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AOGCY FOR INTMUTATIONAL DVr~OP.IWT 

UNITZD STATES A.I.D. IKSSION TO BRAZIL 

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 1"lementary and 

carried 
Basic Education in the Brazilian Northeast" 

program as 

out in the four remaining Northeast states, 
we have completed
 

Our
 
an examination of the project in the State 

of Alagoas. 


1963 to October 31, 1966.
 report covers the period May 3, 
USAID obligated

Pursuant to a loan ageoement with SUDEE, 

Cr$17.2 billion of Public Law 480 Title I 
funds for a program of
 

Out of these
 
school construction in 8 states of the Northeast. 


made a grant to the State of Alag~as in the
 
loan funds, SUDEK3 


amount of Cr1.1 billion to assist in the State's 
education pro­

gram. To date, Cr$066 million of USAID/B funds have been 
trans­

ferred to the project.
 

The Alag8as 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 well as
 

for the procuremont of equipment and educational 
materials, plus
 

teacher training. The program was administered by the Alag8ao
 

Department of Eduoation. 

of the project had boen unsatisfactory. Signi-Implementation 

ficant deficiencies found in tho program are citod 
below:
 

than 3 years which have elapsed since tho in­1. During the moro 

ception of the project, only 147 out of the planned 850 classrooms 

normal school have boon constructed. Only 17 per cent of
 and one 
achiovod. Tontativoly, only an

the phsical objectives have boon 

1­



Institute of Education is oontomplatod to bo constructod during
 

the remaindor of tho program6
 

programod.

Although 250 classrooms and 2 normal schools wero 

on mado aftor 
2. 


to be renovated and roconstructod, no progross 
had b 

39 months.
 

Tho State onginooring staff lackod tho capabilitios 
to
 

3. 


program of the magnitude undortakon. Architoctural

administer a 

plans and spocifications woro usually faulty and incomploto, 
ro­

sulting in sorious structural doficioncios. 

Construction contractor capabilitiesp poor 
to bogin with,
4. 

woro accontuatod by lack of Stato suporvision. Building con­

struction is inforior and dangorous.. Four school roofs havo
 

alroady oollapood, and according to tho USAID/B onginoering 
con­

sultant, Loo A. Daly & Co., 50 por cent of the total 
school roofs
 

constructod will ovontually collapso if construction 
doficioncios
 

are not corrocted and adoquato maintenance providod.
 

5. 	Tho construction program receivod inadequato 
tochnical as-


SUDIE providod
sistanco and suporvision from SUD EV and NI3AO. 


no technical assistanco with tho proparation of plans 
and spoci-


It was not until 15 months aftor tho signing of tho
fications. 


projoct agroomont that tho USAID/B ongincoring consultant was on 

During tho intorim poriod, much of tho construction work
the job. 

had boon complotod.
 

The State does not provido for tho maintonanco of school
6. 

buildings. Rapid doteriorationp compoundod by inforior construc­

tion, is resulting.
 

of oquipmont distributod to schools7. Seloctivo ond-uso chocks 

indicatod that such oquipmont was offoctivoly omployod° Howovor, 

the State's rocords rospocting tho rocoipt, distribution and 
in­

inadoquato.ventorios for oquipmont purohasod woro 
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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 IMMO has succossfully introduood tho suporvising oontor con­
copt, 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 control ovor 

schools and toachors. 

9. Although tho Stato accounting procoduros woro gonorally satis­
factory, thoro wore accounting woaknossos such as tho Stato's failuro
 
to support disbursomonts of USAID/B funds with propor documontation
 
and to proparo poriodic roconciliations of cash accounts with bank
 

statomonts.
 

10. SUDM did not of foctivoly dischargo its rosponsibilitios with 
rogard to auditing, chocking, o-ocution of plans, and inspecticn.
 

In gonoral, tho attachod roport rostatos many of tho samo dofi­
cioncios citod in our provious audit reports on tho Elomontary and
 
Basic Education program in 4 statos of tho Northoast (HaranhEo, Coard,
 
Parafba, and Sorgipo). Although inflation was a principal factor con­
tributing to tho unsatisfactory rosultings, poor planning, oxocutiong 
and monitoring woro also major undorlying woaknossos, 

NEAO is awaro of tho abovo probloms and is working to initiato 
correctivo actions. On Docombor 31, 1966, an amondmont was signod 
oxtonding tho loan agroomont through January 31, 196 . Tho amond­
mont roquirod that furthor roloaso of USAID/B funds will bo ccntingont 
on accoptablo corroction of all prosont construction doficionoios. 

4nonick 

Contrail er
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AGECY FOR INTERTATIONAL DEVLOPMWq 
UNITID STATES AI.D. INSSION TO BRAZIL
 

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 "1lementaryand
 
Basic Education in the Brazilian Northeast" program as carried
 
out in the four remainine Nfortheast states, we have completed
 
an examination of the project in the State of Alagoas. 
Our
 
report covers the period May 31 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 the Northeast. 
Out of these
 
loan funds, SUPEN3 made a grant to the State of Alageas in the
 
amount of U'r$1.l billion to assist in the State's education pro­
gram. To date, Cr$866 million of USAID/B funds have been 
"rans­
ferred to the project.
 

The Alageas 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 well as
 
for the procurement of equipment and educational materials, plus 
teacher training. The program was administorod by the Alagaao 
Department of Eduoation. 

Implementation of the project had boon unsatisfactory* Signi­
ficant doficioncios found in the pro,-ram arc cited below: 
l During the more than 3 yoars which have elapsed sinco the in­

ooption of the projoot, only 147 out of tho planned 850 classrooms
 
and one normal school have boon cons'ructod. Only l- per cent of
 
the physical objectives have boon achiovod, Tontativoly, only ani
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Institute of Education is oontomplatod to bo constructod during
 
the romaindor of tho program.
 

2. Although 250 classrooms and 2 normal schools wer 
programod
 
to bo renovatod and roconstructod, no progrOss had boon mado aftor
 

39 months.
 

3. Tho State onginooring staff lackod tho capabilitios to
 
administer a program of the magnitudo undortakon. Architoctural
 

plans and spooifications woro usually faulty and incomploto, ro­
sulting in sorious structural doficioncios.
 

4. Construction contractor capabilitios, poor to bogin with,
 
woro accontuatod by lack of State suporvision. Building con­
struction is inforior and dangorous.. Four school roofs havo
 
alroady collapood, and according to tho USAID/B onginooring con­
sultant, Loo A. Daly & Co., 50 por cont of tho total school roofs
 
constructod will ovontually collapso if construction doficionoios
 
aro not corrotod and adoquato maintenance providod.
 

5. Tho contruction program rocoivod inadoquato tochnical as­
sistanco and suporvision from SUDIVE and NRAO. 
 SUDME providod
 
no technical 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 the 
construction work
 

had boon complotod.
 

6. Tho Stats doos not provido for tho maintonanco of school
 
buildings. 1apid dotorioration, compoundod by inforior construc­

tion, is roaulting.
 

7. Solotivo ond-uno chocks of oquipmont distributod to schoola
 
indicatod that such oqaipmont was offotivoly omployod. Howovor, 
tho Stato's rocords rospocting tho rocoip, distribution ard in­
vontoriou for oquipmont purohased woro inadoquato. 
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8. Tho instructional aspocts of this program for tha most part wore 
financod with non-projoct Stato and GOT funds. However, it was noted 
that the NPAO has succossfully introducod tho cuporvising contor con­
oopt, boing that of docontralizod administrativo units roaponsiblo for 
schools and teachers within a geographic aroa. Tho auditors noted 
that thoso centers have onabled the Stato to improvo its control over 
schools and teachers. 

9. Although the State acuounting procoduros wore generally satis­
factory, thoro wore accounting weaknossos such as tho Stato's failuro
 
to support disbursomonts of USAID/B funds with prorer documentation
 
and to prepare periodic rooonciliations of cash accounts with bank
 

statements.
 

10. SUD21 did not offectivoly dischargo its rosponsibilitios with
 
regard to auditing, chocking, execution of plans, and inspection.
 

In gonoralp the attached report restatos many of the samo dofi­
cioncies cited in our previous audit ropcrts on the omontary and
 
Basic Education program in 4 statos of tho 
Northonast (lNranlivov Coard,
 

Paralba, and Sorgipo). Although inflation was a principal factor con­
tributing to the unsatisfactory rosultings, poor planning, oxocution,
 
and monitoring woro also major undorlying weaknesses.
 

ITF4O is awaro of tho abovo problons and is working to initiate
 
corroctivo actions. 
On Docombor 31, 1966, an amondmont was signed
 
extending the loan agreement through January 31, 196t. 
The amond­
mont required that further roloaso of USAID/B funds will bo ccntingunt
 

on acceptable correction of all present constructln doficioncios.
 

Itorman Oinick
 

Uontrollor
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AGENCY FOR INTMNATIONAL DEMMOPYMT1

UNITED STATES A.I.D. MISSION TO BRAZIL
 

REPORT ON ZC4AIfNATION 

OF
 
ELMTARY AND BASIC 
 EDUCATION IN THE BRAZILIAN NORTHEAST 

STATE OF ALAGOAS 

SECTION I - Gi IMAL 

A. 	 SCOPE jU D PURPOSE
 
Wo havo 
 oxaminod tho projoct "Ji1omontary and Basic Education
 

in tho Brazilian Northoast -
Stato of Alag8as". This was tho
 
initial oxamination of tho projoct and covorod tho poriod from May
 
3, 1963 through Octobor 31, 1966.
 

Tho principal objoctivo of our o:azmination was to roviow and
 
ovaluato the offoctivonoss of program implomontation as compared
 
with objectives outlined in the projoct agreement. 
Other purposes
 
wore to determine the quality and offoctivonos of financial and
 
administrative management and the dogree of compliance with AID
 
policios, regulations and proocduroo.
 

Our examination was made in acordane with generally aecoptud
 
auditing standards and included such tests of financial rooords, 
inspections, and discussions with US.ID/3 and government officials
 
which wo considered neo 
 ssary in tho circumstancoes.
 

Before finalization, this report was reviowed with tho ap­
propriato USTJID/B officials in the i4orthoast ,xoa Office (Mt.O) 
who aro in accord with its contents.
 

B. 	 BACKGROI2 
The GOD conaus of 1960 disclonee that the school ago population 

in tho Stato of lAlag8aa wan approximately 272,140, but only 30 por 
oont 	of this population wan sorvod by schooln. Tho illitoracy rato 
in Alag8asn was reported an being in rccons of 75 per cent. IVith the 
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rapid increase in populatior. and increasing shortagos of clapsrooms,
 
toachorsn, and oquipmont, illiteracy was described as growing. 
This
 
projoct was undertaken to alloviato those conditions.
 

NEAO responsibility for monitoring this project was originally
 
assignod to Hiss Luolla Koithan, USAID oducation advisor. Howovor,
 
the indepondont engineering consultant reported to tho chief of
 
the NEA0 Aiginooring, Industry, and Natural Resources Division
 
(NEMIN). On April 28, 1966, tho rosponsibility for the construc­

tion phase of the project was transforrod from IRis Koithan to
 
NEEIN whore, duo to lack o-.7 
staff, no one individual was made
 

rosponsiblo for overall project survoillanco. Obviously, inplo­
montation of construction plans was prinkarily an onginooring
 

rosponsibility and an oducation advisor could not havo boon ox­

pocted to imploont a construction progrnn although this is o­
sontially what happened. The project was probably too big for ovon 
two tochnicians to monitor. 
As has boon pointed out in our other
 
audit reports on Education in the Io(rthoact, too much wi 3 attempted 

with too few capabilities.
 

C. LOAN AGRMI WT 

On Iay 3, 1963, USAID/B extended a Cr$1O,800,000,000 local 
currency loan (512-G-012) to the Suporintond~nci. do Dosonvolvi­

monte do Nordosto (SUDMNE) for the improveent of basic education 
in the Northeast. The a ount 6f this loan was later increased by 
two separato tmondmonts to Cr$17,280,592,000 . 

On May 31, 1963, SUDETE, USAID/B, the Brazilian anistry of 
Education (1130), and the State of ',lag3as (horoinaftor referred to 
as "State") entered into Project Agroomont No. 512-N-64-A0 under 

which SUDE agreed to make available to the State, an a grant from 
the Fodoral Govornmont, the amount cf Cr$l,146,296,000 from USAID/B 
loan proceeds. The scope of this project agroot.iont broadly provided 
for the construction and reconstruction of 1100 classroons, conatruc­

tion of a noro.l school, equipment, and teacher training progrnms. 
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USAID/B loan funds wore generated from the Socond Salos Agreo­
ment under Public Law 480, Title I, Section 104 (g).
 

SETIN II 
 - FINDINGS AND R2DOThDATIONS 

A. 	 FUNDING
 

A total of Cr$1,567,776pOOO 
was pledged by the signatories to
 
accomplish the objectives of this project. 
As of October 31, 1966,
 
the State rocordod the receipt of Cr$1,163,044,628 as follorss
 

OBLIGATION FUNDS IROVI DIM 
USAID/B 
SUDNE 
State of A1ag~as 

Cr$1,149,296,000 
100,000,000 
250,O00,000 

Cr$ 866,000,000 
100,000000 
197,O44,628 

CONTAP 68480,.. 

TOTAL CrS1,567,776,000 Cr$1,163,044,628 

USAID/B funds were deposited in a separate account at the
 
Banco da Produi'o do Estado do Alagoas, heroinaftor roferrod to
 
as the "USAID/j3 account". As of October 31, 1966, tho USAID/B
 
account showed a balinco of Cr$373.
 

Although SUDENE had fully paid-in its contribution, ita funds
 
had not boon prograrined and tho balance of Cr8100 million is still
 
on deposit at tho Banco da Produqgo do Estado do Alag8as.
 

Undor the project agroomont, thu Stato of Alagban pledged
 
Cr$250 million. Tho State was to deposit itn funds at a minimum
 
rato of Cr$6,944,444 per month during a 36 month period starting
 
in August 1963. 
As of July 1966, tho State should have made its
 
final paymont. Howovor, the State is Cr$52,995,372 in arroarsp 
or
 
about 8 months behind in its agreed paymonto. Furthor N&O rolonoos
 
of USAID/B funds aro boing withhold to this project until tho Stato
 
moota its financial obligations. 
 In viow of thin f1110 notion no
 
rooommondation in boing Londo.
 

By anendmont No. 2 datod July 1, 1966, the Tochnical Jooporation
 
Council of the Allianco 
for Progress (0011TAP) plodgod Cr$68p480,v00
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to the projoct. 
A spocific budget for the utilization of thoso funds 
has boon approved by SUDIE and USATID/B and tho funds aro orpootod 
to be released by CONTAP in January 1967, 

Be PROJ30T PROGRESS
 
1. 	Goneral
 

Through October 31, 1966, the State had expended 4r$.,.
 
868,865,824, including interest of COro2865,824, fron the USAID/B
 
account on the following activities:
 

Cons truetion Cr$521,733,822 
3quipmont 260,539,353 
Training 11,384,663 
Other 75,207,986 

TCTAL 	 Cr$868,865,824 

Additionally, Cr$151,257,708 of State funds wore expended on
 
the project for construction (Cr$97,804,087) and adninistrativo
 
expenses (CrS53,453,661).
 

2. 	Construction and Roconstructio
n
 
a. 	Construction
 

During tho 39 nonth poriod sinco inception of this
 
projoct only 17 por cont of tho physlcal objoctivos had boon started
 
and complotod. Roprosonting about 45 per cont of the total USAID/B 
contribution, tho following outnary ahows that C1$521,733,822 of 
USAID/B funds had boon oxpondods 

PROGRATOD 14CTUj'L
Nunbor ;nounNt umbor Amount 

Classrooms 
 850 Cr31,059,656,000 147 Cr$434,601,540
Normal Schools 1 3 ,000,000 - .Training "ontors 
 11 a.132 282 
TOTAL Cr31 	,009,656,000 Cr3521,733,822 

Inflation wan the principal factor which noriounly affected the progress 
of this wholo program. For example, tho uonntruction index for the 
State of Guanabara, which can be used for illutrativo purposo, in­
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croasod from 747 for 1962 to 4294 for 1965. 
It is significant to
 
noto that in April 1964, tho Stato roportod to tho NMJO that it
 
would only bo possible to construct 399 of the propoo3d 1100 class­
roc. Notwithstanding, it is our opinion that bottor progress
 
might havo boon achiovod had tho projoct not boon slowed by such 
factors as (I) inadoquato an& incompotont onginooring on part of
 
tho Stato, (2) lack of contractor capability, and (3) inadoquato
 
SUD12E/NBAO tochnical assistanco and suporvision. Thoso factors,
 
which aro discussed bolow, added to tho airoady harmful impact of
 
inflation:
 

1. Inadoquato and incompetent onginooring. The State enginooring 
staff domonstratod a gonoral inability to adninistor a pro­
gram of this magnitudo. 
 The Loo A. Daly Uo., enginooring con­
sultant ongagod by AID/W, statod that architectural plans and
 
spocifications woro usually faulty and incomploto. 
The Stato 
Secretary of ?3iucation acknowlodgod that tho plans and spoci­
fications woro faulty and much to bltu.o for tho oxisting 
construction doficioncios. This serious situation was acgon­
tuatod by an inoxporioncod, undorstaffod inspocticn group. The 
inspootion group soldom visitod construction nitos, aril whon
 
it did, it froquontly did not rocognizo inforic~r and dangorous
 
construction. Rosultantly, about half of tho construction
 
undor this project io inforior and dangorous. Four school 
roofs havo alroady collapsed. The Daly Co. ontimatod that 
half of the roofs of the 69 schools conjtructod could possibly 
collapso if corrootivo action is aot iiodiatoly initintod on 
roportod doficioncios and roquirod Tlaintonanco.
 

2. Lack of contractor capability" In its Jtnuary 1965 roport to 
the NIAOp Daly Co. omphasizod this problem in tho following 
wordt "....... many of tho contractora in Alagbac appoar 
inoarpblo of doing acceptable wori! without a groat deal of 
rnporvicion". The result of this situation in rofloctod in 
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tho fact that Daly Co. has disapprovod 47 uf 69 schools startod 
and oomplotod undor thin progran. Tho ostinatod coot of corroot­

ing 	construction doficioncios is Gr832 million.
 

3. 	Inadoquato SUDEIE/NEAO tochniaL ansiotanco and ouporvinion.
 

SUD&3 providod no tochnioal assistanco and/or suporvinion to
 

this pro&Tam, roportedly duo to a linitod onginooring str.ff.
 
Tho Loo I.Daly Co. was not oporational until th and of 1964 

or about 15 months aftor tho offoctivo dato of tho projoct 

agroomont. During tho intorin poriod much of tho construction
 
had boon startod and in somo instanccs complotod. Tho Daly Ci0.,
 

thoroforo, had no rolo in appraising bids, approving architoc­

tural plans and spocifications, dotormining tho accoptability
 

of contractors and a vory linitod rclo in suporvising con­

struction.
 

Tontativoly, additional construction undor this program will bo 

limitod to tho construction of an Instituto of Education and rocon­
struction of a normal training school. Corroctivo action in, thoro­
foro, limitod to strongthoning tho procoduros and controls roquirod 

to comploto tho lattor facilitios. 11o fool that tho N1O should 
(1) 	 onsuro that tho Daly Co. in fully rand proporly utilizod in tho 
approval of bids and spocification3, r.pproval of contractors and 
subsoquont suporvioion and (2) that '3UDjITf rondors tho roquirod 

tochnical assistants in the proparation of plans and spocifications. 

,MOMUfDATIOfl No. 1 
That SUDONE/NEi-U tako action to enoure that adoquato 

procoduros and controls are institutod for any additional 

construction undor thin program .
 

b. 	 oconstruction 

Rocordn indicatod that no npooific roconstruotion pro­

gram had boon startod undor this prcjoct, although the following 

physical objoctvos woro outlinod in tho projoot agroononto 
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PROGRII AC JII 
.Numbor cost! Numbor 

Classrooms 
 250 Cr$171,500,000 -
Normal Schools 2 O0O00.000 - . 
TOTAL 
 Cr$181,500,OO0
 

Urn -	 mmm~auj 

However, tho Daly Co. roportod that 49 classrooms woro rocon­
structod in connection with tho amplification of oxisting schools.
 
The cost for this work was included in tho amplification contracts
 
and not shown separately. 
Hence, it could not bo idontifiod in the
 
above tabulation.
 

c. 	Contracting Procoduros
 

Nto found that non-public bids woro solicitod from 
̂ 
 
construction firms locatod in tho Stato of 4lagoas. 
Sixty-oight
 
contracts amounting to Cr$469,021,323 of USAID/B funds woro awardcd
 
to those contractors. Howovor, those contracts wore subject to
 
subsequent upward roadjuotnonts of Cr$?52,711,499. Our perusal o'
 
contract amondments disclosed that the adjustments wore valid in­
crosos for changos in scope cf workp a conclusion shared by the
 
Daly Co. al 
bids oxaminod by us revealed that contracts wore
 

awardod to the lowest bidders.
 
The contracts awarded for schccl construction rovoalod sono
 

inadequacies of which the following wore the most portinont,
 
1. 	We found thct most of the contractors did not moot contract
 

deadlines; in several cases, conptruction lagged 6 to 9 months
 
beyond the construction schedule. 
 According to the contracts 
the contractors wore subject to a ponalty of 0.1 per cent of 
the contract value for each day exceeding the established con­
struotion period. Howovor, ponalty clauson wore not oxorcisod.
 

2. 	No provision waa nado for retaining contract holdbacks 
no 
guarantoos of good workmanship. lithout holdbncks, the State 
has little offootivo control tc ensure that the contractors 
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porforn accoptablo work. 
This is ospooially portinont now
 
rogarding correction of unaccoptablo 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.
 

R1BCOMM~DATION 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. Ed-Use Observations 

We performed end-usc observations of 7 schools and found
 
all but one to be operative (Vigosa)* The inoperative school as
 
well as 3 others reported by the Daly Co. (Ponodo, Uniio doe Pal­
mares, and Tatuamunho), were closed because the roofs had collapsed.
 

We found the appearance of the schools to be generally attrac­
tiveo; however, on closer examination tro 
noted that sub-standard ma­
torials ware usually used, resulting in dangorous construction. For
 
example, inferior lumbar was used in tho construction of trusses sup­
porting heavy tile roofs. 
In 4 of the 7 schools observed the lumber
 
was oracked and bent duo to the prossure of the heavy roofs. 
 Ad­
ditionally, we found 3 cases whoro sanitation systems wore installed
 
which did not function. Our overall impression was one of very poor
 
workmanship. Construction difficultios wore accentuated by C.lack of
 
proper maintenance. Termites, rain, etc., 
wore hastening the dotori­
orotion of the schools.
 

Guidelines for an amendment to the loan a6Toomont were negotiated
 
between NAtO and SUDME. 
On December 31# 1966, an amendment was signed 
extending the loan agroom nt through January 31, 1966. The project 
agreement will be amended accordingly. Tho amondmont required inter 
Alia as a condition precedent to the further release of USAID/B funds 
the acceptablo corroction of all preeont oonatruction deficiencies. 
In casos whore correction of deficiencies is not acooptablo, the MUAO
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cau roquost rofunds for tho applicablo amount of funds oxpondod or, 

if it profors, a rodoposit of tho funds to tho USAID/B account for
 

subsoquont roprograuing. It is our opinion that the proposod amend­

mont is tho only offoctivo moans of oorrocting this sorious situation.
 

In viow of this ponding amondmont, we are not making arocommondation.
 

4. Main tonanco 

Tho Stato has not formally ostablishod a program for tho 

maintonanco of schools. Howovor, the Socrotary of Education informod 

us that a program will bo startod in January 1967. A rosorvo of Cr-80 

million is boing fundod for this purposo. Tho rosorvo, which ro­

prosonts about 2 por cont of the 1967 oducation budgot, will provido 

oach school with a monthly allotmont of Cr$50,000 por classroom. Ad­

ditional contingoncy oxponsos for maintonanco up to Cr85 million
 

will bo providol from tho rosorvo; oxpondlituros ovor Cr$5 million
 

will bo providod from tho construction budgot. Rosponsibility for
 

supervising amntonanco will bo assignod to tho suporvisory
 

aentoree
 
It is eur opinion that the proposed maintonanco program will
 

require further follow-up by SUDENE and NAO to ensure its fruition.
 

Additionally, we fool that the NEAO could pooss.bly render some valuable
 

assistance during the initial planning states, especially regarding
 

the schools constructed with USAID/B fiunids.
 

That SUDENAT/NEEIN initiato procedures for follow-up action
 

regarding the State's proposed maintenance program, ompha­

sizing those schools financod with USAID/B funds.
 

5.. Auipmont 
As of October 31, 1966, the State had expended Cr$260,539,353 

of USAID/b funds, as shown below. 
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Classroom furnituro Cr0166,386,531
 
Offico oquipmont 41,262,822
 
Kitohon oquipmont 5,750,000
 
Vohiclos 
 47.140.000
 

TOTAL Cr$260,539,353
 
MUMMWuWmmurn m 

Our roviow of tho Stato's procuromont procoduros disolosod
 
that tho Stato did not adhoro to usual Brazilian public bidding
 
rogulations. In somo oasos wo found procuromont was solicitod from
 
sovoral local suppliors; howovor, in most inotanoosp pricos woro
 
nogotiatod dirootly with local suppliors. Notwithstanding tho ab­
sonco of public bidding, wo found no apparont abusos in tho Statols 
procuromont practioos. 

Tho Stato did not ostablish offoctivo invontory control pro­
coduros. Roooiving roports woro not proparod for oquipmont purchasod, 
and only informal rocorda woro maintainod for oquipmont distributod. 
This procodural doficioncy was pointod out to tho SUDENE Audit Dopart­
for corroctivo action. 

On a solootivo basis wo porformod an ond-uso obsorvation of tho
 
oquipmont purchasod and found it to bo distributod as roportod and
 
offootivoly omployod. Tho classroom oquipnont appoarod to bo of o::­
coptionally good quality and was withstanding day-to-day ueo ro­
markably woll. Gonorally, wo found tho vohiclos to bo in satis­
factory condition.
 

6. Trinn
 
As of Octobor 31, 1966, tho Stats had oxpondod Cr811,384,663
 

of USAID/B funds on training cotivitios as proseontod bolowt
 

PROGRAIMO AC'UAL 
Numbor Anount Nuber Anount 

Noncortifiod tochor 
training 

Beoondary toachor 
1000 CrS 44,850,000 524 Qr 5,977,870 

training 
Supervisors training 
Adult litoracy 

1000 
50 

30,000 

(16)
5,600,000 

69,80000000 

-
45 

-
406,793 

TOTAL 4120,250,000 
(a) No funds budgotod. 
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As shown abovo, tho Stato has only mado limited uso of USAID/ 
funds for training activitios. Howevovor t progress achiovod in train­
ing was considorably groator than tho figuros would suggost. This 
has boon duo to tho fact that the State has taken the initiativo to 
carry out an oxtonsivo training program with its own and GOB funds. 

Ono of the significant aspoots of the non-construction pro6Tam
 

has boon the introduction of the supervisory cantor concoptv an
 
NAO innovation. 
The State has boon sub-dividod into 12 adnin­

istrativo districts, each district containing an average of 90
 
classrooms. This docontralisation has considerably improved tho
 
State's control over schools and teachers. According to the So­
crotary of Aducation tho suporvisory cantors provido control whore
 

nono proviously existed.
 

C. REPORTING, ACUOUNTING. AND SUDJVA AUDITING PROCMJRZS 
1. Reporting 

Roporting on tho fina.ncial pro-roso of this project was
 
generally inadequate. 
We found that the State accounted only for
 
tho expenditures of USAID/B 
 funds at tho tino when roquosto for ad­
ditional funds wrero submitted. Reports wore only prepared for two 
periods; in oach case, the period was considerably longer than one 
year. Tho reosult was a lack of budgetary control both by 3DIM 

and NF&O. 

The Daly fo. submitted school inspection roports an well as 
monthly progrosn reports to N3AO. "(o reviewed the monthly progress 
reports and folt they contained accurate narrativo information. How­
over, we fool that the NFAO made inadoquato use of thoo roporti
 
during tho poriod oovorod by thin audit.
 

No rocommondation rogarding thoso doficioncio 
arc boinE; diroctod 
to the NEAO inasmuch as correctivo action was initiated in accordance 
with rooormondation No. 12 cited in our report No. 3/67 on 'lomontary 
and Basio duontion in brnnhgo datod 1u.uuit 12, 1966. 
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2. Accounting Procedures
 

Wo oxaminod tho State's accounting procoduros insofar as
 

they related to our oxmination, and it is our opinion that books
 
and records woro gonorally caintainod in accordance with accoptablo
 

accounting principles and procedures. Howovor, our roviow of tho
 
State's paymont procoduro for construction rovoalod a doficioncy
 

we rogardod as highly irrogular, We found that contractors did not 
invoico the State for progross paymonts nor did the Statu request 

official contractor invoices. 
Progress payments for construction 

costs wore acknowledged by signing rocoipts proparod by tho Stato 
Enginooring Staff. Under this system, the contractor waun aided in 
avoiding the paymont of the Alag6as tato sales tax of 5 1/2 pcr cont 

and in avoiding possible income tar liabilities to the GOB.
 

This deficiency was pointed out to the SUDNE Audit Department
 

which notifiod the State it would henceforth only accopt the ex:­

pondituro of USAID/B funds against official contractor invoices.
 

In view of this corrective action no rocommondation is boing made.
 

Additional weaknesses which we puintod out to the SUD,.f Audit 

Dopartmont as nocding corroctivo action wore: (I) mnthly bank re­

conciliations and balanceohoota should bo prepared, and (2) the US.'D/B
 

bank account should be tran,3forrod to the Banco do Ncrdosto, the br.nk
 

spocifiod in the project agreement.
 

3. SUDWrE Aditing Prooeduren 

According to the project greooemnt SUDX21 was acosigned the
 

responsibility for oxoroining the follocwing controls: 
 "auditins; 

ensuring propo une of funds; chockin(g the execution of plano; and 
inopocting and ovaluating rooultn to ensure compliance with toc.nicnl 

ntandardts".
 

Our o:mmination rovoald that SUD>7LD did not uffectivoly o::ocuto 

the above ronponnibilition. For oxanplo, our prunont audit with 
SUD EN wan the firnt field uxnminati n porfcrmud of the State's ro­

oordo and prc(oduron; also, an tato, earlior (pngo 5 ), little 
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toohnical assistanco was 
providod tho Stato in tho proparation of
 
construction plans and spooifioations. It is our opinion that tho
 
poor progross of this school construction program is, in part,
 
rolatod to SUD2WE's failuro to fully carry out its rosponsibilitios.
 

Sinco corroctivo action was initintod undor an oarlior rocommondation
 

mado in tho ikmranhgo ?Aluoation Audit Roport (No. 3/67 datod August
 
12, 1966), wo aro not making a rocommondation horo rogarding tho 

Alag~as projoct. 

D. PUBLICITY 4ND ZMRKING 
Wo contacotod tho Unitod Staton Information Sorvico (USIS),
 

Rocifo, for information ao to tho publicity givon this projoct. To 
fovnd that tho projoot had rocoivod coisidorablo proe covorn(;o in 
Alag8as and th.t tho USAID/D participation wn adoquatoly idontifiod. 
Covorago wan fnvorablo. 

Our oxanin.ticn diocloood that 6 of 66 achool, financod with 
USAID/B funds vioro not idontifiod wt% ni o or othor markingn ro­
flocting participation of tho Allianco for Pregroso. 
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I 

EHIBIT L. 

LIST OZ. EZO1=4IDTIONS 

Nubor 

That SUDIMB/NEfIN takc aotion to onsuro that 
adoqunto procoduros and controls aro institutod 
fcr any additional construction under this pro­

2 That SUDI21l/NIN onsuro that provisions of 
future oontracots aro strongthonod to includo 
holdback provisions and tiat ponalty clausos 
aro onforcod. 11 

3 That SUDI/NVIN ir'itiato procoduros fcr follow­
up actin rogarding tho Statoto proposod main­
tonanco prograun, onphMsizing tiono schools fi­
nancod irith US3IJD/B funds. 12 
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,LKHIBIT B
 
DISTRIBUTION Or,
 

REMORT ON EXAMINATION
 
No. 16/67
 

cOPY NoMinistor Stur.t H. Van Dyko, Diroctorp Unitod States Agoncy
 
for Intornational Dovolopmont M4ission to Brazil 
 1 

Mr. William A. Ellis, Deputy Director (DDOM) - USAID/B 2 
Mr. Donor M. Lion, Associato Dirootor (IMMAD) - USAID/B/NEAO 3
 
AID/W - Mcooutivo Director (AA-LA/MGT/E ) 4 - 5 
AID/I - Office of the Controllor, Audit Division (G/AUD) 6
 
US'.1D/B 
- Office of Technical Cooperation (ADTC) 
 7
 
USAID/B - Office of Technical Cboporation (DDTC) 
 8
 
USAID/B - Offico of 1'nagomont (ADMG) 9 
USAID/B - Office of Management (140MC) 10
 
USJID/B - Offico of Managomont (MGM&) 
 11
 
USAID/B - Office of Capital Development & Industry (ADOD) 
 12 
USATD/B/NACO - Capital Development Ofico (NIMD) 13
 
USAID/B - Human eosourcos Offico (HRI)) 14 - 15
 
USAID/B/N Q,0 
 - Human Roourooo Division (NUM) 16 - 17 
TJSAID/3 - .J'nginooringand Natural Rosourcos Office (ERRO) 13 - 19 
USAID/B/N.--1O - ngineoring, Industry, and Natural Resources

Division (NLIINf 
20 - 21 

USAID/B/N.Ao - Program Staff (NAPS) 22 
USAID/B - Log .1 Staff (LGS) 23 
UTSAID/B - Offico of Spocinl Ansistant for 3aluation (D3A2) 24 
USAID/B - Office of Spocial innittnnt for Information ()SAI) 25 
USAID/B - Office of the Controller ( 101) 26 
USAID/D/11,1O - Office of the Controllor (NILDo) 27 
USAID/n - Official File Copy 28
 

USI/3- '4udit Divioion (i2011D) 
 29 - 33 
NOT Al1l 
audit work pnporu are attachod to Copy No. 29 which ia on
 
file in the Office of the Controllor, USAID/B/IfAO.
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