I.D. MISSION TO BRAZIL
 

AUDIT REPORT 

OF 
ELENXETARY AND BASIC EDUCATION IN THE BRAZILIAN NORTHEAST 

STATE OF SERGI rk
 
PROJECT AGREEMENT No. 512-N-64-AE
 

FOR THE PERIOD
 
JULY 30, 1963 THROUGH MLY 31, 1966
 

SECTION I - INTRODUCTION 

A. PURPOSE
 

Tb4 purpose of this examination was to review and evaluate the 
progress achieved as related to the projec agreement, to determine 
the extent of compliance with its terms, and to verify that funds were 

properly utilized.
 

B. SCOPE
 

This is the initial audit of this project agreement in the State 
of Sergipe, covering the period from inception on July 30, 1963 through 
May 31, 1966. Iuring the course of our audit, we examined records and 
related files in the USAID/B/NEAO offiooes of the 4ssintant Controllor, 
the Education Branch, and the aiginoorin ?'3ranch. Meetings and dis­
ouesions were hold with officials of Comisnao xocutiva parn Programas 
Cooperativos do Educaggo no 4itado do Sergipo (CEPCMS) and their perti­
nent records wore roviowod. Meotings wero also held with the .3ocretary
 
of Education. 
Field trips wore mado to 30 schools and 3 training con­
torn for purposes of phynical obnervation and evaluation. Rolatod dia­
cuesione wars hold with principals and toachers of the schools visitod. 
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Our examination was made in accordance with applicable manual
 

orders, otuar directives, and generally accepted auditing standards
 

considered appropriate in the circumstances. The audit was conducted
 

jointly with SUDME auditors who are issuing their own, separate report,
 

We reviewed and discussed the findings in this report with officials
 

from the NEAO Education Branch, and Engineering, Industry and Natural
 

Resources Division, who indicated general agreement with findings and
 

rocommondations contained herein.
 

SECTION II - GMERAL 

A. LOAN AGREEfrTT 

On W-y 3, 1963, US.AID/B extended a ir-l0,800,000,000 local currency 

loan (512-G-012) to the Superintend5ncia do Docsonvolvimento do Nordooto 

(SUDME) for the improvonont and oxpansion of bavic education in the 

Northoast. Tho amount of thin loan wan susequontly incroasod by two 

neparato amondmonts to Or$17,280,592,000. 

On July 30, 1963, SUDEJE, USZID/B, and the Stato of Sorgipo entorod 

into Project Agroomont No. 512-11-64-AE undor which SUDIVE agrood to make 

availablo to the Stato of Sorg-ipo, a. a grant from the Fodoral Oovorn­

mont, tho amuunt of Cr$1,275,357,000 from the US.IID/B loan procooen. rho 

scope of thin project agrocwnont providod broadly for the construction 

and roconstruction of 900 clanparoomo, conotruction of 8 nuporvinory cin­

tere, construction iind/or rocunntruction o" 3 training contern, conotruu­

tion of 4 induntria] workohopm, oquipm(ont, nnil tenchor training proTamt. 

USAID/11 loan furndn wuro gonoratud from the "Jcond 3nlo. jro(.ont 

under Public Law 480 Title 1, 2cotion 10.1 

,FI,DT:.NAND ) 0,,:,.7I U i 

A. FUNDINO 

A ttnl orf Lr$1,625,3)7,000 wnoI by tho nigrirtorion to 

accomplish thtj (Aljootivn of' thiv lirojnct. Aio ri'or'ilp dic)ooo¢! that 

An o7 May 31, w'66, , tho "O.tto or iinntion :.ro.iiblo o'orco­
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ordinating thoeprojoot, recordod the recoipt of Cr$1,519,801,451, as
 

shown herowith.
 
FUNDS
 

OBLIGATION PROVIDED
 

USAD/B Cr81,275,357,000 Cr$1,225,357,000
 
SUDEE 100,OO0,000 100,000,000
 
State of Sorgipo ,250.00,000 124.444,451
 
TOTAL Cr Cr$1.519.81.451
 

The final contribution date under the projoct agreement was July
 

29, 1966. An amendment to the project agreement is in process which 

will extend that dazo. The USAID/B roliasod thn above funds in 3 

trarchos which were proporly deposited to a separate account opened
 

in the name of the project at the Banco do Nordonto do Brasil, heroin­

after referred to a6 the USAID/B account. A of May 31, 1966, the
 

USLID/B account reflected an unoxpondod balanco of Cr$139,734,380.
 

We found that a chock for Cr$50 million, dated September 24, 1965, 

and payable to the State of Sorgipe has not boon delivered. NTZA0 has 

boon withholding delivery of this chcck, with the approval of SUDVE, 

pending resolution of difficulties at the .racajA Training Center which 

collapsod duo to conntruction difficultio.3 (noo page 6 ). The construc­

tion of tho TraininF Center will cost about rS100 million, so that the 

proceeds boing withhold represent only nbo)ut '5O per cont of total fund­

ing roquirod. Howovor, the Stato has no- domonntratod its ability to 

provide nocousary funds once conntmiction has boon started. 

An of May 31, 1966, intoront in the amount of Cr$7,383,719 had 
boon earned on 1JSAID/B fund., and Cr$5,044,675 of thit, sum had loon 

opOct on projoct rnotivitton. No prior nu horization had boon obtained 
for the oxpondituro of thoe fundo, ant roquirod by the project anroo­
mont. S3uch nuthori."atioti nhould bo obt'inod. 

Under the project agroomont, the "tato of 'Jorfipo plodgod C(8250 
billion toward imp](uontation of the proo.. m. Tho ;tato wan to cdnponit 

it funl, at t%minimum rnt' of Cr560,Q44,.1,4 puar month for tho 16 month 

poriol of the aroomont, ,Akn of' May 1, V)YSI 9 tho tato had providod 
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only 0r$194,444,451, representing 28 monthly payments. No State ro.­

leases have been made since January 1966. As of May 31, 1966, the 

State should have released Cr$236,111,11i, or the equivalent of 34 

months' contribution. The State of Sergipo is therefore Cr041,666,660 

in arrears, or 6 months behind in its agreed payments. It is oar opin­

ion that NEAO should consider withholding fuxther releases of funds 

until the State fulfills its financial oblignotions. 

Recomnendation No. 1
 

That the NEAO Education Branch initiate appropriate action
 

requiring the State to respect its financial obligations.
 

B. PROJECT MOGRESS 

1. General
 

Through May 31, 1966, CEPCES had expended Cr$1,080,079,867 

from the USAID/B account for the following activities: 

Construction and reconstruction CrS 768,383,160 
EPquipmon-t 146,128,958 
Training 13,936,011 
Other 151.631.738 
TOTAL Cr 

Formal records of the above expenditures wore soldom maintained. 

In thoo instancon whore we found rocordn, they wore usually unreliable. 
The above figures wore taken from roportoi which iiuually could not be 

cross-roferencod to accounting records. 

2. Construction and loconotruction 

During the 34-month period olapnod since the signing of the 

project aKroomont, lone than 19 per cent or the phynical objuctivon had 
boon ntartod or completed. Thin fact ifo rofloo'ked in the following sum­

mary of conr'ruction and rocontitruction work which accounto for reported 

*xponditurun of (4768,383,160 of 11J3A/ri funds. 
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PROGRAH ACTUAL 
T12- Of C~onatruclion Numbor 11ostuR Numbor cost 

Newly Construotod classrooms 
Roconstructod B C0416,212,315169.92,3 

Total Classrooms plannod 900 Cr8 983,420,000 
€~Cr5 6,139,108 

Supervisory Conters 
Toachor Training Cantors 
Industrial Workshops 
Sduational Inetituto 

8 
3 
4 
1 

71,250,000 
90,0OO OO 

77,400,000 
15.O00.O00 

-
3 

-
1 

6,400,000 
171,683,420 

-
4.160.632 

TOTAL Cr$I237. 0 C 6b8 83 60 

SUDE2S and Stato contributions includod.
 

Additionally CEPCES records disolosod that Cr0192,046,533 of SUDIN. and
 
Stato funds woro disburood for the program.
 

Thoro aro currontly twonty schools still in varying unfinishod
 
stagos, included in thu figuros abovo. 
 According to CEPCES's onginoor-. 
ing rocords, approximatoly CrZ120,000,000 of additional projoct funds 
will bo roquirod to comploto this construction in progress. As of Hay 
31, 1966, an uno;:poadod balanco of CrS178,372,129 of USAID/B funds, 
SUDENE, and State funds could bo usod for 
 ho complotion of thu construc­

tion program.
 

lflation was a factor which noriously affoctod thu succoav of 
this program. For oxamplo, tho construction indox for the Stato of 
Guanabara, which can bo usod for illuntrativo purpooel, incronood from 

747 for 1962 to 4,249 for 1965. Couplod with this advoruo climato of 
inflation, wo also found many of tho nmine factors citod in our audit 
roports on tho uducational projocto of 1k-rinhao, CoarA, and Parafba, 
i.o., incompotont onginooring, inadounto ny flaaA** oRaai It'r and 
lack of propor plr.nrl-. Thoso factors, bhich aro dinountod bolow, 
augmontod tho airoaly harmful impnot of inflation: 

CEPCES on,inooriine mtaff lackod the computoncu and pornonnul to 
adminintor it program of thin mngnitudo. The (;UE:'3 onginoaring otaff 
conoiatod of ono architoot, ono enginor, wo draftnmon, and throu fiold 
innpeotorm. Tho L o .. Paly Co., onginoinuii : connultnnt ongngud by 
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AID/W, informed us that the architectural plans were usually faulty and
 

incomplete, resulting in costly corrective changes after construction
 

had started. Subsequont adjustments to the contracts, necessitated
 

by changes in the scope of work, represented about 39 per cent of the
 

total contract valuo as shown below:
 

Original contracts CrS 759p262,062 
Adjustments 477.256.578 

TOTAL r 

According to the Leo A. Daly Co., the CEPCES field inspection 

group was particularly understaffed and inexperienced. Daly stated 

that CEPCES's inspection group visited Jobgs only once every three or 

four months and then was unable to recognize construction deficiencies 

and/or provide technical assistance. 

Contractor capability was poor. The Leo A. Daly Co. disapproved 

practically all the construction and reconstruction under this program. 

In its January 1965 report to the NEAO, Daly cmphasizod this problem 

in the following words: "With all the time, offort and money which 

had been contributed to date, Sorgipo has completed five schools , all 

of which are unsafe for occupanco because of major conatruction dofi­

cioncios." DurinL our end-use examination, we observed a trainilig con­

tor (Aracajd) which had collapnod and wai nu'soquontly abanuloned. Ve 

saw a school (alhadct) which had boon roconaitructod but wan in nuch 

poor condition chat the toacair wan actually holdinjj cla.,nou in her 

residence. 

The construction planning for this program wav unsatiafactory. 1-o 

found no evidence to Indicate that aloquato advan(o to control the im­

plomontation of the program. Notablo among thu dolicioncion wore tho 

followirgi 

a. Schooli woro not nolocted or approvo vufficiontly in advance. 

Siton wor' relecLed only a ftor fundn wtiro advaincud for conotruotion 

plnno. :uboquontly, long ,Inyn wore unkinlly uncountorod until tho 

nito wan approvodt tho ilood I ,/tLliz,,d ani UDl1I!, riund NFHA approval 
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obtained. We found that most construction work was started and com­

ploted without SUDENTE and IMAO approval.
 

b. Requests for funds were not prepared sufficiently in advance. Wo
 

found that CEPCEM usually waited until it qxpondod all funds before
 

submitting an additional request for funds. As a result, construction.
 

program was temporarily suspended until additional funds were released.
 

Duo to the limitation of funds under this agreement, no additional 

construction can be initiatod. Consequently, corrective action appoears 

restricted to the completion of construction in progress and correction 

of construction doficiencios. We thoroforo fool that NEAO should (1) 

survey on a school by school basis the funds required to complete or 

correct deficient construction, (2) aso any ramaining funds to comploto 

schools on which construction has already begun, and (3) ostablish ro-, 

porting roquiromonto to assure that the funds are oxpondod as required. 

Recommendation No. 2
 

That the NE1%,C 2 nginooring, Industry and Natural Rosouroos Division 

initiate action to ensure that funds are allocated and controls
 

institutod to complete the unfiniohod construction and romody any
 

deficient construction under this progran.
 

a. Contracting Procedures 

Construction and reconstruction work was not Subjoct to 

the usual public compotitivo bidding pracuiuou proncribod by Rrazi*.ian 

federal regulationo for govorranontal agencies. CEPCIZ) solicitod non­

public bidn only from firm, which proviounly woro rogintorod with tho 

State Engirooring Departmont. Fifty contrzcto r.mountin, to C4759,262,062 

woro awarded to nuch contractorn. ;ll bidn o-azined by un rovealed that 

the lowost biddor was awarded the contr'tct. Thoric contracts howvor 

wore subject to subsoquont upwnrd rondjuutitmontr, of Cr ,;77,256,57b. 0,lhe 
Leo A. Daly Co. informed un that itn ruiotiiontatvo, wore not .llowod 

by CEPCES to rove.ow the contracto or adjutitmonto before contractor 

Awardn woro rmndo. It ii, ou. opinion that thin lack of oontrol pu.:nittod 

norious abu at, rolootodI th:* lat'r;o of nub­, a in niualour roadjuntmontu 

noqtiuntly given. 
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Othor major dloftiloncl.. noted in the contracting procedures Pro 

presented belows 

1. CEPCMS collooted 3 per cont "fisoalization foes" on the total
 

amount of adjusted contract values, thoso foes amounting to upprcx­

imatoly Cr$37,000,00(). Foos collected on USLID/B funds ware about 

Cr$23,000,000. &ho records disclosed that those foos wore used for 

payment of salarios and niscollanoous oxponsos. Howovor, the project 

agroocont (Section III C 8) specifically statos that those expenses
 

should not be defrayed with USAID/B funds.
 

Rocummenda.tion No. 3
 

That the NEAO Education Branch request the State to ro­

deposit to the USAID/B account the "fiscalization foos"
 

collected on all USI&D/B funds. 

2. CEPCES awardo(I throo contracts on a cost-plus a percentage of
 

cost. Thono contrac~ts provided for a 10 por cunt contractor fee baseo 

on total labor and MIterial coodt,. After Ahono contracts were awarded 

thn Leo ;,. Daly Co. enphasizod in its Juno 1964 report to NlEj cho 

following: 

"It iv i,.ponibla to control the tctal ocst (,I the work bocauso: 

(a) the contractor it; not intorcritud in leur efficiency as additional 

labor cotitzi ronul in an incroaved foe to himnolf, (b) watted labor and 

materials roul 1.iulIo.-t full-time nupurvioin io porfcrnod, and (c) un­

loss very rigio ,(1trcl in maintainod thfli roiiil tu for 1ronn di­

vorsion of matorir]:j !nd padding of prayr(lh it :ic gront as to be 

nearly impofimllo to rosint." 

The roccrlm that ,nn':tn ro r.itrdikicltrod t~heulo :'gilally bltdgoeod 

at Cr279,750,000 buL wore adjuntj' con,,idurably ob vu the (original onti­

matos an shown bolow: 

Original G"" 7') ,75()P('00(
 

Ad Jul tmnen to 2I-,3*98.05
 

TOTAL Cr, 28' '.O5U
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The Leo A. Daly Co. informed us that actual cost would not have
 

exceeded 75 per cent of the total costs roflected above had proper
 

supervision and controls boon established.
 

Our perusal of the contracts disclosed that construction was sub­

ject to completion within 120 days after which the contractor was sub­

ject to a punitive fine of Cr$10,000 per day, We found, however, that
 

the actual construction period in two instances was 2-1/2 years whilo
 

the third school (John Kennedy) requires about 3 years. In no ins­

tance did we find that CEPCES exercised the penalty clauses. ,'e woro
 

unable to obtain from CEPCES an adequate oxplanation why these con­

tractual clauses wore waived.
 

We found that OLPCES's chief onginoer procured and paid-with proj­

ect funds for all materials used in thoso schools, the purpose of this
 

system being to cut down costs. The materials wore subsequently sold
 

by CEPCES to the contractors at cost; h-rover, there wore no adoquato
 

rocords or controls io account for the materials purchased and/or sold
 

to the contractorr. On further examination we found the following do­

ficioncios:
 

1. There was no evidence that the purchascrwore subject to competi­

tive bidding. L,appoarod that all purchases wore negotiated directly
 

with the suppliers.
 

2. The materials purcha.sed wore often billed on noen-official invoices. 

We found some instances whore scraps of pr.por sorvod as invoice. There 

wore other oxamplos cf receipts prepared by Lho CEPCES chief engineer 

but nignod by ruppliors. 

3. Thoro wore no records or controli cotnblishod which enabled us to
 

ascertain whether the matorials purchasnfio wore rocoived or delivered to 

the contractor.
 

4. Tho contracto:, did rot citablitih rooi-ds or ccstrolu for the ma­

toriala roceivod bLi i 'E!'~C3.
 

The John Lunicdy ac)iolo (Arncajd) <,,fius the inefficiency and 

Mtit of the "cort-plijr a percentage of co:, contract". In January 1964, 
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this school was budgeted to cost Crt38,0O0,O00; periodic adjustmentp 

have increased tLis figure so that it is currently budgeted at ]r$... 

160,000,000. The Loo A. Daly Co. informed us that the actual cost for 

this school should not have exceed Cr$90,000,000 considering the impapt 

inflation and changes in scope of work. Records disclosed that Cr$... 

126,131,985 have alroady boon expended on this school, as well as an 

unascertainablo amoupt of the Cr$10 6 ,748,048 of USAID/B funds shown as 

advances (see also p.15 ).
 

The NEAO has recognized tho sky-rockoting ccats at the John Kennedy 

school and has sot a maximum of Cr$127,000,000 for the building. Howovor, 

evidence indicates that additional USAID/B fund-s are being used and krill 

continue to bo used until the school is completed.
 

Recommendation No. 4 

That the N-J30 Enginooring, Indus try and Natural Resourcos 

Division roquost CEPCES to redeposit all USAID/B funds in 

excess of Cr127,000,000 used for construction of the John 

Kennedy school. 

b. Utilization 

Construction or reconstruction was initiated for 53 school 

buildings. Ite por'cr:od an ond-use observation of 33 school structuroR 

in various stagos.of completion of which ton wore now construction and. 

23 reconstruction. Our physical observations disclosnd the following
 

N; W COSTRUCTI)d RECOONSTRUCTIOi%. 

Operating 
Under Construction 
Unutilizod 
TOTAL 

5 
2 
3 

10 

16 
2 
5 
23 

=M Ma 

The principal raosons for non-utilization of the 8 unutilizod schoc.l0 

shown abovo wore the following: 

1. Poor construct-ion plansr and spocificatvicnn; construction work oh 4 
schools was stoppod duo to doficiont ror' .osi6-nf. We saw one schocl 

(Itabaiana) whoro construction waristoppo moro than 1-1/2 years ago 
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because SUDENE did not provide the necessary roof design. We found no 
apparent ovidonco to suggost that CEPCES was going intondod to comploo 
the constructions so that tho schools could evontually be utilized.
 
2. Deficiont construction; a Training Centor (Aracajd), accounting
 

for at least Cr36,4OOO00 of USAID/B funds,.collapsod duo to major con.­
struction doficioncios. Tho Loo A. Daly Co. informed us that tho dofi­
cioncies of this building could not be corrected and the building had to 

be complotoly razod. 

3. Poor site soloction; we found a six room school (Suiga-Aracajd),
 
accounting for at leoast Cr$l,863,424 of UULID/B funds, which wan con­
structod in a marsh, and abandonod boforo it was complotod. There ap­
pears to bo no ponsi'pility that this unfinishod school could be usod for
 

altornativo purposes.
 

4. Inadoquato nunror of toachors; we found that two nchools wore un­
utilizod duo to lack of teachers. We woro informod by tho Socr tary of 

Education that 235 State schools clo,3od principally duoare to lacl: of 
teachers. It is, thoroforo, quostionablo w:hon tho necessary toachors 

can bo recruited. 

We wore unable to identify the amount of USAID/B funds expended on 
total unutilizod construction duo to inadoquvto records. Novortholocs, 

it is our opinion ha, tho Stato should rofund to the UZAID/B account the 
amount of Cr38,253,424 applicablo to thu unropairablo con,,truction, name­
ly (1) Aracajd Training Centor (CrVl,863,424) and (2) Suiqa-Lrcajd 
school (Cr,6,400,O O). However, we fool that the quostion of rodopo,;it 
on the other schocl buildings nhould bo deforrod until the NEAO han 
thoroughly roviewod Lho po~nibilitiao for ccrmplotion and utilizaicn.
 

Rocommondation No. 2 on page 7 indicated corrective acti(,n applicable 
to uncompletod and dfoiciont contruc tion. In comnnting on thi, ropoA't, 
NEAO statod that iL ii awaro of thin difficult:,, and hii, boon working on 
a solution for tho 3 iiga school and Aracnjd training; contor. 



Rocomendation No. 5 

That tho I A0 Education Branch roquost the State of Sorgipo 

to redeposit the CrS8,263,424 to the USAID/B account in sottlo.­

ment of the unropairablo construotion found under thr progrom. 

o. %4intonanoo 

Under the project agreement, the State agreed to "maintain
 

and repair all equipment, construction, and other facilities." At pro.
 

sent, a continuous maintonanco program for State schools does not oxist
 

because of: (1) lack of adequato State funds, and (2) an ongineoring
 

staff organizationally not prepared to administer a program of this
 

magnitude. It is thoreforo reasonable to oxpoct that the construction
 

initiated under this program will bo subject to inadoquato care. Do.
 

terioration is already a problom in a fow of the schools completod.
 

Recommendation No. 6 

That the ILMOEnginoorirg, Industry and Natural Rosourcos 

Division mkco reasonable offorts to have CEPCES effect a 

maintenance system for all schools oither constructed or ro­

constructod under this program. 

3. Equipment 

Our oxanination rovonlod that C-PF o:-pondod (;r$146,128,958 of 
USAID/B funds on equipment no dotnilod horoeith. 

Office equipment CrZ 13,006,325 
Clas room furnituro 68,671,402 
Kitchen equipment 12,414,820 
Dormitory oquipmont 39,878,901 
Vohiolon 12.157.510 

a. Procuro.ont 

Our review of CEPCES procuromont procoduro dicloood that 

uoual Brazilian bidding rogulations wore no'V alwayn tidhorod to. About 

50 per cent of tho procuronont wan n~ooti.Vo : diroctly with suppliorop 

and CMEPS offioila were uuually advanoA funds, for the payment of all 

http:n~ooti.Vo
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supplier invoices. Evidence indicated that in ost instances such funds
 

were advanced four to five months prior to date of invoice. In sovoral 

cases the advances wore considerably in excess of actual expenses in­

curred. The advances wore later cleared with the presentation of paid 

invoices to the CEPCES accounting section; however, the accounting sec­

tion did not exert control over the advances. In our opinion tho prac­

tice of advances was abused and resulted in CEPCES officials benefiting
 

from use of the ftuids and/or interest earned on those funds.
 

Recommendation No. 7 

That the N2AO Education Branch request CEPCES to discontinue 

further advances of funds for procu.'omont of equipment and 

materials. 

b. 	Rocoiving and Distribution Roorda 

C3PCE$ did not w.intain effective receiving and distri­

bution records. Receiving roports wore not prepared for equipment pux­

chased, and no stock records wore kept for equipment received and/or 

distributed. Some efforts are currently being made to correct this con­

dition; however, the ,'liability of figures boing compiled is quostionablo.
 

We performed a selective sampling of classroom furnito.ro figures com­

piled and found several deficiencies.
 

Rocozmondation No. 8 

That the IJ'10 Education Branch roquost CEPCZS to (1) establish 

and maintain book inventory records for all equipment purchased 

with USAJD/D funds, (2) roconcilo such book inventory with a 

physical count of equipment, and (3) render a report to NEMO 

with rospoct-. to any missing oquipmont. 

c. 	 Utilizr.*ion 

On a selective basii3 wo porformed end-uso observations of 

oquipmont purohauoId and found that it ws ,jonornlly not woll distributoO. 

or offectively employed. Warohouno facilities for undiotributod claouroom
 

http:furnito.ro
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equipment were complotoly inadoquato. We saw classroom furniture (about
 
40 per cent of total purchased) which had boon damaged by rain and tor­
mites. This equipment wis so badly damaged that it will havo to bo re­
paired before it can be distributod to the schools.
 

CEPCES purchased seven vohiclos with USAID/B funds, throe of which 
wore specifically purchased for supervisory centers. We found that those 
vohiclos were requested by the Governor for uses outside of the projoot. 

Rocormnondation No. 9 

That the NFAO Education Branch request the State to (i) provido
 
adequato storage facilities for unusod classroom equipment, (2) 
renovate all damaged oquipmont now in storage, and (3) offoct 

the proper distribution of vohiclos.
 

4. Training 

As of May 31, 1966, CEPCES had ox-pondod CrZ3,936,011 of USAID/B 

funds on training activitios as shown bolowi 

PROGRAM ACTUAL
 
Number Cost Number ost 

Lay Teacher Training 1000 Cr 26,280,000 743 CrZl0,750,929 
Schools Principaln ­ 68 -
Scholarships 
 30 12,530,000 ­ -
Supervisory Training 35 4p2309000 28 780000
 
3mergoncy Teacher 

Training 600 
 128,700, OO ­ -
Training Materials - 26,280COO - 2,405,082

Adult Literacy Progran 1200 59,760,OOC ­ -
Other 
 - 4.816.000 - -

TOTAL Cr$262 6O00r$13 

a Monitors and insLructional materials. 

Additionally, CrZ912,830 of SUDI;E ane. State funds wore expended 

on training activiLios. 

No progroon was achieved in Emergoncy Teacher Training, ans reflected 
in the comparative fiburoo above. Thin lack progress duoof was princi­
pally to inadoquato teacher training facilition. Inasmuch an two train­
ing centers have recently boon complotod and put into oporationp this 

situation in oxpoctod to improve. 
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The Adult Literacy Program was cancelled by order of the Federal
 

Ministry of Education oubsoquont to the March 1964 Revolution. Tho
 

Secretary of Bducation indicatod that the State has no plans to initiate
 

an altornativo progran.
 

5. Othor 

CEPCES's records disclosed that Cr$151,631,738 of USAID/B funds 

wore expended on salaries, adninistrativo expenses, and advances as showr 

bolow: 

PROGRA! ACTUAL 

Tochnicians salarios CrZ35,160,O00 Cr 34,19e,660
 
Micollanoous 10,691,030 
Advanc -06748.08 1s 


TOTAL Cr$35.60OOO Cr.15 7
 

The advances of Cr.106,748,048 roflcctod abovo onorally reprosontod
 

funds actually expondiod. The prinary redunion for tho ndvnco, ohoim abovo 

was k.ue to the fact "Thnt the acccuntin, :io tion had not cluro tho ad­

vance arcount with appropriato dccum:ntatior; which in ;ovoril inoL.neon 

wao proentod in 1963 n,d 1964. It ii nocoutui.ry th:.t thuiio ndwvnco, be 

cleared out acd cl r&o to thu pr(,pti accotrj:. fcr rcpo-rting rurposo. 

.cc=imondaticn 1c. 10 

That the 11. L'ACZcducation Drinl, r,iu o ,.- !t cluttr tho ivl. 

vance tacotut w.oro the propt'A ,.iti y ACou:MoU ttion hall 

boon pro'aontod. 

C. R1PORiTING, ACCOUNTING. LIND z"r.m. , .......,,. J
 

1. Roportin iProcoduron
 

11oportin 6 on financial of thits VJoot inAlo-.the ofrQIgr(r ,)r wvn 

quato. Our oxninzttiun roVonlod tivt CEP..J nly -,rcotntul, for tho ox­

wridituro (f UJAI1i/ fundi whun rfquuitot, 1( )i rvdii ,nal 1,mndn voru otutb. 

mittud. Wo foiouz '2:'t reportn worv propnrutl .vr twt, evl-tr,l Ii OneOl 

caoo tho poriod wao lngor than ono y(ar. hio roult wri, n gvitornl lank 

of budgotary ctntr(,l ovler thits projccf. 

http:nocoutui.ry
http:06748.08
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RfLcodation No.11
 

That tho NSAO Education Branch roquout CEPCES to-roport on A~
 

quartorly basis for tho oxpondituro of USAID/15 funds.
 

Tho Loo A. Daly Co. submittod school inspoction roporto an iroll as 

monthly progroas roports to N:;40. Wo roviowod tho monthly progros ro­

ports and gonorally found that thoy containod ccoiplato and necura'to nar­

rativo inforrnntione I'hny findings prosontoa in this roport woro oitod 

ropoatodly iii Daly's roports. Ilowovor, 11"0 Mone indicated that only 

lirmitod corroctivo action was takon whion doficioncico woro roporto.. 

Wo fool that rmoro OfMoctivo NEAO utiliznticn could Ivivo boon rnado of 

thoso roports. Thin doficionoy was timilarly pc-intod out in our I~a 

nhgo audit roport (.U 3/67, focomnondation lk&. 13). Innanuch n car­

reotivo acticn hasi '0on initintud. by NUZO 'cr 4 Uorthoant fitaton iritli 

basic oducation protrnmi, tho roccnnondriti.n in not boing repontou. 110oo 

2. Accuninl.Pc ,uro5 

Wo ruviawut. CZ.PC=3 necolinting, p~ro-oduroti insofnr no thoy wuo 

rolatoi to our ox.Aatirn of~ tho projoct ajprucnunt eiiit it wMH our cy)irion 
that booki and ruo(,;'tu vuro not zrintninot in acordnnce with ftceopt: Ilo 
nceoitnting practicoo. 'rho ruulcwint doficioncio i1Iluntranto 0oe Ick of 

1.* Wo fourl tit of fcc tivi ccur t u U.~2aadt~i~ tho fr.-udulo;.n 

Uno of fun-1n1 .,~ i.%1,Ai vViu'I !' lur1,ts uet,:1io,eu;'r run'.n "A 

roapontsiblo ffr 0L#'V.jnInt F.11n pr curtynos, v!1 t niL.g fill 

.uRIvnjjcjP~ in ,. 
,toawnoi r.c. wety '.t n~rul 11ro f vc 'ivoly t. v t01-izij , t opj,) rvwti ty 

axiat~i4 ror pora~iv~ttl *Aeln tl.j-uu,;! th,, qov or inc'1ej'n t r jntturCtji (fti -' 

Chtho", %ivriLbloi,; s, uoitt Cri-lo ril1it'n. 

0o0tion- 7Tho Ol~e rnctt in ~r1' Un 4 t'.0 h~l IvIdn."'4 1% 

soctiuntinoc rc-Jtlno -,o rna Lttxru tnveu g~rj 

http:Accuninl.Pc
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4. CEPCES did not maintain lodgers to control oxponsos. Exponeos
 
woro simply addod up at tho ond of oach month and thon combinod with
 

tho provious nonth's totals.
 

5. CEPCES did not perform a comparison of monthly statomnots rocoivod 

from the bank with bala:,cos shown on ORNCM books for the USAID/B ac­

count. There was thue no procoduro to accpunt for the current balance 

of funds or safogu.d against their ninuso. 

It is our opinion that thu present CArCES administrativo staff in
 

incapablo of offocting the corrootivo action noodod. We thcroforo fool
 

that SUD'E should a.ssumo thin responnibility.
 

Roconronlation,No. 12
 

That the NFJO Education Branch inform SUDENE of the accounting 
doficioncio! in CEPCFi and roqueqaw SUD1iE to establish offoc­

tivu accounting racordi , procoduron, and ccntrols. 

3. 	 SUDIVA ..ulitin,: Procoluron 

According A, thu projoct nfruomont, -'AID E wan nrinigno- tho 

roaptnnibility for o::orcioing tho fcllowine controlg: "auditing; onnuring 

tho pr(,pr =o of t'iw.dn; chuckir. thu oxscutio3: of plan.; and inzipocLing 

an! ovalua tne: ro.ultn t( on.uro compliincu with propor tochnicl rtan(1­
ard n."
 

Our oxnnitrnLic,i, roavol,,, that 'T,",i21:% lid n,,t uff,,ctivuly oXw.uto 

%he 	abovo run p ws X1iit u.. Wo f-uj' that t.;. curront J.in t au'it wa. 

the f1r.t rioli vy'niniti, n thnt '. pturfrnuk of CIPC1F.J1:i rocords 
and proooluruti. cotiiI.ii"honn.In (Iand,uo~iu:O . ..... ,r cer rifie oxptn4 . i ' .,ut ili thu flnlcunt ,l -". . 

5. 02,14,11" ,f f.tj'/J!l . hO rilt 	 ito".f , ti a.l, " a 
Ou r cxavt~ici '-±.t luo rvoatlo! Ohat :;i.. arpor vo. '. .-­

quan toi f,,r c(.n truCk i,n ftint fil thugh tho :: tjJlJne!i14urI1K 'ioplnitunlt 

did ni t n1,p$rm ,.)tlhu rolnatu.t arehitoettural :p fl t,tit no. In no,1t rnatont 

aohoolo worutvfp]t,*1 with thu ar,-io.:tur. ,oW, rnunt I.PV­

prov1 It 1,- 'ur ,:,idin that thu c'ioa tnfa,;'try rf,rraeuw u 

thi.. ontir pr(aKrn in it- jartpri' :olt.! ftlilurt, fully to 

http:cotiiI.ii"honn.In
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oxeouto its responsibilities. Again, this SUDMME doficioncy was.point­

od out in our Mmranhgo audit roport (No. 3/67, Rocommondation No. 15).
 

Sinco NEAO is now acting upon this rocommondation with respect to all 

4 statos with basic education programs, vo are making no furthor roooi­

mendation. 

D. PUBLICITY AND MARKING
 

Wo contacted tho Unitod Statos Information Sorvico (USIS), Rocifo, 

for information portinont to any publicity givon this projoct. Wo found 

that the project had rooivod limited pross covorago in tho Stato of 

Sorgipo, with USLID ts participation alwaya idontifiod. 

Our ond-uoo obsorvation of 33 schools rovoalod that 5 of thoso woro 

not idontifiod with signs or other markings roflocting tho participation 

of the illianco for Progress. 

Rocpmmondatkon No. 13 

That the 1110 Education Branch initiato action to identify 

proporly all buildings constructod or reconstructod with 

USAID/B funds. 
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LIST OF REC03GMDATIONS 

Number Pg 

1 That the NEAO Education Branch initiate appropriate 
action requiring the State to respect its financial 
obligations. 4 

2 That the NMAO kngineering, Industry and Natural 
Resources Division initiate action to ensure that 
funds are allocated and controls instituted to 
complete the unfinished construction and remedy 
any deficient construction under this program. 7 

3 That the NEAO Education Branch request the State 
to redeposit to the USAID/B account the "fiscal­
ization fees" collected on all USAID/B funds. 8 

4 That the NEAO Engineering, Industry and Natural 
Resources Division request CEPC33 to redeposit 
all USAID/B funds in excess of Cr$127,OO,OO0 used 
for construction of the John Kennedy school. 10 

5 That the NEA0 Education Brannh request the State 
of Sorgipo to redeposit the Cr$8,263,424 to the 
USAID/B account in sottlomont of the unrepairable
construction found under thio program. 12 

6 That the NFAO Anginooring, Industry and Natural 
Resources Division make roasonablo efforts to have 
CEPC3S offect a maintenance system for all schools 
either constructed or roconstructod under this pro­
gram. 12 

7 That the MAO Education Branch roquont GEPCES to 
discontinuo further advances of fundo for procure­
sent of oquipuont and materials. 13 

B That tho frAO Education Branch roquont CEJ'C, 3 to 
(1) establish and maintain book inventory records 
for all oquipuont purchased with U3AID/B funds, 
(2) reconcile such book invontory with a physical 
count of oquipuont, and (3) rondor a report to 
NZAO with rospoot to any missing oquipmont. 13 

9 That tho Nl bAEducation Branch roquost the Stato 
to (1) provido adequate storago facilities for 
unusod olasnroom equipment, (2) ronovato all 
damaged equipmont now in storagOp and (3) effect 
the proper distribution of vohiclon. 14 
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LIST OF EDCO)OWDATIONS (Cont'd) 

Number YAMo 

10 That the NEAO Education Branch request CEPOES to 
clear the advanco acckant whore the proper account­
ing documentation has been promontod. 15 

11 That the NEAO Education Branch request CEPCES to 
report on a quartorly basis for the expenditure 
of USAID/B funds. 16 

12 That the NEAO Education Branch inform SUDENE of 
the accounting deficioncios in CEPCES and request 
SUDWE to establish effective accounting rocords, 
procedures, and controls. 17 

13 That the NEAO Education Branch initiate action 
identify properly all buildings constructed or 
constructed with USAID/B funds. 

to 
ro­

18 
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DEVELOPMENTAGEOY FOR INTERNATIONAL 

UNITED STATES A.I.D. MISSION TO 
BRAZIL
 

Offic- of the Controller
 

Ootober 20, 1966
 

TO The Director pf Hission
 

Minister Stuart H. Van Dyke
 

The Office of the Controller has 
completed an examination of the
 

Sorgipe Elementary and Basic 
Education project covering 

the period from
 

Our attached audit report contains
 
July 30, 1963 through May 31, 

1966. 


13 recommondations for program 
improvement which for convenienco 

aro
 

listed separately in Exhibit 
A (pp. 19-20).
 

Under a loan agreement with SUDINTE, 
USAID obligated Cr$17.2 billion
 

of Public Law 430 Title I funds 
for a progTam of school construction 

in
 

SUDMIE in turn grants the funds 
to indivi­

8 states of the 1Northeast. 

Pnnta Vith each State.
 

dual states pursuant to separate project an 


-f
 
The Sergipe agroomont provided 

for a grant of Cr$1,275 million 


Additional
 
AID funds over a three year period 

ending in July 1966. 


contributions totaling CrS35
0 million wore to be made by SUDENO 

and
 

the State.
 

The Sergipe program provided fur 
the construction and roconatruc­

tion of 900 classrooms, construction 
of suporvisory centers, 3 teachor
 

trainir~g centers, 4 industrial workshops, 
procuromant of school equip-


The program is administered by
 
mont, and teacher training programs. 


a State organization known as "Cominaso 
2-ocutiva para Programas Co­

operativos do Flucaggo no Estado 
do Sergipo (EPCES)."
 

An of flay 31, 1966, the three signatoreion to the project agroo­

reloasod a total of .,-$1.5

mont (USAID/B, SUDT21B, and the State) ha 


0' the funds rolannod, tho
 
billion of the 0r31.

6 billion pledged. 


State had exponded Sr$I,341 million.
 

Implementation of thin project han 
boon highly unnatiufaotory.
 

Significant doficincion found in the 
program are citod belowi
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1. Nine hundred classrooms were to be constructed 
or reconstruc­

period of this program. However, during the
 
ted during the 36 month 


period covered by our audit, 
only 164 classrooms were either
 

34 month 


constructed or reconstructed. 
Approximately 62 per cent of the 

proj­

has been expondod 
for constructional reconstruction 

ect funds bi-dgeted 
 It is
 
as compared with 19 per cent 

of the physical goals attained. 


estimated that Cr$120 millions 
will be required to finish construction
 

will exhaust funds presently
 
Since the latter expenditure

under way. 


available, no new ponstruction 
activity is anticipated under 

the pros­

ent program (p. 5).
 

2. CEPCES's engineering staff lacked 
the competence and personnel
 

to administer a program of the 
size undertaken. Architectural plans
 

were usually faulty and incomplete, 
and costly adjustments had to 

be
 

made after construction had started (PP. 
5-6).
 

3. Construction contractor capabilitios 
were poor, and buildings
 

often unsafe for occupancy. A training center at AracaJd 
col­

wore 

lapsed and was subsequently abandoned 
(p. 6).
 

Long
was unsatisfactory.the program
4. Construction planning for 

nites were selected and approved, deeds 
untildelays wore encountered 


(pp. 6-7).
approval obtainedand SUDI21B and NEAOliigalizod, 

work was not subject to the usual
 
5. Construction/reconstruction 


public competitive bidding practices 
proscribed by Brazilian regulations.
 

Contracts wore lot to the lowest bidders, but subsequent 
upward adjust­

monts added more than 50 per cent 
additional to original bid costs.
 

they wore not permitted by

advised that

USAID consulting engineers 

CEPCES to review contracts or adjuntments 
prior to awards (p. 7).
 

6. Three contracts were awarded 
on a cost plus a percentage of 

cost
 

engineering consultant suboequontly warned that ouch a 
basis. The AID 

three contracts
 
system lent itsolf to serious abuses. 

Costa on thoso 


3-9).
 
eventually amounted to 3-1/2 timon the original estimates (pp. 

"7
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The John Kennedy school exemplifies the inherent inefficiency of
 

Originally budgeted to
 
contracts awarded on a "cost plus" 

basis. 


cost Cr$38 million, it is currently 
budgeted at Cr$160 million. AID's
 

engineering consultants informed 
us that the actual cost for this
 

school should not have exceeded Cr$90 
million, inflation considered
 

(pp. 9-10).
 

7. 	There was a high incidence of 
school buildings not completed
 

Of 33 buildings observed, 8 wore found 
not to be utilized.
 

and/or used. 


Six buildings were not being completed 
because of construction defici­

two others which had been completed 
wore not used because of
 

encies; 


lack of teachers (pp. 10-11).
 

that of the
 
8. 	Responsibility for maintenance of 

buildings was 


Howevex, there was no continuous maintenance 
pro-


State of Sergipo. 


gram because of a lack of funds and 
competent engineering staff.
 

Dbterioration is already a problem 
in a few of the schools completed
 

(p. 12).
 

There were no adequate receiving, 
distribution, or stock ro­

9. 

generally not
 

cords for school equipment purchased. 
Equipment was 


Warehouse facilities were
 
well distributed or effectively employed. 


Three of 7 vehicles purchased from 
USAID funds
 

completely inadequate. 


wore requested by the State Zovernor 
for uses
 

for supervisory centers 


outsidu the project (pp. 13-14).
 

CEPCMS accounting procedures wore 
poor, and there are no effec­

10. 

Thero was
 

tive controls to saeguard against fraudulent 
use of funds. 


no qualified accountant to maintain proper 
books of account (pp. 16-17). 

Ii. SUDENE did not effectively discharge 
its rosponsibilitioa with 

regard to auditing, chocking execution of 
plans, and inspection (pp.17­

18).
 

Although inflation was a significant factor 
contributing to un­

12. 


satisfactory results, poor planning, execution, 
and monitoring wore
 



also major undeflyilng factors. 

O seems to be aware of many 
of the difficultis cited
 

The NI 

dofine problem areas and 

Force" is vorkingand its "Task to 
aboTO, 

initiate corrective action.
 

oNorman 

Controller
 


