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Honorable Mary Frances I. Remengesau
Governor

Ngeremlengui State Government

Office of the Governor

Ngeremlengui, Republic of Palau

Subject: Final Report on the Performance Audit of Ngeremlengui State Government for
the period October 1, 2007 through September 30, 2015.

Dear Governor Remengesau:

This report presents the result of our performance audit of Ngeremlengui State Government for the
period from October 1, 2007 through September 30, 2015.

The Office of the Public Auditor (OPA) received your response to the draft audit report. The
response (without the attachments) is published 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 Preciding 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.

Sincerelﬁ\

Reptblic 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
Website: www.palauopa.org

Office of the Public Auditor EXECUTIVE SUMMARY

May 18, 2020

Honorable Mary Frances Ilolang Remengesau
Governor
Ngeremlengui State Government

Dear Governor Remengesau:

This audit report presents the result of our performance audit of Ngeremlengui State Government
for the eight (8)-year period ended September 30, 2015. Specifically, the audit covered the period from
October 1, 2007 through September 30, 2015.

The objective of the audit was to determine whether:

e [Expenditures were incurred in accordance with applicable National and State Government
laws and regulations, including competitive bidding,

Cash receipts were properly deposited into the State Treasury,

Expenditures and cash receipts were supported by adequate supporting documentation,
Earmarked CIP grants were expended for purposes for which they were earmarked, and

State has established proper internal controls to ensure the proper safeguarding of its fixed
assets and transactions were properly recorded.

The audit revealed a number of problems and deficiencies noted below in the administration of
Ngeremlengui State funds for which records and documents were not provided for our examination.
We believe these problems and deficiencies should be brought to the attention of management for
appropriate corrective action. We also propose recommendations, which, we believe, if implemented,
will correct these problems/deficiencies.

First, we found that the State's unified budget for fiscal years 2008 through 2015, with the
exception of Fiscal Year 2013, did not accompany a Fund Availability Analysis (FAA) identifying the
sources of revenues available for authorization and appropriation. Though fiscal year 2013 was
provided a FAA, the FAA was a separate worksheet and not part of the unified budget, a budget which
we identified a $50,100 revenue deficiency not justified in the FAA.
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Second, the Ngeremlengui State Government failed to enter into its accounting records sufficient
documentation to facilitate a proper audit in following areas:

o Cash Receipts: $323,449.44 of revenues were missing cash receipts report along with
supporting documents such as cash receipts, deposit tickets, bank statements, etc. Moreover,
$31,930.88 of revenues collected were not timely deposited into State bank account(s),

e Cash Disbursements: $218,080.08 of cash disbursements were missing proper supporting
documents to justify their expenditures and proper recording,

e Cash Disbursements for Earmarked CIP: No accounting system to support the recording
(classification) of expenditures for earmarked CIP and supporting documents to evidence that
funds were expended for their intended purpose,

e Accounts Receivable: No accounting system or records to support monies owed to the State,

e Accounts Payable: No accounting system or records to support accounts payable and related
obligations,

e Fixed Assets: No accounting system or records to support fixed asset purchases and disposals,

e Land Lease: No accounting system or records to support land leases billings and collections,

e Payroll: No records of employee personnel actions, payroll allotment deductions, evaluations
and such other pertinent records to ensure personnel matters are properly authorized and
documented, and

e PAN Records: No records and documents on the Protected Area Network (PAN) fund were
provided for our review, which fund was established as separate account outside of the general
fund of the State. Hence, we were unable to perform an audit of the fund.

Third, we found that the State did not ﬁerform any bank reconciliations during the audit period
from October 1, 2007 thru September 30, 2015.

Fourth, Ngeremlengui State Government for the eight (8) fiscal year period ended September 30,
2015, did not comply with RPPL No. 6-11 by submitting performance reports as required by law.

Fifth, we noted that there was no transition process following the State election in 2015 to
facilitate the proper inventory and transfer of records, files, equipment and other properties from the
outgoing Governor to the incoming Governor.

Recommendations

To correct the above deficiencies, we recommend that Ngeremlengui State Government implement
the following recommendations:

First, we recommend the Governor introduce as a policy measure the preparation and submission
of a Fund Availability Analysis (FAA) as an integral part of formulating the State’s annual unified
budget and other budgetary measures.
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Second, we recommend the Governor to hire the appropriate finance staff with basic accounting
skills and seek training to improve those skills to enable the State to strengthen its accounting system

and records management functions.

Third, we recommend the Governor direct the State Treasurer to perform monthly bank
reconciliation to strengthen controls over cash activities and accuracy of bank account balances.

Fourth, we recommend the Governor to comply with the performance report reporting
requirements of RPPL No. 6-11 and related amendments.

Fifth, we recommend the Governor introduce a State policy requiring a formal transition of
administration process wherein an inventory of State records and properties is prepared and turned
over by the outgoing Governor to the incoming Governor.

Finally, the Office of the Public Auditor would like to thank the staff and management of the
Ngeremlengui State Government for the professional courtesy and cooperation extended to us
during the audit.

Acting Public Auditor
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PERFORMANCE AUDIT
NGEREMLENGUI STATE GOVERNMENT
OCTOBER 1, 2007 THRU SEPTEMBER 30, 2015 (FY 2008-2015)

BACKGROUND

Ngeremlengui State is one of the sixteen (16) States in the Republic of Palau. The State’s
Constitution, ratified on August 29, 1983, established the constitutional government of the State of
Ngeremlengui. The Constitution established the primary branches of the government consisting of the
Executive (Office of the Governor), the Traditional Leaders, and the Legislature.

The Executive power of the state government is vested in the Governor who is the chief executive
of the State. The Governor shall be elected in a state-wide election for a term of four years. The
Governor shall have the power to enforce the laws of the State, to appoint state officers with the advice
and consent of the Olbiil Era Ngeremlengui, to spend money and collect taxes pursuant to law, to
propose the State annual budget, among other powers and duties.

The Traditional Leaders are called Rubekul a Ngeremlengui composed of four (4) Uong, the
highest ranking chiefs in Ngeremlengui; and the four (4) hamlets chiefs of Ngeremlengui. It shall be
the duty of the traditional leaders to safeguard and promote the traditional ways of life of the people of
Ngeremlengui and to advise the Governor and the Ngeremlengui State Legislature on matters relating
to and affecting customs and traditions.

The legislative power of the State of Ngeremlengui is vested in the Olbiil Era Ngeremlengui which
shall consist of one house. The members are popularly elected for a term of four (4) years as follows:
(a) one member to be elected from each respective hamlets; and (b) six (6) members to be popularly
elected at large. The legislature shall have the following powers and duties: to enact tax laws, to
borrow money to finance public projects or settle public debts, to ratify agreements between the state
and national government, to approve gubernatorial appointments, to provide for the general welfare,
peace and security, among other powers and duties.

Compensation for the Governor and State Officers, Council of Chiefs, and the State Legislators
shall be established by law, except members of the State Legislature shall not increase their
compensation during their term of office.

Article XI, Section 1, of the State’s Constitution states in part: “There shall be a Ngeremlengui
State Treasury. All revenues derived from taxes, traditions or other sources shall be deposited in the
State Treasury. No funds shall be withdrawn from the State Treasury except by law”.
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OBJECTIVE, SCOPE AND METHODOLOGY

The objective of the audit was to determine whether:

e expenditures were incurred in accordance with applicable National and State Government
laws and regulations, including competitive bidding,

e cash receipts were properly deposited into the state treasury,

e expenditures and cash receipts were supported by adequate supporting documentation,

e carmarked CIP grants were expended for purposes for which they were earmarked, and

e the state has established proper internal controls to ensure proper safeguarding of its
properties and transactions were properly recorded.

The scope of the audit covered the period beginning on October 1, 2007 through September 30,
2015.

As this is a performance audit, we did not conduct audit procedures to assess the fairness of
financial statements of Ngeremlengui State or any component or accounts 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 reviewed accounting records and reports maintained at
Ngeremlengui State Office and the Bureau of National Treasury. The review included examining bank
reconciliations, earmarked CIP funds, budgetary laws, accounts receivable and accounts payable, fixed
assets, cash receipts, and non-payroll and payroll expenditures. In performing the review, we
conducted specific tests of the aforementioned components of the State’s accounting system and
procedures to assess the adequacy of the State’s system of internal controls. The audit involved
reviewing accounting records maintained by the State as well as on-site inspection of the State’s fixed
assets. We also interviewed appropriate state officials and reviewed relevant accounting records and
reports maintained at the Bureau of National Treasury.

The Public Auditing Act of 1985 empowers the Office of the Public Auditor to specifically act to
prevent fraud, waste, and abuse in the collection and expenditures of public funds. The Public Auditor

may make recommendations on the prevention and/or detection of fraud, waste, and abuse of public
funds.

PRIOR AUDIT COVERAGE

The latest audit report of Ngeremlengui State is dated December 18, 2009 covering fiscal years
2002 to 2007. Since then, there has been no other audit, attestation, or related studies conducted on the
State Government.
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FINDINGS AND RECOMMENDATIONS

Finding 1: Fund Availability Analysis (FAA)

Article XI, Section 1 of the State’s Constitution states in part,” there shall be Ngeremlengui State
Treasury. All revenues derived from taxes, traditions or other sources shall be deposited in the State
Treasury. No funds shall be withdrawn from the State Treasury except by law”. In addition, sound
budgetary processes and, to implement the intent of Section 1 above, dictate that all revenue sources
and amounts should be identified as basis to establish a ceiling by which funds are made available for
authorization and appropriation in a State budget act. This process is carried out by conducting a Fund
Availability Analysis (FAA) to identify all sources of revenues available for authorization and
appropriation and should be made an integral part of the budget process.

During the audit, we found that the State’s Unified Budgets for Fiscal Years 2008-2012 and Fiscal
Years 2014-2015 did not accompany a FAA identifying the sources of revenues available for
authorization and appropriation. In addition, although the Fiscal Year 2013 Unified Budget (NPL No.
8-11) accompanied an FAA authorizing $466,000 (ceiling) for appropriation, $516,100 was
appropriated for obligation and expenditure, exceeding authorized ceiling by $50,100. Furthermore,
there was insufficient documentation to show the source of revenue to make up the shortfall.

The cause of the above condition is that the State does not have a policy requiring that an FAA be
an integral part of the budget formulating process.

As a result, we were unable to determine whether Ngeremlengui State Unified Budgets for Fiscal
Years 2008-2012 and 2014 and 2015 were balanced budgets where total estimated revenues equaled to
or were more than estimated expenditures. In addition, without an FAA as part of the budget process,
we were unable to verify the reasonableness of revenue estimates and, more importantly, whether the
State operated within its means.

Recommendation

We recommend the Governor introduce a policy to require that a Fund Availability Analysis
(FAA) be made an integral part of the budget preparation process. The FAA is a critical component of
the budget preparation process as it identifies all revenue sources and amounts that are available for
authorization and appropriation. The revenue authorization establishes a ceiling for appropriations to
ensure the State sets budget authority within the limits of anticipated revenue collections to avoid
budget deficits.

NSG Response: Governor will request amendment to NPL9-12, Submission of State Unified Budget
Act, to require FAA as part of Unified Budget Act. As a matter of practice, since FY2016, FAA has
been prepared each year and submitted together with the Unified Budget to Olbiil ra Ngeremlengui.
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Finding No. 2: Failure to Enter into Public Record Sufficient Information for a Proper Audit

A sound system of internal control dictates that proper accounting records be maintained and stored
securely to ensure that revenues and expenditures of public funds are properly substantiated and that
funds are administered pursuant to State budget and other applicable laws. Further, 40 PNCA § 280

states:

“(a) All agencies shall enter into public record sufficient information for a proper audit, and make
the same available to the Public Auditor at his request.

(b) Any person who willfully fails or refuses to furnish or any book, record, paper, document,

data, or sufficient information necessary to a proper audit which the Public Auditor is authorized
by law to perform shall be guilty of an offence, punishable by not more than three months
imprisonment or a fine of $1,000.00 or both.”

Our audit disclosed that during the period fiscal years 2008-2015 (October 1, 2007-September 30,
2015), Ngeremlengui State failed to enter into its accounting records sufficient documentation to
facilitate a proper audit. We found that records were deficient or missing to support activities in the
following areas:

Cash Receipts: $323,449 of revenues lacked source documents, cash receipts, bank deposit
slips and cash receipts reports to support the integrity of collections. These documents are
essential in ensuring that collections contain the proper documents to support their recording
and classification, reconciliation, deposit and monitoring of cash activities. Please refer to
Finding No. 3, pages 9-11, for details,

Cash Disbursements: $218,080.08 of cash disbursements were without proper supporting
documents such as invoices and other source documents to support the proper recording and
classification of expenditures, Accounts Payable Vouchers (APV) and related supporting
documents to evidence proper approval, certification of funds, account classification, and
documents to evidence competitive bidding. Specifically, of the $218,080.08, $70,775.71 were
without proper supporting documents such as invoices and other source documents, $58,083.87
were missing Accounts Payable Vouchers (APV) files with supporting documents, and
$89,220.50 were without documents to evidence competitive bidding. Please refer to Findings
Nos. 4 and 5, pages 11 and 13 respectively, for details,

Cash Disbursements for Earmarked CIP: No accounting records and system to support the
recording and classification of earmarked CIP transactions. Please refer to Finding No. 6, pages
13-15, for details,

Accounts Receivable: No accounting records and system to support the recording of monies
owed to the State. Please refer to Finding No. 7, pages 15-16, for details,
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e Accounts Payable: No accounting records and system to support the recording of accounts
payable and related obligations. Please refer to Finding No. 8, pages 16-18, for details,

e Fixed Assets: No accounting records and system to support the recording of fixed asset
purchases and disposals. Please refer to Finding No. 9, pages 18-20, for details,

e Land Leases: No accounting records and system to support the recording of land leases billings
and collections. Please refer to Finding No. 10, pages 20-22, for details,

e Payroll: No records to support employee allotment deductions and other pertinent records to
ensure employee payroll records are accurate and complete. Please refer to Finding No. 11,
pages 22-23, for details and

e PAN Records: The State did not provide the records and documents surrounding the activities,
revenues and expenditures, of the Protected Area Network (PAN) fund, which was established
as separate account outside of the general fund of the State. Hence, we were unable to perform
an audit of the fund.

The cause of the above condition is lack of management supervision and monitoring to ensure that
essential accounting functions are carried out and operations reports are produced to support
management decision making processes. In addition, lack of training to ensure that Treasury
Department staffs have the basic skills to carry out the accounting functions contributed to the lax
environment.

As a result, State revenues and expenditures, accounts payable and receivable, fixed assets, land
leases and other financial activities lacked underlying documents to substantiate the recording of
activities. Hence, the State was unable to prepare basic financial reports such as budget verses
expenditures and other management reports that are critical to support management decision making.
In addition, the OPA was unable to audit the Protected Area Network (PAN) Fund as the State did not
provide the Fund’s records and documents for our examination.

Recommendation

We recommend the Governor hire the appropriate staff with basic accounting skills and seek
training to upgrade those skills to facilitate strengthening of the state’s accounting system and records
management functions. As part of the record-keeping system, it is essential that the State Treasury
maintains records to support revenues and expenditures, including PAN activities, accounts payable
and receivable, fixed assets, land leases and related financial activities. Further, the Governor or his/her
designee should monitor the accounting functions to ensure that they are properly and timely carried
out. Finally, we recommend the Office of the Attorney General or the Special Prosecutor further
pursue this matter and take appropriate action for failure of responsible official(s) to comply with 40
PNCA Section 280.
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NSG’s Response: The State's treasurer has been in office since January of 2016. She is a young
Palauan with education and relevant work experience: a graduate of PC C's two-year program in
Office Administration, experience in the U.S. with small finance services; as well as having served as a
Clerk at Ngatpang State Legislature.

Various trainings in capacity building have been made a part of the Treasurer's responsibilities to
ensure that the Ngeremlengui State has a systemized finance management process that meets reporting
requirements. They are:

1. Early in 2016, the Office of the Public Auditor (OPA) conducted training with both the Treasurer
and the State's PAN Administrative Finance Officer on the use of QuickBooks to automate the
recording of transactions so as to eventually enable the State to produce financial statements. The
RPPL No. 9-9 mandates State Governments to undergo a financial audit on an annual basis and the
QuickBooks is the basis to meet this requirement;

2. The UNDP Strengthening Local Governance Project with Bureau of Domestic Affairs, Ministry of
State started in 2016 and will end this 2020. Key project partners include OPA and Ministry of
Finance. As a participating project State, the Treasurer, Administrative Officer, and PAN Finance
Officer have been involved in reviews and discussions leading up to a drafi State Finance Operating
Procedures. Further QuickBooks training on accounting budget was provided in 2019 at PCC and
conducted by SBDC;

3. In preparation for the FY2016 and FY2017, the first State financial audit is now being undertaken
by Deloitte & Touche. OPA and MOF in February, 2019, provided technical assistance to the
Treasurer to prepare a Trial Balance and a Statement of Revenues and Expenditures for each fiscal

year.

The State's FY2020 budget has $10,000 for audit of FY2018, which talks have begun with OPA to set
and schedule.

Finding No. 3: Cash Receipts-Revenues

A sound system of internal control requires a system of cash receipts to support the recording,
processing and reporting cash receipts. The system, at a minimum, should include the following:

e Issuance of cash receipts to evidence revenue collections
¢ Recording and classification of cash receipts,
e Deposit of cash receipts,



Office of the Public Auditor

e Reconciliation of cash receipts, and
e Filing of cash receipts together with supporting documents.

The audit revealed that $323,449 of revenue collections were missing supporting documents such
as source document of revenue, cash receipts, cash receipts reports and deposit slips.

The cause of the above condition is that the State did not have staff with the basic accounting skills
and proper training to implement a system to account for cash receipts. In addition, there was absence
of management supervision to ensure these essential accounting functions were properly carried out.

As a result, we were unable to verify the sources (breakdown) for the $323,449; amounts sourced
from Block Grants, Fishing Rights Fees, local revenues and other sources. In addition, we were unable
to verify that all revenue collections were properly deposited into the State Treasury. Finally, we were
unable to determine if all revenues were timely deposited.

Recommendation

We recommend the Governor hire the appropriate staff with basic accounting skills and seek
training to upgrade those skills to strengthen the state’s record-keeping functions. As part of the
record-keeping system, it is essential that the State Treasury maintain records to support revenues
collections, reconciliation, processing and reporting. In addition, policies and procedures such as
issuance of cash receipts, recording, reconciliation, and deposit are essential to guide the
administration of cash receipts.

NSG’s Response: The State's treasurer has been in office since January of 2016. She is a young
Palauan with education and relevant work experience: a graduate of PC C's two-year program in
Office Administration; experience in the U.S. with small finance services, as well as having served as a
Clerk at Ngatpang State Legislature.

Various trainings in capacity building have been made a part of the Treasurer's responsibilities to
ensure that the Ngeremlengui State has a systemized finance management process that meets reporting
requirements. They are:

1. Early in 2016, the Office of the Public Auditor (OPA) conducted training with both the Treasurer
and the State's PAN Administrative Finance Officer on the use of QuickBooks to automate the
recording of transactions so as to eventually enable the State to produce financial statements. The
RPPL No. 9-9 mandates State Governments to undergo a financial audit on an annual basis and the
QuickBooks is the basis to meet this requirement;
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