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ALACOAS

AGENCY FOR INTERNATIONAL DEVELOPMENT
UNITED STATES A.I.D. MISSION T0 BRAZIL
Office of the Controller

Januery 9, 1967

T0 The Director of Mission
Minister Stuart H. Van Dyke

In response to your request to audit the "Zlementary and
Basic Education in the Brazilian Northeast" program as carried
out in the four remaining Northeast states, we have completed
an examination of the project in the State of Alagdas. Our
report covers the period May 3, 1963 to Octoder 31, 1966.

Sursuant to a loan agecement with SUDENE, USAID obligated
Cr$17.2 billion of Public Law 480 Title I funds for a program of
school construction in 8 states of tho Northeast. Out of these
loan funds, SUDENZ made a grant %o the State of Alagbas in tho
amount of Cr3l.l billion to assist in the State's education pro-
gram. To date, Cr$866 million of USAID/B funds have been trans—
ferred to the project.

The Alagdas project agroement provided for the construotlion
of 850 classrocms and one normal school and for the renovation and
reconstruction of 250 classrooms and two normal schocls as well as
for the procurement of equipmont and oducational materials, plus
teacher training. Tho program was administered by the Alagdas
Department of Lducation.

Implementation of tho project had boen unsatisfactory. Signi-
ficant doficioncios found in tho program aro citod below:

1. During tho moro than 3} yoars which have elapsoed since tho in-
ception of tho project, only 147 out of tho planned 850 classrooms
and ono normal school have boon constructod. Only 17 per cont of
the physical objectivos havo boon achiovod, Tontativoly, only an
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Inatitute of Educgtion is contomplatod to bo constructod during
tho romaindor of tho programs

2. Although 250 classrooms and 2 normal schools wero programod
to bo renovatod and roconstructed, no progross had beon mado aftor
39 months.

3. Tho Stato enginooring staff lackod tho capabilitios to
administor a program of tho magnitude undortakon. Architoctural
plans and spocifications woro usually faulty and incomploto, ro-
sulting in sorious structural doficioncios.

4. Construction contractor cepabllities, poor to bogin with,
woro accontuatod by lack of Stato suporvision. Building con-
struction is inforior and dangorous.. Four school roofs havo
alroady collapsod, and according to tho USAID/B onginooring con=
sultant, Loo A. Daly & Co., 50 por cont of the total school roofs
constructod will ovontually collapsc if construction doficioncies
aro not corrocted and adoquate maintenance providod.

5. Tho construction program receivod inadoquato tochnical as~-
sistanco and suporvision from SUDENE and NEAO, SUDENE providod
no tochnical assistanco with the proparation of plans and spoci-
fications. It was not until 15 months aftor tho signing of tho
projoct agroomont that tho USAID/B onginooring consultant was on
the job. During tho intorim poriod, much of the construction work
bhad Yoon complotod.

6. The Stato doos not provido for tho maintonanco of school
dbuildings. Rapid dotorioration, compoundod by inforior construc—
tion, is rosulting.

7. Solootivo ond-uso chocks of oquipmont distributod to achools
indicatod that such oquipmont was offoctivoly omployod. Howeovor,
tho Stato's rocords rospocting thc rocoipt, distribution and in=-
vontorios for oquipmont purchasod worc inadoquato.
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8. Tho instructional aspocts of this program for tho most part woro
financod with non-projoct Stato and GOB funds. Howovor, it was notod
that tho N2AO has succossfully introducod tho suporvising contor con-
oopt, boing that of docontralizod administrativo units rosponsiblo for
schools and toachors within a goographic aroa. Tho auditors notod
that thoso contors havo onablod tho Stato to improve its contecl ovor
schools and toachors.

9. A4lthough the Stato accounting procodurcs wore gonorally satise
factory, thoro wore accounting woaknossos such as tho Stato's feilurc
to support disburscmonts of USAID/? funds with propor documontation
and to proparo poriodic roconciliations of cash accounts with banlk
atatononts.

10. SUDENZ did not offoctivoly dischergo its rosponsibilitios with
rogard to auditing, chocking, oxocution of plans, and inspocticn.

In gonoral, tho attached roport rosiatos many of tho samo dofi-
csioncios citod in our provious audit roports on tho Elomontery and
Basic Education progran in 4 statos of tho Northoast (lhranhEo, Coerf,
Parafbe, anc Sorgipo). Althcugh infletion was a principal factor cone
tributing to tho unsatisfactory rosuliings, poor planning, oxocution,
and monitoring worc also major undorlying woaknossos,

NEAO is awaro of thc abovo probloms and is working to initiato
corroctivo actions. On Docombor 31, 1966, an emcndmont was signed
oxtonding tho loan agroomont through Jonuary 31, 1968. Tho cnond-
mont roquirod that furthor roloaso of USAID/B funds will bo ccntingont
on accoptablo corroction of all prosont construction doficioncios.

/ . (':~ l ca (:C /
l‘or(nnn Oi'niélz Q

Controllor
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ALACOAS

AGENCY FOR INTERNATIONAL DEVELOPNENT
UNITED STATES A4.I.D. MISSION TO RRAZIL
Office of the Controller

January 9, 1967

TO The Director of Mission
Minister Stuart H. Van Dyke

In response to your request to audit the "Zlementary and
Basic Education in the Brazilian Hortheast" program as carried
out in the four remaining Jortheast states, we have completed
an examination of the project in the State of Alagdas. Our
report covers the pariod May 3, 1963 to October 31, 1966,

Pursuant to a loan ageoement with SUDENE, USAID obligated
Cr$17.2 billion of Public Law 480 Title I funds for a program of
school construction in 8 states of tho Northeast. Out of thoese
loan funds, SUDENZ made a grant to the State of Alagoas in tho
amount of Crgl.l billion to assist in the State's education DL O~
gram. To date, Cr$866 million of USAID/B funds have been ‘‘rans—
ferred to the project.

The Alagbas project agroement provided for the construction
of 850 classrooms and one normal school and for the renovation and
reconstruction of 250 classrooms and two normal schools as woll as
for the procurement of oquipment and oducational matorials, plus
toachor training. Tho program was administorod by the AlagBao
Departmont of Lducation.

Implemontation of tho projoct had boen unsatisfactory. Signi-
ficant doficioncies found in tho program aro citod below:

1. During the moro than 3 ycars which have elapsod sinco tho in=-
coption of tho projoct, only 147 out of tho plannod 850 classrooms
and ono normal school have boon conatructod, Only 11 por cont of
the physical objoctivaes havo boon achiovod, Tontatively, only an
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Inatitute of Eduoation is contomplatod to bo constructod during
tho romaindor of tho program,

2. Although 250 classrooms and 2 normal schools weroc programod
to bo renovatod and roconstructod, no progross had boon mado aftor
39 months.

3. Tho Stato cnginooring staff lackod tho capabilitios to
administor a program of the magnitudo undortakon. Architoctural
plans and spocifications woro usually faulty and incomploto, ro-
sulting in sorious structural doficioncios.

4., Construction contractor capabilitios, poor to bogin with,
woro accontuatod by lack of Stato suporvision. Building con-
struction is inforior and dangorous.,. Four school roofs havo
alroady collapsod, and according to tho USALD/B onginooring cone
sultant, Loo 4. Daly & Co., 50 por cont of tho total school roofs
constructod will ovontually collapsc if construction doficioncios

aro not corrccted and adoquato maintonence providod,

5« Tho construction program roceivod inadoquato teochnical as-
sistanco and suporvision from SUDENE and NBAO, SUDENE providod
no tochnical assistanco with tho proparation of plans and spoci-
fications. It was not until 15 months aftor tho signing of tho
projoct agroomont that tho USAID/B onginooring consultant was on
tho job. During tho intorim poriod, much of tho construction work
had boon complotod.

6. Tho Stato dooa not provido for tho maintonanco of school
buildings. ilapid dotorioration, compoundod by inforsor construc—
tion, is rooulting.

7. Solootivo ond=-uso ohocks of oquipmont distributod to schools
indicatod that nuch ogquipmont wao offo.tivoly omployod, Howovor,
tho Stnto's rocords rospooting tho rocoipi, diotribution and in-
vontorioo for oquipmont purchasod woro inadoqunto.
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8. Tho instructional aspocts of this program for tho most part woro
financod with non-projoct Stato and GOB funds. Howovor, it was notod
that tho N2AO has succossfully introducod tho suporvising contor cone
copt, boing that of deocontralizod administrativo units rosponsiblo for
schools and toachors within a goographic aroa. Tho auditors notod
that thoso contors have onabled tho Staio to improve its contrel ovor
schools and toachors.

9. Although tho Stato acuounting procodurcs were genorelly sotise
factory, thoro wore accounting woaknossos guch as tho Stato's foiluro
to support disbursomonts of USAID/B funds with proror dccumontation
and to proparo poriodic roconciliations of cash accounts with bank
statononts.

10, SUDENT did not offoctivoly dischergo its rosponsibilitios with
rogard to auditing, chocking, oxocution of rlans, and inspocticn,

In gonoral, tho attachod roport rostatos many of tho samo dofi-
cioncios citod in our provicus zudit ropcrts on tho Elomontery and
Basic Education program in 4 statos of tho Northoast (lhrnnhﬁo, Coarf,
Parafba, an¢ Sorgipo). Although inflation was a principal factor cone
tributing to tho unsatisfactory rosulvings, poor planning, oxocution,
aend monitoring woro also major undorlying woaknossos,

HEAO is awero of tho abovo problons and is working to initiato
corroctivo actions. On Docombor 31, 1966, an amondmont was signod
oxtonding tho loan agroomont thrcugh Jenuary 31, 1968. Tho cnonde
nont roquired that furthor roloaso of USAID/B funds will bo ccntingunt
on accoptablo corroction of all prosoni constructiun doficioncios.

R
Mormon Olnick N

Controllor



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

REPORT ON EXAIINATION
OrF
ELSMINTARY AND BASIC EDUCATION IN THE BRAZILIAN NORTHEAST
STATE OF ALAGOAS

SECTION I - QENERAL

4. SCOPE AND FURPOSE

Wo havo oxaminod tho projoct "3Zlomontary and Basic Education
in tho Brazilian Northoast - Stato of dlagbas". This was tho
initial oxomination of tho projoct and covorod tho poriod from liay
3, 1963 through Octobor 31, 1966,

Tho principal objoctivo of our oxamination was to roviow and

ovaluato tho offoctivonoss of progroem implomontation as comparod
with objoctivos outlinod in tho pro joct agroomont. Othor purposos
woro to dotormino the quality and offoctivonogs of financial and
administrativo managomont and tho dogroo of complianco with AID
policios, rogulations and proocduros,

Our oxamination :as mado in accordanco with gonoraily accoptud
auditing standards and includod such tosts of finaneial rocords,
inspoctions, and discussions with U3.ID/B ond govornmont officinls
which wo considorod noc 'ssary in tho circumstancos.

Boforo finalization, this roport wes roviowod with tho ap-—
propriato USAID/B officials in tho Horthoast .ron Offico (ITEAO)
who aro in accord with its contonta.

B.  BACKGROUND

Tho GOD conous of 1960 disclopoc that tho schoel ngo population
in tho Stato of Llagdas wna approximatoly 272,140, but only 30 por
oont of this population was sorvod by schools., Tho illitoracy rato
in Alag8as was roportod nn boing in oxcono of 75 por conte With tho
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rapid inoroasc in populatior. and incroasing shortagos of classroonms,
toachors, and oquipmont, illitoracy was doscribod as growinge This
Projooct was undortakon to alloviato thoso conditions.

NEAO rosponsibility for nonitoring this projoct was originally
assignod to Mise Luollo Koithan, USAID oducation advisor. Howovor,
tho indopondont onginooring consultant roportod to tho chiof of
tho NEAO Engincoring, Industry, and Natural Roscurcos Divisicn
(NEEIN). On April 28, 1966, tho rosponsibility for tho construce
tion phaso ot tho project was transforrod fron Iiss Koithan to
NEEIN whoro, duo to lack of staff, no ono individual was mado
rosponsiblo for ovorall projoot survoillanco. Obviously, implo-
montaticn of construction plans was prinarily an onginooring
rosponsibility, ond an oducation advisor could not havo boon oOxe
poctod to implomont a construczion progran although this io op-
sontially what happonod. Tho project was probably too big for ovon
two tochnicians to nonitor. As has boon pointod out in our othor
cudit roports on ixducation in tho Lorthoast, too much w3 attomptod
with too fow capabilities.

C. LOAN AGRIEBMENT

On May 3, 1963, USAID/B oxtondod a Cr$§10,800,000,000 loccl
curroncy loan (512-G-012) to thn Suporiniond®ncir do Dosonvolvie
monto do Nordosto (SUDENE) for tho improvomont of basic oducation

in tho Northoast. Tho ancunt of this loan wos lator incroasod by
two soparato anondmonts to Cr$17,280,592,000,

On !y 31, 1963, SUDENE, USAID/B, tho Brazilian idnistry of
Iducation (II};), and tho Stato of ..lag8ag (horoinaftor roforrod to
as "Stntc") ontorod into Projoct Agroomont No, 512-N64-AR undor
vhich SUDINE agrood to nnko availablo to tho Stato, an o grant fron
tho Fodoral Govornnont, tho anount of Cr$1,146,296,000 from USAID/B
loan procoods. Tha scope of thig projoct angroonont broadly providod
for tho construction and roconntruction cf 1100 classrouns, conotruce

tion of o normnl school, oquipmont, and tonchor training prograna,
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USAID/B loan funds woro genorated from the Seocond Sales Agreo—
nent undor Public Law 480, Titlo I, Seciion 104 (g).

SHOTION II - FINDINGS AND RISOMMENDATIONS

A. FUNDING

A total of Cr$1,567,776,000 was plodgod by the signatorios to
acoomplish the objoctives of this projects 4s of Octobor 31, 1966,
tho Stato rocorded the receipt of Cr$1,163,044,628 as followss

OBLIGATION FUNDS _PROVIDED
USAID/B Cr$1,149,296,000 Cr$ 866,000,000
SUDINE 100,000, 000 100,000,000
Stato of Alag8as 250,000,000 197,044,626
CONTAP 68,480,000 -
TOTAL cr$1,567,716,000 Cr$1,163,044,620

USAID/B funds woero dopositod in & soparato account at tho
Banco da Produgi'o do Dstado do Alaglbas, horoinaftor roforrod to
as tho "USAID/B aoccount". 4s of October 31, 1966, tho USAID/B
acocount showod a balinco of Cr$37;.

Although SUDENE had fully paid-in its contribution, 1ts funds
had not beon programmod and tho balanco of Cr$100 million is still
on doposit at tho Banco da Produgio do Zetado do Alagdas.

Undor tho projoct agroomont, tho Stato of Alagdas plodgod
Cr$250 million. Tho Stato was to doposit itn funds at a ninimunm
rato of Cr$6,944,444 por nmonth during a 36 nonth poriod starting
in August 1963. As of July 1966, tho Stato should havo mado ito
final paymont. Howovor, tho Stato ia 0r852,995,372 in crroars, or
about 8 months bohind in 1to agrood paynontn. Furthor NEAO roloasos
of USAID/B funds aro boing withhold to this projoct until tho Steto
noots its financinl obligationo. In viow of this NIAO action no
roconnondation is boing nado.

3y anondmont No. 2 datod July 1, 1966, tho Tochnical Jooporation
Council of tho Allianco for Progross (UONTAP) pladgod Cr$68,480,000
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to tho projoct. A spooific budgoet for tho utiligation of thoso funds
has boon approvod by SUDZNE and USAID/B and tho funds aro oxpootod
to bo roloasod by CONTAP in January 1967,

B, PROJECT PROGRESS

l. Gonoral
Through Octobor 31, 1966, tho State had oxpondod 3r8ees

868,865,824, including intorost of ¢rf2,865,824, fron tho USAID/B
account on tho following activitios:

Uonstruction Cr8521,733,822
Squipmont 260,539,353
Training 11,304,663
Othor 15,207,986
TCTAL Cr$866,865,824

Additionally, Cr8151,257,708 of Stato funds woro oxponded on
tho projoct for construction (cr$97,804,087) and adninistrativo
oxponsos (Cr$53,453,661).

2., Construction and Raconstruotion

a. Construction
During tho 39 nonth poriod sinco incoption of this
projoct only 17 por cont of the physical objoctivos had boon startod
and complotod. Roprosonting about 45 por cont of tho total USAID/B
contribution, tho following suunary shows that C1$521,733,822 of
USAID/B funds had boon oxpondod s

PROCRAMED 4CTULL
Numbor smount Numbor Amount
Classroonn 850 Cr81,C59,656,000 147 Crd434,601,540
Normal Schools 1 3¢, 000,000 - -

Training Lontors - - 1 07,132,282

TOTAL Cr81,0039,656,000 Cr$521,733,822

Inflation was tho prinoipnl factor whioch neriounly affootod tho progross
of this wholo progran. For exanplo, tho conntruction indox for tho
Stato of Quancbora, which ocan bo ugod Lox {liuntrativo purponog, ine
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croasod from 747 for 1962 to 4294 for 1965. It is significant to
noto that in .pril 1964, tho Stato roportod tov tho NZAO that it
would only bo possiblo to construct 399 of tho proposad 1100 classe
roons. Notwithstanding, it is our opinion that bottor progross
might havo boon achievod had tho projoct not boon slowod by such
factors as (1) inadoquato and incompotont enginooring on part of
tho Stato, (2) 1ack of contractor capability, and (3) inadoquato
SUDZNE/NEAO tochnical assistanco and suporvision. Thoso factors,
vhich aro discussod bolow, addod to tho alroady harnful impact of
inflation:

1. Inadoquato and inconpotent onginooring. Tho Stato onginooring
staff domonstratod a gonoral inebility to adninistor a pro-
gran of this magnitudo. Tho Loo 4. Daly Co., ongincoring con-
sultant ongagcd by AID/W, statod that architecctural plans ecnd
spocificeticns wero usually fzulty and incomploto. Tho Stcto
Socrotary of Zducation acknowlodgod that tho plans and spocie
fications woro faulty and nmuch to blwuio for tho oxisting
construction doficioncios, This sorious situntion was accon=
tuatod by an inoxporionced, undorstaffod inspocticn greup. Tho
inspootion group soldom visitod construction sitos, and whon
it did, it froquontly did not roccgnizo inforicr and dangorous
construction. Rosultantly, about half of tho construciion
undor this projoct 1u inforior cnd dangorous., Four school
roofs havo alroady collapsod. Tho Daly Cos outimatod that
half of tho roofs of the 69 schoolu congtructod could pogaibly
collapso if corroctivo action is aot innodiatoly initiatod on

roportod doficioncios and roquired naintonanco,

2. Lack of contractor capability. In its Junuary 1965 roport to
tho NRAO, Daly Co. omphasizod thio problen in tho following

wordos "esesees many of tho contractors in Alngbas appoar

inocpablo of doing cocoptablo woulk without a groat doal of
nuporvision"., Tho rogult of this situation is roflootod in
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tho faot that Daly Cc. has dioapproved 47 of 69 aschoolo startod
ond oonplotod undor this progran. Tho ostinatod coust of corrocte
ing construction doficioncios is Cr332 nillion.

3. Inndoquato SUDINE/NEAO tcchnical assiotanco and guporviaion,
SUDENZ provided no tochnioal assistanoo und/or suporvinion to

this progran, roportodly duc to & linitod onginooring steff,

Tho Loo .. Daly Co. was not oporntional until thu ond of 1964
or about 15 nonths aftor tho offoctivo dato of tho projoct
agroononts During tho intorin poriod nuch of tho construction
had boon started and in sono instances complotod. Tho Daly S0,
thoroforo, had no rolo in appraising bids, apprcving nrchitoce
tural plcons and spocifications, dotornining tho accoptability
of contractors ard a vory limitod reclo in suporvising con=

struction,

Tontativoly, additional construstion undor this progran will Lo
limitod to tho conatruction of an Instituto of Education and rocone—
struction of a normnl training school, Corroctivo action is, thoro-
foro, linmitod to strongthoning tho procoduros and controls roquirod
to comploto tho lattor facilitios. Wo fool that tho NIAOC should
(1) onsuro thnt tho Daly Cos. in fully &nd proporly utilizod in tho
approval of bids and spocifications, cporoval of contractors and
subsoquont suporvision and (2) thnt 3UDII'R rondorus tho roquirod

tochnicel assigtanco in tho proparation of plans ond cpocifications,

AXOMIINDATION No, 1
That SUDENE/NEZIN tako action to onsuro that adoquato

proceduros and controls aro institutod for any additionsl

construction undor this progrean.

b. Roconpstruction

Rocorda indicntod that no spocific roconstruction pro=
gran hnd boon startod undor this prcjoct, although tho following
phyosionl objoctivoo woro outlinod in tho projoct agroononts
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PROGRAIMED ACTUAL

Nunbor Eost Nunbor Sost
Classroons 250 Cr8§171,500,000 - -
Nornmal Schools 2 10,000,000 - -
TOTAL Cr$181,500,000

Howovor, tho Daly Co. roportod that 49 olassrooms woro rocone
structod in connoction with tho amplification of oxisting schools,
The cost for this work was includod in tho anplification contrects
and not shown soparatoly. Honco, it could not bo idontifiod in tho
abovo tabulcotion,

Ce Contracting Procoduros

Wo found that non-public bids woro solicitod fron ¢
construction firns locatod in tho Steto of “lagbns. Sixty-oight
contracts amounting to Cr$469,021,323 of USAID/B funds woro awardcd
to thoso contractors. Howovor, thoso contracts woro subjoct to
subsoquont upward roadjustnonts of Cri52,711,499. Our porusal of
contract amnondnonts disclosed that tho adjustnonts woro valid in-
croansas for chengos in scopo of vwork, & conclusion sharod by tho
Daly Co. 4ldl bids oxaninod by us rovoclod that contracts woro
awardod to tho lewost biddors.

Tho contracts awarded for schccl construction rovorlod sono
inadoquacios of which tho following woro the nost portinonts
le ¥Wo found thet nost of tho centractors did not noot contract
doadlinos; in sovoral casog, congtruction legged 6 to 9 nonths
boyond tho construction schodulo, iccording to tho contracta
tho contractors wore subjoct to a ponalty of 0.1 por cont of
tho contract valuo for oach day oicoocding tho osoteblishod CONe=.

struction poriod, Howovor, ponalty clauses wore not oxorcisod,

2. No provision was nado for rotaining contract holdbacks ag
guarantoos of gord worknanship., Without holdbacks, tho Stato
has 1ittlo offoctivo control tc onouro that tho contreootors
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porforn nccoptable worke This is ospocially portinont now
rogerding corroction of unaccoptablc work.

It is our opinion that future contracts must not only contain
effeotive provisions but that these should be enforced to avoid
further abuses and delays.

RECOMMENDATION No, 2

That SUDENE/NEEIN ensure that provisions of future
contracts are strengthened to include holdback pro-
visions and that penalty clauses are enforced.

3. ZEnd-Use Observations
We performed end-uso observations of 7 schools and found
all but one to be operativo (Vigosa). The inoperative school as
vell as 3 othoers reported by the Daly Co. (Ponodo, Unido dos Pal-
mares, and Tatuamunho), were closod bocauso tho roofs had collapsed,

Wo found the appoarance of the schools to be gonorally attrace
tivos howevor, on closor examination w0 notod that sub=-standard ma-
torials wore usually used, resulting in dangorous construction. For
oxample, inferior lumbor was usod in %ho construction of trussos supe
porting hoavy tilo roofs. In 4 of tho 7 schools obsorvod tho lumber
vas oracked and bont duo te tho prossuro of tho hoavy roofs. Ad-
ditionally, wo found 3 casos whoro sanitation systoms woro insiallod
which did not function. Our ovorall improssion was ons of vory poor
workmanship. <onstruction difficultios woro accontuatod by ¢ lack of
proper maintonanco. Tormitos, rain, oic., woro hastoning tho dotori-
orotion of tho schools.

Guidelinos for an amondmont to tho loan agroomont woroe nogotiatod
botwoon NZAO and SUDENE. On Docombor 31, 1966, an amondmont was signod
oxtonding tho losn agrooment through January 31, 1966, Tho projoct
agreomont will ho amondod accordingly. Tho amondmont roquirod intoxr
alia as a condition procedont to tho furthor rolcaso of USAID/B funds
tho acooptablo corroction of all proaont congtruction doficioncios,
In casos whoro corroction of doficioncios {5 not acooptablo, tho NIAO



can roquost rofunds for tho applicablo amount of funds oxpondod or,

if 1t profors, a rodoposit of tho funds to tho USAID/B acoount for
subsoquont roprograming. It is our opinion that tho proposod amonde
mont is tho only offoctive moans of corrocting this sorious situation.
In viow of this ponding amondmont, wo aro not making g rocommondation.

4. Maintonanco

Tho Stato has not formally osiablishod a program for tho
maintonanco of schools. Howovor, tho Socrotary of Education informed
us that a program will bo startod in January 1967. A rosorvo of (580
million is boing fundod for this purposo. Tho rosorvo, which ro-
prosonts about 2 por cont of tho 1967 oducation budgot, will provido
cach school with a monthly allotmont of Cr$50,000 por classroom. Ad—
ditional contingonoy oxponsos for maintonanco up to Cr$% million
will bo providol from tho rosorve; oxpondituros ovor Cr$5 million
will bo provided from tho construction budgot. Rosponsibility for
suporvising amintonanco will bo assignod to tho suporvisory
centors.

It is our opinion that tho proposod maintonance program will
roquiro furthor follow-up by SUDENE and NEAO to onsurc its fruition.
Additionally, wo fool that tho NEAO could poss!bly rondor somo voluablo
assistanco during tho initial planning statos, ospocially rogairding
tho schools constructod with USAID/B funds,

ROCOMILINDATION No, 3
Thet SUDENE/NEEIN initiato procoduros for follow-up action

rogarding tho Stato's proposod maintonanco program, omphQ=
sizing thoso schools financod with USAID/B funds.

5. Zquipmont

As of Octobor 31, 1966, tho Stato had oxpondod Cr$260,539,353
of USAID/B funds, as shown bolow.




Classroom furnituro Cr$166,386,531

0ffico oquipmont 41,262,822
Kitohon oquipmont 5,750,000
Vohiclos 140,000
TOTAL €r$260,539,353

Our roviow of tho Stato's procuromont proccduros disclosod
that tho Stato did not adhoro to usual Bragilian public bdidding
rogulations. In somo casos wo found procuromont was solicitod from
sovoral local suppliors; howovor, in most instancos, pricos woro
nogotiatod dirootly with local suppliors. Notwithstanding tho ab-
sonco of public bidding, wo found no apparont abusos in tho Stato's
procuromont practicos.

The Stato did not ostablish offoctivo invontory control proe
coduros. Rocoiving roports worc not proparog for oquipmont purchasod,
and only informal rocords woro mointainod for oquipmont distributod.
This procodural doficioncy was pointod out to tho SUDENE Audit Dopart-
for corroctivo action.

On a soloctivo basis wo porformod an ond-uso obsorvation of tho
oquipmont purchasod and found it to bo distributod as roportod and
offoctivoly omployod. Tho classroon oquipnont appoarod to bo of o~
coptionnlly good quality and was withstanding day-toeday ugo ro-
markably woll. Gonorally, wo found tho vohiclos toc bo in satin—

factory condition.

6. Iraining
As of Octobor 31, 1966, tho Stato hed oxpondod Cr$ll1,384,66)

of USAID/B funds on training notivitios ac prosontod bolow:

PROGRAMED ACTUAL
Nunbor Anount Nunbor Anount

Nonocortifiod toachor

training 1000 Cr8 44,850,000 524 3 5,977,87C
Seocondary toacher:

training 1000 (w) - -
Supervisors training 50 5,600,000 45 406,793
Adult litoracy 30,000 62.800.000 5.000.000
TOTAL &8120,250,000 C811,304,663

(l) No funds budgotod.



As shown abovo, tho Stato has only mado limitod use of USAID/B
funda for treining activities. Howovor, progress achiovod in traine-
ing was considoradbly greator than tho Figures would suggost, This
has boon duo to tho faot that tho Stato has takon tho initiativo to
oarry out an oxtonsivo training progran with its own and GUB funds.

Ono of tho significant aspeots of tho non~-construction progran
has boon tho introducticn of tho suporvisory contoer concopt, an
NEAO innovation. Tho Stato has boon sub=dividod into 12 adnine
istrativo districts, oach district containing an avorago of 90
olassrooms. This docontralisation has considorably improvod tho
Stato's control ovor schools and toachors. According to tho So=
crotary of ducation tho suporvisory contors provido control whoro

nono proviously oxistod.
Co  REPORTING, ACCOUNTING, AND SUDENE AUDITING PROCEDURES

1. Roporting
Roporting on tho financial progross of this projoct was

gonorally inadoquato. Wo found that tho Stato mocounted only for
tho expondituros of USAID/B funds at tho tino whon roquesto for ade-
ditional funds woro submittod. Roports woro only proparod for two
poricds; in oach caso, tho poriod was connidorably longor than ono
yoar. Tho rosult was a lack of budgoiary control both by 3UDE
and NEAO,

Tho Daly %o. subnittod school inrpoction roportns an woll an
monthly progrosa roports to NRAO., Wo roviowod tho nonthly progronn
roports and folt thoy containod accurcto narrativo infornation. How=
ovor, wo fool that tho NEAU nado inadoguato wso of thono roportn
during tho poriod oovorod by thin audit.

N¢ rocommondation rogarding thooo doficioncion aro boing diroctod
to tho N2ZAO innomuch ao corroctivo ancticn was initiatod in accordanco
with rocomnondation No. 12 citod in our roport No. 3/67 on Clomontary
and Basic Jducaticn in Maranhiio datod Luguat 12, 1966,



2. Accounting Procoduros

Wo oxaninod tho Stato's accounting procoduros insofar os
thoy rolatod to our oxenination, and it is our opinion that books
and rocords wore gonorally saintainod in accordanco with accopteblo
accounting principlos and proccduross Howovor, our roviow of tho
Stato's paymont procodurc for construction rovoaled a doficioncy
wo rogardod as highly irrogular. Vo found that contractors did not
invoico tho Stato for progross paymonts nor did tho Stato roquost
official contracter invoicos. Progroas paymonts for construction
costs woro acknowlodgod by signing rocoipts proparod by tho Statc
Enginooring Staff. Undor this asystom, tho contractor was aidod in
avoiding tho paymont of tho Alagdas Stato salos tax of 5 1/2 pci cont
and in avoiding possiblo inccmo tax linbilitics te tho GOB.,

This doficioncy wns pointed out to tho SUDENE Audit Doparimont
which notifiod tho Stato it would honcoforth only zccopt tho ox=—
pondi turo of USAID/B fundas againat official contractor invoicos.

In viow of this correcetivo action no roocommondation is boing mado.

Additional woaknossos which wo puintod out tc tho SUDINE Judit
Dopartmont as nocding corroctivo action woros (1) nonthly bonk 1o-
conciliations and balancoshootn should bo proparod, and (2) tho USAID/B
bank account should bo transforrod to tho Bance do Nerdoato, tho bank

spocifiod in tho projoct agroomont.

3., Supmre duditing Proooduros

According to tho projoot agroomont SUDZND was aosignod the
rosponoibility Tor oxoroiming tho folluwing contrelos "auditings
onsuring propor uso of fundsj chocking tho oxocution of plano; ond
inospocting and ovaluating rosults to onpuro cemplinnco with tochinionl
otandardgs",

Our o:aminction rovoalced that SUDALY ddd not offoctivoly o::ocuto
tho abovo ronponnibilition., For oxamplo, our prounont nudit with
SUDENE wan tho firnt fiold uxaminnticn porfermod of tho Stats'n roe
cordn and provoduraon} almo, as atntol verlier (page § ), littlo
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tochnical assistanco was providod tho Stato in tho proparation of
construction plans and spocifications. It is our opinion that tho
poor progross of this school construoction program is, in part,
rolatod to SUDINE's failuro to fully carry out its rosponsibilitios.
Sinco corroctivo action was initintod undor an oarlior roconnondetion
mado in tho ioranhgo Zducation Audit Roport (No. 3/67 datod Jugust
12, 1966), wo aro not moking a rocommondation horo rogarding tho

Alaglas projoct.

D, PUBLICITY AND MARKING

Wo conteoted tho Unitod Statos Information Sorvico (USIS),
Rocifo, for information as to tho publicity givon this projoct. Wo
found that tho projoct had rocoivoed censidorablo pross covorago in
Alagbes and that tho USAID/D perticipation wns adoquatoly idontifiod,
Covorago was fovoradlo,

Our oxanincticn disclosod that 6 of 66 schools financod with
USAID/B funds woro not idontifiod witl nigna or othor parkings ro=
flocting participation of tho Allianco fer Progrosa.
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Nunbor

EXHIBIT i

LIST OF RICOMMEND.TIONS

That SUDENE/NEZIN take action to onsuro that
adoquato proceduros and controls aro institutod
fcr oany additional construotion undor this pro-

grang 1

That SUDINI/NIZEIN onsuro that provisions of

futuro contracts aro strongthonod to includo

holdback provisions and that ponnlty clausos

aro onforced, 11

Thet SUDINZ/NIEIN initinto procoduros fcr follow=

up acticn rogarding tho Stato's proposcd nain-

tonanco progren, onphasizing thono schools fie

nancod with US.ID/B funda, 12

-11-
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LAHIBIT B

COo2Y Ne

Ministor Sturxt H. Van Dyko, Diroctor, Unitod Statos Agoncy

for Intornotional Dovolopmont Mission to Bragil
Mr. William A T114s, Doputy Diroctor (DDOM) - USAID/B
Mr. Donor M. Lion, Asseciato Diroctor (NEAD) - USAID/B/NEAO
AID/W - Bxooutivo Dirootor (ARA-Li/MGT/EX)
AID/N - Offico of tho Controller, Audit Division (C/AUD)
US.ID/B - Offico of Tochnical Cooporation (ADTC)
USAID/B - Offico of Toohnical Cooporation (ppTC)
USAID/B - Offico of Managomont (ADMG)
USAID/B - Offico of Manangomont (MOEX)
USAID/B - Office of Managomont (MoMA)
USAID/B -~ Offico of Capital Dovelopmant & Industry (ADCD)
USATD/B/NZAO = Capital Dovolopmont OPfico (N1XD)
USAID/B - Human Kosourcos Office (HR))
USAID/B/NEAV - Human Rosourcos Division ( NEHR)
USAID/3 - Tnginocoring and Natural Rosourcos Office ( ENRO)
USAID/B/NAA0 - Dnginooring, Industry, and Natural Rosourcos

Division (NEIN
USAID/3/N:3A0 — Program Staff
USAID/3 - Lognl Staff (L0S)

(na2ps)
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USAID/B - Offico of Spocial Amsistant for dvaluation (DSAZ) 24
USAID/B - Offico of Spocial ianistant for Information (DSAI) 25

USAID/B - Uffico of tho Controllor ( HORO)
USATD/B/N2A0 = Office of tho Controllor (NDeo)

USAID/B - Orficinl Filo Copy

USAID/3 = iudit Divioton (COAD)

28
29

=19

- 33

NOTZs A1l audit work papors aro attachod to Copy No. 29 whioch is on

filo in tho Offico of tho Controllor, USAID/B/NEAO.
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