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TEL (680) 488-2889/5687
FAX (680) 488-2194

EMAIL admin@palauopa.org
www.palauopa.org

Office of the Public Auditor

26-080au
April 13, 2026

Honorable Eyos U. Rudimch
Governor

Koror State Government
Republic of Palau

Subject: Final Report on the Audit of Japan’s Grant Assistarte for Grassroots Human
Security Project for “The Project for the Procurement of Tractor to Koror
State Recycling Center”.

Dear Governor Rudimch:
This report presents the results of our audit pd&és Grant Assistance for Grassroots Human
Security Project (GGP) for “The Project for Procuemnt of Tractor to Koror State Recycling

Center”.

We received your response to the Draft Audit Repanich is published in its entirety in the final
report.

If you have any questions regarding the reporhersubject matter discussed therein, we will be
available at your request.

Sincerely,

Satruning’ Tewid
Acting Public Auditor
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
www.palauopa.org

Office of the Public Auditor

April 13, 2026

Honorable Eyos U. Rudimch
Governor

Koror State Government
Republic of Palau

Dear Governor Rudimch:

Based on your request received on April 03, 2024 Qffice of the Public Auditor (OPA) initiated
a performance audit on Japan’s Grant Assistanc&ifassroots Human Security Project (GGP)
for “The Project for the Procurement of TractoKtoror State Recycling Center” (Project).

The Embassy of Japan (Embassy) in the RepublicatduP(ROP) awarded the Koror State
Government (KSG) Solid Waste Management (SWM) a eti$00,810.00 for the procurement
of a tractor, its attachment, a farm dump, andcitst of shipping. Shown below is the signing
ceremony of the Project’s Grant Contract betweenBEmbassy and KSG-SWM on March 09,
2021:

Signing Ceremony on March 09, 2021
Source: Embassy of Japan Website

The objective of the audit was to determine whetherKSG-SWM (1) administered the grant in
compliance with the terms and conditions of the nBr@ontract, (2) adhered to the GGP
procurement guidelines, and (3) properly recorthedfixed asset, as applicable, in its accounting
records.
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The Office of the Public Auditor reviewed the adrsiration of grant funds pertaining to the
receipt and disbursement of funds, procurementgolares, reporting mechanisms, and other
related requirements according to the Grant Con&nad GGP procurement guidelines.

Background

The Government of Japan offers a financial assistanheme known as “the Grant Assistance for
Grassroots Human Security Projects (GGP)” to hedp-Sovernmental Organizations (NGOSs)
and local government authorities develop projeesghed to meet the diverse basic human needs
of the people in developing countries. Since 1988,Embassy has been actively engaged in this
program, having funded and implemented 105 progstd March 2025. These projects primarily
focus on education, health, and public welfare.

The KSG-SWM, established in 2004, initially focusaal basic waste collection but has since
expanded its mission to promote sustainability. iQume, it has implemented programs that
encourage eco-friendly practices and community geigeent, supporting Koror’s progress toward
a cleaner, greener future.

In 2014, KSG-SWM launched the Urban Grower’s Progta enhance the agricultural landscape
and strengthen food security in Koror State. TeaiVely achieve the program’s objectives, KSG-
SWM identified the need for a tractor capable efcing, plowing, and preparing larger areas of
land.

In response to this need, on March 09, 2021, theassy granted the GGP fund of $90,810.00 to
the KSG-SWM for the purchase of the following items

Item Quantity
Tractol 1
Attachment 1
Farm Dum| 1
Shippinc 1

Source: Grant Contract Annex

Objective, Scope, and Methodology

The objective of the audit was to determine whetherKSG-SWM (1) administered the grant in
compliance with the terms and conditions of the nBr@ontract, (2) adhered to the GGP
procurement guidelines, and (3) properly recordhedfixed asset, as applicable, in its accounting
records.

The scope of the audit covered the period from M&&, 2021, through August 16, 2021, as well
as other periods, as necessary, to meet the adyjditives.
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The Government of Japan imposes and requires eat#pito follow the GGP procurement
guidelines in the procurement of goods and serviegthermore, the Embassy maintains control
over the BOH bank account established for the memd the Project. Consequently, we did not
assess compliance with the Palau National Govertisq@mcurement regulations nor compliance
with state or national treasury laws and regulation

We conducted this performance audit in accordanitb Generally Accepted Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obsaifficient, appropriate evidence to provide a
reasonable basis for our findings and conclusi@se® on our audit objectives.

The Public Auditing Act of 1985 empowers the Offafehe Public Auditor (OPA) to specifically
act to prevent fraud, waste, and abuse in theataleand expenditure of public funds. The Public
Auditor may make recommendations on the preveraratior detection of fraud, waste, and abuse
of public funds.

To achieve our objectives, we examined projectndmaintained by the KSG-SWM to assess
their compliance with the Grant Contract, Side é&etand the GGP Procurement Guidelines.
Additionally, we reviewed the project expenditu@dments obtained from the KSG Treasury,
interviewed project administrators, and conductsdevisit at the Koror State Recycling Center
to inspect the tractor, its attachment, and the fdump.

Grant Contract

In accepting the GGP fund from the Embassy, the §§@M agreed to the following terms and
conditions of the Grant Contract:

A. To provide the Donor with an official receipt fdret grant received;

B. To provide the Donor with documents relevant toRh@ect such as procurement contracts
for products and/or services upon request by theoRo

C. To use the grant properly and exclusively for thechase of such products and/or services
necessary for the execution of the Project as eratetein the Annex of the contract and
not to use those products and/or services purchaglkdhe grant for purposes other than
the execution of the Project, without acquiring g@nipr written approval from the Donor;

D. To provide the following reports on the progresshaf Project:

1. One (1) project completion report to be providesrughe completion of the
Project. (The above reports should outline achigesdlts in light of the original
goals and objectives as stated in the applicatiopgsal for the Project. The reports
should include a clear accounting report of thecation and disbursement of the
grant.)

2. Any other reports on the Project to be providedrupequest of the Donor, in
accordance with the Donor's instructions;

E. To complete the Project within one year after thietkact date;
F. To consult with and receive instructions from thenbr in case the Recipient wishes:

1. To change how the grant is spent from the origoteh in the application

2. To change the contents of the Project

3. To suspend and/or terminate execution of the Projec
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4. To extend the completion date of the Project;

G. To keep accounting documents that verify how trengwas spent for at least five years
after the completion of the Project;

H. To bear all responsibilities for deaths, injuridsseases, and any other damages to the
members of the Recipient in the course of the ei@twf the Project, and that the Donor
will not be responsible for anything that happeusrd) the execution of the Project;

I. To consult with the Donor promptly on all matterkigh may have any influence on the
execution of the Project;

J. To recognize that the Donor reserves the rightaiorca refund of a portion or the whole of
the grant if:

1. A part or the whole of the grant remains unusednithe execution of the Project
is suspended or terminated;
2. The Recipient breaches this contract; and

K. That this contract shall be governed by and coaedtand interpreted in accordance with

the laws agreed to by the Donor and the Recipient.

Side Letter

In addition to the Grant Contract, the KSG-SWM agpeed to additional terms and conditions
contained in a “Side Letter” of commitment with thembassy, stipulating the following:

1. Koror State Government Solid Waste Management ©ffudl open an account
with Bank of Hawaii exclusively for the purposetbé aforementioned project.

2. Koror State Government Solid Waste Management ©ffidl not withdraw any
amount from the said account without prior con$erh the Embassy of Japan.

3. Koror State Government Solid Waste Management ©ffitl shoulder any excess
amount necessary to complete the project if the cbshe project exceeds the
Government of Japan’s grant.

4. Koror State Government Solid Waste Management ©ffidl be responsible for
submitting an audit report on the grant issuedhieyRublic Auditor to be provided
upon the completion of the Project.

5. Koror State Government Solid Waste Management ©ffidl be responsible for
registering a tractor and parking the tractor atdtate government’s premises or
other designated areas.

6. Koror State Government Solid Waste Management ©ffidl be responsible for
the fuel expenses, daily inspection and the feafgrmaintenance of a tractor.

7. Koror State Government Solid Waste Management ©ffidl keep an operating
log for a tractor in order to prevent personal threo usage aside from its intended
purpose.

8. Koror State Government Solid Waste Management ©ffigll assign an
operator/operators for a tractor from its office.

9. Koror State Government Solid Waste Management ©ffidl put stickers or signs
displaying the flag of Japan on the equipment deoto ensure visibility of Japan’s
grant assistance.
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Project Expenditures

The KSG-SWM, through the KSG Treasury, fully expethdhe GGP fund of $90,810.00 for its
intended purpose to procure the tractor, its atteett, and farm dump, and shipping costs of these
items as enumerated in the Grant Contract annex.tdtial actual project cost was $90,810.00
which was disbursed in two installments. A detaibeeakdown of the expenditures is shown in
Table 1 below.

Table 1:
GGP Funding and Project Expenditures

Grant Amount $90,810.00

Expenditures

Tractor & attachments (80%) $72,648.00

Tractor & attachments (20%) $18,162.00 $90,810.00
BALANCE $0.00

Handover Ceremony

On August 16, 2021, the Tractor, its attachmend, fanm dump were turned over to the Koror
State Recycling Center in a formal Handover Cergmas shown below:

Handover Ceremony on August 16, 2021
Source: Embassy of Japan Website

Findings and Recommendations

Based on our audit, we found that the KSG-SWM tlier most part, administered the GGP fund
for the Project in compliance with the terms anddittons of the Grant Contract as well as the
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GGP procurement guidelines. In addition, the KSGMgWith assistance from the KSG Treasury,
ensured that proper controls were maintained aved tlisbursement, procurement, accounting,
and reporting throughout the Project. However, dentified two instances of noncompliance with
specific obligations under the Side Letter, asitetan the following:

Finding No. 1 — Daily Inspection and Maintenance Reponsibility

Item 6 of the Side Letter stipulates that KSG-SWAMd be responsible for fuel expenses, daily
inspections, and maintenance fees of the tractor.

We found that the KSG-SWM, although it is respolesibr fuel expenses and maintenance fees,
does not perform daily inspections of the tractor.

The KSG-SWM was not fully aware of the requirememder Iltem 6 of the Side Letter.

As a result, the KSG-SWM did not comply with thelglanspection requirements under the Side
Letter. The absence of daily inspections incretdsesisk of undetected mechanical issues, which,
if left unresolved, may escalate into problems #ratcostly and difficult to remedy.

Recommendation:

We recommend that the KSG-SWM conduct daily indpastof the tractor to restore compliance
with the Side Letter commitment and recognized gpoattices in fixed asset management.
Regular inspections facilitate the early detectainpotential issues, enabling timely repairs,
reducing maintenance costs, and minimizing operatidowntime. Ultimately, this extends the
useful life of the tractor and other equipment ¢edrunder this Project.

Governors’ response:

The governor concurs with the details in the deaftlit report regarding Finding No. 1 - Daily
Inspection and Maintenance Responsibility, and askedges that it is based on fairly assessed
facts.

In addition, measures had already been taken tedenme finding immediately after OPA made

a visit to the Solid Waste Management Office anidiigal out the non-compliance. They have also
communicated with the Embassy of Japan to worlkadatmplate for data log sheets to be utilized
to track daily inspections and maintenance, whidhbe periodically submitted to the Embassy

upon request.

Finding No. 2 — Operating Log Requirement

Item 7 of the Side Letter requires KSG-SWM to maimian operating log for the tractor to ensure
it is used solely for its intended purposes angrévent personal or other unauthorized use.

We found that the KSG-SWM Office does not maintmoperating log for the tractor.
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The KSG-SWM was not fully aware of the requirememder Iltem 7 of the Side Letter.

As a result, the KSG-SWM did not comply with Itenofithe Side Letter. More importantly, this
condition increases the risk of unauthorized ompprapriate use of the tractor and limits
transparency and accountability over its operations

Recommendation:

We recommend that the project administrators thginbureview and consider each obligation
under the Side Letter, as it is a supplement toGhent Contract itself. To restore compliance,
KSG-SWM s further recommended to establish andhtaai a formal operating log to record
daily usage (e.g., date, time, operator name, E@pdmplementing this control will promote
accountability, monitor productivity, prevent uniaotized use, and safeguard the tractor as a
property of the State.

KSG's Response to Finding 2:

The governor concurs with the details in the daaitit report regarding No. 2 — Operating Log
Requirement and acknowledges that it is basedidy éssessed facts.

In addition, measures had already been taken tedertine finding immediately after OPA made
a visit to the Solid Waste Management Office anidfedl out the non-compliance. They have also
communicated with the Embassy of Japan to workadatnplate for data log sheets to be utilized
to track operation activities, which will be perically submitted to the Embassy upon request.

Conclusion

The KSG-SWM was awarded the sum of $90,810.00 oP @(ds towards the procurement of a
tractor, its attachment, and a farm dump to supth@tKoror Stater Urban Growers Program.
Under this program, the tractor is used to condigtherwise infertile soil to a productive field by

using organic compost from the composting facgit liquid fertilizer from the bio-gas plant to

enhance farm production. Through this program,Unean Growers will be able to support its
members in preparing their farms to cultivate hyggiding crops to support and sustain food
security.

The Office of the Public Auditor would like to thathe staff and management of the KSG-SWM,
the KSG Treasury, and the Embassy of Japan for prefessional courtesy and cooperation
during this audit.

Sincerely,

Acting Public Auditor
Republic of Palau



ILLEGAL OR WASTEFUL ACTIVITIES
SHOULD BE REPORTED TO:

OFFICE OF THE PUBLIC AUDITOR
REPUBLIC OF PALAU
P. 0. BOX 850
KOROR, REPUBLIC OF PALAU 96940

GROUND FLOOR
ORAKIRUU PROFESSIONAL BUILDING
MADALAII, KOROR, REPUBLIC OF PALAU

TELEPHONE NOS: (680) 488-2889/5687
FACSIMILE NO: (680) 488-2194
WEBSITE ADDRESS: www.palauopa.org
E-MAIL ADDRESS: admin@palauopa.org

MONDAY THRU FRIDAY
7:30 a.m. - 4:30 p.m.

(Closed on Legal Holidays)

p

WWV@
) o o o o © |






