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Management Audit of the Guam Economic Development Authority

SUMMARY

The Guam Economic Development Authority {GEDA) 1s tasked with assisting in the
implementation of an integrated program for the economic development of Guam.Itis
intended for GEDA to be a catalyst 10 Guam’s economic development. GEDA has
successfully provided financial management consultant services tor agencies and
instrumeantatities of the Government of Guam. It also continued to issue revenue bonds,
approve businesses qualifying for tax rebates and abatements and provided loans and

nortgaves

GEDA is a4 public corparation and not an instrumentality of the Government of Guam.

It believes that the Authority is exempt from complying with Government of Guam laws
imtendad to promote economy, effectiveness, and efficiency IN OVErnment agendies.
Accordingly, we believe that the absence of external oversight makes it imperative that
GEDA establish and maintain a strong system of internal management controla

We evaluated GEDA's system of internal controls related 1o travel, consulting contracts,
credit cards. petty-cash and other operations. We found that GEDA had 1ssued its own
written. personael, travel, procurement , and petry-cash pracedures We also found that
vhere was a degree of management override ot basic controls which weakened the

internal control system

Our revicw showed that GEDA did not enforce or comply with procedures that required
ali travelers o submit camalete and timely expense reports. We found that this condition
was prevalent emony irnvelers at the administrative level and travelers from other
GOVGUAM asencies Our review also showed that GEDA did not limit the number of
travelers paing to the same destination at the same time for the same purpose

We also tound questionable credit card expenditures and unauthorized users of GEDA
credit cards We believe that this condition eccurred because the Board of Prrectors did
ot esercise oversisht over the frequent credit card expenditures Further, expense
reports. when provided. did rot adequately justify expenditures

Orur seview showed that the Authority did not ensure that proper procedures were
followed when 1t entered into sole source cansulting contracts that stemmed from
unsolicited ofters The conacis were executed by GED A ever though it had no
legitimate need for the specific services. Finaity. we found that GEDA made payments ©
cantractars withour ohtaining proper supparing documeniation to substantiate invoices.



RECOMMENDATIONS AND RESPONSE

We recommend that the Administrator enforce procedures that require travelers to submit
complete expense reports. Expeditiously promulgate decisions made by the board of
directors Limit the use of GEDA trave! funds for persons from other GOVGUAM
agencies Reduce the number of travelers going to the same destination at the same time

We recommend that the board of directors reduce the Administrator’s spending authonty
ter a reasonable amount, and review and ratify credit card expenditures monthly.

We recommend that the Administrator award contracts 1o consultarts only when there 1s
a bona fide need We also recommend that the Administrator authorize payments to
contractors only when all necessary documentation 1s provided We further recommend
that the Administrator register all contracts with the Department of Administration.

We recommend that the Administrator re-negotiate the current Jease to reduce lease costs
and excess space

The Administrator cited initiatives, on-going or completed. All individuals were issued
notices of travel reports outstanding and advised that collection procedures will be
initiated if no response is received. The written travel policy was amended 10 announce
the hoard of directors’ decision on travel The Administrator's comment on limiting the
number of other agency (ravelers at GEDA’s expense, and reducing the size of groups
going to the same place at the same time 15 “ON-GOING”. We believe that in the interest
of economy and efficiency GEDA should exercise prudence L1 sponsoring travel We
found that during the period reviewed the authonity spent 593,895 on travelers from other
agencies. Further, GED A spent more than $1635.000 on groups going 1o various locations
For example, fourteen {14) persons were m the group that went to Australia

The Administrator commented that the board reviews and ratifies credit card
expenditures monthly via the Monthly Agency Report. We do not believe that this report
provides the necessary details for the board to analyze the Administrator's expenses,
particulariy, for entertainment. GEDA board Resolution No 96-019 specifically requires
the Administrator to report, in detail, on his expenditures

GEDA pays its contractors directly, therefore, the Administrator does not beliewve that the
autherity s contracts should be registered at the DDA, Our rationale for making this
recommendation is that although the DOA is not the paying agent for GEDA contracts.
the contracts are paid for with Federal funds or funds held in trust for the people of
Guam Accerdingly, we believe that all contracts should be filed. recorded. and registered
at the DOA where they will be available for public inspection.

The Administrator commented that GEDA’s office space is not excessive. We observed
thet half of the 5 floor of the GITC office space was unfurnished and unoccupied during
our on-site work We are not questioning GEDA's need for a new space. however, we are
questioning the reasonableness of GEDA paying $110,922 for unused space.
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OFFICE OF THE PUBLIC AUDITOR
LUFISINAN I ADITOT PUPBLEKG
GOVERNMENT OF GUAM
P.0O. BOX 23667, GMF, Barrigada, Guam 96921
{1208 Enst Sunset Boulevard, Tiyan)

(671) 475-03930394/0395 - FAX: (671) 472-7951

ROBERT G.P. CRUZ October 2, 1998
PUBLIC AUD.TOR
Faul Bordalla, Chairman
Board of Directors
Guam Economic Development Authority
PO Box 3177
Agana, Guam 90952

Dear 3r. Paul Bordaller

We conducted a management audit of the Guarn Economic Development Authority from March 1998
to Julv 1998, A copy of our final audit drafl is provided for your review and comments. We discussed
the audit findings and recommendations, in detail, with the GEDA staft on August 31, 1998, and at
an earlier meeting We received writien comments from GEDA on September 4, 1998, Accordingly,
we took GEDA’s comments under consideration and made changes to our report, as we deemed
appropriate

Durng our meeting on August 31, we requested a synopsits of your ~ Best Practices™ so that they can
be included in cur report. We are also inviting vou te let us assist you with any legislative proposal
that vou are contemplating Our audit report may be good forum to introduce your ideas to improve
GEDAs legislation.

1 would sincerely appreciate your assistance in closing out this audit All that is necessary is a final
response (o each reccommendation. In each response, please state what steps are being taken 10
corrcct the problem. and provide a time frame for completion, ot state disagreement and brietly
explain your position Either way, your comnients will be included in our report. We would appreciate
receiving your response by October 15, 1998 so that we can issoe the final report.

Sincerely,

. [
fa, /
e ~ ;

Raobert G.P Cruz/

Enclosure
ce Board Members



INTRODUCTION

BACKGROUND

The Guam Economic Development Authority (GEDA) was created by Public Law 8-80
on August 21, 1965 GEDA is tasked with assisting in the implementation of an
integrated program for the economic development of Guam. It is intended for GEDA to

be a catalyst in Guam's economic development

The Guam Legislature has mandated the creation of GEDA to achieve the following

To promote investments of entrepreneurial capital in Guam, invest in and provide
technical assistance in support of its objectives, develop or maintain faciliries for
lease or sale and provide for the expansion of agricultural, industrial, hospital.
housing and other tourist facilities through financial assistance and other means.

To make loans or zuarantees of loans to any persons, firm, or partnership or
corporation licensed to do business in Guam in furtherance of the purposes and

activities of their charter.

To issue. sell or dispose of revenue bonds and other obligations from time 10 tinle
under terms and conditions as the Guam Legislature, by appropriate legislation, may

prescribe

To purchase from any person, firm, corporation ot governmental entity, and to
refinance. mortgages on residentiat real property

I'o act as central financial manager and consultant for those agencies or
instrumentalities of the Government requiring financial guidance and assistance.

Ta invest its funds in any enterprise, undenaking or other activity which, in its
judgment, will firther economic development in Guam.



GEDA has six divisions: Accounting, Administration, Programs and Compliance,
[ndustry and Development, Public Finance, and Base Realignment and Closures (BRAC)

GEDA incurred total operating expenses of $1.9m, in FY 1995, §2 3m, in FY 19506,
and $2 7m. in FY 1997 The Authority experienced operating losses of 397k, in FY 95,
5595k in FY 96, and $849k, in FY 97.

OBIECTIVE AND SCGPE

The objective of our audit was to determine whether GEDA: {1) is using 115 resources
economicaily and efficiently (2) is hiring consultants only when there is a bona fide need
(3) is acting as the central financial planner and investment banker for all agencies of the
Government and (4) is complying with its own internal management controls

We reviewed the Authority’s mission, organization, operaticnal policies and procedures
encompassing personal service contracts, travel, credit card use, procurement. and other
records for the period covering FYs 1995, 1996, 1997 and 1998,

This performance audit was conducted from March 1998 to July 1998 in accordance with
the “Government Auditing Standards”, issued by the Comptroller General of the United
States. Accordingly, we included such tests of records and other auditing procedures that
were considered necessary under the circumstances. We adhered to fieldwork standards
and reporting standards for performance audits provided in the “Yellow Book™ of
~Government Auditing Standards™ Our fieldwork was performed at GEDA's main
office. GITC building, Suite 511, 390 South Marine Drive, Tamuning, Guam

PRIOR AUDIT COVERAGE

The Public Auditor has issued no prior audit reports on GEDA A certified public
accounting firm issued single audit reports for the years 1994, 1995, and 1996 The
public accounting firm did not express an opinion on the internal contral structure and its
operation However, the auditors communicated their observations on the internal control
structure and its opevation to GEDA's management in a separate letter.

In addition, the Office Of Inspector General issued reports in 1987 and 1988 on the
Qualifving Certificates Program (No. 88-04) and the Revolving Loan Fund (No. 88-33)
that addressed deficiencies in GEDA’s administration of these two programs. In 1990 the
Office of Inspector General issued a follow-up audit report (Nao 91-1-162) on the
Qualifving Certificates Program



FINDINGS AND RECOMMENDATIONS

The Guam Economic Development Authority (GEDA) is responsible for assisting in the
implementation of an integrated program for the economic development of Guam One of
the wavs GEDA is accomplishing its mission is by acting as the central financial manager
and consultant for agencies or instrumentalities of the Government of (ruam.

GEDA has successfully provided financial management consulting services for the
Guam' Power Authority, International Airport Authority, the University of Guam and
other agencies. It also cominued to issue revenue bonds, approve businesses qualifying
for tax rebates and abatements, provided ioans and purchased mortgages

We found that, in general, the Authority is accomplishing its mission. However, there
were some internal control weaknesses. We believe that these weaknesses can becoine
material if ignored by top management

SUMMARY OF FINDINGS

GEDA is a public corporation and not an instrumentality of the Government of Guam. It
believes that the Government of Guam Procurement Law and Travel [aw does not apply
to the Authority. Accordingly, it has issued tls own procurement and travel procedures.
We examined the procedures, and other internal management controls, to determine
whether GEDA accomplished its defined goals efficiently. economically. and effectively.
Our observations on how well the internal contrels are working are the followiny:

1. GEDA did not comply with its travel policy related to expense reports,
or exercise prudence in incurring expenses

GEDA's Board of Directors did not exercise over-sight over credit card expenses
therefore. the Authority was unable to determine the propriety of some purchases

13

GEDA did not determine its requirements for office space prior to leasing more
space than it could utilize efficiently

Lk

4 GEDA’s procedures for controiling petty-cash funds are inadequate
The propriety of expenditures could not be determined in many cases

5. GEDA did not ensure that proper procedures were followed when it entered into
sole source contracts that stemmed from unsolicited offers.

& GEDA made questionable payments to consultants without obtaining
proper supporting documentation ko substantiate invoices.

7 GEDA did not submit contracts 1o the Department of Administration
for filing. recording and registration.

8 GEDA did not prepare and approve minutes from meetings of its Board of
Directors promptly and efficiently.



MANAGING AND CONTROLLING TRAVEL

Only employees of GEDA or members of the board of directors should travel at the
Autherity’s expense. Travel should be performed for the direct benefit of GEDA or
to fulfill a real and legitimate obligation of the Government of Gnam.

GEDA’s written travel policy specifically states that “no funds of the Authority shall be
expended for off-island travel for the Governar, Lieutenant Governor or any persan not
an emplayee or member of the board of the Authority”. GEDA’s written pelicy also
emphasizes that all off —island travel will be performed for the direct benefit of the
Authority or to fulfill a real and legitimate obligation of the Authority or the Government
of Guam. GEDA s written travel policy differed from its actual policy GEDA’s Board of
Directors approved a change to the policy at a board meeting on June §,1995, to permit
off-island travel of GEDA's subsidiaries and Government of Guam officials. However,
this change was never promulgated in GEDA’s official administrative guidelines.

Thirty - eight Percent of atl Travel Financed by GEDA was for Persons not
Employed by the Anthority

GEDA approved 57 travel authorizations for FY 1997, and 55 authorizations as of April
16, 1998 toraling $219 610,and $205.217, respectively. We reviewed 32 authonzations
for FY 97, and 33 for FY 98. We found that 29 trips costing 393,893 were approved for
persons outside of GEDA InFY 1997, 14 travel authorizations totaling $47 868 were
approved for persons outside of the Authonty (includes 6 authorizations in the amount of
5§14 688 for the Governor's office) In FY 1998, 15 Travel authorizations totaling
$46.027 were approved ( includes 6 authorizations in the amount of $14,421 for the
Governor's office) The balance, 364,805, was spent on sixteen trips for Senators and
other outside travelers. Althouth GEDA’s unpublished policy permitted the payment of
travel expenses for other people outside the Authority, we beheve that they are excessive.
Particularty, when compared to limitations placed on travel by other Government of

(Guam agefncies.

The Number of Travelers to the Same Destination Should be Limited

1n the interests of economy and efficiency government agenctes are encouraged to limit
the numbers of persons traveling to the same off-island destination for conferences,
meetings or other functions However, this was not the case at GEDA. They spent more
than $163.000 on group travel to the following destinations

Na of
Destination Travelers
Australia 11
AustraltaBali 3
Indian Wells, CA 10
New Orleans, LA Q
Puerto Rico 4]

Large groups of people, representing the same agency, traveling to the same destination
could give the appearance of traveling for pleasure rather than business



GEDA Administrative Personnel and Non- GEDA Employees do not File Timely or
Adequate Travel Expense Reports.

The Authority’s travel policy requires that within ten (10) days after returning from
official travel, a traveler must prepare and submit an expense report accounting for all
travel advances. We reviewed 32 travel authorizations for FY 1997, and 33 for FY 1998,
to determine if travelers were complying with this requirement. We found that there was
general compliance from GEDA rank and file employees. However, board members,
administrative personnel and travelers not employed by the Authonty were not
submitting adequate expense reports, or any reports to justify expenditures. ho expense
reports were submitted for 11 of 63 travel authorizations reviewed (17 percent). These
authorizations were for administrative and higher leve! travelers involving advances of
§39.333

Management and Outside Travelers are not Complying with Internal Control
Procedures.

1t adequate expense reports are not filed it can not be determined whether the
expenditures are proper. GEDA can not certify that travelers exercised the same care in
incurring expenses that a reasonable and prudent person would under similar
circumstances The fact that advances were made to persons above the line structure of
the Authority. or individuals not employed by GEDA, makes it difficult for accounting ta
enforce collection procedures.

Recommendation
We recommend that the Administrator enforce and comply with procedures that require

all travelers 10 submit complete and timely expenae reports

Recommendation
We recommend that the Administrator amend GEDA’s Travel Policy to reflect policy

changes approved in the June 8, 1995 minutes

Recommendation
We recommend that the Administrator limit the number of non-GEDA employees

traveling at the Authorry’s expense.

Recommendation
We recommend that the Administrator restrict the number of travelers going to the same

destination to the minimum necessary to complete the mission

Recommendation
We recommend that the Administrator initiate collection procedures from alt travelers

when adequate justification and receipts are not provided for all expenditures.

5



CREDIT CARD USAGE

GEDA’s board of directors authorized the Administrator and Deputy
Administrator to use credit cards to incur expenses while traveling or in local
establishments, It was the board’s intention to provide management the flexibitity
and ability te incur expenses in order to conduct the business and operations of the

Agency.
Authority is too Broad

The GEDA Board of Directors approved the use of a credit card by the Administrator and
Deputy Administrator on June 8, 1995 The board further ¢larified the use of the credit
card on March 16,1996 The Board authorized the credit card to be used on expenditures
described by the line items outlined and contained in the approved operating budget,
{travel and transportation, food, refreshments and entertainment) with the stipulation that
the authorized users were personally liable for any unauthorized use In addition, the
board approved Resolution No. 96-019, en May 9.1996, requiring the Administrator 10
submit a report of entertainment and support expenditures at the next regular meeting of
the board so that the same may be ratified.

lnadequate Documentation for Expenditures

We reviewed 3icredit card statements totaling $113,790, and 318 transactions for
19961997, and 1998 We found that 522,847 (20%) of the charges was for food and
beverages purchased on Guam. A detailed cxpense report, with receipts, was not
provided to the board for ratification or to the accounting division for most of the
charges Even when expense reporis were provided to accounting, they were batched. not
dated. and did not fully explain why the charges were incurred. We also found
questionable charges of $2.224, for food and refreshments for GEDA staff meetings or
meetines with counsel or local government officials Further. at least two individuals, not
previously authorized by the Board, were using the GEDA credit card, accunwlating

charges amounling to 316,321
Cnauthorized Users

At least two individuals, not previously authorized by the board, were using GEDA credit
cards The unauthorized users charged more than $16.000 to the cards. Expenditures were
for a broad range of items ranging from gas to alcoholic beverages. Expense reports were
not provided to justify charges until they were requested by the accounting division. Even
then the reponts were inadequate.

Ne Management Over-sight

This condition occurred because the Board of Directors did nol exercise oversight over
the frequent credit card transactions. A thorough review of transactions would have
shown that many of thetn were personal in nature and questionable. Further, the Board



did not enforce provisions of the resolution that calls for the Administrator o submit
expense reports for ratification. GEDA has not developed and implemented formal
policies and procedures to control credit card expenditures. Because there are no controls
in place governing credit card use, GEDA is unable to determine the propriety of
expenditures

Recommendation

We recommend that the Board of Directors review and ratify administrator’s
expenditures monthly to ensure over-sight of expenditures.

Recommendation

We recommend that the Administrator certify invoices and credit card statements for
payment only after the Board of Directors has ratified his expenses.



PROPER CONRACTING PROCEDURES

Contracts Should Only Be Entered Into when they Benefit the Authority

GEDA's Procurement Regulations Section 3-104 provides procedures for processing
unsolicited offers, and section 3-205 provides procedures for sole source procurements
Section 3-104.01.4 provides that “The unsolicited offer shall be evaluated to determine its
utility to the Authority and whether it would be to the Authority’s advantage 1o enter into
a contract based on such an offer. Section 3-205 .02 states that the determination whether
procurement shall be made as a sole source, and the basis therefor, shall be in writing.

Contracts Should be Entered Ints Only When There is a Bona-fide Need for the
Products or Services

We reviewed four contracts, which resulted from unsolicited offers, and determined that
the Authority entered into sole source contracts for services without following proper
contracting procedures. The contracts were executed by GEDA although it had no
legitimate need for the specific services GEDA's Procurement Regulations, Section 3-
|04.01 .3, provides in part that to be considered for evaluation an unsolicited offer must
be in writing and must be sufficiently detailed to allow 2 judgment to be made concernng
the potential utility of the offer to the authority. Two of the four contracts reviewed were
for business consulting services. These services were not unique and could have been
obtained through competitive procurement procedures. The offerors, excepl for BRAC,
did not present their offers directly to the Authority, thereby making it impossible for the
Authority to determine the potential utility of the offers. Scmeone, other than the offeror,
forwarded three of four unsolicited offers 10 GEDA for consideration Although GEDA
had not previously expressed a need for these services, consulting contracts were
awarded to two consultants for the sum of $65,596 and 548,000 respectively for a
minimum of 25 hours work per month. The third contract reviewed, between GEDA-
GVB and RSG Philippines, also resulted from an unsolicited offer brought to GEDA by
the GVB As a result of negotiations with GEDA and the Guam Visitors Bureau a
contract was awarded in October 1996 with GEDA's share being $45,000. GEDA did not
follow sole source contracting procedures before entering into this contract. It was not
able to make an adequate determination that the contractor was the best-qualified offeror
Closer scrutiny of this ofter would possibly have revealed that it was defective.
Subsequently, the contractor faited to perform.

Memorandum of Understanding Resulted after GEDA Refused to Enter Into a
Conrract

The fourth unsolicited offer did not result in a direct contract between GEDA and the
offeror However it did result in a Memorandum of Understanding, (M.O.L") dated
March 12,1997 between GEDA and the Port Authority of Guam (PAG), which binds
GEDA as effectively as a contract The M.O U. requires GEDA to reimburse PAG the
sum of 100,000 towards the $200,000 annual budget of the Guam Steering Committec



for BRAC. Earlier, GEDA had refused to enter into a contract with the individual who
subsequently became the Guam Steering Committee BRAC Administrator The
unsalicited offer was for GEDA to hire an independent contractor as the executive
divector for GEDA’s BRAC division. When the offer was discussed at a special meeting
of GEDA’s Board of Directors {December 20, 1996) they agreed that “there was no need
for a consultant at this time”. By agreeing to the M.O.U. with the PAG, GEDA 15, in
effect, paying for a consultant’s position that it said it did not need During our audit it
received a biil from the Port Authonty of Guam for $427,000 as its share of the GSC
BRAC costs (M.0.U stated that GEDA’s cost would be $100,000).

Utility of Services Offered Can not be Determined

Without proper evaluation of unsolicited offers GEDA can rot determine the utility of
services offered. As a result, sole source contracts and other agreements are entered mto
requiring payments for marginal or redundant services or products. When contracts are
awarded and there is no legitimate need for the service or product, it gives the appearance
that the award 1s solely to accommodate the contractor

Recommendation

We recommend that the Administrator evaluate unsolicited offers to determine whether
there 15 a bona fide need for services before entering into a contract.

Recommendation

We recommend that the Administrator ensure that documentation is on file to justify sole
SOUTCe CONtracts



CONTRACTOR PAYMENT PROCEDURES

Propriety of Charges can not be Determined without Supporting Documentation

Good internal control policies and procedures require that certain minimum
documentation be provided before payments are made for goods or services. The
certifving officer is responsible for the existence and correctness of the facts recited in the
certificate or otherwise stated on the voucher or its supporting pagpers and for the legality
of the proposed payments. Without adequate documentation te support contractors’
invoices, the propriety of the charges cannot be determined.

Contractor was Paid without Providing Adequate Documentation With Invoices

We reviewed internal controls over payments for five consulting contracts. We found that
even in cases where little or no documentation was provided the contractor was stiil paid
by GEDA. For example, the Financial Advisory Agreement contract Section 4 03
specitically states that GEDA agrees to reimburse the contractor on a quarterly basis for
its reasonable and necessary out-of-pocket expenses incurred in the performance of this
agreement. [t also states that the contractor shall provide reasonable documentation for all
such expenses incurred. Although four quarterly billing invotces on this contract
requested reimbursement for out —of- pocket expenses of $24 783, with no receipts, the
contractor was still fully reimbursed On the GVB/GEDA/RSG Philippine, Inc contract
GEDA advanced a payment of $45.000 to GVB without being properly invoiced It was
later discovered that the contractor did not perform Further, payments of $112,596 were
made on two consulting contracts although there was no certification that services were
recetved One consultant attempted to Justify his invoice with a form of activity repont
showing that he had attended a monthly meeting of an advisory board The other
consultant only provided an invoice with no supporting documentation.

Questionable Payments

GEDA made questionable payments of $182,379, to consultants without obtaining proper
supporting documentation to justify invoices. or adequate certification that services were
received The Autharity could not substantiate the propriety of payments but it still paid
the contractors. No payments should be made unless proper supporting documentation 13
provided ta support the invotces.

Recommendation
We recommend that the Administrator withhold payment of invoices unti] all necessary

documentation 1s provided.
Recommendation

We recommend that the Administrator ensure that the responsible person who received
services certifies acceptance.

10



CONTRACT APPROVAL AND REGISTRATION

All contracts under which a payment may be made shall be registered with the
Department of Administration.

Guam Code Annotated Article 6 Section 22601 provides that all contracts shall, after
approval of the Attorney General, be submitted to the Governor for his signature. It also
provides that all contracts of whatever nature shall be executed upon the approval of the
Governor. Section 22602 provides that: a copy of any contract under which a payment
may be made shall be submitted to the Department of Administration for filing, recording
and registration. . No such contract or amendment thereto shall be deemed valid or
enforceable until it shall have been so submitted to the Department of Administration and

enrolled on the public register.

The Governor signed only one of the sole-source contracts that we reviewed. None of
the contracts were registered with the Department of Administration.

The contracts did not go through the proper approval and registration process because
GEDA is a public corporation, and not a government instrumentality. GEDA believes
that it 1s not necessarily subject 1o the various restrictions and rutes that apply to
instrumentalities and agencies of the executive branch of the Government of Guam Tt
cited the court case. Bordallo v. Reyes, 1984, as the reason for its belief that it ts exempt
In that case the judge ruled that the Guam Visitors Bureau, a public cOrporation, was not
an instrumentality of the Government of Guam. GEDA believes that the judge’s ruling
applies to it also  Although GEDA believes that it is exempt from the Government of
Guam's laws regarding contracts, the Government of Guam may be bound by GEDA's
contractual actions Therefore, we believe that GEDA contracts should be registered with
the Department of Administration

We also believe that because GEDA's contracts do not comply with the GCA they may
be invalid and unenforceable if contesied

Recommendation

We recommend that the Administrator register all contracts with the Department of
Adnunistration.

11



CONTROLLING DISBURSEMENTS OF PETTY CASH

A petty-cash fund is 3 minimal amount of money kept on hand by an agency to meet
small expenditures. The fund is periodically reimbursed, usually monthly. One
individual (custodian) should be responsible for the fund te maintain control,

GEDA board Resolution No. 92-08 provided policy and procedures for accounting for
and controlling petty cash Two funds were established for $500 each. One fund is
located at the 1TC office, and the other fund is in the BRAC office at Adelup. The
procedures provide that purchases through petty cash shall be governed by the urgency of
the need. The funds shali be used to purchase small items and other minor purchases,
which require cash payments due to no open credit account with GEDA The MAXIMUM

one line item purchase from the fund shall be $100.
Petty-cash Should not be Used 1o Purchase Refreshments for the Office

We reviewed petty cash transactions for the period June 17, 1996 to January 21,1997 for
the BRAC office, and transactions for the period October 1997 to March 1998 for the
[TC office We found that the ITC office and the Adelup office spent $2,142.00 and
52,924 00 respectively during these periods. Fifty two percent of the Adelup fund
($i.121yand twenly two percent of the ITC fund (3649) was spent for refreshments.
Petty cash should be used to purchase items like postage, emergency oftice supplies, taxi
fare etc. When more than half of the fund transactions are for refreshments. it gives the
appearance that the fund is being abused.

Weak Lnternal Controls

We also reviewed internal control procedures for petty cash

We found that: {a) the fund custodian at the ITC office had not been appointed I wriling,
(b} in many instances the petty cash vouchers do not contain sufficient information to
determine if expenditures for refreshments were business related; {c) petty cash 15 not
periodically reconciled by someone independent of the custodianship of the fund; (d) the
cash at the Adelup office is not kept in a secure controlled access area, (e} the
reimbursement checks ta replenish petty-cash were not made payable to the fund
custodian: and {f} documents supporting replenishment of the fund were not defaced or

pertorated to prevent reuse.
Need to Revise Procedures

GEDA’s current procedures for controlling the petty cash fund are vague and difficult to
enforce. The procedures should be revised to reduce or eliminate procurement of
refreshments. Cash should be inventoried periodically on a surprise basis by one who is
independent of the fund Responsibility should be fixed by making reimbursement checks
payable to the custodian (this precludes denial of accountability) Under the current

12



procedures, funds are being replenished with cash although the propriety of expenditures
cannot be determined in many instances

Recommendation

We recommend that the Administrator revise petty-cash fund procedures to make them
more specific as to the type of purchases that can be made from the fund.

Recommendation

We recommend that the Administrator set specific guidelines on when refreshments can
be purchased with petty-cash funds

13



EXCESS OFFICE SPACE

All agencies which have office space lease contracts should maintain appropriate
documents indicating how their office space needs were determined. As 4 minimum,
documents should include a floor and office space plan indicating the number of
rooms, room size, and floor space footage needed. Office space leased should be the
minimum needed by the agency.

Relocated Offices

Prior to entering into a new lease agreement for office space on the 5% floor of the ITC
building, GEDA accupied 6,103 square feet of space on the 9 fipor of the building at a
cost of $118,000 per vear (includes 26 parking slots) GEDA exercised its option,
cammencing July 1, 1997 to relocate offices to the 5™ floor of the ITC building, acquiring
office space aggregating to 8,162 square feet, (an addition of 2,057 square feet) at a cost
of $12.406 per month The lease stipulated that rent will be renegonated when the
amendment to existing sublease expires on June 30,1999 The additional office space
should have been more than sufficient for GEDA's needs since there was no increase in
staffing. Nevertheless, GEDA leased another 4,601 square feet of space, for an additional
$6.671 45 per month for the first year to occupy the entire 5% floor of the 1TC building
With no additional increase in staffing or apparent need for more space GEDA more than
doubled its office space and increased lease costs from $118,000 to $228.929 (a rent

increase of $110,92% per year).
Additional Space Not Required

GEDA did not complete a study to determine its space requirements. It still has a major
division located outside the main office. Although the BRAC division is a part of GEDA
It ;s located at the Government complex at Adelup There are no immediate plans to
move the division to the ITC office. Even if the BRAC division was moved to the [TC
building there still would be too much unutilized space. In the mezantime, money is being
spent for space that is not needed. GEDA should determine the MINIMuMm SPace NECESSary
ta conduct its business and renegotiate its lease. Another way for GEDA to recover some
of its rental costs is to sub-lease excess space.

Recommendation
We recommend that the Administrator initiate a study to determine space requirements.

Recommendation
We recommend that the Administrator renegotiate the current lease to reduce excess

space and lease costs

14



TIMELY PROCESSING OF BOARD MINUTES
Minutes are official records of actions taken by the board of directors at meetings.
They usually contain authorizations fer important transactions, contractual
arrangements, and support for other major decisions taken by the boeard of
directors. Minutes are usually maintained in a book called, the “Minutes Book.”
Prompily and Fairly Recording Minutes

In Title 5. Section 8102, of the Guam Code Annotated, the Legislature declared it a
policy of the Government of Guam that the formation of pubtic policy and decisions is
public and shall not be conducted in secret. Section 8113, of the GCA specifically states
that “The minutes of every meeting of each public agency shall be promptly and fairly
recorded. shall be open to public inspection and shall include but not be himited to a
recard of al] motions, proposals and resolutions offered, and the results of any votes

taken.™
Approved Minutes Delayed or Missing

We reviewed the minute book for the period January 3, 1995 1o December 2, 1997,
During this period 47 meetings were conducted, but properly approved minutes were
available for only 36 Eleven sets of minutes, 33 percent, were cither missing or not
properly approved (missing signatures). Approval time for the minutes that were
approved ranged from one to seven months {average time to approve was two months).

Frequent Board Meetings

The delay in compiling and approving minutes increased even more when the Board of
Directors approved Resclution No. 96107, authorizing two regular sessions of the board
each month. Sometimes the board holds three regular monthly meetings According to the
hoard, the additional meetings are necessary because there is too much business to be
taken care of in one regular monthly meeting of normal duration The board receives a
£50 00 stipend for each meeting whether it meefs for one hour or eight hours

15



Minutes Backlogged

GEDA’s legal counsel is responsible for preparing board minutes. GEDA is 2 public
corporation and it is not unusual for a law firm to prepare minutes for a corporation
However, it appears that the legal counsel 15 unable to keep the minutes current. A
chronic backlog of minutes waiting for approval has existed intermittently since 1993
This condition has resulted in lost minutes and delayed board approvals of official actions
that may already have taken place. GEDA 15 a high profile agency with frequent board
meetings that may 1avolve some controversy. We believe that GEDA needs to hire or
reassign someone to act as board secretary. The primary duty of the board secretary will
be to ensure that current and detailed minutes are maintained to provide support for
routine business transactions and major decisions taken by the Board of Directors.

Recommendation

We recommend that the Administrator hire a board secretary to prepare minutes and
maintain the “Minutes Book™

SUMMARY OF RECOMMENDATIONS

l. We recomimend that the Administrator enforce and comply with procedures that
require all travelers 1o submit complete and timely expense reports

We recommend that the Administrator amend GEDA’s Travel Policy to reflect
policy changes approved in the June 8, 1993 minutes

We recommend that the Administrator limit the number of non-GEDA employees
traveling at the Authority’s expense

(D8]

Lad

4 We recornmend that the Administrator restrict the number of travelers going to
the same destination 1o the minimum necessary 10 complete the mision.

5 We recommend that the Administrator initiate collection procedures if adequate
justification and receipts are not provided for all expenditures

6. We recommend that the board of directors curtail the Administrator's spending
authority

T We recommend that the board of directors review and ratify the Administrator’s
expenditures manthly to ensurc over — sight of expenditures.

3 We recommend that the Administrator certify invoices and credit card statemenis
for payment only afier the board of directors has ratified his expenses.

9. We recommend that the Administrator evaluate unsoticited offers to determine
whather there is a bona fide need for services before entering into a contract.

10 We recommend that the Administrator ensure that documentation is on file to
justify sole source contracts.

11 We recommend that the Administrator does not authorize payment of LNVOACES
until all necessary documentation is provided.

12 We recommend that the Administrator ensure that the person who recelved

services, certifies acceptance.
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We recommend that the Administrator register all contracts with the Department
of Administration.

We recommend that the Administrator initiate a study to determine space
fequirements.

We recommend that the Administrator renegotiate the current lease to reduce

excess space and lease costs.

We recommend that the Administrator revise petty-cash procedures 1o be more
specific on the type of purchases that can be made from the fund.

We recommend that the Administrator set specific guidelines on when
refreshments can be purchased with petty-cash funds.

We recommend that the Administrator hire a board secretary to prepare minutes
and maintain the “Minutes Baok™.
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RESPONSE OF THE AFFECTED AGENCY

Comments on Agency Response

We transmitted a draft of the report to the Guam Economic Development Authenty on
July 17, 1998, We discussed the audit findings. in detail, with the GEDA staff on August
31. 1998, and a1 an earlier meeting We received GEDA's preliminary written comments,
without supporting documentation, on September 4, 1998. We took the comments under
consideration and made changes to our report, as we deemed appropriate. We transmitted
4 final draft to GEDA’s Administrator and the Board of Directors on Qctober 2, 1998
We received final writien comments from the Administrator on MNovember 27, 1998,
however, GEDA's Board of Directors did not respond. The Administrator’'s comments
are included as attachment |

The Administrator took exception to most of our findings He agreed to take action on
seven (7) of eighteen (18) recommendations. Although the Administrator took exception
to most of our findings his response did not provide additional evidence that would
support different conclusions.

The Administrator cites initial remedies completed, or in progress that are intended to
address concerns raised in our report. We believe that these initiatives will strengthen
internal controls over travel, particularly in the area of expense reporting We found that
administrative personnel and personnet from other GOVGUAM agencies were
delinguent in filing travel expense reports. Although the Administrator disagreed with our
recommendation. We believe that in the interest of economy and efficiency. prudence
should be exercised in sponsoring travel. In the period reviewed, GEDA spent more than
$165.000 on group travel to the same destination  For example, fourteen (14) persons
made the trip to Australia at the same time and for the same purpose.

The Administrator disagreed with our recommendation that his spending authority {up to
$50.000 without prior board approval) be curtailed. GEDA Resolution No. 96-019
specifically requires the Administrator to report in detail on his expenditures so that the
Board may ratify them We do not believe that the Monthly Agency Report provides the
necessary detail to allow the Board to analyze the frequent credit card expenditures,
particularly expenditures for entertainment. Further, Board oversight of credin card
expenditures would have shown that at least two employees. not previously authorized by
the board, used the GEDA credit card to accumulate charges amounting to $16321

Our rationale for concluding that GEDA has excess space in the GITC building was
based on on-site observations. Contrary to the Administrator's response, we inspected the
unused and the occupied space several times during our audit fieldwork. The occupied
space was more than adequate to meet GEDA’s needs. The unoccupied space, half of the
5™ floor of the GITC building, was unfurnished and remained vacant while we were on-
site Even if the BRAC division re-located to the GITC building, there would still be
excess space. [n fact, GEDA board minutes of August 15, 1996 show that one of the
motives for leasing the entire 5™ floor of the GITC building was to sublease portions of
the floor, which could be profitable for GEDA.
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GUAM

ECONOMIC DEVELODPMENT AUTHORITY

1 bdenponres Agene v of te Cotee i od Crier, U%)

To: dr. Robert G.P. Cruz
Fablic Auditor

From: Xr. Ed Untalan
Administrator

Dute:  September 1, 1998

you will find below my respense fo the drafe report. Please note that o the areas dealing with internal
cantrols. our responss includes our comments and corrective action steps taken, if any. With regard to
eiatioms in areas aot dealing with intetnal controls, we ask for further clarifieation.

In the tntroductsey sectian of the report, 17 should be noted that GEITA has six divisions. The Accousting
CHvizion was excluded  Alse, the operatine expenses of GEDA for FY 23,796 & "97 as reported in our
annua! aedited stuterments i3 5194, 52300 and S2.7M respeetively (see attawhimient).  These expanses

were incarrectly ciwed en the epuert.

QOBIECTIVE AND SCOME
The ohjcetive and stupe notad in the repent were to determine whether GEDA:

Ly is U3ing its Teseurces economically and efficiently.

kY is hiring consultants only when there is @ bona fde need;

3 is actina as the ventral financial planner and investment banker for all ugencies;
4} aad. s complying with its own inleenal managgment conteils.

The ausdit covered the periods from FY 19930 1996, und 1997, The work performed was in accordance with
cenenitllv accepted government standards, which mcleded 2 tes) of records and ather auditing procadures
that were considered necessary under the cirqumstancyes.

Clraanii

Al audil over the internal controls provides a revien of the adequacs and effectiveness of the agencies
controls and procedurss As such, a review of the policies and procedures approved by Doard will
derermne it _'\.iﬂl'liif.’_'l'n'|'-'”[ 15 tn c.;_1|]]p|i;5|]|_';_- woith the established c‘apcra:ionnl gLIidf.‘“ﬂE!S Further. the actions
taken by Muanagement will determing if anv weuaknesses exist. whick will subsequently call for correetive
acticn, Far the purpoae of this responss, te pe of audit perfonned for the above 15 vonsidered a Araneial

and complunee audit,

To deterizine whether the Agency is ssing its resources adequately and effecteve. is hiring cansultents ondy
when there is a bana Fde need. or is acting 13 a central financal manazar can be difficult as it 1s subject to
interpretation. Rather than a financial or complunce uudit, the type of audit perfarmed ta cover these areas
b o perfarmiange audi To conduct such an audit wiould require a diselosure of the performance standards
and or industry nevms toowhich the agenc: of its activns arz to bz comparcd w. Prioe 1o the finud repen
beiny produced. we ksmully request the disclosure of the performance and industry stanckards to which the
Agency is being compared and that the Avtiiority be atlowed W conutent on such standards.

Descipation: Gram, USA
Tropicel Puradive & Fyland of Opporiinities 19
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FRIOR ALIDIT COVERAGE
It was mentioned that a cerified public acceunting firm issued single audit reports for the years 1994,

1993, and 199% and the Office of the Inspector General issued reports in 1987, 1938, and 1990,

Counmeniy”
We request that it be noted that the Asency had responded 10 the reports issued and that any issues raised in

the reports Rave been addressed to the satisfaction of all cognizant parties.

SUAMARY OF FINDINGS
it was mentioned that U procedures and other internal management contrals were examined 1o derennine
whather GEDA accumptished its defined goal efficiently, econumically, and effectively.

Crounaenry:
We request clarification on the aboue statement, as we understand it to mean that the firdings of the

financial or compliance 2udic is used o determine the Apency's performance. Additionally, we request the
performance or industry standirds that the Agency is being conpared.

The following provides a summary response o the findings. We provide a detailed response as an
attachment.

1 GEDA did net camply with its travel pelicy related to expense reports WE AGREE
WE [MSAGREE with the expenditures tfor non-GEDA employees and prudence in incarring
LApenses.

| (i1E12A e Board of Directars did not exerciae overssight over coedin card expenacs
therafore. the Authority was unable to determing the peopriety of some purchases. WE
DISAGHREE.

3 GERA did not determing ts cequitements for office space prior to leasing more
space than it could utilize efficiently. WE DISAGREE.

4y GEDRA's procedures for contrelling petty-cash funds are inadequate. The propriety
ot expendiures could nat be determined in many cases. WE DISAGREE.

3 GEDA did not ensure that propar procedures were followed whea it entzred into sole
source comtracts fhat swemmed from unseliciced ofters WE DISAGREE.

f) GEA made questonable povments o censultants without obtining proper
supporting documentuzion te substantiate invowces. WE DISAGHREE.

7 GEA did not submit contracis to the BOA fur filing, recordation and registration.

19 coatested, caniracts could be deemed invalid or nat enforceable if not 2ncolled an the
publiz register. WE DISACGREE.

3 CELA did nut preparg and approve BOARD minutes promptly and efficiently. WE
ACGREER.

[roclysing, w Tequest TRAT wa reoenge g response (@ our request prior o the final report and that our
camments are considerad wnd refleeted in the firal report,

Attachments;

[retail Response to Manasement Repon
GEDA Travel Policy

Financial Statements - FY 9379597
GEDA Bourd Resolution Wi 96-014
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DETAILESR RESPONSE

Managing and Canteolling Travel
A Only emplovees of GEDA ar members of the Beard should travel ar the Authority’s expense.

Bi

<)

Travel should be performed for the direct benefit of GEDA or to fulfll a real and legitimate
abligation of the Government of Guam.

enntiignt:

WE DISAGREE. As noted in the repart, the Board of Director’s approved a change 1o the policy
at its June §, 1993 meating to permut the trave] of GEDA’S subsidiacies and Government of Guam
officizls. Althauch the change has just been cecently reflected on the manval (see Exhibit 1}, the
Board did gpprove the change and Management was informed in a several ways:

17 Wanasgmens is required to attend all Board mectings: and,
21 The Conrroller was in autendance at that meeting and was alse provided a copy of the

minutes.

Further, the real and leaitimate obligation of the Authority is develop the economy by providing
Financiak adsice to the government, promote Guam as an investinent destination, lease land, and
provids financial assistunce to small businesses. Therefore, any action aken by the Agency is to
benefit the Tslund and not the Awthornty directly, We strongly feel that all the wavel authorized
was for the dicect benefii of the ecanomic development of the [sland and was autharized by the

Board.

This is sn approved policy by the Board and the comment should be remaoved Irom the
report. There is no viglation ol palicy,

Thiery-gight percent of all el fnanced by GEDA was fur Persons not emploved by the
Authority

ot

WE DISACREE. As nated in the report and as mernoned aboyve, thisis an approved policy by
the Board and should not be included in the report, There is no violation_of poliey. Persuant
to our mecting, Mr. Kuvkendall's justification as o why it should be reported i subjective and
personal nnd does not retlect i indzpeadentiunbiased opinion.

The gumber of Travelers to the same destination should be limited,

€ anmgi

WE IMNSAGREE Please provids the performance clandard with which the Ageney 13 compared.
Mr K hendal s justification 25 @ why this should be reported. espacially in the absence ol any
perfnrmance measure or standard. appears to be sehjective and personal and does not rerlect an
independentunbiased apinion As a note, e Authority carefully plans all travel. purticularky
promotions, to ensure that its furds are spent efticiently. Marketing plans developed by our
consultants and staff provide the venues t attend. The staft develops the details of o premuotive,
The individuals attending are chosen bassd on tha work reguired at the event, the ohjective of the
nromotior. and the andience. [t is criticad at these events that we demonstrate and convey to the
audience that the promation hua the full suppors and woperation of all branches of the

doh grrmell.
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D)

E}

F

I+ should alsa he noted that although the seope of work defined the period to be from 1985 to
1997, four of the arcas cited fall purside the pariod in review, And as for the only travel cited
within the defined period. it should be noted that the travel included attendance for owo separate
conferences that fell within a ane week span. To maximize the travel budgeted, the Board
approved the attendance at both as one dealt with GEDA's function as the central financial
manager and the other with economiz development and {inancial assistance.

Althoush the citsiivn includes areas ourside the defined scope, we feel all travel is well justified.
Al in the absence af any performance measure or standard, e comments should be excluded

from the report,

GFEDa Adminisrative Personnel and Non-GEDA employees da not file timely or adaquate travel
repotts.

Coentanin,
WE AGREE in that the reposts are untimely. However, WE DISAGREFE with the comment on the

adequacy of the travel reports,

With reward to the untimely filing, we requess that the foliowing corrective measures be noted in

the report.

13 All individuals have been issued notices of ravel reports outstanding . Failure to submit a
report will result in adminisieative and collection proceedings

2} A final notice that will be s=et ta all travelzrs informing them that they will be Lable for the
tinds expended if their respectiv e repodts arc not submitted by 9721708,

1) We are evploring the wse of A compurerized expense tracking system to assist GEDA
emplayees in Aling tmels wavel & expense reporrs.

As for the adequacy of the reports, WE DISAGREE witl the citation. All reports that have been
[led are scrutinigad for appropristeness. The files will show that travelers have been required to
reisburse the Arency for wnucceptable charges. This is an on-goinyg procedure i the review
process. The caomment shonld be modified to exclude the adequacy of the repores.

Munugnent and euatside ravelers are not compiting witl: interizal control procedures.

[
Sratement s tedundant and is alrcady noted in the above citation. The ¢comments should be
meroed or purged witl the above citarion.

Hecommiendutions!

v Tie Administrmer enforee & camply with procedures that require 22 travelers 1w submit
complehe and thiely expense repoets - AGREE.

I The Administrazor amend GEDA's Travel Palicy to reflect the changes approved in the June
. 1903 minutes, DONE, Should be remosed from the repoct due to immateriality.

33 Tia Administrator hnat the namber of nan-GEDA employvees waveling at the Authority s
expenss, ON-GOING. Should be removed from the repart. as this citation has not heen
adequatels justified, W feel managesient has ucted appropriarely.

4v The Administrater cestriet the pumber of travelers going to the same destination to the
MinimeEm neeessary W cumplere the mission. CN-GOING Should be reroved from the
repor, a3 this citaticn las not been adeguarels pestified. We feel management has acted

uppraprizezls.

S1 o The adminis-aror imitate collection prosedures from all travelers when adequate justifization
and receipts are not proyided for all experditures. ON-GOING. Shouwld be removed from the
repart, as we feel management is acting appropriatels.
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1Ty Credit Card Usage

A)

B)

)

Inadequate decumentarion for expendilures.

AGREE. The primary cause has been cited earlier as it is related to the untimely filing of

expensetravel reparts. Management has submitted all reparts and ali documertazion proviced 15
adequate. To preven: the reoccurrence. an individual hag baen azsigned o moniter the reports and
callecr all documentation on a manthly basis, Additonally, Maragement is insbucied to submir all
pectinent dotumentation 1o the individual assigned immediately after the expense s incurred.
However, please adjest the siatement regarding the rumber ol SEMents & NsLClions (o
reflect the review period defined on tlie scope. The statement reflecrs 174 98,

Additionally, tha staement regarding Resolution No, 96-019 is incorrect. The resolution was a
result of the Administcatar incurring an expenditure of 530,000 that was in addition to the
approved FY budger As per convecsitions with the Chairman and the Legal Counsel. the
resolution allows the Administrator (o incur an expanse of up to 510000 withow prior approval of
the Board, and up to 530,000 with the ceasent of two Board members. “Provided, however, that
in euch instance. the Adminisirator report in detail on such expeaciture at the nest regudar
neeting of the board so that the same may be ratified.” Suff:ce it to say, as the Board has
approved the budger for the year, this applies only to evers instanee that an expenditere over the
budget 15 incuwrred Qur policy does not require Board ratificarion.  To infer a2 it is specific to
and applies to eredit card usays s misleadiag, A eredit card is enly gn avenus of payvment. This
comment should be removed.

Unauthonzed Users

Cogunent.
AGREE. The hicsr iadividusl was asked to replace the Administrater the night before he was

scheduled to Ay put an a trade mission. Becauss i was a waekend and there was no way (o replace
the travel authorizations and advasces. the ndividual was autherized to utilize the Adnuinistrate:”s
credit card fur the tip Upon his rewrn, all expenses were serutinized and the card returned.

A third card was issued 1o the Chisd Finaneial Oficer. The cind wis issusd 1o le utilized ia the
pvenl the Administraier oo the Depuiy was nan available to covar the espense, The card has been
crrieved, [T wanl be rzurned wpos obiicing Board approval

All reports and supperting decumzination have been subemetted.

o Manazement Oversight

Cantmean);

Wa DISAGREE The Board of Directors reviews the finanzil sawements meathly via the
Monthly Agency Repost The report conbung o budget-to-expensys amitlysis sumined by the
Accountine Division This method adequaizly addizases the Bousl's tversishi

The statement thae. “many of them were personal in rature and queativnable” should be excluded
From tae report. This statement is subjecn 2 and can not b2 justified as a thorauzh review of the
expense reports was never performed by e auditor. a statament he madde persenally dering our
August 31" meeting.

Piease refer to Leter A above regariding the statement that, e Board did nor enforee provisions
ot the resolutian.”
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This comment should be exeluded from the report as the Board provides adequate oversight.

[} Racommendation:
1% The Beerd of Directors review and ratify administrator’s expenditures moathly — WE
FHSAGREE. This is an oh-going process via the Monthly Azency Report.
21 Thz Administrator certify invoices and credit card statements for payment anly after the
Board of Direcrors has ratified his expenses. WE DISAGREE (see abovel.

113} Proper Contracting Procedures
Al Conrraces should only be entered into when they benefit the Authority.

ConIenr.

AGREE,

B) Coneacts should be entered into only when there is a bona-fude need for the products or services.

o sy
ACREE

) MOU resnlted after GEDA refused te enter into o contract.

Cranunent
DISAGREE. The initial declination came as & result of the illegality of entering inte a direct
contcact. Additionzlly | the Doard and Masasement did nat fzel thae anether consuliant to handle

sola v GEIIA 355088 Was Nocessitss .

However, in order W address all the Military issues the government was lfacing, the Governor
created the BRALC STEERING Comnmittee and hired the individual (who is well qualified}. The
individual was respensible for more than just GEDA issues, but all issues that have » direet impact
s the Island’s econony. Because of the latter, GEDA was asked to assist in handling the
pavments 3 il un MOU between the Port and GEDA. GEDA did not enter into a conract directly

with thx g idual

D) Utiliny of Services Oftered can oot be determined

Crurane el

AGREE. GEDA establishad a procurement policy in Apeil of 1996, Although our Legal Counsel
has opined that GEDA docs nat have te go through the procurement process when sevking
professtonal services. the Board passed the Procurement Policy 1o establish a sound corparate

prachice.

El Recommendaiion:

Ly The Administrator esaluace unsalicited olTers w detaemiae whether there 15 a bona fide need.
AGREE, ON-GOING. All serviees are solicieed through the RFP process ofter the
detzpmination of the nesd.

2y The Administrator gnsures that docementation is on file @ justify soly source contracts.
AGREE, ON-GOING. All contracis are documented accordingly.
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V)

¥)

VI

Contractor Payment Procedures
A) Contractor was paid without providing adeguate documentation with invoices.

AGREE. This situation has since been rectified. All invoices are paid it adequate documentation is
provided. otherwise payment will be withheld. In addition, a request for proper documentation
sill be sent to all gutsranding contracts to satisfy this citation.

My Questionable poyvments

Camant

This situation has singe been rectified. All invoices are paid if adequate docomentation is
provided, otherwise payment will be withheld. In addition, 2 request for preper docwmentation
will be sent to all aurstanding contracts to satisfy this citacion.

1 Mecommendations:
Iy The Administrator withhold payment of invaices until all necessary documentation s

provided. AGRLE.
21 The Administrator ensure that the responsible person who received services centifies
acceptonce. AGREE.

Contract Aoproval and Remstration
pp Ju

A} All comracts under which payvment s made shall be registered with the Department of
Admijmstration.

e

WE IMSAGREE. LA is not the paving agent for a GEDA contract. GEDA pays tfor all contracts it
executes Using its own operating funds. therefore it is not necessary for GEDA w0 register s contracls
with the Dreparanent of Admunistration

[41 The Cuneroor sisned only one of the sole-source contracts thut we reviewed.  None of the
contracts were registerad with the Departient of Administration,

Eounniont:

WE DNSAGRELE. [n previvus court cases, the copurt ruled that GEDA was not a goverament
mstrwmentaling and cannat be protected ba the doctrine of sovereign immunity. Therefere. GEDA s
vestad with the power tw sue and be swed. All conwacts entersd imto by GEDA are vald and
enfoeceable and dovs not in any wax bind the Government of Guam as a result of i's activos

Excess OfTice Spavce.
Ay Relocated OlFges

L onnment.

WE DISAGRER. GEDA s relocarion fram the 9% o the 57 floor was primacily due to two factors: {1}
the conftoueazion of 15¢ §° floor office space waz not conducive Lo a professional office operations.
Becaise we shared the floor with both a hotel and a restaurant the oot rraftic was heavy. Seeurity,
particularly after normal hours was being comproniised . In addition, the total area leased at the onset
was apprasimarely 6,0008F and combined with the fact thut roems were originally confizured for a
hatel. the space just did not alivw For sufficient storage of files, equipment and saff.



This led to numercus citations from both OSHA and Pueblic Health  for safety and fire code
vielations. {2) GEDA has been in its 9™ Aoor location since 1987, In the ten years since, the
Agency's responsibilities have grown as well as its staffing and equipment needs to accommodate this
srawth. The cost of renovation to alleviate sub-standard conditions was prohibitive.  Further
compounding this was the “first right of refusal” option given 1o the Agency by the landlord to lease
the additional space prior ta the area being let to 4 prospective tenant.

AlF this information was conveved to the GEDRA Board in order for them to make an informed
decision. They ave their approval for the relocation in September 1998, This resulied in the
acqusition of a parmanent Beard room which the Ageney has been operating without for
approximately two years, space to accommoiddate the additional staff and permanently archive files and
records and equally impostant the mitisation  of fire and flecd hazards in the event of such

catusiroplias,

It i» cor feeling that a thoroush review and examination of the recards te include an inspection of the
af the premises was not performed. If to the contrary, please enlizhtened us with the rationale and
biesis for arciving at such a conclusion,

B} Additional space nat required.

Lamnenr

WE IMSAGREE.  The satelliie office of GEDA's BRAC [dmision was established to meel the
reairanients under the transfer of the former $SRF properties ta the Government of Guam. In addition.
its physwal location within the SRE facilities allowed it to alio serve as a caretaker site to monitor
activities within the premtises.  As vou know, the office experienced total destruction by Typhoon
Baka, The Ausency aethe time did not have the resources 1o abserb BRAC s operations because it also
suffered substantial damages from the tvphoeon. An alternate site needed to he quickly identified o
manimize discuplions t it's operations . The immediate availabiliy of the Adelup office 1o allow them
o quick [y transitian ond resume aperatians.

The addizion of & peroanent boardroom, the eventeal relecation of our BRAC staff to ITC and the now
cosnpleted move of Industre Development 1o the new space justifies the need of additional space.

VI Ceatralling Disbursermants of ety Cash

A) Petws cash shauld not be wsed o purchase trequen refreshments for the office.

el s

Wl IHSAGREE. YW acknowledye thar use of petty cash lor the purchase of refreshments. The
Agerey’s perny €ash pelivy ailews for such purchasas, therelare we cannat comprehend the underlying
canciusions alsent am statutory restrictions that weuld defing amd testrict its usage 1o postage. Tix
Fare ainad the like,

Gy Weak mrzmal Conrels.

Clannnoat:

WE DISAGREE, The responsibility of the find was placed on the GEDA recaptionist’ Administrative
Aide. [n other words. the petts cash responsibilities are a function of a position and oot an individual.
The respossibilits coniitued upon the incumbent's replacement, The need for a written appointment
i» redundaat given inis already a pant of the position’s job standard.
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As you know, the adequacy of internal contrals must be evaluated and measured by comparing the
benefits to be achieved against the costs to be borne. The petty cash requests for refreshments
generally range herween $3-$25. The activities for which the refreshments are dispensed {meetings,
workshaps, presentations etc. are disclosed on the petty cash request form. The adequacy of
information documenting the purchases serves the underlying purpose and objectiv2 of establishing
the fund, to accommodate “small purchases” and minimize associated adininistranuve and accounting

£o3L8.

We concur that the fund is not periodically reconciled however we are confident there is continued
vigilance over the fund. Section 2.13 of the petty cash policy requires a monthly reporting to the
Accounting Division irregardless of the lack of petty cash activity

Due to Togistics, the establishment of a petty cash fund at the BRAC offices was necessary. Asto s
safekeeping, there is minimal risk involved in that all purchases made wnder the BRAC petty cash fund
is on a reimbursable basis. 1n other words, petty cash is generally not given in advance of the
purchase, By daing so it minimizes the actual amount of petty cash funds on hand because as the fund
is replenished it is immediately disbursed to reimburse the employees) wha advance purchases using

their ewn personal funds,

VIl Timely Processing of Board Minutes.

A} Promptly and Fairly Recording Minutes

Camment
WE AGREE The fraquancy of the mestings and the high wrnover of GEDA Bonrd Sceretaries have

cantrihuted o this condition. However, with the addition of personnel in the admizistrative capacity
the Board Secratary is relieved of cerain ministerial functions.

B3 Approved pMinures Delayed or Missing
Comment
Board minutes are now up ta date and consistently and timely submitted for approsal in the ensuing

regular meeting of the Board of Directars.

C) Frequent Beard Meetings & D} dlinutes Backlogged

Cortmgnt
WE AGREE
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