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

Novemnber 13, 1968

TO The Director of Mission

Minister William A, Ellis

The Office of the Controller, Audit Division, has completed an examie
nation of the grant funded project, Elementary Education and Training and
Curriculum Improvement, Rio Grande do Norte. This is the second audit of
the project and covered the period from January 1, 1965 to June 30, 1968,

The project agreement was entered into on December 3, 1962 in an ef=-
fort to reduce the high percentage of illiteracy in the State which was
attributed to a shortage of adequately trained teachers, training matee
rials, classrooms, equipment and instructional materials as well as to
weaknesses in the organization and administration of the educaticn system,
The original ProAg called for contributionsof NCr$l,661,350 from USAID/B,
NCr$100,000 from SUDENE and NCr$304,000 from the State., It included a
nunber of far reaching objectives which visualized a 3 year improvement
progran of the entire elementary education program in the State.

In 1965, after the first audit rcport, which had a cut off date of
December 31, 1964, revealed that the project had fallen far short of its
objectives, the NEAO determined that additional funds would be required
Just to complete the construction already initiated under the program,
Additional contributions of NCr$1,250,000 by USAID, NCr$255,000 by the

State end NCr$72,080 by CONTAP were subsequently committed through 6
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amendments to the ProAg. Or December 17, 1966, Revision No, 3 completely
revised the specifiec goals of the ProAg to conform with the actual proj=
ect accomplishments at that date. It also required the coupletion cf 120
schools and the John F. Kengedy Institute in Natal, all of which were come-
pleted or nearing completion, Since then, the major activity of the proj=
ect has been directed toward completion of these schools,

The audit report discloses that all censtruction with the exception of
a 5 room school house and a kindergarten building at the John F. Kennedy
Institute has been completed. All funds have been contributed with the
excaption of NCr$71,533.89 of USAID/B funds committed for construction ex-
penditures, NCr$250,000 of USAID/D funds committed for other educational
expenditures, NCr$20,400,64 of State funds committed for construction and
NCr$21,796 of CONTAP funds., However, the project has been subject to fre-
quent delays, resulting from a shortage of Statce funds, inflationary fac~
tors and inadequate contractor capabilities. The State has consistently
failed to make its contributiomson n tirely and repular basis, and has not
utilized project funds in accordance with terms of thc ProAg as revised,
The State used USAID funds for the payrent of expenditures properly chare
geable to State funds and resorted to a continual shifting of funds from
the USAID/D account in order to pay current cxpenditurces and maintain
the education program in the face of serious financial difficultiecs. At
the time Revision No., 3 was signed in 1966 therc were not enough funde
available to complete the construction of the 120 schools called for in

that revision. 1In addition, the exanination disclosed that SUDENE had
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not effectively and timely fulfilled its responsibility of ensuring the
proper use of funds by reviewing docurents proving expenditures., Conse=
quently, we are recommending thet USAID/B require SUDENE to conmplete the
verification of all expenditures and certify to USAID/D that all nrior
relecases have been used in accordance with terms of the PrcAg pricr to
any further release of USAID funds,

The audit report indicated that in April 1968, 6 of the 120 achools
constructed with project funds were not in use. The physics and biology
laboratory building on the John F. Kennedy Institute has never been used
due to a lack of equipment. Two schools visited in the western part of
the State appear to be adequately planned but poorly constructed, Kite
hen and toilet facilities have never been properly connected to an ade=-
quate source of water.

Under the terms of the ProAg the State apreed to naintain and repair
all equipment, schools constructed and other facilitics. At the present
time there 18 no adequate maintenance program for State schools because
of a lack of funds and organization. The State has drawn up a list of all
repairs needed or all schools constructed with project funds and plans
for completing these repairs will be put into effect if and when funds be-
cone available,

The prior audit report discloscd that the State was maintaining in-
vantory control cards for all non=expendable sroperty purchased with proje
ect funds, At that time the Statec nlso aprced to cstablish an equiprent

ledger which would act as a control account for the property cards,
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During the present audit neither the aforementicned control cards nor an
inventory ledger could be located. In addition, the State is not present-
ly maintaining adequate inventory records on vehicles purchased with proj-
ect funds and the audit accountel for only 9 of the 14 vehicles currently
remaining on the program. We are recommending that all ifaventory records
be brought up to date,

The audit disclosed that the reporting requirements on the financial
progress of the project were completely inadequate. The NEAO/ED files
contained only 3 reports prepared by the State for the period under exumi-
nation, The NEAO/ED records show that these reports were considered ina-
dequate but there was no evidence that follow-up action rcsulted in ime-

proved reporting,

IRV~

Robert B, Curtis
Controller



AGENCY FOR INTFRNATIONAL DEVELOPMENT
UNITED STATES A.I.D. MISSION TO BRAZIL

REPORT ON EXAMINATION
OF
RIO GRANDE DO NORTE EDUCATION

SECTION I - GENERAL

A. SCOPE AND PURPOSE

An examination of the "Elementary Fducation md Training and
Curriculum Improvement, Rio Grande do Norte" project has been made
at the requost of the USAID/Brazil Northeast Arca Office (NTEAO).
This is the second audit of this Projoct Agrooment, which was origi-
nally signed on Decombor 2, 1662, and coverod tho poriod from January
1, 1965 to June 30, 1968. A roviow of tho first audit roport, No.
12/65,‘1ndicated that all rocommondations containocd thorcin had boen
closod,

Tho principal objoctivo of this oxamination was to roviow and
evaluato tho offoctivonoss of program implemontation as compared
with objoctivos outlinod in tho Projuet lAgrecmont (Prolg) as rovisod,
and to dotormino tho oxtont of compliance with its torms. Othor
purposos woro to vorify tho adoquato utilization of projoct funds
and to dotorminc tho quality and offoctivonoss of tho financial and
administrativo managomont.

Tho oxamination was mado in accordanco with gonorally acooptod
auditing standards, applicablo manual ordors and such othor audit
stops as wor. oconsidoro¢ nooossary undor tho circumstancus., It in-
cludod tho oxamination of tho accounting rooords and rolatod filos
of tho USAID/B Ccatroller's Offico in Rin and tho USAID/B/NEAO of-
fiocos of tho Aeslstant Controllor, tho ™uocatioca Divieion and tho
Enginooring Division, in Rocifo. Mootings nnd discussions woro
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held with responsible NFAO officials. A field trip was made to
Natal and to the interior of the State of Rio Grande do Norte
for the purpose of reviewing the accounting records and files of

the Servigo Cooperativa de Fducagao do Rio Grande do Norte (SECERN).
Discussions were also held with the State Secretary of Education,
Heavy seasonal rains and flooded rivers limited end-use observation
to the physical facilities of the John F. Kennedy Institutc in Na-
tal and soveral schools in tho Municipality of Patd, all construc-
tod witk ProAg funds.

Tho audit was conductod jointly with SUDENE auditors who aro
issuing their own separate roport. Beforo issuanco, our roport
was roviowed by appropriate USAID/B/NEAO officials and thoir com-
ments havo beon givon due considoration.

B.  BACKGROUND AND PROJECT REVISIONS
In tho Stato of Rio Grande do Norto, as of 1962, it was osti-
matod that 46 por cont of tho Stata's childron botwoon sovon and

fourtcon yoars of ago woro attconding school and that moro than two
thirds of tho adult population woro illitorate. It was concluded
that the high rato of illitoracy was mainly dun to a shortego of
adoquatoly trainod toachors, training matorials, classrooms and
oquipmont, furnituro and instructional matorials, as woll as woak-
nossos in tho organizatior. and administration of tho oducatlion
syastom,

As a consoquonce, a projooct agroomont wns cntorod into on
Docembor 3, 1962 dbotwoon USAID/B, tho Suporintondoncia do Doson-
volvimonto do Nordosto (SUDWNE), tho Stato of Rio Grando do Norto
(Stato), and tho Braeil Miniastry of Education nnd Culturo (MEC)
for tho purposo of improving nnd oxpanding tho oducationnl systom
in Rio Grando do Norto and to roduco tho high rato of illitoraoy.
Tho projoot agroomont as originally draftcd cnllod for contributions
of NCr$1,661,350 from USAID/B, P.L. 480 Titlo I, Soction 104 (o)
grants, NCr$100,000 from SUDENE and NCr$304,000 from tho Stato.
(800 tablo of financing on pngo 10).
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The original project agreement included a number of far
reaching objectives and visualized a 3 year improvement program
of the entire elementary elucation program of the State, from
restoring and equipping old schools to building and equipping
new schools, creating now education centors, training new toachers,
retraining old teachors and reducing adult illiteracy,

The first audit roport on the projoot, Report No. 12/65, which
had a ocut-off date of Docomber 31, 1964, rovcaled that the project
roally did not got underway until April-May 1963 and that it had
fallon far short of its objectives, The roport indicatod that
mejor doficiencios woro due to such factors as inadeoquatec and inof-
ficiont management and dolays of Stato contributions to tho projoct
as well as dolays of USAID contributions which woro causod by slow
SUDENE vouchor vorification procoduros, Howevor, the major obstaclo
to tho satisfactory progross of tho program during 1963 and 1964 was
tho acuto inflation throughout Brazil which cut deoply into tho
projoot funds and rcsulted in a far highor cost than originally osti-
matod, SECERN thorcforo decoidcd to postpcno ccrtain of tho planncd
objoctivos listed in tho projoct agrcomont and concentrato its of-
forts on itoms of highost priority.

The itoms postponod woro mainly in tho construction field and
included oxpansion of training contors at Cangarctama and Pau dos
ForrosAgricultural Schools, building and oquipping 3 training con-
tors with dormitorios, building phyoical plants for 8 normal schools,
oxpanding and oquipping Instituto of Vducation in Caioé and Mossoré
and building and oquipping visunl Educaticn Contors and Educational
Matorinl Production Contors,

Tho balanco of tho building program which includod construoc-
tion of 1,000 now ciassrcoms, 10 industrial arts workshops for
olomontary ago ycuths and tho John F. Konnedy Instituto of Edu-
cation in Natal, was initiatod but ocn n grontly roducod scalo, Tho
pricr roport dinclesod that n total of 232 clasorooms in 149 schools
had boon staortod by 5 soparato contractoro gt a total bid prico of
NCr$539,195.,38, Constructicn cf tho John F, Konnody Instituto was
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also commenced with a contract for 5 buildings being let at a total
cost of NCr$229,067.85. In addition, 5 industrial arts workshops
had been completed as of December 31, 1964.

In 1965, the entire elementary educaticn project threatened
to collapse due to the run-away inflation which was coupled with
inadequate contractcr capability for timely construction completicn,
the inadequacy of SECERN in administrating a project of this size
and the dolay of the State in providing its financial contributions.

After a study of the project by the USAID/B/NEAO, it was de-
tormined that an additional NCr$1,000,000 would be required just
to complete the 150 schocls currently under construction as woll
as tho uncompleotod pcrtion of the John F, Kcnnody Instituto., Con-
soquontly, on August 4, 1965 Rovision N81 was signed providing an
additional NCr$l,000,000 contributicn by USAID eceain frem Pel. 480
Titlo I, Scction 104 (o) grant funds for the specific purpose of
assisting in tho finencing cof tho construction cf tho uncomploted
olomentary schools and tho kindorgarton building on tho Jochn F.
Konnody Instituto. Thc Stato agrced to incrcasc its ccntribution
by NCr815,000 and to ostablish a systom cf pricritios fer construc—
tion romaining undor tho projoct sc as tc assuro tho rapid complo-
tion of the maximum numbor cf schrclu,

In Apgust 1966, the final roport preparcd by Nerman M, Giller
and Asscciatos, tho architectural and engineering ccnoultants to
tho prejoct, disclosod that tho censtruction had again como te a
standstill duc to a shortago c¢f funds. Tho ccntractors rofused to
prcoood until paymont roequisitions wero henerced by SECERN.

On Docombor 7, 1966, Rovisicn Nee. 3 was signed for the spucific
purposo fo comploutoly rovising tho gcale of tho project agroomont to
conform with actual projoct accompliohment and to comploto tho con-
gtruction of 120 scheools with 197 clagorcems and tho John F. Kennody
Instituto, At that timo, constructirn of 115 ochoclo had boon com-
plotod loaving 5 largo scheels and the kindorgarton building cof tho
John F., Konnecdy Instituto unfinishod. Tho Rovislon ostimatod, tho
oomplotirn of thono scheels wculd cont a total of NCr$536,283., In
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order to makc up this dulangs, the State agroed to incroase its
contribution dy NCr$240,000.

In addition to comploting construction of thesc schools,
Rovision No. 3 also amondod tho projoct agroomont so that it
ombraced only thoso objootives which had bcen accomplishod at
that dato. This includod the following:

l. Ronovation of 246 classrooms and facilities for approximatoly
19,000 studonts,
2., Ronovaticn of a normal school at Natal.
3., Training of 4 tcaching suporviscrs in Bolo Borizonto and train-
ing 36 suporviscrs in spocial subjoct aroas.
4, Training 2,000 non-cortifiod toachors during summor vacaticns.
5 Training 300 adult education instructors in short poricd coursos,
6, Litoracy training for approximatoly 6,000 adults and adclosconts,
T+ Assistanco in tho organizaticn and financinag of SECFRN to implo-
mont tho projoct,
8. Equip approximatoly 1,000 classrcemo, 2 normal schools, 5 supor-
visory centors and S industrial asts shops,
9. Purchaso,of toaching matorial fer training of ncn~cortifioed
toachors,
10. Purchasc of vohiclo to assist in tho prejecet activitios during
tho oxocution phaso and in tho suporvisicn of oducation activi-

tios undor tho projoct.

With thc dovolepmont of tho works of tho progrum, the nood
aroso for a now gourco of funds to prcvido cquipment for tho supor-
visory contors of Mosscré, Santa Cruz, Angicos, Nova Cruz, and Pau
dos Forros and for tho suporvisory and ocurricular cffico; for toach-
ing matorials for toachors and suporvisorsj and for curricular print-
ing costs of tho curriculum end suporviascry agoncy. A roquost for
additional funds was mado to tho Tochnical Ccoporntirn Council for
tho Allianco for Progroor (CONTAP) nnd, cn March 27, 1967, Rovinion
No. 4 was signod linking fundo fr:m CONTAP in tho amount c¢f NCr$..
72,080 to thc RON Education Program fer thoso purpeoon.
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On Octobor 1, 1967, Rovisicn No., 6 was signod fer tho purpeso
of carrying cut a program which would bring an incroasc in odu-
caticnal opportunitios as woll as imprcvod instruction for tho
school-age population in Rioc Grande dc Norto. This rovision made
available to tho Stato a grant of NCr$250,000 from tho 1linec cf
orodit mado by USAID/B tc SUDENE undor tho "Umbrolla Loan Agroo-
mont" No., 512-G-012 whoso sourco was P,L. 480, Titlo I, Soccticn
104 (g) funds datod May 3, 1963. Pricr to any rolonso c¢f funds
undor tho rovision, tho Stato is roquirod to proparo an ovorall
plan fcr tho utilization of thoso funds and submit this plan to
SUDENE and USAID/B for appreval.

SECTION II - FINDINGS AND RECOMMENDATIONS

Ao FUNDING OF THE PROJECT
1, Qonoral
A summary of cemmitments and roloasos of funds tc tho
projoot as of April 30, 1968 is ns fellowss

COMMITTED IELEASED BALANCE
NCrd “NCr$ “Nery “NCr§y
USAID/B
ProAg 12/3/62 1,661,350 %/
Rov. 1 8/4/65 1,000,000 2;
Rov. 6 10/1/67 _ 250,000 < 2,911,350 2,589,816,11  321,533.89

RON STATE
ProAg 12/3/62 304,000
Rove 1 8/4/65 15,000
Rov. 3 12/7/66 240,000 559,000 538,599.36 20,400.64

SUDENT:
ProAg 12/3/62 100,600 100,000,00 -0
CONTAP |
Rov. 4 3/21/67 72,080 50,284.00 21,796.00
TOTALS 3,642,430 3,278,699.47 363,730.5)3

MEUNRANEERIERRSTAN RIS TSN SENNEN

00 Exhibit A fer o sohodulu of tho nourcou nnd applicaticn cf
all projoct fundn.

1/ P.L. 480, Titlo I, Sootirn 104 20\ grant fundo,
P.L. 480, Titlo I, Bootion 104 (g) lcan fundo,
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2. USAID/B Contribution
In accordance with tho criginal projoct agroomont, USAID/B

agrood to contributo NCr$l,661,350 to tho projoct from funds gonoratod
by tho Soccnd Salos Agroomont = P.Le 480, Titlo I, Sooticn 104 (e)
orugeiro Grant Funds. Undor Rovision Nc. 1 deted August 4, 1965,
USAID/B incroasced tho plodgod contributions by NCr$1,000,000 frem
funds producod by tho Fifth Salos Agroomont - P.,L. 480, Titlo I,
Soction (o), Tho first audit of tho projcct disclcsed that a total

cf NCr$1,011,629.79 had boon roloased pricr to Novomber 30, 1964.
Totnl roleases on tho projoct to April 30, 1968 aro as fcllcws:

DATE AMOUNT
Prior to 11/30/64 NCr$1,011,629.79
12/ 9/64 240,060,49
4/11/65 281,255.68
9/ 9/65 900, 000,00
1/15/67 155,000.,U0
Intorost Zarnod 1,870,15
Total Centributicn NCr$2,589,816.11

Tho oarnod intorost of NCr2l,870.1% ic includoed no part of the
USAID contribution ir accordance with tho prcjecot agroomont,

Tho ProAg roquiroed USAID/B contributicns to b dopusitod in a
soparato acoocunt with tho Banoco d« lNerdosto do Brasil. /An analysia
of SECIRN Bunk statcmonts dinclesoed that tho USAID roloasos had boon
dopositod tc both tho Banco do Nerdoste and thu Bance de Eatade de
Rio Grando do Nerto in viclntion of the PrrAge SFCERN centinually
dopcoitod largo amounts of USAID rulceanos in tho Banco do Totado
d¢ Rio Grando do Nerto. Tho NEFR/D ¢ fico wan aware of this
praotico and tcok action to romody tho situntieon throush a nunbor
of lottors to ronpcnoldlo Stato officiclno, boginning in Jnnunry 1964,
Althcugh Stato officinlu gave noourancon f cemplinnce with this ro-
quiromont, nubnoguont USAID rolcanca continuod to bo doproitod in tho
Banco do Fotadr do Rio Grando de Nerto. HEAO han infornod us that at
pronont cnly liCr26.02 romain in th: M™nece de lintade do Q40 Grande du
Norto,
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Revision No. 6, which was signed on October 1, 1967, provided
for an additional USAID contribution in the amount nf NCr$250,000.
The source of the contribution was the unexpended funds from USAID
Loan No. 512-G-012, P,L. 480, Title I, Section 104 (g) loan funds,
for the improvement of Flementary and Basic Mducation in the North-
eagt, Our review of that loan agreemont indicated that Section
1,01 1limited the use of such funds to the States of thc Northeast
which had not previously received funds for their state cducation
programs., Since Rio Grande do Nortc had alrcady roceived other
funds at tho dato tho loan agroomont was signed, tho uso of theso
loan funds appoarod to bo in violation of tho loan agrecmont, Ve
brought this violaticn to tho attontion of NEAO/PO which subso-~
quontly proparod Amondmont No., 4 to Loan Agrcement No, 512-G-012
doloting tho limitation providod in Section 1.01.

3. Stato of Rio Grande do Nortc Contribution
In tho original proj.rt agroumont, the State arrocd to
contributu NCr8304,000 by the or.d of 1965 on tho basis of NCr$..
16,000 for th¢ lant 2 months of 1962 plus MCr$96,000 pcr yoar
during 1963, 1964, and 1965. Thc first audit of th: projoct in-
dicatod that as of Dccombor 31, 1964, tho requircd contributions

had boon mado by tho Statu but on an untimoly and irrogular basis.
Our curront oxamination disclosad that as of Dccember 31, 1965, tho
Statc was short in ite contributions by "Cr356,0n0, Rovision No. 1
signod in Scptembor 1965 called for an added State contribution of
NCr$15,000 which was to bo madu in Janurry, 1966, Vowever, the Stato
contributions continucd on «n untimcly and irrcgular basis and as of
Novombor 30, 1966, n totnl Statc contribution of NCr#284,700 rathor
than tho roquired NCr$319,000 1oft an unpaid balanc. of N0rEd5,000.
Revision Nos 3 which win signed in Docomber 1966 and complotoly
rovisod tho projcct, roquirud an additionnl contribution of NGrd...
240,000 bringing tho tetal Sinto ceontribution to NCr£559,000. Thin
rovision took inte account th. shertaro of NYr$35,000 nnd npocifiod
that tho Stato maks n NCr2120,000 contribution not 1ntor than January
31, 1967 with thu remaining 2159,000 te b pnid in 11 mcnthly inetnll-
monta during 1967. Tho “tate financial difficultiocn continuad duringe
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1967 and no contributions woro mado until July, whon NCr8106,599,36
from Fodoral Education Funds was mado availablo for tho constructicn
of schools undor tho projoct agreoment. An additional contribution
of NCr8i48,000 was made in Octobor, 1967 lcaving an cutstanding
balanco of NCr820,400.64 to bo ccntributod by the Stato, NTWAO/Td
officials havo informod us that this situation has boon discusscd
informally with tho Stato Scecrotary of Education and an official
lottor indicating this position will bo forwardcd to tho Stato.

4. SUDENT Contribution

SUDENE plcdgod a contribution of NCr$100,000 to tho projoct
to bo uscd primarily for tho training of porscnnol and invostmonts
in physicel facilitics., SUDFNT fulfilled its commitmont by rcloasing
NCr$83,333.33 on Decombor 31, 1964 and NCrl6,666.67 on Doccmbor 20,
1965. Thosce funds were proporly dcpesited in a scparatc acccunt with
Banco do Nordesto do Brasil in Fatal. As of April 30, 1968, the on-
tire contribution of NCr3100,00C plus interost oarned on doposits of
NCr$70.,17 had boon uscd for tho purpcscs stated in tho ProAg.

5 CONTAP Ccntribution
Rovision No. 4 to tho projoect agroement which was signod on
March 27, 1967 providod for a NCr372,080 contribution by CONTAP to
purchaso additional cquipmont and teaching matorials. On Docomber
27, 1967 tho sum cf NCr2350,284 was rccoived from CONTAP and dopositod
in a spocial acccunt in the Benco dc Tstadc de Lie Grando do lierto.
As of April 30, 1968, ncno «f these funds have boon oxpendod although

bids for tho purchaso c¢f the ogquipmont have boon obtainod and are

awniting apprcval,

6. Utilization of Funds
Our oxaminntion disclopod that through April 30, 1968, SECERN
had oxpondod a total of NCr$3,269,736.49 in tho prcjoct as shown in
tho Schodule of Source and Appliocntion cf Funds which is included as
Exhibit A of thin roport. This achodulo is o conaclidaticn of o
monthly "Statomont ¢f Accounts" preparod by SECRERN which is n broake

dewn of ull oxponnoa charged against prejoct funds by ncocunting
clansification of ascurcu. Wo mado no attumpt to vorify tho acouracy
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or the propriety of such expenditures since the condition of the
basic doouments did not make such a determination feasidle., In
addition this is a function of the SUDENE Audit staff,

Our oxamination did disclose, however, that project funds were
not utiliged in acocordance with terms of the ProAg as revised. With
tho signing of Rovision No, 1 on Aagust 4, 1965, USAID agroed to con-
tridute an additional NCr8$1,000,000 from P.L. 480, Title I, Soction
104 (o) grant funds for finanoing the construction of olomontary
schools and the John F. Konnody Inatitute in Natal. On Septombor 9,
1965, USAID roleasocd NCr$900,000 of this addod contribution. Wo
found that no moro than NCr2589,725 of this roloasoc had boon usod
for the construction of schools. An amount of NCr$196,763 was usod
to liquidate accounts payabdlo, nonc of which had proviously beon
charged to school construction oxpondituros., An additional sum of
NCr$110,175 was appliod to STCERN administrativo oxpondituros and
postod as a Stato oxponditurv.

An analysis of Txhibit A of this rcport also rovoals scvoral
problems concorning tho utilization of projoct funds. Tirst, it,
should bo notod that thoro arc tutal Statc oxpcndituros of NCri..
710,802 postod againat total State contributions of NCr$538,850.
This indicatos that Stato oxponditurecs oxcoodod Stato contributions
by NCr?171,952. Wo found that thosc oxcoss Stato oxpondituros wore
mado possitlc through tho impropor usc of USAID roloascs, Stato
advanocs, contractors doposits and cmploycus tax withholding funds.,
As of April 30, 1968 tho otatus of USAID rclensos and oxpondituros

was as followst

Roloanos NCrg2,589,816
Expondi turos 2,458,963
Balanco 130,853
Balanco in Bank Account 113
USAID funds ohargod to Statu Fxponsoco nerd 130,740

Tho noccnaity for uning USATD funds for paying oxpondituros
proporly chargeablo to Stntec contributions rosults from tho Stato's

failuro to rolonoo itn own contributiens cn o rogular and timoly dbasis.
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Consequently, SECERN resorted to a continual shifting and juggling

of funds from account to account in order to pay ourrent expenditures
and to maintain the oducation program in the face of serious financial
difficulties,

Further analysis of Exhibit A discloses not only that the total
disbursemonts of NCr$710,802 charged against State funds excceds tho
amounts presently roloasod but that they oxcoed tho total roquirod
Stato contribution of NCr3559,000. Tho Stato Scorotary of Educaticn
now proposes an accowating adjustment by which construction expond-
ituros of NCr3130,740 prosontly postod against Statc contridbutions
would bo chargod against USAID fund releasos in ordor to proporly
account for undisbursed USAID funds. If this adjustment is mado,

a summary of the source and utilization of prcjcct funds would bc

as follows: Stato of
Sourco USAID/B RGN
Contribution Rolcascd §9£§£;§§2;§l§ §g£§_§3§ 222
Application:
Classroom Construction 1,118,993 94,494
John . Kennecdy Institute 294,509 1,242
Administrativo Zxponsos 215,682 439,938
All Othor Exponsos 960,519 44,388
TOTAL NCrd2,589,703  NCrdp8o,062
Balanco NOrBLLY  NOxaL,212

This summary roveals that ovon if this accounting adjustmont is
mado, tho Stato contributions will not havo boon utilizod in accord-
anco with the ProAg as rovisod, The Statc has continually uscd proj-
oot funds for tho paymont cf administrativo oxpensoes to such an ox-
tont that it is impossibdlo to comploto construction requirod undor
tho torms of Rovision 3 without tho use of additional funds from
other sourcos.

At tho timo Rovision No. 3 was signod on Docombecr 7, 1966, it
was dotorminod that a total of NCv2536,284 would bo roquirod to oom-
prloto 5 largo schools at tho municipnlitius of Aloxandor, Antcnio
Martins, Almino .1fonso, Patd, and Apodf as well as tho kindorgarton
building at tho John F, Kennody Institutc. Tho amcunts for tho con-
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struction worc to bo dorivod from tho following sourcos:

Unroloasod USAID Contributicn NCr$228,404
Unroloasod Stato Contribution 285,000
Bank Acocount Balanccs 3,378
Spooial Stato Commitmont 1 02

TOTAL NCrg230,284

However, as of Docembor 31, 1966, tho SECFRN Statomont of Accounts
disclosod that oxponditures of NCr422,188 inoluding NCr2374,170
chargod to administrative oxponsos had already boen chargod against
Stato oontributions. Conscquently, thoro was only a balanco of
NCrd136,811 which could bo used for construction purpescs as shown

bolow:

Total Stato Contributions Roquirod NCr3559,000
Total BExponsos charged - 12/31/664

Classroom Construction 2,422

Administrativo 374,170

Othor 451526 422.188
Balanco Availablo for Constructien 136,812
Balanco Roquiroed by Rovisicn Nc. 3 285,000
Funding Doficioncy NCr2148,188

Whilo this funding dofiocioncy of NCr$148,188 had not boon ro-
loasod as a Stato contribution, it had boon committod for othor ox-
ponditures and Stato contributions had to bo usoed to liquidato ac-
oounts payablo including tho NCrd130,741 of USAID funds usod for
Stato oxponditurcs. NEAO/Ed shculd havo boen awaro of thioc problom
when tho 3rd Rovision was writton so that ronlistic plans for fi-
nancing tho romaining constructicn cculd havo boon fermulatod,

SUDENE's rosponsibilitos as outlinod in Soption III A of tho
projoct agrooment include tho follrwings "4) ..eev.. and oxorciso
tho fellowing controlss acccunting; onsuring tho prcpor uso cof

funds; cese”
In addition, tho procoduros for tho advanco of funds by USAID/B

woro outlined in Socticn III D of tho agroomont and road as follows:
" 2) Furthor advancos, ac fundo aro nooded for 3 months oporations,
basod on writton roquosts from tho Stato ¢f Ric Grando do Ner-
to will bo submittod to SUDENE for ito approval and nubminsicn
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to USAID/B, for USAID/B considoration and approval. Thoso
roquosts shall ocontains (a) dotailod information rogarding
tho usc of funds proviously madoc availablc with tho documents
noocded to prove oxponditurcs, (b) a stetomont of tho oxtont
of progross in ccmploting tho projoct, (¢) a doseription of
any changcs in thc ostimated costs, and (d)_tho projoctod uso
of funds for tho succeeding 3 months poricd."

Our oxamination discloscd that SUDENE has not offoctivoly and
timoly fulfillod thoso rosponsibilitios of onsuring tho propor uso
of funds by roviowing tho dccumonts proving oxpondituros and tho
ugo ¢f funds provicusly mado availadbloc to tho prcjoct.e Vo worc in-
formod by tho SUDENE Audit toam in ocur jeint audit, that cwing tc
tho prossurc cf werkload and tho lack ¢f qualified porscnnol, tho
SUDYNE Audit Division had mado nc¢ roviows cf tho prcjoct sinco cur
pricr audit in 1964 and that vorificaticn of oxpendituros by oxami-
naticn cf supporting dccumcnts frr tho past 3 yoars had nct boon
initiatod until Fobruary 1967 urn USAID/B/CONT nctification that
tho prousont cudit wes boing initinted. Tho cnly ncticn tokon has
boon an occasicnal analysis cf tho SECERN Statomont cf Accounts by
tho Assistant Managor ¢f {he SUDENE Audit staff feor purpcsos cf
dotornining rcmaining balancos,

Tho NEAO infcrmed us that whilc the SUD™NE Audit Division
suffors from an obvicus shertago of stnff, it hns dovolcpod a groat
doal in rocont ycars, moking significant inmprevonont with rogard tc
standardizing and strcamlining ito centrclo, proccduros and schodulces
for vorificaticn of tho applicaticn ¢f funds on tho pnrt of tho im-
plomonting agoncioos. Fer oxamplce, SUDENE has preparnd n crnonlidatod
"Manual Ordor on Accrunting Systoms nnd Prccoduren, Chart ¢f Accounts,
and Rondering of Acocuntn" which wao printed in Junurry 1968 and dis-
tridbutod to nll ngenoion implomonting projoct ngrocnonts. NEAO fools
that thio is n vory crmnendnblao stop, indienting SUDINE'n pnoricus
proccupnticn in attompting teo porfrrir tho crntrelling functicns vontod

on thom by prrjoct agroanontn,
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However, it appears that up to the date of our audit, neither
SUDENE nor the NEAO Education Division has provided effective fi-
nancial and verification controls of previous project expenditures
and it is our opinion that the question of improper utilization of
projeot funds mentioned above is in part related to SUDENE's failure
to execute these responsibilities and to follow prescribed procedures
for reloasecs of funds. If SUDENE is incapable of providing the proper
controls and oxpendituro voerification, it will bo necossary for tho
NEAO Education Division to implomont additional control proceduros
ovor USAID funds.

RECOMMENDATION No., 1
The USAID/B NWHR/Education Division prior to
furthor roloase of USAID funds should (a)
discuss with SUDENE officials tho lack of

aocounting controls and oxponditure vori-

fication in ordor to dotormino ways in which
this doficioncy can bo corrccted, and (b)
roquiro SUDENE to completo tho verification
of all oxpondituros and certify to USAID/B
that all prior roloasos have booun used in
accordanco with torms of tho Projoct Agroo-

mont as rovisod,

(Tho NIFHR offico in rosponding to our draft roport statod that
thoy woro not in agroomont with Rocommondation No. 1 bocauso thoy
fool that tho wording would in offcet mcan tho tormination of tho
Rio Grando do Norto Education Programe. The NEHR offico statod that
it would officially roquost SUDFNE to complctu tho romaining vori-
fication on all projoct oxponditurcuas as this proccdurc in possidlo
undor tho ProAg. Howovor, basod on thoir knowlodge of SUDINE'e
oporaticno thoy fool this roquust will roquiro an unduly long poriod
of timo to comploto. Sinco thuy fool that the draft audit roport
disclosod no cvidonco of wreng doing, othor than faulty bookkooping,
thoy wish to maintain tho training olomcnt of the program during the
oomplotion of tho SUDENE varification proccduroo,)
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B. PROJECT PROGRESS
1. Sghool Construction
a. QOeneral

The prior audit report disclosed that as of December
31, 1964 construotion of 149 schools with 233 classrooms had baen
initiated and 10 of these schools had been completed. Since then,
the major activities of the project have been directod toward the
completion of thomo schools, Rovision No. 3 specifically dosignated
120 schools for complotion with projeot funds. As of our review 119
schools had boon comploted. Wo also found that tho John ¥, Honnedy
Instituto of Education has 4 buildings complotod; a sonior normal
aschool, an olomentary achool, an industrial »rts shop and a physice
and bioclogy laboratory building. Tho only construction not complotod
in accordanco with Rovision No. 3 was a large 6 room school in the
municipality of Patd on which only foundation work had bocn completod
and tho kindorgarton building at tho John F. Konnody Institute on
which all work was stoppcd in 1966 duo to lack of funds. Tho kinder-
garton duilding 1o appreximately 40 por cont complote. Tho romain-
ing 29 schools originally started havo nothing moro than foundation
work comploted,

Bids for tho conatruoction of tho clomontary schools woru originally
lot to 5 construction firmn and tho municipality c¢f Aroia Branca. Con-
tracts woro aignod cn a unit pvrice baois accerding to tho spoocifi-
cations and locnticn of onch schoel and tho tetal contract pricoe for
tho 149 ochools amounted to NCr$539,195,38 in 1963, The SECERN Stato-
mont of Acccunts dinclesud that a tetnl of NCr2l,247,064.08 had boon
chargod agninat achcolrocm conntructicn an of April 30, 1968, Thia
oxcuinolvo inoroaso is duo mainly te inflaticnary factern neravatod
by conntruotion dolayn oinco ocnatructicn e¢rntrnctns allewed for in-
oroasod cont basod cn a menthly "cenntruotion indox" roflcoting tho
nddod cootn duc to inflation, Hewover, the failure of tho Stato to
provido timoly ocntridbutiono tc¢ tho projoct dolayud oonntruction and
occntributod dirootly to incronncd ornntruction centn,
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Our nxamination inoluded a review of the SECERN construction
files in order to determine how such inoreased construotion costs
wvere computed and to reconcile individual school contract costa with
total construction cosets reported by SMCERN. Wuo found that these
files were incomploto and in such a state of confusion that in no
event could the total cost of individual contracts be accurately
determined, In those ocomstruction records which woro available,
thoro appoarod to be many inconsistencies in tho computation of
incroascd costs basod on tho monthly construction index and no
stato officials who could ouxplain tho mothod of computing the ad-
Justments wore availablo at tho dato of our audit, Furthormoro, tho
concopt of maintaining adoquatc oconetruction cost information io lack~
ing in thc SECERN administrativeo opcration and raisos a question as
to tho adoquacy of controls ovor construction oxpendituros as woll as
to SUDENE vouchor vorification procoduros, Vo fcel that in ordor to
cnguro that thero wore no improprictios in tho usc of funds for theo
construction of schools and to nrovido a final analysis of achools

complotced and in uco, tho following rocommondntion it in crdor:

RECOMMENDATION No, 2

(a) Tho USAID/B NEHR/%ducation Division should
roquoat tho RGN Stnto Sccrotary of Education
to propuro and forward to USAID/B a detnilod
nchodula of all ncew sohccln censtructod with
projoct fundo, including tho John ¥, Kenncdy
Inotituto, onhowing nnwo, lecntion, numbor of
oclagsroomn, dato comploitod, centract cent,
cont ndjustmont, tctnl cost and tctnl oxpondi-
turovs tc datoe Totnl xpunditurue tn dato
nhould be roconcilad te acherl ccnstruction
oxpundituron,

(b) Tho USAID/B NEAOEngin ‘.ring, Inductrinl nand
Naturnl Runourcun Diviaion and Human Runcurcon
Divinien nheuld analyze thio achudulo to do-
tormino tho propricty of oxpondituros of
U3AID fundn. Tho nchcdulo will alnmo norvo
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Recommendation No, 2 (Cont'd)

as a guide for follow up action on the cor-
rection of construction defiolencies and the
future roview of school utilization and

maintenance.

Tho State Secretary of Education estimates that complotion of
the olomentary school building at Patd wiil cost approximatoly
NCr$79,930.52. No estimatos have boen made of costs iu comploto the
John F. Konnody kindorgarton building. The Stato is presontly wait-
ing fcr tho final USAID roloasc of construction funds of NCr$,,,,,
71,533.05 as woll as tho romaining Statc contridbution of NCr$eeee.
20,400.64 in ordor to initiato final work on tho 2 buildings. Tho
balanco noodod to comploto thosec 2 buildings has boon plodged from
Stato and National Education funds. Tho othor 29 schools originally
startoed aro oxpcctod to bo complotod as additional Stato funds bo-
como availablo in tho futuro,

b Utilization of Schools

With tho cxcoption of tho John F. Kennody Institute in

Natal all of thc schools constructed with projoct funds aro scattorod
throughout tho wostorn part of tho Stato. Our audit plan includod
ond~uso obasorvation at a numbor of thoso schools for tho purposo of
chocking on construction, utilization, and maintonanco. Unfortuna-
toly, tho roads in this soction of thc Stnt, hnd bLoon made impassadblo
by soasonal rains and othor than the John s Kcnnody Ingtituto, wo woro
ablo to obasourve only 2 conplotod ochooln which wora in tho munici-
pality of Patd. Ono of thoso schcolo wan oporating and tho othor
had boon cloasud sinco Docombor 1967 whon tho tcachor had loft for
additional training. No roplacomont had boon nominatod nt tho dato
of our vinit, A ropert proparod by SUDRNE in April 1968 disclonod
that 6 of tho 121 ochocls conntructud with prejooct funds woro not in
uso,

Both noheols vinited rpponrcd ndoquatoly planncd but poorly oon-
structod and maintninud. Thoy oach cenrintod cf o clansreem, a onall
kitchun and indecer teilot facilitios. Howovor, wator pumps had novor
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been connected and tho kitchen and toillet facilities were not in use.
One achool had holes in the roof and was in noed of interior paint-
ing. Both schools wero minimally equipped with desks and a blackboard.
Our visit to tho John F. Konnedy Instituto disclosod that tho
Sonior Normal School is operating in tho mornings and aftornoons and
has 460 studonts onrolled. Tho olomontary school also oporatos in
2 shifts and has 381 studonts, Elomontary studonts also makc uso of
tho facilitios of tluo industrial arts shops, Tho physics and biology
laboratory dbuilding has novor boon usod duc to a lack of ladoratory
oquipmont. As proviously statcd, tho kindorgarton building has not
boon complotod. All buildings appoar to bo adoquatoly oconstructod
and aro woll locatcd on a campus stylo sito which providos a ploasing
appoaranco,
RZCOMMINDATION No. 3

Tho USAID/B NEHR/Education Division should

disouss with tho Stato Soerctary of Education

tho importanco of providing oquipmont for tho

laboratory building. A commitmont of Stato

funds for this purposo should bo givon top

priority.
c. Maintonanco

Undor tho projoct agrocmont, tho Stato agrood to main-
tain and ropair £ll oquipmont, construction and othor facilitios, At
tho prosont timu thoro is no adoquato maintonanco program for Stato
schools bccaunu of a lack of funds and organization. Th. State Su-
orotary of Pducation did inform us, however, thnt a naintonanco pro-
gram for all Stato nchocls, inoluding thoso built with USAID funds,
io boing dcvolopod to carry out roepaire according to n program of
priority, tanking into considcration tho degreo and urgoncy of ropair,
tho looation of tho school, otce Tunds to dufrny such conts nro ox-
poctod tc bo mado availadblo by tho Statc,.

A list of all rcpairs nccdod by tho 120 nchocls built with
projoot funds was drawn up and cubnittod to NEHR/1d. Plangs for com-
ploting thono ropnirs aro boing fornulated and will bo put into of=-
foot if and whon fundo booonc availndlo.
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2. Renovation of Classrooms

The prior audit reported a total of 316 schools were to
be renovated with project funds. At that time a total of 124 schools
with 195 classrooms had been restored at a total cost of NCr$334,188,
Due to a shortage of funds, first priority was givon to new classroonm
construction and the restoration program was gradually torminated. As
of April 30, 1968, SECERN rocords show a total of NCr$366,179.43 had

been orponded in the renovation of 246 0ld oclassroomo.

3. Iraining .
SECERN rocords disclosod a total of N(Cr$212,829,05 had boon

oxponded for training and oducation purposcs as outlinod bolow:
Training NCr$210,639.57

Scholarships 12,189.48

An important objoctivo of tho projoct wan tho training of lay-
toachors during school vacatieno, This training covorod 3 consoe
cutive vacaticn purdicin anl SECERYN rocords shewed the following nume
bor of toachars had comploted tho total coursos

(a) Startod in 1963 and complotod January 1965 642
(b) Startcd in January 1964 and complotud Juno 1965 685
() Startod in Junc 1964 and cemplotod Docombor 1965  _ 573

TOTAL 1,900

Anothor 655 t.nchurs hnd comploutoed the sceond atop of tho train-
ing occurso an cf July 1966. Thu 3rd ctup of thic cournu in uxpootod
to bo ndminictorod when funds buceme aveilablo,

Othor treining includud nhort crurnun for 300 adult uducntien
inntructery, gonoral prefoaniennl tratninge for 4 tonching nupcrviners
in a npooinl 8 wook coursu in Bolr Arrizento and npueinl nudbjoct
ceurouns fer 36 nupcrviners in «ther partn of Mragtl,

The provicun audit roprrtod that thu campalen t¢ roduco $1li-
torncy had beon torminntod du: ¢ advornc pudblicity whon tho pronont
Fodoral govornmont tcok ovor cn April 1, 1964, MNe furthor ‘unde havo
boon oxpondod in thin presram sinoo that timo,
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In addition, USAID/B dofrayod the training oxponso and intor-
national travel costs of 13 participants to tho Unitod States and
onao to Moxico from non-projoot sourcos. Of thosc rocoiving partioi-
pant training, 11 aro still working in the Dopartmont of Education
of tho Stato of Rio Grandoc do Norto,

4. Iquipmont
Tho prior audit roport disclosod that SECERN maintainod

porpotual invontory control cards for all non-oxpondablo oquipmont
showing a doscription of tho itom, numbor, dato of purchaso, cost
and location. At that timo, STCERN also agrocd to ostablish an
oquipmont lodgor which would aot as a control account for tho
proporty cards. Rocommondation No. 5 cf that ropcrt roquested
NEHR/Ed to inform SECERN of tho nocossity cf taking at loast an
annual physical invontcry of oquipmont.

During our audit wc woro unablc to locacto any of tho aforo-
montionod control rocerds., Yo woro informed that when tho SECERN
organization wne phancd cut in 1967 tho Stato Sacretary of Education
authcrizod tho trannfor cf all oquipmont to his cffico and othor
cducaticnal institutcs throughout tho Statc. Wo wero supplicd with
o list of itoms suppeoodly transforrcd in this mannor but having no
invontory rocords to which tho 1lint could bu rcecnciled it was of
1littlo valuu, In additicn, no ccat figurcs were includoed., Wo mado
no furthor offert tc roconcilc cquipmont inventorios. Duo to this
comploto lack cf centrel ovor the purchase and diapcoiticn of n sudb-

stantial amrunt of oquipmcnt, tho frllewing rceeemmendnatieon o mados

RECOMMENDATION lic. 4
Tho USAID/D NEHR/EQ shculd ruoquost thu Stnte
Soorotary of Fducnticn t- instruct bin puroscn-

nol tc lronto thu minning inventery rocerdo cr
roocenntriuct the inventery frem tho acsrunting
roorrdna, In thu ovint nuch filos are found, all
oentrel carda nheuld b, beeught up tr datu nhewe
ing now lreaticn nnd trannfur nutherivation, A
dotailud lint ¢f nll oquipmont shculd thun bo pro-

parod with n acpy botrg forwardod to USAID/B/NTAO and
SUDENE, -24 -
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5+ Vehioles
The original project agreement authorized the purchase of

20 vehicles from project funds for use in the program. The prior
audit report disclosed that SECFRN had actually purchased 29 vehioles,
the cost of which ad all been charged against USAID contributions.
SUDENE was supposedly disallowing the costa attributable to the 9 ad-
ditional vehicles but we woroc informed that tho issue had nover beon
sottled and no adjustments had boon mado to tho account. As of April
30, 1968, tho SECERN Statomont of Accounts showod total vohiolo costs
of NCr$59,675.58 had beon chargcd against USAID roloasos. Our analysis
of this account rovoalod that this total includod somo oporating and
maintonanco oxponsos as woll as sovcral amounts which should havo boon
chargod to othor accounts.

Wo also found that SECERN had sold 10 vohicles in Juno 1965 and
had purchased 2 now vohiclos with tho procoods. A socond salo of 7
vohiclos toock placo in Fobruary 1967 and loft a balanco of 14 vohiolos,
All purchasc and salos woro chargod or croditcd to tho vohioclo account.
Noithor salo of vohioclos was authorizod by SUDENT ér USAID.

No ndoquato invontory rocords on tho vohiclos aro prosontly boing
maintainod. A physical invontory takon at thc timo of our audit ace
countod for only 9 of tho rcmaining 14 vohiclos.

RECOMMENDATION No. 5
The USAID/B NEHR/Ed should (a) roqucst tho Stato
Suporintondont of Schools to proparo and submit
to USAID/B n dotailod schodulc listing vohiclos
purchasod, vohiclus sold, nnd tho location of tho

romaining 14 vohiclos, Tho schodulo should in-
oludo tho dato of purchasc and oalo, mako and typo,
sorial numbor, cost and solling prico, (b) supply
SUDENT, with a copy of thio schecdulo and roquont
SUDENE to analyzo nll chargos to tho nccount and

to tako action to disnllow any nxpondituron which
aro not proporly chargonblu to projoct funds, rnd
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Recommendation No. 5 (Cont'd)

(0) in the event of non-accountability of the
vehicles, institute oclaim for refund action in
accordance with the terms of the ProAg.

C. ARCHITECTURAL AND ENGINEERING CONTRACT SERVICE

In accordance with the project agreement, contract No. AID/la-159
(Brazil) was signed on January 23, 1964 between USAID and tho architec-
tural and engineoring firm of Norman M, Giller and Associates. Tho
contractors' responsibilities included inspection and approval of all
school tuilding sites, roview and approval of all plans and spocifi-
cations, advice to Brazilian agoncios in the seloction, nogectiation
and award of all construction contracts and approval of all contracts
and awards., Tho original contract oxvired on January 31, 1966 and a
socond contract, No. AID/1a-379 (Brazil), was signed with tho samo
firm on March 4, 1966 to continuo tho work on tho projoct. On tho
oxpiration of this socond contract in Soptombor, 1966, it was folt
that tho contractors! sorvicos could no longor bo adoquatoly utilizod
duo to tho unprogrossivo stato of tho construction work. Consoquontly,
tho contractors dopartod Brazil Tho ongincoring rosponasibilitios woro
assumod by tho NEAO Enginoor, Industry and Natural Rosourccs Division
(NEEIN).

Wo mado no oxamination of tho above listod contracts but did
roviow roports proparod by Gillor & Asscciatos. During tho timo
Gillor was associantod with tho projoct somec 14 progross roports woro
proparcd and a final supplomontary roport ccneisting of projoct pro-
gross to August 31, 1966 wao submittod. Wo 1 und thono roperts oa-
tisfaotory in scopo. Howovor, wo arc of tho cpinion that tho un-
satisfactory rocord of conatruction complotiocn can be nttributod in
part to 3ECERN failuro to tako advantago of tho tochuical ndvico and
practical oxporionco availndblo frem Gillor & Asnocintoa. At tho bhogin-
ning of the program thoru woro difficulticn botwoon SECIRN and tho con-
tractors duo tu tho frot that tho Statce govornment had not boon cone
oultod prior to tho signing of tho Gilloer contraot and *ho norvicos
wont boyond thooo onvisionod in tho projoct ngroomont.
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4dlthough many of these diffioculties were subsequently overocome we
found, for example, engineering reports by Giller which indicated
that SECERN continuod to mako final payments to contractors ovon
though work had not beon uneonditionally accepted by Giller, A
closor working rolationship would havo boon advantagoous to all
partios concornod.

D REPORTING

Wo found that roporting on tho financial progross of tho proj-
oct was ocomplotoly inadoquato. Al though thoe projoot agroomont did
not oxplicitly doscribo thoe type of roports to bo submittod by tho
Stato, tho genoral proceduros outlinod for tho roloaso of funds by
USAID requirod dotailod information rogarding tho uso of funds pro-
viously roloascd and a statemont on tho oxtont of progress of tho
projoct to be submitted quartorly to SUDENT for its approval and
submission to USAID/B.

Wo found that tho NBAO Iducation Division's filcs containod only
3 roports from SECERN covering thc poriod undor oxamination., Thoso
roports woro a simplo 1listing of cxpensos by category and in ono caso
roprosonted ostimatod costs vorsus actual cxponditurcs. Thc NEAO
Eduoation Division rocords show that all of thoso roports woro con-
sidorod inadoquato but we found no ovidonco that follow-up action
rosultcd in improved rcporting by tho Stato. It appoars that tho
NEAO %ducation Divinicn reliod on SUDTNE to monitor tho financial
aspocts of thc projoct through its aystom of oxpondituro vorifi-
cation roquircd by tho project agrouacnt,

In addition to thc rceports montioncd abovo, the Stato submittod
a menthly Btatomont of Accounts which showod total rocoliptas oand ox-
pondituron to datc. Howovor, such statuionts woro not submittod cn
& rogular basis and worc gonorally 3 to 4 montus in arroars. If
thosc otatemonts had boen proporly analyzcd by the NFAO tducaticn
Divinion, it would have beon neted that the Stato was doviating in
tho utilization of USAID/B fundu frem classroem conatruction to ndmine
iotrativo oxpoennon an diocusscd in Suetion A. 6 of thio ropert, Wo
focl that if n prepur roperting nohcdulo had beon sot up and ocmpliod
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with from the beginning of the program, a more realistic evaluation
of program activities would have been achieved.

The NEAC Education Division has recently initiated new proce-
dures for the implementation and control of all reports aud plans
required to be submitted by all Northeast States currently receiving
USAID funds for education projects. Our analysis indicatos that if
such procedurcs are properly followed, tho projoct reporting requiro-
monts will bo properly implomontod. Consequontly, wo aro making no

rocommoendations,

E. PUBLICITY AND MARKING
Wo contactod tho United Statos Information Sorvico (USIS), Ro-.
cifo, for information concorning the publicity given to tho projoct.

We found that the projoct had rocoived pross covorage in Natal and
Rooifoe, ospocially when USAID funds wero reloasod, and tho Allianco
for Progross participation was cloarly idontifiod.

Tho prior audit roport disclosod that signs showing tho Allianco
for Progross symbols had not boon installod and maintainod at school
construction sitos and rocommondod complianco with this roquiremont.
During our oxamination wo wore informed that 30 signs donoting Al-
liance for Progross participation had rocontly boon purchasoed but
had not yet boon installoed at schools constructod. Wo notod that
no signs woroe displayed at the 2 schools visited in tho municipality
of Patd,

RECOMMWNDATION No. 6
The USAID/B NEHR/Zducation Division should
initiato follow-up action with tho Stato
to s8oo that all schools constructed with
USAID funds aro proporly idontificd with
tho Allianco for Progross signs.
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SOURCE AND APPLICATION OF FUNDS

April 30, 1968

EXHIBIT A

State of
SOURCE USA1D/B RGN SUD TOTAL
Contributions Received 2.587.945.96 538,599.36 100,000.00 3,226,545,32
Interest Earned 1.870.15 250,63 70.17 2.190.95
Total .......oe00eve.. 2.589.816.11 538.849.99 100.070.17 3,228.736.27
SESSEEUREREEE IESesEEEEN BEEEEEEEEER BESEEEEEEAES
APPLICATION

Classroom Coanstruction 988.252.83 225.233.68  33,597.57 1.247.084,08
J.F.K. Institute Construction 294,508, 50 1,241.70 -0 = 295,.750.20
Primary School Restoration 366.179.43 156.65 3.003.85 369.339.93
Administrative Expenses 215,681,55 439.937.75 6.837.21 662.456.51
Training 153.211.84 3.194.04 54,233,69 210.639.57
Scholarships 6.685,47 3.204,92 2,299.09 12,189.48
Literacy Campaign 42,471,17 2.253.44 “0= 44,724.61
Re-equip CEPE 20,472.76 16.116.91 -0 = 36.589.67
Re~equip Primary Schools 67.806.74 369.70 -0 = 68.176.44
Classroom Equipment 206.266.24 5.279.59 -0« 211,545.83
Vehicles 59.675.18 -0 - -0 =~ 59.675.18
Regional Normal Schools 12.658.54 320.12 -0 = 12,978.66
Miscellaneous & Sundry 25,093,02 13.493,31 -0 = 38.586,33
Total .............. 2,458,963,27 710.801,81 92.92}.41 3.269;136.49
Balance 130,852,484 (171.951,82) 98,76 (41.000.22)
Balance in Bank Accounts 112,68 19,158.07 - 0 =~ 19.270.75
Short (Overexpenditure) 130.740,16 (191.109.89) 98.76 (60.270.97)
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EXHIBIT B

SUMMARY OF RECOMMENDATIONS

The USAID/B NEHR/Bducation Division prior to

further release of USAID funds should (a)

discuss with SUDENE officials the lack of ao-

counting controls and expenditure vorification

in order to determine ways in which this defi-

cienoy oan be corrocted, and (b) require SUDENE

to complete tho verification of all expenditurocs

and certify to USAID/B that all prior relocasos

havo boon used in accordanco with torms of tho

Projoot Agroomont as revisod. 18

(a) The USAID/B NEHR/Education Division should

roquost tho RCN Stato Socrotary of BEducation to

proparo and forward to USAID/B a dotailod sochodulo

of all now schools constructod with projoct funds,
including tho John F, Konnody Institute, showing

namo, location, numbor of classrocms, dato com-

plotod, contract cost, cost adjustmont, total cost

and total oxpondituros to dato, Total oxpondituros

to dato should bo roconcilod to school construction
oxpondi turos. 20

(b) Tho USAID/B/NEAC IEnginooring, Industrial and

Matural Rosources Division and Human Rosourcos

Division should analyzo this schodulo to dotormino

tho proprioty of oxpondituros of USAID funds. Tho
schodulo will also sorvo as a guido for follow-up

action on tho corroction of construction dofioci-

oncios and tho futuro roviow of school utilization

and maintonancc, 20

Tho USAID/B NEHR/Rducation Division should discuss

with tho Stato Sccrotary of Education tho importanco

of providing oquipmcnt for tho laboratory building.

A commitmoent of Stato funds for this purposo should

bo givon top priority. 22

Tho USAID/B NEHR/Educaticn Division should roquost
tho Stato Soocrotary of Bducation to inctruct hiws
porsonnol to locato tho missing invontory rocords
or roconstruct tho inventory from tho accounting
rocords, In tho ovont such filos arc found, all
control cards should bo brought up to dato shcw=-
ing now location and tranofor authorieation. A
dotailod 1ist of all oquipmont should thon bo pro-
parod with & copy boing forwardod to USAID/B/NEAO
and SUDENE,



EXHIBIT B (Cont'd)

SUMMARY OF RRCOMMENDATIONS

Numbor Pago

5  Tho USAID/B NEHR/Fducation Division should (a)
roquost tho Stato Suparintondont cof Schools to
proparo and submit to USAID/B a dotailod schodulo
listing vchiclos purchasod, vohiclos sold, and
tho location of tho romaining 14 vohiclos. Tho
schoduloe should includo tho dato of purcheso and
salo, makoc and typo, sorial numbor, cost and soll-
ing prico, (b) supply SUDENE with a copy cf this
schodulo and roquost SUDENE to analyzo all chargos
to tho account and to tako acticn to disallew any
oxpondituros which erc not proporly chargoadblo to
projoct funds, and (¢) in tho ovont of non-ncoountn-
bility of tho vohioclos, instituto claim for rofund
action in accordanco with tho torms of tho Proig. 25

6  The USAID/B NEWR/Education Division should initiate
follow-up action with the Stato to see that all
schools oonstructod with USAID funds are proporly
identifiod with tho Allianco for Progress signa, 28
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EXHIBIT C

DISTRIBUTION OF
REPORT ON EXAMINATION

No. 16/69
COFY No,

Minister William A. Ellis, Director, United States Agency

for Intemational Development Mission to Bragil 1
Dr, Herman Kleine, Deputy Mission Director (DDOM) = USAID/B 2
Mr. Shepard J., Hollander, Associate Dircctor (NEAD) - USAID/B/NEAO 3
State Department ~ The Honorable J.K. Mansfield, Inspector

General of Foreign Assistancc (IGA) 4

Stote Department - Mr. Jack B, Kubish, Country Director =

Officc of Brazil Affairs (ARA/BR) 5
AID/W - Executive Director (ARA-LA/MGT/EX) 6 -7
AID/W - Office of the Controller, Audit Division (C/AUD) 8
AID/W - Director, Inspections and Investigations Staff (11S) 9
USAID/B ~ Evaluations Officcr (OPEV) 10
USAID/B - Assistant Director for Prcgram (ADPR) 11
USAID/B - Office of Management (ADMG/MGEX/MGM\) 12
USAID/B - Officc of Human Resources (HRO) 13
USAID/B/NEAO « Office of Human Resources, Education Branch

(NEHR/ED) 14 = 15
USAID/B/NEAO - Office of Engincering, Industry and Natural

Resourccs (NBEIN) 16
USAID/B/NEAO - Program Staff (NEPS) 17
USAID/D - Director's Special Assistant (DSA) 18
USAID/B - Office of Spccial Assistant for Information (DSAI) 19
USAID/B - Officc of the Controller (CONT) 20
USAID/B/NEAO - Office of the Controller (NECO) 21
USAID/B - Controller's Officinl Filc Copy 22
USAID/B - Audit Division (COAD) 2) -~ 28

NOTE: All audit work papers arc attnchud to Copy No, 23 which is on file
in the Office of tho Contruller, Audit Division (COAD), USAID/B,
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EXHIBIT D

ACTIVITY IDENTIFICATION IN U=-425 REPORT

1. Not Identified in U-425 Report - Audit Plan for FY 1968

as audit work substantially completed on June 30, 1968,

2. Dollar Value Audited (in thousands):

P,L, 480 Title I Section 104 (e) Grants NCr$2.661 (U.S. equivalent
$832,00 1/)

P.L., 480 Title I Section 104 (g) Loans NCr$ 250 (U.S. cquivalent
$ 77.00 1/)

3. Man-Months Expended:
u.s. 2,0

Local 1.5

1/ At June 30, 1968 rate of NCr$3.2 to each $1,00,
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