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REPORT ON EXAMINATION
 

OF 

FINANCIADORA DE ESTUDOS DE PROJETOS, S.A. (FINEP) 

LOAN No. 512-L-054 

FOR THE PERIOD 

JANUARY 1, 1970 THROUGH DEC5=! 31, 1972 

SECTION I - SCOPE OF IXAtIrIPXCTN 

The Brazil Residency of the Area Auditor General, Latin 

America, has performed a final examination of the subject loan. 

This was the second audit review of loan activities and covered 

the period from January 1. 1970 through December 31, 1972. Tb0 

audit work was performed intermittently from September 25, 1972 

to January 31, 1973. 

The primary purpose of the examination was to review and 

evaluate the effectiveness of the utilization of loan proceeds. 

Other purposes were to determine the quality and effectiveness 

of financial and administrative management and the degree of 

compliance with the loan provisions and AID policies, procedures 

and regulations. We also included in tho scope of our examina­

tion an evaluation of the progress and management of the two 

FINEP grants to the Meteorological Service (DEMET) and the 

S9o Francisco Valley Authority (SUVALE) because of USAID/Brazil's 

(USAID/B) role as coordinator in the procurement of U.S. technicians, 

commodities and participant training for the grantees. 
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Our examination was made In accordance with generally ac­

cepted auditing standards and accordingly included such tests 

of the financial records and loan related documents as were 

considered necessary in the circumstances and discussions vith 

concerned USAID/B, Goverment of Brazil (GOB) and other perso. 

nel.
 

Before issuance this report was reviewed with appropriate 

USA ./B officials and their comments w3re given due considera­

tion. 



,ECRTON II - BACKMOUND DOWATION 

Financiadora de Estudos de Projetos (FINEP) was founded 

by the GOB for the purpose of promoting and financing feasibil­

ity studies. Originally established in March 1965 as a fund 

within the Ministry of Planning, FINEP became a public corpora. 

tion in 1967 funded by the GOB through the Ministry of Plan­

ning. Created as a mechanism to bridge the gap between 

identifiable investment opportunities and available interna­

tional financing, FINEP existence demonstrated that the con­

cept of analytical planning in economic development was being 

given more importance than it had previously been accorded. 

When founded, FINEP was envisioned as a fund offering 

grants and low cost loans for feasibility studies through 

various banks in Brazil. This plan anticipated that a large 

part of the technical and administrative activity would be 

performed by the banks as financial agents. Accordingly, 

only a sml, specialized administrative structure was
 

established within the Ministry of Planning to administer the
 

fund. However, because of management problems, the apathy of
 

the banks proposed as financial agcnts, and a lack of coordina. 

tion, the necessary network of financial agents did not evolve 

and comitments proceeded at a slow rate./ 

1_/ See Audit Report No. 42/70 dated February 17p 1970. 
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The 1967 transformation of FINEP into a public corporation 

gave it an identity as a development institution which could 

deal directly with the market. Legal flexibility and opera. 

tiunal control were thought to be the necessary characteristics 

to enable FINEP to establish itself and promote a clientele. 

However, the management leadership needed %as still not avail­

able or experienced enough and FImEP's stance remained sub.
 

stantially passive with little significant change inits rate
 

of activity.
 

Created without funds, FINEP's initial action in 1965 was 

to request seed capital of *5 million each from both USAID/B
 

and the Inter-American Devclopment Bank 1IDS). USAID/B pending 

a review of the loan application and subsequent approvalp made 

a grant of Cr"l million from P.L. 4,qO, Title I funds in August 

1965. InOctober 1965, FINEP and the IDB concluded a $5 mil­

lion loan agreement. Meanwhile USAIn/B began to view FINEP as 

an instrument through which technIcal anasitance could be funded 

on a loan basin rather than by (rants. Subsequent diRcussion 

resulted in the authorization of a lothn on June 3P 1966, of 

"Ill million; the additional : 6 millin being earmarked to 

fund natural resource surveyn on a grant bsst. / 

Our prior audit covered commitmentm )f :';, O7,103 and 

disbursements of ,l3J#423 through December 31, 190). It 

The program for theme funds had been substantially decided 
on by USAID/B and the 0OB when th, loan agreement was ihned# 
namely 'DIEP prants to DDM' and EJUNALU. 
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also covered total activity relative to the P.L. 080 grant 

funds of Cr$l million.
 

A Financial Iuplementation Survey subsequently performed 

by the USID/D Controller in the latter part of 1970 disclosed 

that there had been no solution to any of the problems cited 

in the February 1970 audit report, as mentioned above. Lils 

action ultimately led to a deobligation of :!;2,O55,802 in 1971 

leaving a loan authorization of 8,944, 98. 

As of November 30, 1972, the financial status of the loan 

was: comitted - $8, 9 36, 9 9 8; uncornitted - !':;7200; disburse­

ments - 7P7531,767; and undisbursed - ".40523l. For a detailed 

financial breakdown, see Fxhibit A. 
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SECTION III - SUMMARY OF EX MINATION 

The slow rate of progress demonstrated by FINEP through 

1969 did not significantly change until 1972. The decision of 

FINEP to allow the financing of the final engineering plans, 

the development of financial agents, the acquisition of addi­

tional experience, and also the booming economy all combined 

to radically increase the 1972 loan activity over that of
 

prior years. Present funding from the GOB and from t'
 

anticipated proceeds of a new IDB loan appear to be adequatu 

for the current rate of demand.
 

Over 2 1/2 million of this loan remained to be com­

mitted at the conclusion of our prior aud!. .n1969. Th3 

bulk of the financial activity during the years 19"10 -rou gh 

1972 was for disbursements applicable to commitments made prior 

to the end of 1969. The greatest part of this went to the two 

grant projects, DEMET and SUVALE. The year 1970 saw only rbout 

$178,000 of new commitments made. Consequently, USAID/B de­

obligated $1,3OOOOO in January 1971 after a financial 

implementation survey by the Controller. An additional 

$255,902 was deobligated in November 1971. Further do­

obligation, may be in order an the residual balances of various 

implementation orders are determined. 

FINFEP monitoring of the us-- of its sub-loans has been 

perfunctory and of a surface nature but with no obvious ill 

results. With respect to the more than 5 million granted to 
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D9T and SNALE, monitoring by FIfl' has been next to nil. 

The Superintendency for the Development of the Northeast
 

-/(SUDENE) had been charged with the responsibility of 

monitoring NALE activity but ven it did not perform, 

FINFM took no corrective action. DDEMT activity was left 

to the apparently adequate surveillance of the Ministry of 

Agriculture. USAID/B as coordinator for the procurement 

of techniciansp,- supplies and training, was quite active 

keeping abreast of SUVALE and DD4ET activity. Because of
 

USAID/B's role as a procurement agent for the grant recipient
 

of an intermediate credit institution. it could do little to
 

directly influence the course of the projects when problems
 

were encountered.
 

The major and basic problem encountered in the FINE grant 

projects was that of acquiring adequate personnelp in both 

quantity and quality. This deficiency was felt less in 

DOWE since a good part of that project's purpose involved 

the acquisition of equipment. In the case of SVALE, the 

lack of personnel was felt acutely. Shortly after the com. 

mencement of both of the grant projectsp the GOB prohibited 

the Increase of personnel in all government agencies. This 

/ Regional development agency responsible for the coordination 
of the various federal development projects i the Northeast 
region. As a party to the grant agreement, it was designated 
the coordinating agency and charged with the responsibility of 
monitoring SUVALE's development activities.

!/ 	USID/l procurement of technioians was through the medium of 
Participating Agency Service Agreements (PFA) with the National 
Oceanic and Atmospheric Administration for DW and the Bureau 
of 	Reclamtion for SUVALE. 
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penalized SUVALE severely since it was a new agency and just 

beginning to hire personnel to form the core of an organiza­

tion that was to grow to a size adequate for the task before 

it. However, even the consent to hire a few people above 

the "freeze" level provided little relief since salaries 

were also subject to the "freeze." It was not long before 

the wages offered by private industry siphoned off the
 

more qualified personnel after they had gained a little 

experience and training. This problem has continued until 

the present. 

We view this personnel problem as merely a symptom of 

a more substantive issue, i.e., the priority given these pro­

jects by the OOB. Invarious ways, other OOD organizations
 

have solved the same problem and are achieving positive
 

results. It therefore appears that if the (OB conceded
 

adequate priority to SUVALF,, personnel would not have been 

a problem and the project would probably have achieved a much 

greater deGree of success than that currently realized. 

Regarding D1)ITF, it undoubtedly would have come much closer 

to realizing the original goals established and be in a 

position to better fulfill its responsibilities had proper 

priority been accorded by the 00A. 

There is a desire by the U.S. technical assistance 

team assigned to BUVALF to see an extension of the project 

beyond the present expiration dates. This is expressed at 

a8a
 



a time when the Ministry of Interior is expecting a report
 

from the Development Resources Corporation which may have
 

significant bearing on the future of SUVALE as an institu­

tion and the development of the Sio Francisco Valley.l/
 

Consequently we have recommended that the Mission's
 

decision on whether or not to consider an extension of
 

the agreement providing for the services of the U.S.
 

technical assistance team be based on a review of the
 

GOB's declaration that the assistance would be in line
 

with current GOB Driorities.
 

This report contains one recommendation.
 

For further explanatJon, sce pase 26. 
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SECTION IV - FINDINGS AND RECOM4vNDATIONS 
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A. 	 FIE 

1. 	Institutional Progreso
 

Overall, until 1972, the desultory rate of activity 

did not change substantially from that noted in the previous 

audit. FINEP had not developed a system of agents, cash 

balances were continuing to increase and the rate of loan 

activity was slow. During 1972, all of these trends
 

reversed. At the end of the year, six organizations were
 

active as agents, the number of projects financed had more 

than doubled the 1970 number (12 times the 1969 number),
 

and 	the cruzeiro volume was more than twice that of 1969
 

or 1970. 

It appears that the financial resources provided by 

the GOB and the proceeds of loans from the IDB have been 

adequate. We were informed by FINEP officials that 

present funding appears adequate for the time being but
 

not sufficient enouah to warrant a large scale promotion
 

of their service. Their conclusion anticipater the receipt
 

of another t5 million loan from the 1DB in the near future.
 

FINEP attributes the increased activity to several 

reasons. Among these sre: 

a. 	 Inclusion of engineering planning studies that 
were prohibited by the term of the AID loan; 

b. 	Use of financial agents;
 

as 	 The increasing tempo of the Brazilian economy; 
and 

d. 	 The accumulation of several years of experience. 
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We noted that over 61 percent of the 75 projects finance
 

(using over 79 percent of the loaned funds) in 1972 were 

of state and federal governent origin. Less than one­

fourth of the 1972 projects were identified as feasibili,
 

studies. FINEP contended that the AI loan covenants ex 

cluding engineering plans inhibited the use of the loan 

proceeds. The quickened pace that accompanies the new 

philosophy lends some credibility to their position. On 

the other hand, loans solely for the development of en­

gineering plans are not consistent with the scope of 

activity as initially contemplated. A palliative note
 

is that FINEP does not have as large a portion of idle 

funds as it would otherwise have. The present attitude 

of FINEP is based on the expressed desire of the loan ap. 

plicants to combine the feasibility study and engineerin%
 

costs in one package since the Aatter is a natural result
 

of the former. The relatively small percentage of privat 

enterprise participation is attributed to factthe that 

this sector usually financ-s its own feasibility studies 

and costs of engineering plans are included in the 

construction or business loan. 

2. AID Loan Proceeds
 

Since the completion of our previous audit in 

December 1969# there has been very little new activity
 

with the proceeds of this loan. 
Most of the money flow
 



is attributable to oonmitments made prior to the end of 

1969 even though approximately t2 1/2 million remained to 

be used. In January 1970, approval was given for a 
,79,703 So Paulo Railroad Markets Study and in December 

1970 a commitment of 98, 876 was made to the Federal Data 

Processing Service (SERPRO), 

In January 1970, USAID/B extended the loan coumitment 

date to December 31, 1970 with the provision that before 

the end of the year an evaluation of FINEP utilization of
 

these funds would be made and any excess would be de­

obligated. In November 1970, the USAID/B Controller 

issued a Financial Implementation Survey which disclosed
 

that FINEP had done little during the year 1970 to change 

its course and become effective as an institution or make
 

more efficient use of the funds it had in its charge.
 

Consequently, the Controller recommended that ' 2 056,530 

of the loan be deobligated, this amount "representing the
 

known total of residual balances and the uncommitted balance 

of the loan." In January 1971, USAID/3 took action to de­

obligate $l.P1 million and an additional "255,302 in November 

1971. A small balance of "47)200 remains to be deobligated.
 

Beyond this smAll balance, there are residual amounts 

of various implementation orders that may also be eligible 

for deobligation. We note that the USAID/9 review of these 

orders for possible deobligation is complicated by the late 
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arrival of information from AID/W where the primary loan 

records are maintained. Memorandum records kept in the 

Mission are subject to adjustment when AID/W advises of 

the actual disburseinents. These remaining residual amounts
 

are related to SUVALE and DEL.', both active but nearing 

termination. In the normal routine of business, the 

Mission will deobligate the residuals of the active
 

implementation orders.
 

3. Moitoring
 

Early in the life of this loan, the Mission's
 

Engineering and Natural Resources Office (ERO) 
 was 

assigned the responsibility of monitoring loan activity. 

This appears to have been done satisfactorily and is 

I/exemplified by the Mission's interest in the SUVALE grant­

made by FINEP. In this instance the Mission had an ad­

ditional role to procure skilled personnel, equipment and 

training and coordinate the arrival and utilization of such. 

While the problems encountered were not always solvablep the
 

Mission was at least coanizant of them and attempted to in. 

prove the situation. Mission initiative resulted in agree­

ment revisions as attempts to bring about positive results. 

Since FIEFP is the borrower of the money and responsible 

for the administration of the loan proceeds, it wras charged 

with the prime monitoring responsibility. Howeverp we found 

little in this regard other than the "check-off" of reports 

See Section IV C - SUVALS, page 21.
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and due dates. In many instances, this was probably ap­

propriate since the results of studies were normally written
 

reports prepared by contracting firms. Nevertheless, in
 

the cases of SUVALE and DUET, there was an abundance of 

activity that was subject to inspection and a comparison 

of progress with work plans. In neither case did FINEP
 

exert its influence as the donor in trying to monitor the
 

utilization of the funds granted. 
In the case of SUVALE,
 

FINEP had assigned SUDENE the role of monitor but did
 

nothing when SUDFNE failed to perform.
 

The FINEP explanation for the lack of monitoring was 

that a certain degree of timidity existed where one govern­

ment entity became involved in the judgment of the activity
 

of another. While this attitude is not to be condoned it 

is an inescapable fact and it is doubtful that the Mission 

could have anticipated this situation. Furthernore, the
 

Mission lacked any degree of control in the cases of SUVALE 

and D?4ET other than that of logical persuasion or withdrawal 

from the tri-party aijreeitents. Withdrawal would have meant 

the cessation of USAID/B participation but the funds could 

have nevertheless ,till flowed to the grantee. 
The Mission's
 

continued involvement appeared to be the best course of 

action to follow in an attempt to make the best of a less 

than desirable situation.
 

We would conclude that the future involvement of AID 

Missions in sub-agreements with government entities should 
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reserve some degree of influence for the Mission to exercise
 

so that the U.S. inage may be best projected. Section IV C
 

of this report (see paGe 21) discusses the participation of
 

a U.S. technical assistance team (TAT) in a project that
 

can be considered substantially less than successful, yet
 

the TAT lacked the necessary influence to alter the c-urse
 

of the project.
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B. 	 METEOROWGICAL SERVICE (DE4ET) 

1. 	 Background 

In January 1967, FINEP entered into an agreement wit. 

the Ministry of Agriculture making a grant of :;2,220,501, of 

which '',9P8,,100 was allocated for local currency cruzeiro 

costs and '1,231,7OO for dollar costs. These resources 

were to fund a DDMT project having the following original 

Goals: 

a. 	Rehabilitation of the surface observing network;
 

b. 	Establishment of a domestic meteorological tele­
communications network; and
 

c. Training the employees of DEMEV. 

Because of personnel shortages, changen in program management, 

delays in equipment delivery, and changes in the political­

economic situation during the term of the project, the goals 

were scaled down to the following: 

a. 	A meteorological communications system making 
reports frogs liB stations fnr world-wide and 
domestic use; 

b. 	An improved forecast system; and
 

c. 	Well-trained employees to man the system.
 

2. 	Project Progress
 

In June 1972, the project wan about one year behind 

the original five-year plan. By settling for the senner but 

more practical goals under the circumstances, the project 

was foreseen as being satinfactorily completed by mid-1973e 
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This projection apparently continues to be valid. DMT 

is reasonably well equipped and Judged to be capable of 

moving ahead on its own. 

Since the change in DMET leadership early in the 

project, the priority and resources received have been less 

than was apparently contemplated in the planning stages. 

This is clearly exemplified by the personnel situation. 

Planning documents indicated a desired cadre of 1,304 

personnel in the final stage of the project. Instead, there 

are about 635 full-time personnel supplemented with some­

thing over 500 contract employees. The staff of 685 clearly 

contrasts with the 905 at the 'beginningof the project. 

The problem is aggravated by the fact that the DOM chief 

irould not permit the TAT to make a special request of the 

Ministry of Agriculture to permit the hiring of additional 

personnel. Further conlication is introduced by the salary 

scale which is not competitive v,'ith private industry. We 

also noted that the GOB ex:penditure for nersonnel and opera­

tions in 1967 of about '.,'23,000 (In aPproxbnate U.S. dollar 

equivalents) had fallen to "'456,500 i1 1970. A budget
 

estimate of ,504,O0 for 1971 was reported but nt yet 

compared to actual expenditures.
 

The strengthening of the institutional structure en­

visioned by 29 man-years of participant training in the U.S.
 

han fallen short of its goal with a total of 9 realized to
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date. This has in part been offset by some technical training
 

programs in Brazil and is partially consistent with a revised
 

work plan that utilized eome of the training funds for eq-uip­

ment purchases. The presen. management of D4ET -,'laces less 

emphasis on higher level education but is developing some
 

local training programs. Other reasons cited for the
 

participant training program short.fall were personnel turn­

over and the long lead-time involved in the selection and
 

approval of applicants. 

3. Financial 9tatus 

The financial status of the D11i*2 project as of 

November 30, 1972, is as follows: 

In U.S. Dollars 

PASA t 540,125 '4 497,966 442,059 

Commodities ', 3 n, 0 25 57.3, qq4 259,141 

Participant 
Training 24,410 15,63 ' , IP772 

Local Currency 817,241 765,727 51,514 

2,220,501 5,215 ",3620236 

4 
Conclusions 

The future effectivenns, of D4i41 an an nreanization 

will be determined by the resources and priority allotted it by 

the GO.-. A resolution of the problemn related to personnel 
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and the salary structure is critical to further development of 

DME. The TAT leader feels that the equipment in-place or in 

the process of being installed is adequate to afford the type 

and quality of meteorological services contemplated in the 

project work plan. The only major constraint will be the 

adequacy of personnel, numerically and technically. 
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C. SUVAIX 

1. Background
 

USAID/3 assistance to SUVALE coimnenced in 1962 with a 

grant project providing for technical and financial support to 

determine the economic feasibility of development programs for 

the river basins in Northeast Brazil. The current work of 

SUVALE is Phase II of one of the studies. Of the i million 

AID loan, FINEP has agreed to grant SUVALE ',:3,O.O,500. 

Broadly defined, SUVALE's goal has been described as being 

the social and economic development of the Sao Francisco River 

Basin through the exploitation of its natural resources. The 

Mission's role in cooperation with SUDTiI: and using the 

FINEP granted t'unds has been to obtain and coordinate the 

TAT; to arrange and provide traininG gor oarticipants; and 

to procure equipment and instruments which do not have a 

domestic similar. 

2. Project Prouress 

The wor'. cormenccd under the terns of an agreement 

signed in i4ay 196Q by SLTALE,, MMF/NE, and USAID/13. UsinG 

some of the Phase I team inembcrn, the first task was the 

comnletion of the Phase I report as a basis for devcloping 

the Phase II work plan. The re.sultin, wnr. r)lan, in accordance 

with the agreement, placed niohafdni on adwisory and on-the-job 

transfer or teachin% of s1ills. From the outset thin approach 

was frustrated by two factors. Princivnally there was a lac% of 
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counterpart personnel and, secondarily, there existed some 

confusion on the part of SUVAIE as to the TAT's role. 

During the initial months of project implementation, the
 

GO3 publis ied a government-wide decree prohibiting the hiring 

of employees, even those to fill vacancies created by resigna­

tions. A SUVALE request for special consideration and permission 

to hire up to "i4employees was approved a little less than a 

year later. However, the salary structure was unchanged and 

compared unfavorably with that of private industry. The 

authorized staff increase was, and still is, continually 

subverted by a high rate of turnover. Hence, the required 

continuity in countcrnart pcrsonnel to receive practical training 

and to form a strong, efficient, and dynamic institution has 

been lacking. 

The role of the TAT is clearly stated in the agreement
 

and undoubtedly was clearly understood by the signatories of
 

the a9greement. However, at thc vor'-.1g level in SUVALE, the 

initial concept ',? Fhase II assistance to be received seemed 

to anticipate the nene type received In 1hase I i.e., the 

TAT performing a job and presenting SUVALE with a finished 

Product. This confusion of roles did little to help establish 

a working rapport with an organization crippl -d by pcrsonnel
 

shortages; es!)ccially when the missin- ipersonn(. were most 

often those that would have been the TAT mcmbers' counterparts. 
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Given those conditions, 'rogress was so disappointing 

that the Mission considered withdrawal of the TAT in 1970. 

However, after discussions, SUVALE, SUDENE, and USAID/B 

signed a revised agreement in Anril 1971 reflecting changes 

in priorities and operational aproach which recognized 

the problems created by insufficient organizational re­

sotuces. Beyond the terms of the agreement, SUVALII agreed 

to reinforce efforts to solve the personnel problem and 

improve the needed support services for the TAT. The 

main thrust of the revised agreement decreased emphasis
 

on institutional development and channeled TAT work into
 

the completion of various small sub-projects. In April 

1972, the scone of the r-rh plan was reduced to bring plan­

ning and anticinated ach:evement into agreeient. While 

SUVALI: had begun using subcontractors to alleviate the 

personnel rhortage, work vras progressing slowly. 

Overall, the situation at tho end of 1072 was not 

materially dlfferent than it vas at the mnd of 1970. 

While the ner operational anpriach of using ctntractors to 

perform tasks has resultcd in achieveeiznts In various 

areas of activity, the effectiveness of the total pro­

ject has been variously described as beinG oetii(cn 30 

to 50 percent. Personnel ttrnover and nhortages continue 

to seriously aff'ect the viability of ISINALJ as an ef­

fective institution. Since the incrnonnel oroblem is 

clearly at the root of mont ol' th problems and subject 
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to GOB influence, this suggests one other major shortcoming,
 

i.e., lack of sufficient priority in relation to other areas
 

of activity as determined by the GOB. An example of a GOB 

nroject to capitalize the resources of an undeveloped area
 

is the well publicized TRANSA1MAZONICA where a coomPrehensive 

develonment plan appears to be going well and laching for 

little. If SUVAIi had a high enough priority, it is likely 

that management decisions at high levels wnuld have solved
 

the problems that presently hobble the organization.
 

The TAT effort to locate areas of activity in which
 

an effective contribution could be made has been nearly as
 

great as the effort expended to accomplish snecific tasks.
 

Work plans have been frustrated by: SUVALE personnel nroblems; 

SUVAL1's riece-meal anproach with -rlans that do not take 

cognizance of related side issues; lack of departmental 

coordination wi thin SUVAL',; and a lo.w morale factor in 

SUVALP that at times has even be- felt withi1n the TAT. 

Snecific accompl sh tcnts, "ell d~ne, have given rise to 

some lanzdatiry stat(:ments by s-,,e "IA'AL : 'anaement person­

nel. lHo'iever, the dcnired strerbthcninc of th; institutional 

structure of SUVAL has not taken ;lace. ;,'vcn he develop­

ment of technical s]ills has been thwartcd. Wh'Ile all but 

one of 23 farticipanti continu, v'th SUVALU., most or the 

sizeable number of peoplc 6iven -)n-ther-Jb training have 

left. (The TAT noted that many of hece trainees are 
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working for the contractors. Brazil is receiving the bene­

fit of the transferred skills but SUVALE, as the organiza­

tion responsible for the development programs, is deprived
 

of this needed strength). As the agreements to complete a
 

specific work period ei-pire, it is questionable as to how
 

many of the U.S. trained participants w¢ill remain with
 

SUVALE. Some are presently seeking an early release from
 

their agreements.
 

3. Financial Status
 

The financial status of the SUVAL3 project as of
 

November 30, 1972, is as follows:
 

In U.S. Dollars
 
c66i~Ti~fC ii\~Y-~rsd - ancieV 

4l, 


Commodities 150,456 126,603 23, lO
 

Participant
 
Training 157,944 92,292 65,652 

Local Currency 391,321 0- 391,321 

'3,040, 221 2,014,012 1,026,209 

PASA :2,50,4500 795,112 i 545, 35 

The TAT leader informed us that SUVAL, has no plans to 

send any more trainees to the U.S. for resident training 

signifying that the remainin6 funds allocated for .,articipant 

training will not be used. The smller than oriiinally planned 

TAT and non-utilized funds four rquipncnb acquisition, combined 

- 25 ­



with the excess narticipant training funds, point toward a
 

significant amount of money which may become eligible for de­

obligation.
 

4. 	New Developments
 

The GOB Ministry of Interior, apparently recognizing
 

the 	 shortcomigris of SUVALI,, entered into a contract with the 

Development Resources Corporation (DRC) in November 1972.
 

The 	contract's principal objective is to determine the
 

development potential o the Sao Francisco Valley utilizing
 

all 	the human and natural resources available in order to
 

stimulate economic activities and to establish priorities
 

in 	conformance with the integrated national irogram. The
 

first report ul DRC is due in early 1,)7- and it wrill 

make recomnendation regarding the institutional framework 

for the development of the Sgo Francisco Valley and may
 

result in legislation. At present, therp is no indication
 

of 	the effect thi. vill have on ")V!ALT,,. 

The prenf-t TAT l'oadcr ha- e-Inrerted a ci riendable 

denire to p.rfor ,i one final tas-:, a eom=rehenslve study of 

one nub-area or sub-troject to dem')nntratr to ',R'ALI, a 

proper aporoach and to leave evIdence of the TAT't: 

capabilitie,. Ths w,)uild requ.1rr an extent I n )' the present 

e piratlon dater.- / Ye note that thin tre L" ecffort appears 

1/ 	 Currently, the final comji,0 trrnt date and the final dinbiurae­
ment date are Ft bruary 2', 1973 and Auunt 3l, 1973, renpec­
tively.
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to 	be what was expected of the TAT by SUVALE at the begin­

ning of Phase II but Mission management and TAT leadership
 

felt that an advisory and training in.Qut was all that the
 

agreement provided for. Furthermore, the revision of the
 

agreement in 1971 and of the work plans in 1971 and 1972
 

provided the opportunity to perform the proposed activity
 

but it was not contemplated or planned at those times. If
 

SUVALE declined or did not take advantage of such a
 

proposal in 1971 or 1972, it is doubtful such an effort
 

at this point would meet a good end. On the other hand, if
 

this is the first such proposal by the TAT, it is suspect
 

since it occurs at a time requiring an extension of the
 

term of the project to use non-utilized funds.
 

5. 	Conclusions
 

The slow progress of SUVALE illustrates the lack of
 

GOB priority assigned to the organization and its limited
 

involvement in a cormiirehenisive development plan. The less
 

than effective use made of a highly skilled and capable TAT
 

represents a wasteful use of funds borrowed by FINEP and
 

granted to SUVALE. The '11l 1/2 million DEC contract points
 

to the present lack of an acceptable overall integrated work
 

plan for the development of the Seo Francisco Valley. The
 

possibility that there will be legislation resultinG from
 

the DRC report which will affect the institutional structure
 

of the development effort, combined with the existing problem
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areas cited, suggests that a major departure from the present
 

course may be at hand. 

We observe that the SUVALE project is funded by the loan 

to FINEP. The only present "out-of-pocket" costs to the
 

Mission is that applicable to the coordination effort.
 

However, the non-monetary cost of U.S. participation in an
 

unsuccessful project over wihich it has had no effective
 

control or influence is another matter. In the future, the
 

continuance of a TAT with a LDC institution might be made
 

contingent on the effectiveness of the host country institu­

tion in its pursuit of the established goals and its use
 

of the TAT.
 

It would appear at this point that any comnitment by 

the Hission beyond minimal compliance with its present 

contractual obligations may meet the same fate as previous 

efforts. The extension of the agreement might only perpetuate 

a situation that has resisted si-nificant impr.vemnent for over 

four years. A&ittedly, the type of task, proposed by the TAT 

team will not require much, If any, SUVAT., su .!ort or coopera­

tion. We feel that, given the weakness of SUJVAL , as an
 

institution, the product of this final effort may not be 

effectively utilized. The stector of legislation affecting
 

the institutional structure and possibly rcarranJing the 

national priorities does little to encourage the continuation
 

of the TAT nresence under the present a&Leement.
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Although the USAID/B ENRO coordinator believes that the 

report emanatinG from this proposed ultimate study may be 

utilized and have some v'lue as a model for other studies,
 

he is in full agreement with our position that any extension
 

of the agreement might only perpetuate a bad situation that
 

has been going on for the last four years. Under present
 

policies, there is no indication that there has been any
 

significant change to alleviate the situation for SUVAIE
 

so that it will be able to produce any meaningful results
 

if the agreement is extended. Be that as it may, the
 

direction given by the DRC reports and the subsequent
 

legislation, if any, will determine the future value of
 

the proposed study.
 

The study proposed by the TAT will require the formula­

tion of another agreement, or a major revision of the present 

one. We suggest that if a firm proposal is developed by the 

TAT and SUVALE J)intly, it be considered on the basis of a 

current affirmation by the Ministry .f Interior that the 

TAT study would be in line with current (OB priorities. This 

would logically encompass tho results of the DRC reqwrt, if 

available. 



Recomendation No. 1 

That the basis of consideration of any forth­

coming SUVALE request for continuance of the
 

Bureau of Reclamation team's assistance be
 

USAID/B's evaluation of a current affinma. 

tion from the Ministry of Interior that the 

assistance would be desirable and useful in
 

terms of current GOB priorities. 
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ECOIBIT A 

FINEP 

LOAN No. 512-L-o54
 

FINANCIAL STATUS AS OF NOVEMBER 30, 1972
 

SUB-LOANS 
AMOUNTWAMUNT 

COMMITTED DISBWSED 
TO BE 

DISBURSED 

METEOROLOGICAL DATA $ 2,220,501 $41,858,215 ' 362,236 
SUVALE 3, 00,221 2,014,O12 1,026,209 
RIO-NITEROI MIDGE STUDY 701,830 701,830 -o-
NATIONAL COMMUNICATION SURVEY 22,000 22,000 -o-
SXO PAULO URBN STUDY 1,744,567 1,74,567 -0-
TAQUARI.ANTAS 802,071 802.071 -o­
sXo PAULO RAILROAD mKT. 79,703 79,703 -o-
SERPRO 98,876 82,140 16,736 
BHIA RURAL CREDIT 192,619 192,619 -o-
IPEA - UNIV. FEDERAL VI(OSA 34,610 361o -o-

SUO TAL/TOTAL $ 8,936,998 t 7,531,767 o1,405,231 

UNCOMITTD 7p200O'
 

TOTAL AMENDED AUTHORIZATION :G .,944,193
 

Date for coitment expire4 December 31, 1970. 



EXHIBIT B
 

DISTRIBtTION OF 
AUDIT REPORT 

N9 1-512-73-91 

COPY N9 

Mr. William A. Ellisp Director, United States
 
Agency for International Development Mission
 
to Brazil 
 1 - 10 

State Department - Inspector General of Foreign

Assistance (IGA) 
 11 

State Department - Country Directcr - Office of
 
Brazil Affairs (ARA-IA/m) 12
 

AID/W - Executive Director (ARA-IA/MGT/EX) 13 - 14 

AID/W - Office of Audit (AG/AUD) 	 15 - 18 

A3m/W - Office of Program Operations (IA/OPNS) ­19 20
 

USAID/Panama - Inspector-in.Charge, Inspections and I 
Investigations Staff/Pnams (IIS) f 21 

Office of the Area Auditor General, latin America 
( !G/IA) 22 

Brazil 	Audit Residency, AAG/IA 23 - 27 

NOTE: 	 All audit work papers are atteched to COPY No. 23 which 
is on file in the Brazil Audit Residency Officep AAG/IA. 


