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REPUBLIC OF PALAU

P. O. Box 850

Koror, Republic of Palau 96940
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FAX (680) 488-2194

EMAIL: admin@palauopa.org
Website: www.palauopa.org

Office of the Public Auditor

April 18,2018
Serial#: opal8-078au

Honorable Huana K. Nestor
Governor

Hatohobei State Government
Office of the Governor
Koror, Republic of Palau

Subject: Final Report on the Financial Audit of Hatohobei State Government’s
Statements of Cash Receipts and Expenditures for the Years Ended September
30,2015 and 2014

Dear Governor Nestor:

This report presents the result of our audit of Hatohobei State Government for the fiscal years ended
September 30, 2015 and 2014.

The Office of the Public Auditor (OPA) received your response to the Draft Audit Report. Based on
the additional supporting documents provided, the OPA has made, where appropriate, revisions to
the Draft Audit Report. The response (without the attachments) is published in verbatim in the Final
Report.

The OPA has established an audit recommendation tracking system to keep track of the status of
recommendations issued in this report. Accordingly, the OPA will conduct follow up inspections on
your response and corrective action measures to assess their implementation and operation. On a
semi-annual basis, June 30 and December 31 each year, the OPA will report the status of the
recommendations to the Office of the President and Presiding Officers of the Olbiil Era Kelulau for
their information and disposition.

If you have any questions regarding matters of audit findings and recommendations, the OPA will be
available to discuss such matters at your request.

Sincerely_x

Satrunigo Tewid Genesis U. Roberto, CPA
Publi¢/Auditor Audit Manager
Offigle of the Public Auditor Office of the Public Auditor

Republic of Palau Republic of Palau
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REPUBLIC OF PALAU

P. O. Box 850

Koror, Republic of Palau 96940
TEL (680) 488-2889/5687
FAX (680) 488-2194

EMAIL: admin@palauopa.org

Independent Auditor’s Report Website: www.palauopa.org

Office of the Public Auditor

Honorable Huana Nestor
Governor
Hatohobei State Government

Report on the Financial Statements

We have audited the accompanying statements of cash receipts and expenditures of
Hatohobei State Government (State) for the years ended September 30, 2015 and 2014,
and the related notes to the statements of cash receipts and expenditures.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the statements of
cash receipts and expenditures in accordance with the cash basis of accounting described
in Note 2. Management is also responsible for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of the
statements of cash receipts and expenditures that are free from material misstatement,
whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these statements of cash receipts and
expenditures based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable
to financial audits contained in the Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the statements of cash
receipts and expenditures are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the statements of cash receipts and expenditures. The procedures selected
depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the State’s preparation and
fair presentation of the statements of cash receipts and expenditures in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the State’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the statements of cash
receipts and expenditures.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.



Opinion

In our opinion, the statements of cash receipts and expenditures referred to above present
fairly, in all material respects, the cash receipts and expenditures of the Hatohobei State
Government for the years ended September 30, 2015 and 2014, in accordance with the
cash basis of accounting described in Note 2.

Basis of Accounting

We draw attention to Note 2 of the notes to the statements of cash receipts and
expenditures, which describes the basis of accounting. The financial statements are
prepared on the cash basis of accounting, which is a basis of accounting other than
accounting principles generally accepted in the United States of America.

Our opinion is not modified with respect to this matter.

Other Matter

Other Information

Our audit was conducted for the purpose of forming an opinion on the statements of cash
receipts and expenditures of the State. The Statements of Budget, Receipts and
Expenditures (pages 9-14), are presented for purposes of additional analysis and are not a
required part of the statements of cash receipts and expenditures.

The Statements of Budget, Receipts and Expenditures is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records
used to prepare the statements of cash receipts and expenditures. Such information has
been subjected to the auditing procedure applied in the audit of statements of cash receipts
and expenditures and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
statements of cash receipts and expenditures or to the statements of cash receipts and
expenditures themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the
Statements of Budget, Receipts and Expenditures is fairly stated, in all material respects, in
relation to the statements of cash receipts and expenditures as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
April 18, 2018 on our consideration of the State’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering State’s internal control over financial
reporting.

Genesis U. Roberto, CPA

Audit Manager, Office of Public Auditor
Republic of Palau Republic of Palau

April 18, 2018 April 18, 2018




HATOHOBEI STATE GOVERNMENT
Statement of Cash Receipts and Expenditures
Year Ended September 30, 2015

Special
Revenue Fund
General Fund (PAN)
Receipts:
ROP National Block grant $ 248,733 -
ROP Fishing Right Fees appropriation 92,558 -
ROP SW Field Trip appropriation 48,000 -
ROP PAN Fees appropriation 133,585 -
Grants from foreign donors - 66,700
Grants from OneReef . 53,575
Local State Revenues 11,192 491
Cash transfer out of State General operation fund (133,585) -
Cash transfer in to Helen Reef PAN Fund (PAN fees) - 133,585
TOTAL CASH RECEIPTS 400,483 254 351
Expenditures:
Executive Branch
Office of the Governor 34,622 -
Activities and Others 72,293 -
Finance 16,904 -
Education 200 -
Public Works 19,228 -
Other Programs 3,449 -
Total Executive Branch 146,696 -
Legislative Branch
Compensation benefits 44,012 -
Other legislative expenses 4,684 -
Total Legislative Branch 48,696 -
Projects and Programs
Transportation 80,650 -
Road & Other Maintenance 6,984 -
Capital projects and programs 52,554 -
Total Projects and Programs 140,188 -
PAN Fund
Personnel and benefits - 90,040
Asset purchases/ maintenance - 15,430
Utilities and office supplies - 9,488
Communication - 7,767
Activities - 48,718
Program and other - 69,560
Total PAN Fund Expenditures - 241,003
Other Expenditures
Southwest Island Field Trip 63,000 -
Other Expenses 68 B
Total Other Expenditures 63,068 -
TOTAL CASH EXPENDITURES 398,648 241,003
RECEIPTS IN EXCESS OVER EXPENDITURES 3 1,835 13,348




HATOHOBEI STATE GOVERNMENT

Statement of Cash Receipts and Expenditures
Year Ended September 30, 2014

Receipts:
ROP National Block grant

ROP Fishing Right Fees appropriation

ROP SW Field Trip appropriation
ROP PAN Fees appropriation
Grants from foreign donors
Grants from OneReef

Local State Revenues

Cash transfer out of State General operation fund
Cash transfer in to PAN Fund (PAN fees)
TOTAL CASH RECEIPTS

Expenditures:

Executive Branch
Office of the Governor
Activities and Others
Finance
Education
Public Works
Other Programs

Total Executive Branch

Legislative Branch
Compensation benefits
Other legislative expenses

Total Legislative Branch

Projects and Programs
Transportation
Road & Other Maintenance
Capital projects and programs
Total Projects and Programs

PAN Fund
Personnel and benefits
Asset purchases/ maintenance
Utilities and office supplies
Communications
Activities
Program and other
Total PAN Fund Expenditures

Other Expenditures
Southwest Island Field Trip
Other Expenses

Total Other Expenditures

TOTAL CASH EXPENDITURES

RECEIPTS IN EXCESS (SHORTAGE) OVER EXPENDITURES

Special
General Revenue
Fund Fund (PAN)
224,021 $ -
46,068 -
38,100 -
143,315 -
17,014 -
- 40,000
11,817 4,756
(143,315) B
- 143,315
337,020 188,071
38,981 -
55,980 -
13,860 -
24,492 -
991 B
134,304 -
38,922 -
6,291 -
45213 -
52,036 -
6,003 -
12,049 -
70,088 -
- 78,637
- 15,521
- 8,229
- 3,053
- 65,797
- 30,405
- 201,642
28,000 -
138 -
28,138 -
277,743 201,642
59,277 $ (13,571)
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HATOHOBEI STATE GOVERNMENT
Notes to Statements of Cash Receipts and Expenditures
Years Ended September 30, 2015 and 2014

Organization

The Hatohobei State Government (State) operates within the Republic of Palau and under
its own Constitution. The State’s constitution, ratified on November 13, 1983, created the
constitutional government of the State and established the primary branches of the State
government consisting of the Executive (Office of the Governor), the Legislative, and the
Traditional.

Basis of Accounting

The accompanying statements of cash receipts and expenditures have been prepared on
the cash basis of accounting which is a comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America. Receipts are
recognized when received in cash and expenditures are recognized when disbursed.

Reporting of major funds

The State reports the following major funds:

e State general fund- This fund is the primary operating fund of the State. It is used to
account for all cash receipts and expenditures transactions of the State.

e Special revenue fund- This fund is to account for the cash receipts and expenditures
of Protected Areas Network (PAN) fees which are legally mandated to be disbursed
solely towards PAN operations and administration, in accordance with Title 24 PNC
Chapter 34. In the year 2000, the Hatohobei people and their partners initiated the
Helen Reef Resource Management Program (HRRMP). In November 2001, the
Hatohobei State Legislature passed the Helen Reef Management Act declaring Helen
Reef a State Marine Protected Area. In 2010, the Helen Reef Conservation Area in
the State became a recognized PAN conservation area.

Cash and cash equivalents held

Cash is defined as cash on hand and cash held in demand accounts. These cash are
maintained in financial institutions subject to Federal Deposit Insurance Corporation (FDIC)
insurance and are FDIC insured. The following table shows cash balances held by the State
at the respective year end:

Cash balance at September 30,

2015 2014
State general fund $ 144 459 3 139,169
Special revenue fund (PAN) 24,155 8,070

$ 168,614 $ 147,239
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HATOHOBEI STATE GOVERNMENT

Statement of Budget, Receipts and Expenditures

Receipts:
State Block Grants
Fishing Right Fees
SW Field Trips
PAN Fees
Other Grants

Fund Balance Surplus/ (Deficit)

Local Revenues

Total Receipts:

Expenditures:
Executive Branch:
Office of the Governor:
Salaries
Personnel Benefits
Legal Counsel
Total Office of the Governor

Activities and Others:
Bank Charges
Communication
Contractual Services
Donation/ Contribution
Furniture/ Fixture
Miscellaneous
Office Equipment
Office Space Rental
Petroleum, Qil, & Lubricants
Printing & Reproduction
Prior Years Obligation
Rental & Others
Repair & Maintenance
Representation Fund
Subscription and Mem Dues
Supplies & Others
Travel & Per Diem
Utilities

Total Activities & Others

Year Ended September 30, 2015

Original Final Supplemental

Budget Budget Budget Actual Variance
252,000 252,000 - 248,733 (3,267)
46,067 46,067 95,007 92,558 (2,449)
- - - 48,000 48,000
- s = 133,585 133,585
44,394 44,394 = - (44,394)
- - - 11,192 11,192
342,461 342,461 95,007 534,068 142,667
32,500 32,500 - 29,942 (2,558)
4,713 4,713 - 4,342 (371)
700 700 - 338 (362)
37,913 37,913 - 34,622 (3,291)
50 50 - 54 4
3,400 3,400 - 3,295 (105)
39,472 39,472 - 37,170 (2,302)
2,500 2,500 - 1,299 (1,201)
1,300 1,300 - - (1,300)
5,000 5,000 - 1,412 (3,588)
5,000 5,000 - 4,370 (630)

9,000 9,000 - 9,000 -
2,500 2,500 - 1,223 (1,277)

500 500 - 500 -
8,000 8,000 - 5,242 (2,758)
200 200 - 85 (115)
1,000 1,000 - 660 (340)
800 800 - 1,184 384
500 500 - 30 (470)
1,613 1,613 - 1,561 (52)
3,000 3,000 - 1,129 (1,871)
5,500 5,500 - 4,079 (1,421)
89,335 89,335 - 72,293 (17,042)




HATOHOBEI STATE GOVERNMENT
Statement of Budget, Receipts and Expenditures (Continued)
Year Ended September 30, 2015

Expenditures, continued: Original Final Supplemental
Executive Branch, continued: Budget Budget Budget Actual Variance

Finance:

Salaries 15,600 15,600 - 15,580 (20)

Personnel Benefits 1,326 1,326 - 1,324 (2)
Total Finance 16,926 16,926 - 16,904 (22)
Education:

Salaries 3,360 3,360 - 200 (3,160)

Personnel Benefits 286 286 - - (286)
Total Education 3,646 3,646 - 200 (3,446)
Health:

Salaries 6,240 6,240 - - (6,240)

Personnel Benefits 531 531 - - (531)
Total Health: 6,771 6,771 - - (6,771)
Public Works

Salaries 18,720 18,720 - 16,836 (1,884)

Personnel Benefits 2,715 2,715 - 2,392 (323)
Total Public Works 21,435 21,435 - 19,228 (2,207)
Traditional Leadership Council:

Allowance 900 900 - - (900)

Personnel Benefits 77 77 B - (77)
Total Traditional Leadership Council 977 977 - - (977)
Other Programs:

State Youth Organization 3,500 3,500 - 2,453 (1,047)

State Constitutional Day 1,000 1,000 - 996 (4)
Total Other Programs 4,500 4,500 - 3,449 (1,051)

Total Executive Branch: 181,503 181,503 - 146,696 (34,807)

Legislative Branch:

Compensation 24,426 24,426 - 21,312 (3,114)
Staff Salaries 11,700 11,700 - 11,499 (201)
Office Assistant 6,240 6,240 - 6,220 (20)
Personnel Benefits 6,090 6,090 - 4,981 (1,109)
Legal Counsel 2,000 2,000 - 455 (1,545)
Supplies and Others 1,261 1,261 - 1,151 (110)
Furniture & Fixtures 1,000 1,000 - 190 (810)
Office Equipment 1,000 1,000 - - (1,000)
Repair & Maintenance 1,000 1,000 = 249 (751)
Communication 2,450 2,450 - 2,415 (35)
Meeting Expense 400 400 = 224 (176)
Total Legislative Branch: 57,567 57,567 - 48,696 (8,871)
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HATOHOBEI STATE GOVERNMENT
Statement of Budget, Receipts and Expenditures (Continued)
Year Ended September 30, 2015

Expenditures, continued:
Projects and Programs:
Transportation
Road & Other Public Properties Maintenance
Helen Reef Project
State Boat Repair & Maintenance
Matching Share for Lang. Pres. Grant
Light Truck Purchase
Bai
School Renovation
Dispensary Renovation
Decompose Toilet Repair & Maintenance

Total Projects and Programs:

Other Expense:
Transfer to PAN Fund
Southwest Island Field Trip
Other Expenses

Total Other Expense

Total Expenditures

RECEIPTS IN EXCESS OVER EXPENDITURES

Original Final Supplemental
Budget Budget Budget Actual Variance
47,597 47,597 91,345 80,650 (10,695)
7,000 7,000 9,000 6,984 (2,016)
1,000 1,000 1,000 224 (776)
5,000 5,000 5,000 1,447 (3,553)
5,500 5,500 5,000 5,000 -
5,000 5,000 5,000 - (5,000)
31,308 31,308 35,000 31,878 (3,122)
5,000 5,000 5,000 2,473 (2,527)
10,000 10,000 10,000 8,542 (1,458)
3,000 3,000 3,000 2,990 (10)
120,405 120,405 169,345 140,188 (29,157)
133,585
- - - 63,000 63,000
- - - 68 68
- - - 196,653 63,068
359,475 359,475 169,345 532,233 (9,767)
(17,014) (17,014) (74,338) 1,835 152,434
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HATOHOBEI STATE GOVERNMENT
Statement of Budget, Receipts and Expenditures
Year Ended September 30, 2014

Original Final
Receipts: Budget Budget Actual Variance

State Block Grants 222,000 222,000 224,021 2,021
Fishing Right Fees 46,266 46,266 46,068 (198)
SW Field Trips - - 38,100 38,100
PAN Fees - - 143,315 143,315
Fund Balance Surplus/ (Deficit) 27,109 27,109 - (27,109)
Local Revenues - - 11,817 11,817
Other Grants - - 17,014 17,014

Total Receipts: 295,375 295,375 480,335 184,960

Expenditures:
Executive Branch:

Office of the Governor:
Salaries 32,500 31,154 33,750 2,596
Personnel Benefits 4,713 4,518 4,894 376
Legal Counsel 500 500 337 (163)

Total Office of the Governor 37,713 36,172 38,981 2,809

Activities and Others:
Bank Charges 50 50 30 (20)
Communication 3,390 3,390 2,654 (736)
Contractual Services 32,404 32,404 19,041 (13,363)
Donation/ Contribution 1,000 1,000 1,893 893
Furniture/ Fixture 1,500 1,500 750 (750)
Miscellaneous 1,000 1,000 797 (203)
Office Equipment 2,000 2,000 2,025 25
Office Space Rental 9,000 9,000 9,000 -
Petroleum, Qil, & Lubricants 2,100 2,100 2,128 28
Printing & Reproduction 500 500 20 (480)
Prior Years Obligation 2,000 2,000 4,000 2,000
Rental & Others 200 200 70 (130)
Repair & Maintenance 1,000 1,000 523 (477)
Representation Fund 800 800 972 172
Subscription and Mem Dues 500 500 331 (169)
Supplies & Others 1,747 1,747 1,645 (102)
Travel & Per Diem 2,500 2,500 4,476 1,976
Utilities 5,500 5,500 5,625 125

Total Activities & Others 67,191 67,191 55,980 (11.211)
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HATOHOBEI STATE GOVERNMENT
Statement of Budget, Receipts and Expenditures (Continued)
Year Ended September 30, 2014

Expenditures, continued: Original Final
Executive Branch, Continued: Budget Budget Actual Variance
Finance:
Salaries 11,440 11,440 12,774 1,334
Personnel Benefits 973 973 1,086 113
Total Finance 12,413 12,413 13,860 1,447
Public Works -
Salaries 22,880 22,880 21,390 (1,490)
Personnel Benefits 3,318 3,318 3,102 (216)
Total Public Works 26,198 26,198 24,492 (1,706)
Traditional Leadership Council:
Allowance 900 900 - (900)
Personnel Benefits 77 77 - (77)
Total Traditional Leadership Council 977 977 - (977)
Other Programs: -
State Youth Organization 1,425 1,425 - (1,425)
State Constitutional Day 1,000 1,000 991 (9)
Total Other Programs 2,425 2,425 991 (1,434)
Total Executive Branch: 146,917 145,376 134,304 (11,072)
Legislative Branch:
Compensation 24,426 24,426 21,762 (2,664)
Staff Salaries 6,480 6,480 6,729 249
Office Assistant 5,720 5,720 5,880 160
Personnel Benefits 4,926 4926 4,551 (375)
Legal Counsel 6,000 3,500 875 (2,625)
Supplies and Others 1,000 1,000 818 (182)
Furniture & Fixtures 1,000 1,000 710 (290)
Office Equipment 2,000 2,000 1,153 (847)
Repair & Maintenance 1,000 1,000 470 (530)
Communication 2,434 2,434 1,932 (502)
Meeting Expense 400 400 333 (67)
Travel & Per Diem 6,000 - - -
Miscellaneous 1,600 - - -
Total Legislative Branch: 62,986 52,886 45,213 (7,673)
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HATOHOBEI STATE GOVERNMENT
Statement of Budget, Receipts and Expenditures (Continued)

Year Ended September 30, 2014

Expenditures, continued:
Projects and Programs:
Transportation

Road & Other Public Properties Maintenance

Helen Reef Project

State Boat Repair & Maintenance
Public Shelter

Office Extension- Tobi State Proper

Language Preservation Committee
Light Truck Purchase

Total Projects and Programs:

Other Expense
Transfer to PAN Fund
Southwest Island Field Trip
Other expenses

Total Other Expense

Total Expenditures

RECEIPTS IN EXCESS OVER EXPENDITURES

Original Final
Budget Budget Actual Variance

51,972 51,972 52,036 64
6,200 6,200 6,003 (197)
800 800 616 (184)
6,000 6,000 3,739 (2,261)
5,000 5,000 3,754 (1,246)
5,000 5,000 3,940 (1,060)
5,500 5,500 - (5,500)
5,000 5,000 - (5,000)
85,472 85,472 70,088 (15,384)

- - 143,315 143,315

- - 28,000 28,000

- - 138 138

- - 171,453 171,453

295,375 283,734 421,058 128,922

- 11,641 59,277 94,793
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HATOHOBEI STATE GOVERNMENT
Budgetary Basis
Years Ended September 30, 2015 and 2014

1. Budgetary Information

The State Constitution requires that the State Governor submit to the Hatohobei State
Legislature an annual budget for State operations. Upon passage by the State
Legislature, the budget becomes the State’s financial plan for the applicable fiscal year.

Encumbrance accounting for budgetary control purposes is not followed by the State.
However, management has determined that no material encumbrances exist at year
end.

2. Non- Lapsing Capital Improvement Projects

The State did not have any non-lapsing capital improvement projects for the fiscal years
ended September 30, 2015 and 2014.
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HATOHOBEI STATE GOVERNMENT
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REPUBLIC OF PALAU

P. O. Box 850

Koror, Republic of Palau 96940
TEL (680) 488-2889/5687
FAX (680) 488-2194

EMAIL: admin@palauopa.org
Website: www.palauopa.org

Office of the Public Auditor

Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of the Statements of Cash Receipts
and Expenditures Performed in Accordance With Government Auditing Standards

To: Governor Huana Nestor
Hatohobei State Government

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States, the
statement of cash receipts and expenditures of the Hatohobei State (State), a State
Government of the Republic of Palau, for the years ended September 30, 2015 and 2014,
and the related notes to the statement of cash receipts and expenditures, and have issued
our report thereon dated April 18, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the statement of cash receipts and expenditures, we
considered the State’s internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the statement of cash receipts and expenditures, but not for the
purpose of expressing an opinion on the effectiveness of State’s internal control.

Accordingly, we do not express an opinion on the effectiveness of State’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the
accompanying Schedule of Findings and Responses, we identified certain deficiencies in
internal control that we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, misstatements on a timely basis. A material
weakness is a deficiency, or a combination of deficiencies, in internal control such that there
is a reasonable possibility that a material misstatement of the State’s statement of cash
receipts and expenditures will not be prevented, or detected and corrected on a timely
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