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Honorable Kennosuke A. Suzuky
Governor

Angaur State Government

Office of the Governor

Koror, Republic of Palau

Subject: Final Report on the Audit of Regina IV Rehabilitation Project

Dear Governor Suzuky:

Transmitted herewith is the final audit report on Regina IV Rehabilitation Project.

In lieu of responding to the Draft report, you reserved your response and consented to the former
Governor, Mr. Marvin Ngirutang, who was Governor during the repair of Regina IV, to respond
to the report. Thus, the former Governor’s response is published verbatim in the final report.

If you have any questions regarding the report or subject matters discussed therein, the Office of
the Public Auditor will be available to discuss them at your request.

The Office of the Public Auditor would like to thank the staff and management of the Angaur
State Government for their cooperation and professional courtesy extended to us during the
audit.

Sincerely,

Satrunigo Tewid
Acting/Public Auditor, ROP
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ANGAUR STATE GOVERNMENT

“REGINA IV REHABILITATION PROJECT”
FOR THE PERIOD BEGINNING OCTOBER 01, 2014 TO PRESENT

Introduction

The Office of the Public Auditor at the request of the leadership of Angaur State Government
initiated an audit of the Regina IV repair and rehabilitation project. The Regina IV is the sole
mode of public transportation by sea for the State transporting passengers and cargo to and from
Angaur State. Because of its remote distance from mainland Palau, the State can only be
accessed by boat and/or by small propeller aircraft. Angaur is situated 37.8 miles South of Koror
with a population of 119 (2015) inhabitants. When the Regina IV was grounded due to
mechanical problems and conditions of disrepair, the State had to rely on the state smaller
outboard motor boat for transport. This was highly inadequate and unsustainable. Consequently,
the state leadership requested funding from the Olbiil Era Kelulau (OEK) to repair and
rehabilitate the Regina IV. Angaur State leadership was concerned about the repair and
rehabilitation work and the funds expended on the project because upon completion of work and
on its return voyage to Palau, the vessel experienced engine and other mechanical problems. The
Regina IV was grounded soon after and has been in and out of commission after returning to
Palau and the State has spent $62,902 to repair the engines and, according to the current
Governor, more work still needs to be done to get the boat fully operational and seaworthy.

The objective of the audit is to determine whether (1) the contractor’s bid proposal addressed the
defects and the repair work was performed in accordance with the scope of work and project
specifications, (2) the State monitored, inspected and tested the repair work and (3) the funds
were expended in accordance with the intent of the appropriation.

Background

The Regina IV is a motorized water vessel measuring approximately 76 feet. The boat is a
landing craft with a ramp/gate bow and a transom stern. The vessel is made of aluminum metal
and powered by a twin Caterpillar 3406 diesel engines of 300 BHP. In the past, the State had
performed sporadic trouble-shooting and cosmetic repair work on the boat engines and electrical
system to keep the boat operational. The years of mounting problems and lack of scheduled
maintenance finally caught up with the State and the boat was grounded to undergo a complete
overhaul or replacement with financing from the OEK. In the Fiscal Year 2015 Republic of
Palau (ROP) Unified National Budget Act, RPPL No. 9-34, the OEK appropriated $250,000 to
repair the propulsion mechanism, auxiliaries and control system of the Regina IV.
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Subsequently, in RPPL No. 9-46, the Unified National Budget for Fiscal Year 2016, the OEK
appropriated additional $250,000 for the repair or replacement of Regina IV. In total, Angaur
State was appropriated $500,000 for the repair or replacement of Regina I'V.

The process of reparation and restoration of Regina IV began with the State hiring a marine
surveyor and an engineering and design company to conduct a detailed survey and assessment of
the Regina IV and providing a report on its condition; defects and problems that warrant repairs
or replacement. This assessment served as basis for the issuance of a Request for Proposal (RFP)
on April 5, 2016, setting forth the scope of work and specifications for the repair work. In
response to the RFP, two (2) companies submitted proposals for the repair and rehabilitation of
Regina IV, namely Colorado Shipyard Corporation in amount of $402,015.14 and Gensan
Shipyard for $50,692.26. After reviewing the two proposals, Angaur State Transportation
Commission awarded the contract and project to Colorado Shipyard Corporation.

The Angaur State Transportation Commission was established by Executive Order No. 1 issued
by then-Governor Marvin Ngirutang on March 18, 2016, to be responsible for all operations and
procurement of all marine transport assets of Angaur State. The Commission was responsible for
overseeing the repair work such as inspections, monitoring and reporting on the repair activities.
The Commission was comprised of the following members:

Name Title
Vance Basilius Chairman
Benito Thomas Vice Chairman
Levan T. Akitaya Secretary
Benhart Thomas Member
Jay S. Alfred Captain/Member

Budget and Finance

As previously mentioned, in the Fiscal Year 2015 Unified Budget Act, RPPL No. 9-34, the Palau
National Congress (OEK) first authorized and appropriated $250,000 to finance the cost to fix
the propulsion system, auxiliaries and controls system of the boat. In the subsequent Fiscal Year
2016 Unified Budget Act, RPPL No. 9-46, the OEK authorized and appropriated additional
$250,000 for repairs or replacement of Regina IV. In total, the OEK authorized and appropriated
$500,000 for the repair and/or replacement of Regina IV. The fund was administered by Angaur
State Governor and it was designated as non-lapsing. Other provisions of the law required the
proper maintenance of the vessel and that a master/captain and engineer for the boat shall be
properly licensed for a vessel of similar engine power.
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Contract and Payment

The project for the repair and rehabilitation of the Regina IV was awarded to Colorado Shipyard
Corporation of the Philippines. The State’s Contract Agreement with Colorado Shipyard
Corporation was executed on July 8, 2016. The contract spells out the scope of work and project
specification including the repair and/or replacement of the propulsion and electrical system,
hydraulics, navigational equipment, crew quarter, bridge, among other works. The contract
provides that a first payment of $160,000, representing 40% of the total sum due and owing,
shall be released to the Contractor upon signing of Contract. The Contractor will be paid the
remaining balance in accordance with monthly milestone performance reports provided to
Angaur State. The final sum of $40,000, or 10% of the total sum due and owing, shall be paid
upon delivery of the Regina IV to Angaur State and such delivery is then certified by Angaur
State and the Division of Transportation as being fully compliant with the required
improvements. The contract had an original price of $400,000, which included a 90-day project
timetable. Of the $400,000, $35,000 was used for towing charge of Regina IV from Palau to
Cebu, Philippine, reducing the contract amount to $365,000. The reduction was a result of
negotiation removing the contractor from the responsibility of towing the boat. On August 25,
2016, then-Governor authorized the project Advisor/Consultant to make three (3) Change Orders
with a combined value of $64,740, therewith increasing the total price of the contract to
approximately $429,740.

Terms of Office of Governors

As the Governor of Angaur State Government serves a two-year term, it is essential to present
the term of office for each serving governor to put responsibility and accountability into proper
perspective during and after the repair of Regina I'V as shown below:

Marvin Ngirutang Jan. 01, 2015 - Dec. 30, 2016
Kenneth Uyehara Jan. 01, 2017 - Dec. 30, 2018
Kennosuke A. Suzuky Jan. 01, 2019 - Dec. 30, 2020

Objective, Scope and Methodology

The objective of the audit is to determine whether (1) the contractor’s bid proposal addressed the
defects and the repair work was performed in accordance with the scope of work and project
specifications, (2) the State monitored, inspected and tested the repair work and (3) the funds
were expended in accordance with the intent of the appropriation.
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The scope of the audit covered October 01, 2014 to present. This being a performance audit, we
did not conduct audit procedures to assess the fairness of the financial statements of Angaur
State or any component or account within those financial statements and therefore express no
opinion on the financial statements.

We conducted this performance audit in accordance with Generally Accepted Government
Auditing Standards issued by the Comptroller General of the United States. These standards
require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives.

To accomplish our audit objective, we collected and reviewed the following: RPPL No. 9-34, 9-
46, 9-62, Angaur State’s planning and procurement documentations; reviewed and tested Angaur
State’s contract payments; Angaur State’s contract monitoring processes and documentation;
contract requirements and related deliverables; and interviewed Angaur State officials and
Angaur State Transportation Commission officers and members; reviewed other relevant
information and communication documents. We also developed a questionnaire to obtain
additional information from former Governor, the Honorable Marvin Ngirutang, former
Governor, the Honorable Ken Uehara and Angaur State Transportation Commission’s Chairman
and members.

Prior Audit Coverage

This was the first time the Office of the Public Auditor conducted a performance audit covering
funds appropriated by the Olbiil Era Keulau (OEK, Palau National Congress) to fund the repair
or replacement of Regina IV.
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AUDIT FINDINGS AND RECOMMENDATIONS

Finding No. 1 ~ Use of Funds for Travel/Per Diem/Stipend and Others

RPPL No. 9-34 states: “The sum total of $250,000 is hereby authorized to be appropriated and is
hereby appropriated for Fiscal Year 2015 for the sole purpose (emphasis added) of paying the
cost to fix the Propulsion System and the Auxiliaries and Controls of the Angaur State Boat, the
Regina IV”. In addition RPPL No. 9-46 states: “The sum of $250,000 is hereby authorized to be
appropriated and is hereby appropriated for expenditure or obligation for Fiscal Year 2016 to
provide additional funding toward the repair or replacement of the Angaur State Boat, the Regina
IV.” Furthermore, RPPL No. 9-62 states: “The funds shall be administered by the Governor of
Angaur and shall be non- lapsing.”

Our audit revealed that Angaur State Government used a substantial portion of the funds,
$68.436.97, to pay for travel and related expenses including air fare, per diem, stipend and other
expenses to the Philippines in connection with the repair of Regina IV. These expenses were
incurred by the Transportation Commission members and other state officials to inspect the
repair and progress of the work. Specifically, $46,879.64 was expended for travel, per diem and
stipend, $21,407.33 for travel-related reimbursements for the Advisor/Consultant and $150.00
for other expenses. Thus, $68.,436.97 of the funds was expended for purposes not in line with the
intent of the RPPL No. 9-34 and 9-46. Please refer to Finding No. 2, pages 8-10, for breakdown
of travel expenditures.

The cause of the above condition is that then-Governor, the Honorable Marvin Ngirutang,
allowed the use of funds for travel in connection with overseeing and inspecting the repair of
Regina IV.

As a result, we questioned the entire $68,436.97 for reason that the funds were not used in
accordance with the intent of appropriation laws. We further questioned these expenditures
because the Regina IV experienced mechanical and other technical problems on its return voyage
to Palau after the repair work, and the problems compounded soon after its arrival resulting in
the grounding of the vessel. Subsequently, an additional sum of $62,902 was expended to repair
the engines and other problems, problems that the contractor was paid $386.766 to fix, and for
which the State spent $68.436.97 to ensure the repair work was properly undertaken. Hence, we
consider the $68.436.97 to be waste of public funds.

Further, it may have been more economical and effective to have hired a local expert (in the
Philippines) to oversee and inspect the repair work rather than State employees, considering the
costs, $68.,436.97, involved with the latter.
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Recommendation: We recommend the Governor who carries the ultimate responsibility for the
expenditure of state funds be more conscientious in the use of earmarked funds to ensure that
funds are used to accomplish their intended purpose. The funds earmarked by the Olbiil Era
Kelulau for the repair of Regina IV, $500,000, $68,436.97 was approved by then-Governor, the
Honorable Marvin Ngirutang, for travel and travel-related expenses for Commission members
and State officials to oversee the repair work. The fact that the Regina IV experienced engine
and other mechanical failures on its return voyage to Palau from the Philippines is a testament
that members of the Transportation Commission and the Advisor/Consultant failed to ensure that
the work was done properly and therefore the $68,436.97 of expenditures was a waste of State
funds. We also recommend that the Office of the Attorney General or the Special Prosecutor
further investigate these travel expenditures and take appropriate action for misuse or
misappropriation of State funds.

Angaur State Government’s (ASG) Response (former Governor Mr. Marvin Ngirutang):
Angaur State was appropriated $300,000.00 for the Repair of Regina IV. The original cost to
repair the Regina IV was $402,015.14. I was advised that the difference between the actual
appropriation and the actual cost can be used to pay for work related to the Regina IV since this
grant was non-lapsing.

[ was advised that I would need a professional certified mechanic (with the credentials of
Stephen Swords or Jim Persinger) to be in Cebu full time to oversee the works of Reginal 1V,
otherwise Reginal IV will be shortchanged with the quality of parts they will use to reconstruct
the engines. This was the common practice done by Palau boat owners when sending their boat
to Cebu for repairs. I interviewed the candidates referred to me and discovered that their
average fee was $1,000.00 a day for them to be in Cebu full time. This would cost $90,000.00
Jfor the 90-day work required in the Contract to refurbish Reginal 1V.

At the time we realized that the State could not afford to practice what private companies did. 1
made an Executive Decision and discharged what the Transporiation Commission
recommended.

Based on the Recommendations of the Transportation Commission, we seni two members of the
Commission, one of them being the Captain of Regina IV, to be in Cebu full and contracted Mr.
Stephen Swords to oversee the entire operation on a part time basis. The Commission highly
recommended Stephen Swords because the State hired his expertise to go to Australia 20 years
ago to design and build Regina IV with an Australian boat maker. This arrangement would be
affordable based on the budget. Mr. Swords was to travel back and forth to inspect and approve,
on behalf of the Commission, milestone work progress and the two State agents would stay
behind to learn and study the way Regina IV will be refurbished and also to be the eyes and ears
of the Transportation Commission.
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I trusted the qualifications of Mr. Swords to do the work since he was the designer and architect
of Regina IV when it was built in Australia. [ also believed it was in the best interest of the State
fo spend the money in on-the-job training for the captain and the crew instead of giving the
entire $90,000.00 to one person.

Regina IV was originally on contract to be finished in 90 days. Instead, it took more than 180
days. This caused additional expenses to maintain the crew and other unforeseen related travel
COsIs.

I authorized the cost for the trip of the Paramount Chief of Angaur, Ucherbelau, to be part of the
official work inspection team as he is the Head of State, and by traditional protocol, handles and
oversees the Bilas Beluu (public sea transportation). It was part of my campaign promise that
in order to restore and strengthen Angaur’s traditional heritage, that as Governor, I would
promote and uphold traditional leadership rights and duty roles. In the Regina IV project, 1
believed that it was important and useful for the people for Ucherbelau to be the Honorary
Commission Member of the Transportation Commission.

Note that I paid for all my airline tickets except for the Philippine domestic flights to save State
funds.

Because the works of Regina IV was extended, the crew had to return to Palau to vote in the
National Elections and return to Cebu. There was also family sickness and emergencies for
some of the crew that warranted them to return to Palau.

Office of the Public Auditor’s (OPA’s) Comments: The language of RPPL No. 9-34 is very
specific stating in part that the funds shall be used for the “sole purpose” of paying the costs for
the repair of Regina IV. The $68,436.97 was incidental costs of activities related to the repair but
not direct costs to the repair of Regina IV. The State did not obtain a legal opinion to support that
the $68,436.97 was allowable or authorized repair costs.

The OPA does not dispute the need for an expert Advisor/Consultant. However, the OPA takes
the position that the Consultant/Advisor should have been contracted by the Transportation
Commission to provide expert advice to the Commission, as intended by Executive Order No.1.
Further, the Consultant/Advisor should have been hired through a contract that spells out his
scope of work, method compensation, etc., regardless of the Consultant/Advisor’s gesture to
volunteer on a pro bono basis. The fact that the Consultant/Advisor was paid/reimbursed $20,308
without a contract or supporting documents to substantiate the reimbursement is questionable.
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Finding No. 2 ~ Travel Policies and Procedures

Official travel paid for with public funds should be governed by policies and procedures to
ensure that travel by State officials and employees is undertaken in the best interest of and for the
benefit of the State and that travel expenditures are properly accounted for and documented.

During the audit we were told by state officials that Angaur State Government adopted the
National Government’s Executive Branch Travel Policies and Procedures, which the State did
not provide formal adoption documents. The National Government’s Executive Branch Travel
Policies and Procedures sets detailed guidelines on processes for justifying and documenting
travel expenditures, including filing travel vouchers and related documentation. Upon review of
travel expenditures associated with the repair of Regina IV, however, we found that all travels
taken by State Officials including the Transportation Commission were not properly documented
by use of travel authorization, filing of travel vouchers and travel-related documents such as
boarding passes, invoices, receipts, or trip reports to justify travel expenditures and use of state
funds.

The underlying cause of this condition is either Angaur State is not using and enforcing the
National Government’s Executive Branch Travel Policies and Procedures or it has not
promulgated its own Travel Policies and Procedures and enforcing them.

Due to lack of documentation to support state travel activities associated with the repair of
Regina IV, the Office of the Public Auditor questions the entire $68.436.97 expenditures as

Questioned Costs.

The travel expenditures are itemized below:

Date Check No. Payee Check Amount
6/6/2016 Cash Air Fares for st Group to Manila $ 5.340.60
6/6/2016 3807 Stipend & Accommodation Expense $ 1,600.00
6/6/2016 3808 Stipend & Accommodation Expense $ 1,600.00
6/6/2016 3809 Stipend & Accommodation Expense $ 1,600.00
6/6/2016 3810 Stipend & Accommodation Expense $ 1,600.00
6/6/2016 3811 Stipend & Accommodation Expense $ 1,600.00
6/6/2016 3812 Stipend & Accommodation Expense $ 1,600.00
6/9/2016 3813 Reimbursement (16-001) b 923.91
7/12/2016 3832 Reimbursement for Travel Expense $ 1,103.47
7/18/2016 3836 Stipend & Accommodation Expense $ 1,106.00
7/18/2016 3837 Stipend & Accommodation Expense $ 1,106.00
7/18/2016 3838 Stipend & Accommodation Expense § 1,106.00
7/18/2016 3809 Stipend & Accommodation Expense S 852.00

8



Office of the Public Auditor

Date Check No. Payee Check Amount
7/18/2016 3841 United Airlines/Ofticial Trip Air Fares $ 3,680.47
8/1/2016 3846 Advance Per Diem 8/21-9/21/16 $ 600.00
8/1/2016 3847 Trip Expense to Cebu $ 922.00
8/1/2016 3848 United Airlines/Addt'l Ticket to Cebu $ 175.27
8/3/2016 3853 Reimbursement; Representation $ 894.00
8/3/2016 3854 Reimb. Of Ticket; Ext; Stipend; O-Stay 3 491.00
8/3/2016 3862 Eberdong & Sons Co./Discharge Fuel Serv. $ 150.00
8/5/2016 3882 Reimbursement for Trip Expense $ 799.26
8/15/2016 3899 Inspection Services; Travel Reimb. $ 4,483.96
9/2/2016 3941 Per Diem $ 600.00
9/9/2016 3950 Per Diem 9/13-10/13/16 $ 922.00
9/9/2016 3956 West Travel Agency/Air Fare $ 1,008.30
9/9/2016 3957 Stipend & Accommodation Expense $ 1,070.83
9/29/2016 3990 Cebu-Manila Trip $ 2,754.70
9/29/2016 3992 Trip Per Diem to Manila $ 1,000.00
9/29/2016 3993 Trip Per Diem to Manila $ 1,000.00
9/30/2016 4007 Rep. Fund; Trans. & Crew Stipend w/ Gov. $ 1,500.00
10/10/2016 4020 Per Diem 10/13-10/31/16 $ 380.00
10/10/2016 4021 Per Diem Expense $ 560.00
10/18/2016 3505 West Travel Agency/Air Fare $ 1,368.49
10/18/2016 3508 Perdiem Services 10/18-30/2016 § 260.00

10/18/2016 3509 Perdiem & Services $ 812.00
10/25/2016 3522 Reimbursement/Travel, Perdiem, Serv. $ 13,121.00
10/27/2016 3540 Reimb. For Cebu-Manila $ 225.21
10/31/2016 3544 West Travel Agency/Return Fares 5 2,583.00
10/31/2016 3557 Travel Stipend & Perdiem $ 466.00
10/31/2016 3558 Stipend & Perdiem $ 466.00
10/31/2016 3559 Payroll, Travel Perdiem $ 746.00
11/10/2016 3567 Perdiem $ 140.00
11/10/2016 3568 Perdiem Services 10/18-30/2016 $ 140.00
11/10/2016 3569 Perdiem $ 140.00
11/11/2016 3580 Stipend for Trip to Cebu & Taiwan $ 2,600.00
11/17/2016 3581 Payroll, Perdiem Services $ 380.00
11/17/2016 3582 Perdiem Services $ 100.00
11/17/2016 3583 Perdiem Services $ 100.00
11/22/2016 3588 West Travel Agency/Re-issue Tickets $ 50.00
11/23/2016 3598 Reimbursement for Cebu-Manila $ 149.45
111302016 | MESMINEK | pergiem Services from 11/19/16-12/4/2016 $ 320.00
12/27/2016 Misszr:gg:;reck Reimbursement for return ticket $ 140.05
Total S 68,436.97
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Recommendation: We recommend that Angaur State either formally adopt the National
Government’s Executive Branch’s Travel Policies and Procedures or promulgate its own travel
policies and procedures. Whichever travel policies are adopted, the Governor should strictly
enforce the policies to ensure that state-funded travels are conducted in accordance with the
travel policies. At a minimum, state officials on official travel should be required to file a travel
voucher within a specified period after completion of travel. The travel voucher should include,
at a minimum, supporting documents such as a Travel Authorization, boarding passes, invoices
and receipts and trip report to support authorized travel expenses. Any official who fails to file a
travel voucher should be required to reimburse the state for the travel advance issued and
outstanding and should be prohibited from future travel until he/she rectifies the problem.
Finally, we recommend the Office of the Attorney General or the Office of the Special
Prosecutor further investigate the above travel expenditures and take appropriate action for
expenditure of state funds without the proper justification and supporting documents.

ASG’s Response: Angaur State did not have in place Olfficial Travel Policy and elected to use
the National Government Executive Branch Travel Policies and Procedures. My Olffice tried its
best to collect airline boarding passes and other travel related documents from officials who
took trips to do oversights on Regina IV. But we were not successful.

Based on this Finding, future official travel will go through the National Government Travel
Desk where it can be properly done and avoid problems like what this Finding stated.

OPA’s Comments: If Angaur State elects to use the National Government’s Executive Branch’s
Travel Policies and Procedures, it should formally adopt them by executive order and/or other
authoritative measure.

Finding No. 3 ~ Centralized Record-Keeping System

Standard internal control practices dictates that records pertaining to expenditure of State funds
should be obtained, filed and stored to ensure that expenditures are properly accounted for and
justified. Hence, those responsible should ensure that all records pertaining to the collection and
expenditure of public funds are properly organized, filed and maintained in an orderly fashion
for easy retrieval and use.

During the audit, we found that documents such as Notice of Award to Contractor, Contractor’s
monthly milestone performance reports, travel documents, etc., in connection with the repair of
Regina IV were not provided for our audit because either the State misplaced or lost the
documents or did not obtain the documents in the first place.
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