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This compliance audit report on the unsuccessful construction and acquisition of the Landing Craft for the Ministry
of Line and Phoenix Development (MLPID) was carried out as part of my statutory duties mandated under sections:
10{1} (b} and 404 of the Public Finance {Control and Audit) Ordinance, 1976.

In February 2014, MLPID, following the approval of Cabinet to purchase the Landing Craft and entering into a
contract agreement with the selected shipbuilding company, sent, via telegraphic transfer, two payments
amounted to over USDS539k .

The total cost of the Landmg Craft as agreed between MLIPD and the selected shipbuitding company, namely
Danscyso was over forty two ‘million | pesos wh chi lS equwalent to’ over a mll[i_ nAds

The Dansyco Corporation is a family owned entity run by a father and son and is domiciled in the Philippines.

As reperted, the landing craft was never built and the huge sums were sent without any trace. At this stage one
could conclude that the recovery of this substantial amount of public fund is very slim.

The main cause of this huge loss of public fund was the absence of & recovery provision in the agreement or
International procedural processes that would enable the Ministry to pursue should the constructicn corporation
fails to comply with its obligatory role in constructing the Landing Craft.

The findings of this Report are presented in five subsections. Subsection 5.1 presents the procurement process on
the construction or acquisition of the Landing craft. Subsection 5.2 discusses the contract agreement of the
Landing Craft. Subsection 5.3 highlights the oversights on the part of MLIPD. Subsection 5.4 presents the results of
the KPPS and the interpol investigation. The conclusions as to whether the plan adopted in the construction and
acquisition of the Landing Craft fulfills the requirement of the Procurement Act 2002, the agreement encompasses
safeguards, principles of good governance and transparency were ensured, Government financial regulations were
adhered to and other considerations were presented in subsection 5.5,
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2.1 The idea of acquiring the Landing Craft to boost or aid the social and economic development of the Line and
Pheoenix groups was approved by Cabinet in late 2013, The Republic of China (Taiwan) agreed to finance such

project and had donated $1,706,543:00 to the Minister of MLPID for the cost of the Landing Craft and other
aldliary items. This amount was warranted to MLPID as per DW No. 01/14 dated 13/01/2014.

2.2, The Minister, Secretary and the Attorney General departed Tarawa on the 16 January 2014 to review with the
General Manager of Dansyco Corporation the contract agreement and other matters pertinent to the procurement
of the Landing Craft. Consequently the contract agreement was signed by the Hon. Minister and the General
Manager Dansyco Corporation on the 21 January 2014 (see annex 1).

2.3. The total contract price of the Landing Craft as per Contract agreement was $42,118,000.00 Pesos, an
equivalence of about $1,040,314.60. The first down payment deemed to be 30 % of the contract price was made
and wired to Dansyco Corporation on the 7th February 2014 followed by a second similar amount on the 13th
February 2014. The total for these telegraphic transfers was $539,299.60US dollars,

The objective of this compliance audit report was to evaluate whether:

1) the procurement of the Landing Craft was in line with sections 22 and 51 of the Procurement Act 2002,

2) the Contract Agreement signed was duly completed and captured all legally binding obligations of the two
parties and other relevant requirements for the construction and the purchase of the Landing Craft,

3} the payments made were In accordance with the agreement, international construction
procedures as well as internal controls and financial regulations,

4) remittances made by the ANZ Bank were in order.
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The audit of such undertaking was carried out in accordance with relevant and applicabte International Standards
for Supreme Audit institution (ISSAl). In this case, ISSAI 4100, Compliance Auditing was performed by examining
and evaluating the following:

1} Contract Agreement

To ensure the terms encapsulate all provisions that will enhance the smooth flow of the construction contract
agreement including saving clauses parties could resort to, particularly in the event faults are encountered during
the tenure of the agreement.

2} MLPID original payment vouchers and documents from the ANZ bank

The original payment vouchers raised by MLPID for the Landing Craft and corresponding relevant documents
available from ANZ Bank such as telex advice, copy of telegraphic transfers, etc, were thoroughly reviewed and
examined in order to be able to obtain sufficient and appropriate audit evidence,

3) Procurement Act 2002

The audit involved reviewing some of the relevant clauses of the Procurement Act, 2002, especially sections 22 and
51 to confirm compliance.

4) Cabinet paper

As part of the audit a review of the cabinet papers has to be made to confirm procedures and processes laid out
therein have been reflected in the agreement and/or were being followed since the commencement of the
undertaking. These processes should encapsulate from the start the selection of the contractor {or shipbuilder),
negotiations, terms of payment, reviewing and finally signing the contract agreement.

5} Exit meeting with MLPID top management

An exit meeting, one of the audit procedures, was held with the Secretary and Hon Minister of MLPID on
Wednesday, 22 April to discuss issues being encountered on the Landing Craft.
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5.1.1 PROCUREMENT OF THE CONSTRUCTION OF THE LANDING CRAFT UNDER SECTIONS 22(1) AND
51 OF THE 2002 PROCUREMENT Act

The absence or upavailability of records in the hands of the Ministry of Line and Phoenix at the time of the audit
had made it difficult for our auditors to confirm that the Ministry had actually followed the conditions and
requirements stipulated under sections 22 and 51 of the Procurement Act 2002 for procuring the construction of
the $1,030,231.55 Landing Craft for the Line and Phoenix Groups. These provisions, which are conditional for use
of single source procurement, require a submission with reasons for selecting a particular construction entity to
the Central Procurement Review Board Committee that is chaired by a Chief Procurement Officer who was
appointed by the Beretitenti.

As noted in the available second Cabinet paper dated 5/2/14, re Appendix 1, though the validity of such is
questionable, one of the three interested construction companies was Dansyco Marine Works & Shipbuilding
Corporation, a corporation owned by a father and son and domiciled in the Philippines.

Effects
Competitive price will never be achieved and other important aspects of securing the purchase will be overlocoked.

The absence of the records pertaining to the initial submission with list of interested construction companies
would cast doubt on the full compliance with the requirements stipulated under the aforementioned sections 22
and 51 of the Procurement Act 2002 by the Ministry and Governiment,

Recommendations

MLPID to provide a copy of their initial submission to the Central Procurement Review Board or other supporting
documents that would support the action taken under sections 22 and 51 of the Procurement Act 2002.

MLPID should provide all details of bidders for the constructing of the Landing Craft including Dansyco Corporation
no later than 31 March 2015.

Management response

MLPID has been trying to get hold of the copy of the submission to the Central Procurement Review Board and
details of the bidders, but these documents are not available in the Ministry files.

The submission was done by the former Secretary, Mr Dephew Kanono, through email communications. MLPID
recommends that the former Secretary is asked to provide the required documentations
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5.1.2 DISCLOSURE OF CONTRACTORS DETAILS

Section 27 of the Procurement Act 2002 asks for documentary evidence of the contractor’s expertise,
qualifications etc. At the time of writing this management letter all papers or documents in respect of the
construction contractors, including Dansyco Corporation, indicating their suitability for the construction of the
Landing Craft were not made available.

Effect

Assessment of the all contractors’ expertise and qualification would have greatly assisted the Minlistry in
identifying the best and reliable contractor to undertake the construction work for Government.

Recommendation

MLPID should provide the aforementioned information on all bidders for the constructing of the Landing Craft no
later than 31 March 2015 for further review on such undertaking.

Management Response

MLPID is still working to collate documents required as stated in this recommendation. MLPID must also apologise
for being unable to meet the deadlines as required as the PAC report had just been drawn to the attention of the
Secretary of the MLPID in the third week of March 2015, which coincides with the busy work schedule related to the
visit of the Taiwan Ambassador to Kiritimati,

These docurentations are not also available on the Ministry files. It is recommended that the former Secretary is
also asked to provide such documentations as the communications and submissions were done through email
communications.

5.1.3 VISITNG TEAM TO MANILA SHOULD INCLUDE A QUALIFIED LOCAL SHIP SURVEYOR
AND A QUALIFIED ACCOUNTANT

it was noted in same Cabinet paper the team did not include the above named two key personnel who could have
provided support on the specifications that will be used and provide advice on the manner as to how the payments
to the Builder will be certified in accordance with the applicable international construction phased payments law.
There was an intention to deploy this person in the Philippines but will be done at a later stage, re Option 2 noted
under “Options” in same aforementioned Cabinet paper. 1f was also noted the second payment sent was without
a supporting work campletion certificate signed by a qualified surveyor the document of which will show the
percentage of work completed to date with the amount as stated in the agreement,

In regards to the support expected of a qualified accountant, the accountant should ensure full bank details were
included in the agreement and the creditworthiness of the foreign corporation had been obtained for assurance
such is a genuine entity. tn addition instructions as to how remittances of funds including communication means
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and other precautionary measures should be avaitable. The above information is of crucial importance the
Ministry should readily have for reference when transfers are activated.

In the absence of the above the Ministry had contacted the owner of the Corporation by telephone asking for
details of their bank account. An email, re Appendix 3, was received with a request for use of US currency and UK
as domicile for remitting funds.

Effects
The integrity of the Ministry could be undermined by its counterpart, -

The absence of the two key personnel in the negotiation team to provide proper advice would place the Ministry in
a very high risk position.

The other party could deviate from the construction norm at the detriment of Government in terms of cost and
from the required or expected quality and safety of the vessel for passengers.

The creditworthiness of the corporation will give assurance the corporation is a genuine entity with sound financial
means and is accessible by the Bank.

The provision covering the issuance of a signed certificate for work completion by a gualified surveyor is the
cornerstone for paying the construction party without which the other party would be relieved from adhering to
the agreed scheduled payment.

Recommendations

MLPID should include in their team an expert on shipbuilding, marine architect or anyone with maritime related
knowledge and skilis and the Accountant General ot his expert representative.

MLEPID should have followed the normal construction rule where payment is dependent on the issuance of a
certificate signed by a qualified surveyor for completion of (percentage} work done to date.

MLPID should have sought second opinion or invite comments from other key personnel on the terms of the
agreement before it is finalized.

MLPID should have avoided contacting their overseas counterparts by telephone and email especially when
requesting for bank details.

MLPID shouid have not entertained requests for a currency other than those mentioned in the agreement.

MLPID should be cautious when receiving an email with a beneficiary address espectally for remitting funds
- knowing, in this particular case, the corporation they are dealing with domiciled in the Philippines.

MLPID should have sought assistance from the Bank on the creditworthiness of Dansyco Corporation before
activating the transfer of funds,

MLPID should have strictly adhered to the terms of the payment agreement, no more or less.
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Management Response

MLPID worked closely with Marine expert to obtain technical expertise advise on the shipbuilding marine
architecture during the initial stages in constructing the project document MLPID also pilan to engage the
shipbuilding engineer during the inspection stage, but this did not eventuated due to problems arising from the
payment process.

In making the payment, MLPID has tried to strictly adhere to the terms of payment agreement as laid down in the
agreement on the payment schedule where the 30% downpayment was made. The first and second payments
were paid in line with the requirement for the first 30% downpayments.

MLPID agreed that shortcomings arising from this experience with the landing craft should never happen in future
similar dealings.

5.1.4 REMITTANCE OF TELEGRAPHIC TRANSFERS (TT)

As sighted in the “Tender Summary and Recommendations” dated 4/2/14, re Appendix 4, the Ministry sought
approval of the Chairman of the CPRB for the release of three payments with amounts 5279,242, repeated, and
$93,080.78 with recommendation to speed up the payment so the work o the Landing Craft could commence.
The first two TTs based on the PVs raised had been sent, the dates being 7/02/14 for USD268,276.33 {equivalent to
$312,104.38) and 13/02/14 for USD271,023.27 {an equivalence of $313,367.93).

The use of USD currency had obviously inflated the agreed cost of the Landing Craft thus would consequently
weaken the residual value that had been earmarked for procuring auxiliary items as already highlighted in same
Cabinet paper.

According to the agreement the continuation of the construction work on the Landing Craft is subject to the
Builder providing the Principal with the progress billing and the latter has to pay the former no later than 7 days
following receipt of the bill. As could be sighted cn the date the TTs were sent MLPID had been too ambitious in
thelr actions to realize they had breached the terms of the agreement to the advantage of the corporation, hence
the turmoil now experienced.

Regarding the actual remittance or loss been incurred, this is limited only to the value of the first TT of
$313.104.38 as details of such were correct in all respect. Contrary to this the second TT was defective as it did not
bear the full address of the beneficiary as again shown in the second payment voucher which should read
"DANSYCO MARINE WORKS & SHIPBUILDING CORPORATION IGP EUROPE LTD”. It missed out the word “WORKS”
and this incorrect address also appeared in the BoK Telex Advice dated 13/03/14, re Appendix 6. This confirmed
the Bok had erroneously addressed the second TT, a deviation from the normal banking rules. 1t is therefore on
this oversight the BoK should be approached for reimbursement of the second TT of USD271,023.27 or
5313,367.93.
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Effects

The use of US currency that was not mentioned in the agreement would inflate the cost of the project and would
also have an impact on other important auxiliary activities,

Once the cost is inflated this couid disturb and attract undue penalties under the contract agreement.

Adhering to the terms of the contract is a legal obligation and any deviations would raise doubts on the credibility
of the Ministry by the contracting partner.

Effective communication would inform the Corporation of the capability of the Ministry in handling commercial
dealings of this kind and convey the pressing need of having the construction work completed as projected.

Recommendations

MLPID should provide supporting documentations or internal approval that had prompted the use of USD.
MLPID should provide a revised cost of the Landing Craft based on the change in currency they have used.
MLPID should make good for the unauthorized increase in the value of the vessel.

MLPID should have instituted recovery from BoK on the second incorrect 7T,

MLPID and also Secretary to Cabinet, being the Beard Director of Bok, should pursue reimbursement or recovery
fram the ANZ Bank for the amount of the second TT plus any other bank charges, if any,

MLPID should have followed up Dansyco on their work progress after having remitted the first payment of
$313,104.38.

Management response.

MLPID regret to say af this stage that supporting documentations or internal approval for using US currency can
not be provided. it is recommended that this is directly asked from the former Secretary for MLPID.

MLPID wish to report that effort to influence the Bank of Kiribatl to recover funds from the second payment was
made in April 2014. The ANZ Bank of Kiribati highlighted that they will try to do this. However, later in April 2014,
ANZ Bank of Kiribati verbally advised that they could not succeed in their efforts to recover funds from the second
payment,

MLPID point of contact at the ANZ Bank of Kiribati during the payment process made in February 2014 was a Fifian
named Baro. We realized that this Fijian ANZ offfcer was removed just before we arrived in Tarawa in April 2014,
It was then Merean Occonnor who communicated with us on the payment.

MLPID did make follow up actions to Dansyco through email communications on the progress of the first payment
by MLPID.

See also response from ANZ Bank separately annexed to this report as appendix 7
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5.1.5 RETURNED THIRD TT OF 27/2/14, VALUED AT USD105,295

The third paymaent voucher mysteriously had different bank detaiis from the earlier two PVs and included in the
new details was an account name of “Jely Lang-es” instead of “Dansyco Marine Works & Shipbuilding Corparation
IGP Europe Ltd”.

Despite the fact this remittance had safely been returned and credited back to Government No. 5 account, the
reason for the return of the fund in this case could substantiate the Government pursuit of reimbursement by the
BoK for the second TT, re 1.1.4 above. As could be sighted in the bank advice notice for this third TT an error
message “Error Description” appeared in the last column of the rows where the wrong descriptive words were
shown, such examples as; “recelvers ID, receivers name and address” and “tag ID, field name and field contents”.

Effects

The bank notice received from the recipient Institution, as was the case with the third TT, confirmed the practice
any Bank would do when bank details in respect of a client were not all correct.

Accepting changes in bank details particularly with names that were not mentioned in the agreement would
increase the risk of loss of funds to Government.

Recommendations

MLPID to confirm that the BoK had act'ually credited the Government No. 5 account with an amount equivalent to
UsD105,295.

MLPID to advice the Government bank account number out of which remittances had been made.
MLPID to provide a copy of the authority that prompted the issuance of the third Pv.
Management response

The Government No 5 account has been credited. The amount does not match to the equivalent of USD105,295 as
there are fees involved in the remittance of the funds.

The 3rd payment was done in line with the payment schedule in the contract agreement for the 30% downpayment

13f{Page




5.2 LANDING CRAFT

There were numerous defects noted in the signed agreement which are highiighted hereunder for consideration
and reference where seen necessary by management and those to be invaived in future negotiations.

5.2.1 MISSING AND WRONG ROMAN NUMBERING SHOWN IN THE AGREEMENT, NO PAGE
NUMBERS AND INCOMPLETE AMENDMENT OF AGREED VESSEL COST

In passing | noted there was missing an Article number VIl between that shown in the previous page of Article VIi
and Article IX in the page following. The pages were not even numbered and thus could cause undue oversight
when quickly reading the agreement. i was also noted in the immediate following page the Article numbering
shown for “Lien on the Vessel...” was erroneously written as Article IVX instead of XV,

The amendment to the contract brice of the Landing Craft shown under Article | A was only made to the figure
initially typed as “PESOS {42,811,000.00)"” to P42,118,000.00 but not to that written in words as it still remains
“FORTY TWO MILLION EIGHT HUNDRED ELEVEN THOUSAND PESQOS”.

Effect

The authenticity of the agreement is questionable, particularly from the perspective of the other contracting
partner.

Recommendation

MLPID should have proof read the agreement before signing the agreement to ensure such legal document is free
of errors.

Management response

MLPID agrees to the recommendation

5.2.2. OMISSION OF SOME CLAUSES DEEMED IMPORTANT IN THE AGREEMENT: BANK
ACCOUNT DETAILS, CURRENCY TO USE, MEANS OF COMMUNICATION, PENALTY ON DELAY
IN CONSTRUCTION WORK

Where dealings involve the movement of funds the initiating party should be cautious with clauses relating to bank
transfers, mode of communication and the currency for use when transmitting funds and to ensure these are well
covered in the agreement. Apparently these were omitted.

Also omitted is a clause for the Ministry to resort to for damages in the event the Builder fails to comply with its
obligation in continuing the construction works, Article IV only allows the Builder to claim for damages from the
Ministry (Principal) should the tatter fails to adhere to its payment obligation. As a known fact the Builder had
received the first down-payment on 7/02/14 however, since then the construction works appear to have been left
in abeyance unti now. '
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Effects
Agreements are binding documents a disadvantaged party could place reliance on to sue for damages.
The use of a currency other than that already approved would deem all payments made as unauthorized.

The absence of hank details, mode of communication and currency to use are loopholes the other party could use
for its advantage.

The absence of a clause that would allow the Ministry to sue for recovery and or damages being experienced
would relieve the other party from facing charges for any breach or damages they had caused.

Recommendations

MLPID and others involved in the drafting of agreements should ensure all the above anomalies are considered in
future similar dealings.

MLPID should ensure an inclusion in the agreament of a recovery clause that would empower the Ministry to
impose charges on the contracting partner should that partner falls to adhere to its obligatory roles.

Management response

MLPID agrees to the recommendation and should tuke a more cautious approach in its future similar dealfings

5.2.3 SAFEGUARD CLAUSES AND WAY FORWARD: DTA WITH THE GOVERNMENT OF THE
PHILIPPINES, AGENT IN THE PHILIPPINES

Once an agreement is held between a Government of one contracting state with a commercial entity of another
the Issues surrounding border, sovereign rights, profitability among others, will surely emerge. All these issues,
however, could easily be addressed, though delays will be experienced, where a double tax agreement (DTA) exists
with the parther country as there are clauses that could be included during the negotiations that would allow a-
court to hear claims lodged by an agent of the other contracting partner. As of current there is no DTA with the
Philippines and given the notable increase in volume of trade and mobility of skilled personnel this is an option for
consideration in the future,

in the absence of a treaty agreement, one possible means of prompting marine works or instigating recovery
actions in the other contracting state would be via an appointed agent. Such agent would act for the Ministry, of
course at an agreed ransom, for the duration of the agreement, which in this case is 130 days, in pursuing marine
works to continue and ensuring payments follow the banking international rules, A clause to this effect was
unfortunately not present in the agreement.
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Effects

The existence of a DTA with the Philippines is one avenue the Government could recover its funds from its
frauduient partner.

The appointed agent in the other contracting state would assist Government in ensuring the provisions of the
agreements are adhered to by the contracting partner and would save government from incurring losses.

Recommendations
Consideration of a tax treaty could-assist the Government in its future dealings with states it has close ties with. .

MLPID should have considered the appointment of an agent in the Philippines who could also assist with all
aspects of the law in their state.

Management response

MLPID agrees to consider using the tax treaty in its future dealings as well as censidering appointing a law firm
agent in the Phillipines for assistance

The Contract agreement specifically stated the terms of payment, but being totally neglected when actual

. payments were made. Refer to Article 1 B and C of the Contract agreement. Had such term of payment been
strictly complied with, the amount of cash loss could have not reached over US$539k, an equivalence of about
AUDB25k,

Further, the second payment should be supported by a work completion certificaie depicting the percentage of
work being completed fo date and such to be signed by a qualified surveyor. This practice was not followed.

The above were not possible as the Ministry had failed in pursuing the deployment of a Surveyor by the Builder as
stipulated under Article I B 4 of the agreement. This was also alluded in same Cahinet paper under Option 2 as
earlier mentioned.

Regarding the cash loss this would not have happened had the Ministry ensured all requisite information with
respect to banking details and code of communication were included in the agreement. Also the amount of cash
loss would have been retained at the initial sum of $279,242 had the Ministry refrained from entertaining a
request for a currency other than that stated in the agreement.

The errors and omissions noted in the agreement as earlier alluded in the preceding paragraphs extrapolated the
Ministry had shortsightedly overlooked the importance of sharing and seeking views from a wider audience hefore
concluding the terms of the agreement.
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[t is worth noting every sentence appearing in any agreement as each has a purpose for inclusion. At the top left
hand corner of the agreement the following words appear “KNOW ALL MEN BY THESE PRESENTS: This
undoubtedly is 2 message reminding each party to be vigilant in their dealings.

Effects

A poorly designed agreement coupled with actions of the Ministry outside the terms already agreed upon with the
contracting partner would raise doubts on the integrity of the Ministry.

Any loophole noted in the agreement could pave the way o unexpected catastrophic results.

Any oversights or loapholes present in the agreement would inform the other observant party the competence
level of their contracting partner.

Recommendations
MLPID shouid ensure the terms of the agreement are free of errors and omissions

MLPID should ensure to fulfill all that is required in the agreement and other prerequisite tasks already agreed by
Government.

MLPID should strictly adhere to the terms of the agreement in particular the payment schedule as stated therein.

MLPID should be proactive in recovering the second wrong TT from the BoK and, if seen necessary, to consider
refueling the unauthorized increase in the first installment of $33,862.38,

NManagement response
MLPID agrees to the recommendation and we are committed to ensure that this will not happen in the future.
MLPID has been and will continue to work to recover funds losts in the second payment

See also ANZ Bank response as per appendix 7 of the report.

17jpage




SERVICES (KPPS

As mentioned in the debate on the Kiritimati Landing Craft during the August Parllament session in 2014, the cash
loss involved with such project had been investigated by the KPPS and Australian Police Interpoi.

According to the police officer in charge at the Crime Branch, the case was still with the Commissioner of Police.
Also the officer in charge of the Financial Intelligence Unit at KPS had not yet received information on the case to
be submitted by the Crime Branch.

Effects

The outcome of the investigation carried out by the joint Police forces could, in one way, assist the GoK in
obtaining its loss of funds.

It could also indirectly damage the reputation of the contracting corporation.
Recommendation

The KPS to provide, if possible, by 31 March, 2015, the result of their investigation or a copy of their report for
comparison on the findings and analysis.

Management response
KPS response wass stated as follows:

”.....police investigation into the missing fund for the Ministry of Line and Phoenix Groups landing craft has not
been completed. Police investigation is now pending awaiting further actions from Attorney General's office and
Foreign Affairs who are now working with their counterparts in UK. They will {ry to access the bank account that
the missing fund was sent to, Once evidence from the Bank in UK is available, we {the police) will follow up by
interviewing relevant witnesses in UK and Manila through the assistance of InterPol {International Police
Organisation). From those evidence (bank documents and relevant witnesses) should then be able to conclude
whether a criminal offence has been committed or not and by whom, if possibie”.
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5.5 CONCLUSIONS ("

5.5.1 PROCUREMENT ACT 2002

As reguired in the Procurement Act 2002, the bidders should submit their letter expressing their interest in the
construction of the Landing Craft. None of the bidders’ details can be made available when requested.

Also the Central Procurement Review Board Committee should be involved and endorse the coniractor for the
construction of the Landing Craft. As confirmed, the CPRBC was not involved in the procurement process of
MLPD's Landing Craft.

Based on the outcome of the meeting with MLPID top management it was noted the above mentioned
requirements of the Act may not be viable with MLIP given the remoteness of the Ministry. However, there is still
a need to ensure hard copies of emailed documentations are kept in the appropriate file for future reference and
of course to satisfy the requirements of the Financial Regulation.

5.5.2 CONTRACT AGREEMENT

Generally, the coniract agreement is a legal binding document and should be well-drafted and reviewed before

being finalized and signed by the parties concerned. As can be observed from subsections 5.2 and 5.3 above, the
signed Contract Agreement for the construction of the Landing Craft was either defective in various ways or not
capturing all relevant legal obligations for both parties.

Additionally, despite the fact that the Contract agreement should be a legal binding document, some of the clauses
were not being complied with. For instance, the terms of payment agreed to {refer Article 1 B} in the contract
agreement was not being complied with and therefore had resulted in huge losses of public fund. Further, as
stated in the Contract Agreement the currency should be in Philippine currency, i.e. pesos and not US dollars.
However, as noted, the amount remitted was in US dollars {see Article 1 A) and this had in effect inflated the cost
of the Landing Craft as well as the cost to Government,

5.5.3 GOOD GOVERNANCE AND TRANSPARENCY

From the audit perspective, the notable shortcoming in terms of good governance and transparency {apart from
CPRBC in 5.5.1 above} was the absence of involvement of the gualified Ship surveyor and the Accountant in the
procurement process in the early stages of the project. Such qualified personnel should have been part of the
precurement plan and be involved at the initial stages of the whole process for acquiring the Landing Craft.

Further, MLPID never looked inte the idea of forming up a committee, which should comprise of a number of
people with different, but relevant specialized areas for the purpose of acquiring the Landing craft from another
nation that is suitable for the Lines and Phoenix groups.

As evidenced, only two from the MLPID and one from the Attorney General's office involved during the review and
the signing of the Contract agreement for the Landing Craft in Manila.
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However, as informed there were two representatives from MLUIPD that visited and sought advices from KSSL and
MCTTD but never actually engaged anyone from these entities to be part of the team. MLIPD actually negotiated
with MCTTD to engage a qualified ship surveyor with the project, however, this was taken over when a report was
received on the loss of the Landing craft fund.

5.5.4 ADHERENCE TQO FINANCIAL REGULATIONS

According to the financial regulation: FR 9.2(3), it stated that: “Accounting Officers responsible for capital
expenditure shall not only review such expenditure periodically in relation to the sums voted but also in respect of
the progress of the work”. We noted, re subsection 5.3 above, there was no invoice or certificate of completion of
work from Dansyco and despite that MLPID stil sent the second payment.

Sending payments by MLPID without obtaining such confirmation of work completed to date is definitely a
deviation from international construction procedures that are also reflected in our internal controf procedures and
government financial regulation.

5.5.5 INCONSISTENCY NOTED ON THE USE OF INTERNATIONAL TELEGRAPHIC TRANSFER
APPLICATON FORM

Based on the discussions under subsection 5.1.4 above, we were of the view the first ITT application form was in alt
respect correct and therefore had been sent. However, based on the advice received from the ANZ Bank, re

:ppend 7. even the first TT sent was in error and this therefore provides us the basis to
conclude the two TTs had erroneously been remitted by the Bank as the advice sent to the Bank from MLPID in the
form of a payment had all correct particulars of the Dansyco Bank account in the UK.

attached response unde

Despite the above there still remains a conundrum the solution of which could be deduced once a response is
provided as to 1} what entails the remittance of a TT, is it only an advance notice with funds still remain with the
originating Banker and 2) if remissions have been made but to the wrong recipient account name or number, were
funds actually been transacted or not, and if the former to which accounts or under whose custody this “suspense”
funds are being held until claimed?

Based on the statement received from MLPID we are of the view both amounts are recoverable with the assistance
of the ANZ bank.
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5.5.6 OVERALL CONCLUSION

The procurement of the Landing Craft would have been a success had the Contract Agreement, being the legal
binding document between MLPID and its overseas counterpart, Dansyco Corporation, been finely drafted with
inclusive provisions that would solve issues been highlighted in this report.
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File Ref: ’ information No, /14

05/02/2014
Line & Phoenix Landing Craft.
(Presente_c! by the Minister of Line & Phoenix Island Development)
PURPOSE

1, The purpose of this paper is to inform Cabinet of the Shipbuilding Contract resulted during the
negotiation that my team undertook with the owners of Dansyco Marine Works & Shipbuilding Corporation in
Manila, Philippines.

BACKGROUND

2 Following the approval of the Linnix Landing Craft subsequently with funding by Cabinet and allocation of
AUD1,706,543.00 presented in a cheque to my Ministry by Taiwan Ambassador, my team composed of myself, the
Secretary and the Attorney General undertook a trip on 16 — 23/01/14 to Manila Philippines to negotiate with the
Owners of the Dansyco Corporation, Mr. Dary Sy and his father. ’

3 The approval by Cabinet that we relied upon has clearly allowed the single source procurement after selecting
amongst the three quotations we submitted and Cabinet was in favor of the Dansyco Corporation’s quotation.
Despite that, there was another quotation just lately submitted to me hefore we departed for the negotiation but
it was more than the amount the Dansyco Corporation provided and specifications that we require were not
clearly stated so for that reason we preferred the Corporation’s quotation tnstead.

4 My team departed on 16/02/14 and we reached Manila on the 19/01/14. The two days negotiation from 21-
22/01/14, we checked through Annexes A and B to ensure all specifications we intended to be included when the
LCT is constructed are reflected {refer Annex A & B), On the second day we reviewed over the agreement, clause
by clause and there were two minor changes we made concerning the word “Owner” to “Principal” and the
contract price amount was corrected from PHP42,811,000.00 to PHP42,118,000.00 (refer Annex 1}. The remaining
provisions or Articles were okay as advised and | signed the agreement accordingly.

5 The agreement, namely “the Shipbuilding Contract” as it stands is obligating my ministry in Article 1 (B) to
pay the shipbuilder 30% first then 10% in 6 installments and 5% in the last two installments. This clause or
provision does not stop my ministry to pay more than 30% if we want to for the purpose of encouraging the
builder to speed up procurement of materials and work on the LCT construction.

6. My team, beside the installment payments in the agreement, prefers to pay 30% first then another 30% at
the end of the second week and another 10% the following week. My ministry is now trying her best to remit the
30% {PHP 12,635,400} or (AUD269000) as first installment on Friday 07/02/14 and similar amount for the second
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payment next Friday 14/02/14 and the last 10% installment on Friday 21/02/14. The other 30% payment will be
dealt with according to installments already provided for in the agreement. This will help avoid penalty of
PHP5,000 per day that my ministry be responsible for when falls to pay on time.

7 In order to facilitate smooth payment, | would ask the assistance from MFED to weekly top up funds by
sending or transferring funds from the No. 1 account worth more than AUD300,000 to the number 5 account in
Kiritimati in order to enable the Account unit here meets the 30% twice and 10% demands to remit to Dansyco
Corporation for the first three weeks commencing this Friday 7/02/14. My ministry also encourages MFED to top
up same account for the remaining 30% to be ready too. At present our account unit has managed to secure
enough funds in the No.5 account here after receiving transferred funds from MFED No: 1 Acount. Further, the DW
No.01/14 of $1,706,543,000 has been received also.

8. Upon receipt of the first payment by Dansyco Corporation, the construction of the LCT will then commence
and during the stages of shipbuilding, correspondences between us and Dansyco will continue within the time
frame of 130 calendar days where anticipated the LCT should be completed by then and inspection stages will be
notified to us within that period in particular to critical parts of the vessel that my ministry’s surveyor should
execute and endorse prior to the next portion or stage of work is carried out. The work-plan or time frame for
construction and inspection is guaranteed to be sent to us by the Corporation.

9.  When the surveyor is satisfied with the works during stages of construction at fimes inspections namely on
Erection of Frames & Building, Erection of Side Plates, Erection of Deck Plate, Erection of Superstructure and
Engine installtation have been carried out (refer to Article 1 B of the agreement at page 1 & 2}, all these stages will
be paid in full as we anticipate but where there are defects found all these should be addressed to the Builder
instantly to fully reshape them accordingly to the directive of our surveyor/inspector and again once the surveyor
is satisfied, the installation payment will be paid in full according to the percentages as appear in the Agreement,
Further, with regards to the “Launching” Stage (5%) and “Delivery” Stage (5%) the total of 10% for these stages will
be on hoid until these and all shipbuilding stages are satisfactorily facilitated.

10 Note that once we do not fall to remit the funds but comply fully with the installment payments, we can relax
in good shape while giving the burden to the shipbuilder to try and accompiish the construction within the 130
calendar days. Failure on the part of the builder will render my ministry receive from the builder PHP5,000.00 or
AUD122.30 per day.

11 Note also that the LCT total price is PHP42,118,000.00 aquivalent to AUD1,030,231.55. The remaining furnds
from the grand total of AUD1,706,543.00 is AUD568,603.55 which is enough to cover other expenses in the
Philippines like provision of crew: a Captain, Chief Mess and Engineer for sea trial of the LCT plus fuel, water,
voyages and tugboats; mooring ropes, appliances, loghooks and surveyor {refer Article H B); and other expenses
we require when the LCT is in operation in Kiribati waters.

- ISSUES
12. Surveyor & failure on installment payments by the Principal, my ministry.

OPTIONS
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13, Option 1:  To pay in advance prior to due date to avoid penalty through MFED top up by transferring funds
from No. 1 Account to No.5 account in Kiritimati.

12. Option 2: To find and deploy an International Recognized Surveyor in the Philippines (refer Article 11 B).
RISK

14.  Insurance cover during trial, delivery and operation in Kiribati waters

LINKS WITH GOVERNMENT POLICY AND PRIORITIES

15, This request will surely achieve Good governance in terms of complying with government policies on
infrastructure (supplementing appropriate transportation and freight problems).

PUBLIC IMPACTS

16. Negative comments and unsettled complaints to government over irregular shipping schedules for grain
foods, construction materials, referrals & medical supplies, returning & new intake students and inappropriate
transportation of heavy plants to the Line and Phoenix [slands will cease once this landing craft arrives.

INTER-GOVERNMENTAL RELATIONS

17. MLPID and Colleagues have agreed to find an heavy duty sea-transportation for delivery of heavy
machineries and for regular shipping In the Line and Phoenix Islands, hence this paper is tabled.

FINANCIAL IMPLICATIONS

18, Refer to Annex 1 which includes the price of the landing craft, inspection and delivery services cost plus
spare parts and other costs for management arrangement.

CONSULTATION

1s. Consultation with Cabinet colleagues in compliance with Cabinet's former approval and DCC.
RECOMMENDATION

20, Based on the foregoing discussions, Cabinet is now Invited to note:

i). the accounts of my team’s trip for theILCT Negotiation; and

ii). the principle agreement with annexes A and B as presented.

Bairiki ' TT

Tarawa T 05/02/2014
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APPENDIX 2

 CONTRAST KGREEMENT (4150507

SHIPBUILDING CONTRACT

KNOW ALL MEN BY THESE PRESENTS:
This SHIPBUILDING CONTRACT is mads and enfared info by and batween:

REFUBLIC OF KIRIBATI with principal address &f Saffo, Tarawa, Republic of
Kiribali represanted in tis act by is Minister fer Line and Phesnix Islands
Development, Hongrable TAWITA TEMOKU, herelnafter referred lo asthe
PRINCIPAL,

-And -

DANSYCO MARINE WORKS & SHIPBUILDING CORPORATION, a
domesiic corparation, organized and exiséing undet the Laws of the Phifppines
with principal address at 1204 M. Naval S, Nawotas City, Metro Manifa,
yepresaniod In this act by its General Manager, DANIEL SY, hereinaﬂer
referred o a5 lhe BUILDER,

= &&z\ gt

?Rii\i(‘.'.?:‘%l. ]
WHEREAS, the -OWNER: has the deske fo awn One {1} Unil 200 DWT Landing Craft 44.8440
Malers Steet Hull & Superstructire, Twin Screw, Single Botlom, Shaliow Drait, Tachnical description of

which the General Arrangement Plan & Oulline Specification, copy of which Is herelo afiached as Antex -

A and B

WHEREAS, the BUILDER has represented to the PRINGIPAL that it has e qualification capabilly
and wilingress to canstruct the vesse! in accordance vilth the specifications menfloned above.

NOW, THEREFGRE, for and in consideration of the foregolng premlses and the siipulations
heretndsr appearing the hersln parfies have agreed as {hey hareby agree, as follows:

ARTICLE L TERMS OF PAYMENT
T

A Contract Price N
42, 1800000
The price (o be paid by the PRINCIPAL to lhe BULDER under this coniract shal be FORTY TWO
MILLION EIGHT HUNDRED ELEVEN THOUSAND PESOS {(4:814000.00), Philippine Currenty,
axclushie of VAT and other Taxes., which represants the labor and malerials component pars fo be
provided by the BUILDER and shall be refented 1o in this contract as the "CONTRACT PRICE",

B, The payment of the conlrac! price agreed by the parties shall be made by the PRINCIPAL
under the fallowing schedule:

36%  Downpaymenl

10%.  Start Fabrcation

10%  Erachion of Framss & Bhds
16%  Erectlon of Sids Plate
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10%  Erection of Deck Plate

10%  Ereclion of Superstucture
10%  Upon Engine Installation
5%  Launching

5%  Prior Delivery & Acceptance

G. Upon receipt of the progress bifling, the PRINCIPAL or thru any of ifs representatives has
the obligation te glve payment immediately tut not beyond seven working (7) days there from.

D. Any delay in the payment shall entile the BUILDER fo assess liquidated damages at the
rate of FIVE THOUSAND FIVE HUNDRED PESOS (P5,000.00) per day of delay for each corresponding
billing computed starting from the date each of the delayed payment becomes due, taking inlo account the
7-day allowance Indicated in the immediately preceding peragraph. Such llquidated damages shall be
separate from and In addition to the storage charges that may become dug under Article IV, section B,
hereof, fn addition, the BUILDER has the opilen fo cause tha temporary stoppage of work in the
construction untit payment is made aad resume the work only after actual and fuli payment of the amount
stated in the biiing.

E. ln the event that the BUILDER opled fo temporarily stop the work and wait il the
PRINCIPAL cause valid payment, the parfod during which there was no actual work shail be added o the
period granted to the BUHLDER {o complete the construction.

ARTIGLE . SCOPE OF WORK
A, The BUILDER wili provide the Foliowing:

1. Al Stge! Matarials for the Completion of Hull & Superstructure

2. Machinery such Bs Main Engine, Gensel, Pumps, Winches & Accessories
3, Machining Job .

4. Sandblasting of all Steel Plate, Angies & Plpes with One Cozt of Primer
5, Materfals for insulation, Electrical, Ducting, Paint & Anode

8. Labor for the completion of steet works of Hult & Superstructurs

7. Carpentry & Masonry Job

/I(
8, Electrical Job ol |
9_ Piping Job .
10. Engine, Machineries & Deck Equipment Installation |

11, Painting & Cup Brush for Retouch of Painting Job

12. Launching

13. Consumable such as Gasses and Welding Rod

14, Equipment stich as cutling torch, welding machine

15, Plans for Marina

18. Power Source

7. Yard facility

18. Navigational, Communication, Fire Fighting, Life Saving Equipment

B. The BUILDER wil provide the following at the cost to the PRINCIPAL

1. Registrafion & Documentation Feg to Marina, PCG & Custom

2. Mooring Ropes, Appllances, Vessel Logbooks *
3. Crews, Fuel O & Fresh Water for Dock, Sea Trials & Voyage, Tughoats
4. Surveyor to inspect and cerfify the quality work of the Landing Craft

ARTICLE . COMPLETION DURATION OF WORK

A The BUILDER shall commence constnicton works on the vessel only upon the completion
in totality of the following acts and deed:

1. Bigning of the Shipbuiiding Confract by the two herein parties; and
2. Payment of the required down payment;
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The construction of the vessel shall then be completed and finished based on the scope of work
provide by the BUILDER in One Hundred Thity (130) good weather calendar days from the
cornmencement daie of construction works as determined above,

Additicral working days shall be added to such Cne Hundred Thirty (130} good weather calendar
days to compensate for losses that may he brought about by delays in payment of the PRINCIPAL to the
BUILDER.

ARTCLE A DELAY IN PAYMENT

A Delay In payment of PRINCIPAL shall be counted as defay on the part of the PRINCIPAL
unless caused by force majeure mentioned in Article V. such deiay shall have the effect of extending the
period for the BUILDER to complete the vessel, counting the number of days of delay.

B. It, for whatever cause occasioned by the PRINCIPAL, construction is stopped due to defays
in payment of the PRINCIPAL io the BUILDER berthing or slorage fee of P10,000.00 per day shall be
| nayable by the PRINCIPAL to the BUILDER,

C. Compuiation of such berthing or storage fees shall start from the day following the actust
stoppage of construction or three working days from recsipt by the PRINCIPAL of the notlee to fake
defivery of the completed vessel.

ARTICLE V. FORCE MAJEURE

A If the prompt completion the construction of the vessel is prevented by “force majeurs” then
the period for the construction shall be extended accordingly.

B, The term “force majeure” shall mean acls bevond the conlrol of either parly, such as
stikes, lockout or other industrial disturbances, war, blockades, insursections, epidemics, landslides,
lightning, earthquakes, amest and restzain of rules and pecple manning the construction, explosions, fres, ;
typhoans, floods, rains, electric power fafiures and other like causes, such as enfaverable “weather workirgé/
condifion” whereln the industry consider as legifimata disruption of the smooth flow of the coastruction.

C. If BUILDER belleves that the vessel is ready for Jaunching, said BUILDER may so launch
the vessel even without the prior approval of the PRINCIPAL buf by mere notice thereof to the PRINCIPAL.

ARTICLE WL ALTERATION QF CONSTRUCTION
A Any changes in the specifications of the vessel under consiruction, such as request to
increase the capacity of the vessel, or major changes In the spacifications shall be subject fo the prior
written: agreement andior conformity of the hersin parties.

B. The accomplished change order/s shall contaln details with comesponding cost adjustment
the addifional price, new delivery period, elc. : ‘
ARTICLE I, TECHNICAL GUARANTEE

A, . The BUILDER guaraniees and warranis thal the subject vesse! shali be construgied i

accordance with Local Classification of the work provide by the BUILDER in the General Anangement and

Cutline Specifications mentioned in Annex "A" and *B* above, unless otherwise allered or changed by the
parties concetned,
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B. The design to be istroduced on the Landing Craft shall be the exclusive ownership 6f the
BUILDER, The PRINCIPAL is prohibited to copy, duplicale and implement the design of the Landing Craft
for any of its future or present projects.

C. As soon as the BUILBER luins over the vessel to the PRINCIPAL, any or alf defecis or
problems suffered which are atfributable to nafural causes or the natural wear and tear of the vessel shall
be for the account of the PRINCIPAL.

B, The BUILDER warrants the quality of the workmanship, capacity and good shipbuilding
standards;

ARTICLE X LIQUIDATED DAMAGES

& In case the BUILPER failed fo deliver the Landing Craft to the PRINGIPAL within the
agreed One Hundred Thirty {130) good weather calendar days of construction, the BUILDER shall
indemnify the PRINCIPAL the sum of FIVE THOUSAND PESOS (P§,000.00), Philippine cursency, per day
for every succeeding days thereafier.

B. The Liability by the BUILDER for the delay excludes any delay in the completlons of the
subject vessal occasloned by the fault of the PRINCIPAL and those caused by force majeure, the weather
working condition, delay in payment of the PRINCIPAL fo the BUILDER.

ARTICLE X SEA TRIAL

A Inifiating the sea trlal shall be at the discrefion of the BUILDER. Should the PRINGIPAL
and BUILDER disagres, the final decision fo go fo sea tial shall rest with the BUILDER,

B. All aspects of the vessel undergoing sea trial shall be the sole responsibility of the
" PRINGIPAL, from fowing of the vessel to the open sea up o relurning the same at the shipyard, The
PRINCIPAL shal provide the captain and crew who will man the vessel during sea trlai
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C. Any damage lo the vessel caused on aceaslon, or by roason of the sea trial, shall be bome
by the PRINCIPAL. Any obligation or liability to third parties incurred on occasion of fhe said sea trial shall
be solely for the account of the PRINCIPAL.

ARTICLE XL BELIVERY:

A Upon successful sea irial the PRINCIPAL shall take delivery of the vesse] by signing the
Cerificate of Delivery and Acceptance. Physical possession of the vessel shall constilule as full
acceplance and complete delivery of ihe vessel from the BUILDER io the PRINCIPAL.

B. After acceplance and defivery, the vesssl and all appurtenance thereto, as well as
accessorles and accession shalt be the sole responsibility of the PRINCIPAL.

C. Issuance by the BUILDER to the PRiNCiPAL of the Original Buudefs Cerlificate shall
cons!xtute as delivery and acceptance of the vessel,

0. No Original Builder's Cerfificate or cerlified copy thersof shalf be released to the
PRINCIPAL untll fuli and final payment of all considerations has baen paid,
ARTIGLE XH.  DEFERMENT:

A, All fees, obfigation and consideration shail be fully pald before acceptance and deiivary of
{he vassel shail be allowed.



8. Upon full payment by the PRINGIPAL fo the BUILDER, the letter shalf release the Originat
Bullder's Certificate to the PRINCIPAL, otherwise, said Cetlificate shall remain with the BUILDER unti full
payment has been made.

ARTICLE XIHI. WARRANTIES

A The BUILDER wamanis that the vessel to be constructad shall be in accordance with the
Generat Arrangement Plan & Outline specifications mentioned in Aanex "A* and “B°

B, The BUILDER also warrants that it Is a duly licensed confraclor, authorized to do business
as such, and that it has sufficient capital and money o pay its obiigation to its laborers and employess
employed or hired by # for the purpose of performing its obligations under this Contract and shall be solely
fiable in favor of its employees, complying at fts own expense, with proper complianca of the provisions of
faw, rules and regulafions of any natlonal, provinclal, municlpal or other govemment authority. Any labor
disputesfoasas on the part of the BUILDER shall be for the BUILDER's account,

C. The BUILDER shaf be excused from all the above warmranties should the PRINCIPAL
allaws other parlies {o interfere In any way with the BUILDER’S work performance, without prejudice 1o the
right of the PRINCIPAL fo demand rectification of works observed te be not in ascordance with this contragt,

ARTICLE VX.  LIEN ON THE VESSEL AND BINDING EFFECT

A The BUILDER shall have the lien on the vessel subject of {ls contract in the event of nan-
payment of the condract price of the balance theseo.

B. This Gontract shalt be hinding upon the respective successors, exacutors, administrators t”g
ang: assigns of the parties hereto; however, bolk parties may not assign the rights in this Confract withoug .-
the previous wrillen consent of the other party.

C. Retease of the Vessel It is agreed and understood that the Landing Cratt shall not be
rsleased to the PRINCIPAL unéll such time that all the outstarzdmg halances due fo the BUILDER shall
have been fully paid by the PRINCIPAL

The following ANNEXES aftached herein shall be followed and binding and shall form parts of this
Confract:

ANNEX"A" - General Arrangement Plan

ANNEX"B" - OQutline Specifications

IN WITNESS WHEREOQF, We have hereunto set our hand this 24T day of __-Y&rt Ut
2014 at __ WA¥NT,

REPUBLIC OF KIRIBAT DANSYCO MARINE WORKS AND
SHIPBUILDING CORPORATION

(BYILDER)

o

e reseated by

HO .TAWETA TEMOKU DANIEL 8Y
Minister for Line & Phoenix lstands Gen. Manager
Devglopment




WITNESSES: s @_
TN

ACKNOWLEDGMENT

BEFORE ME, 2 Notary Public for and in the City of _ personéify appearad the
following:
MName Drivers License/Passport Ne. Date/Place ssued
REPUBLIC OF KIRIBAT!
HON. TAWITA TEMOKU Passport, No. Kiribafi
DANSYCQ MARINEWORKS
AND SHIPBUILDING CORP,
DANIEL SY Passport No. XX3745006 May 18, 2009 Manila

Acknowledging fo me that they executed and signed the foregeing instrument consisting of six {8} pages,
Including this page on which this acknowledgment is wiitlen, and that the same are their frze and volunta

act and deed as wel as the voluniary act and deed of the enfities they represent. @/

Doc, No. ;
Page No. ;
BookNo. __
Series of 2014



APPENDIX 3~ EMAIL MESSAGE ON BANK-DETAIL =7~

IAN. 26,2014

DANSYCO MARINE WORKS & SHIPBUILDING CORPORATION
BANK ACCOUNT

* BANK NAME: HSBC BANK PLC. (SWIFT CODE: MIDLGB22) -
 ACCOUNT NAME: DANSYCO MARINE WORKS & SHIPBUILDING CORPORATION IGP EUROPE LTD. |

IBAN CODE/ACCOUNT NO: GB2OMIDLAG051573308633, : <

ADDRESS: BOROUGH HiGH ST, LONDON SE 1.
_ ’ i
;" NOTE: PLEASE INSTRUCT YOUR BANK TO REMIT IN USDS
- i, S EEIET e s i R s . J




APPENDIX 4 COPIES OF SUPP

WY

TEP{DER'SUMMARY AND RECOMMENDATIONS

{ Tat Chaiperaon, CPRE ““Submission No: 01714

!_lfram: Ministry of Lire and Proenix Ddte: 410272014

File Ref:
} Requirement: To seaek appraval from the Commitiee | Complexity:
: to approve 1% payment amount $279,242.34 this

: week, 2™ payment next weeak same amount and 3% High
! payment, week after amcuni $93,080.78 for Landing
! Craft, Medium
- % Low ,
. —— e
e - T : — E— ] ——
: Deadiine: Friday, 7 February, 2014
"Procurement Action Taken: Singfe Source | a
" Comments: :
~ No quotes required since it has been approved by Cabinet i
Risk Assessment: ) : 7
HNore has bzen identified so far g :
e or— - —_ P — H . '
“Frice Varlation Condiions {if apphcable) s !
"Recommendations: ' . - i
- A great need fo speed this payment so that the work on the Craft will carry on
-« K - without defay and to complete within timeframe ‘
y —T
C— — S —
I Total Amount Mvolvad: $651,565.46 -

; - ,
{T Payment $275,242.34 £l aieroed Clies Fo T fe idioad J
. 2™ Payment $279,242.34 ) i
; 3 Payment §  93,080.78 :

{ t certy that: ’ - 1
|

1, Funds are available { plessea refer fo current budgel )

‘ |
1

: Signature of Procuring Officer; . . . Dale: . Lt ‘
R /;’,s,c-\'i" P~ I ¢ -.If 171- ﬁf’ [/—?"‘?é; %3'—5" [ B

CovoAd 2 Nt sob. N €TTT
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APPENDIX 5 BANK ADVICE FOR RETURNEDIPAYMENT S« =

SBank

PHILIPFINE SAVINGS SANK

Mztrohank Group

March 25, 2014

ME. MERIANN CANDIA YORAC
BLK -D10 Lot 14 Bgy. San Andres 11
Dasmarinas City

Cavits Province

Dear Ma'am,

We would like to inform you that we have closed your Passboalc with ATM
“account under No. 214361003420 maintained at Cavite General Trias branch effective
ioday, March 25, 2074,

This is in pursuance to the provisions of the Application and Agreement for
Deposit Account you have executed on the said account, which authorized the Bank to
closa the same when, upon Hs defermination, the continuation thereof is not in its best
interest,

Shauld you have any queri%_, plesse cali me at (046) 4241357, (046) 4241357,

Tharilk you very much.

Very truly yaurs,

e
e

7
T DAL
R—— ;Vﬁ?fge Permgrino  J
Brénch Head
Bianch Banking Group

E50ank Cenper, 777 Pas2o de Roxas corner Sedeno 5t, Makati City 1226
\\ Tetephone: 885-8208 » 2451772 » Fax: B43-0007 « www.gsbank,com.ph
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Telex Advice

Date : 07/02/2014

This is a computer generated advice and requires no signature.

KIRIBAT! GOVERNMENT

THE CHIEF ACCOUNTANT, MINISTRY OF FINANCE

BAIRIKI, KIRIBAT!

Ref : TTKIO20701000032

We have today debited your account number 736981 AUD

Details are :

Beneficiary :

DANSYCO MARINE WORKS AND SHIPPING
CORPORATION

Details : FIRST PAYMENT OF THE LANDING
CRAFT

Amount : USD 268,276.33

Exchange Rate ; 0.85960000

Converted Amount : AUD 312,094,38
Charges ; 736981

COMMISSION AUD 10.00

Total Debited : AUD 312,104.38

{Second Copy)

T
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Telex Advice

Date :13/02/2014

This is a computer generated advice and requires no sighature.
KIRIBATI GOVERNMENT

THE CHIEF ACCOUNTANT, MINISTRY OF FINANCE

BAIRIK], KIRIBATI

Ref : TTKI021301000023

We have today debited your account number 736981 AUD
Detatlls are :

Beneficiary :

DANSYCO MARINE AND SHIPBUILDING

CORPORATION iGP EUROPE LTD

Detaiis : ORDER OVERSEAS AND SECOND PAYMENT

FOR LANDING CRAFT

Amount ; USD 271,023.27

Exchange Rate : 0.86490000

Converted Amount : AUD 313,357.93

Charges : 736981

COMMISSION AUD 10.00

Total Debited : AUD 313,367.93

d1|Page
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APPENDIX 7 ANZ BANK RESPONSE LETTER
c//

ANZ Bank { Kiribat } Ltd P Box 66
s Bairiki

Tarawa

Rep of Kiribati

Telephone: BA6 21095

. Facsimile: 686 21200
2 April 2015 Email: anzkiribati@®anz.com
Intemet banking: weewanz, comykitbati

ANz S,

Attention: Ms Matereta Raiman
Auditor General

Kiribati Naticonal Audit Qfflce
Baitiki, Tarawa, Republic of Kirthati

cc Secrelary to Cabinat
ct: Secretary to MCTTD

cc Secretary to MFED

cc Commissioner of Paolice
cc Secretary to MLPID

Delfvered by hand
To Ms Raiman

Re: Draft Management Letter on the unsuccessful procuramant and aequisition of
the land craft for the Ministry of Line and Phosnix Islands Groups {MLPID).

We refar to your emall dated Tuesday 24 March to Ms Teea Tira enciosing the above
management letter. Ms Tira has referred this malter to me o respond on behalf of ANZ
Bank (Kirlbati) Ltd (ANZ).

This letter and attached table contains our feedback, which detalls amendments and
clarifications we request be made to the Management Letier in the interests of accuracy. We
have alse provided responses on issues ralsed in the management letter that relate to the
role and responstbilities of ANZ to assist with your factual review.

Further, in relation to the factual review insofar as it relates to ANZ's role, I confirm that
ANZ Kiritimati branch received International Telegraphic Transfer Application Forms (TT
Farms) on behalf of MLPID on:

o 7 February 2014 (First Payment);

a 13 February, 2014 (Second Payment); and

o 27 February 2014 {Third Payruent).
I conflrm that ANZ processed each of these payments on the date that these 7T forms were
recelved In the branch, and in accordance with MEPID's instructions as stated on the TT
Forms. ANZ acted on the instruction of MLPID only in all instances as It is required to do so,
and also in accordance with ANZ's standard policies and procedures.

43 |




ANZ\”&

Management Letter — ANZ Feadback and corrections

ﬁﬂ Pg l Section

I Excerpt from Letter

l ANZ Comments and correction

Section 1.1,  ViSITNG TEAM TO MANILA SHOULD INCLUDE A QUALIFIED LOCAL SHIP SURVEYOR AND A QUALIFIED

ACCOUNTANT
1. & | 143 MLPID should have sought This is not & service that is provided as part of
{Recommendations) | essistance from the Bank on the ANZ's lnternational Telegraphic Transfer {T1)
’ creditworthiness of Dansyco ‘services. The ITT service requires ANZ to process
Corporation before octivating the | payments In accordance with instructions set ot
transfer of funds. by ANZ's customer {MLPID} on 2 TT Form, The

accuracy of the information on the TF Forms
{including any creditworthiness or status of the
party receiving the payment) is strictly the
responsibility of the customer (MEPID).

Suggested Recommendation:

MLPID should have conducted due diligence with
respect to the creditwaorthiness of the Danrsyco
Corporation [the Suppiier]) before entering into a
contract,

Saction 1.1.4. REMITTANCE OF TELEGRAPHIC TRANSFERS (TT)

2 9

.. the second TT was defective as
it did not bear the full address of
the beneficiary o5 again shown in
the second payment voucher
which should read "DANSYCO
MARINE WORKS & SHIPBUILDING
CORPORATION IGP EUROPE LTD",
It missed out the word “WORKS™
and this incarrect eddress

also appeared in the 8oK Telex
Advice duted 13/03/14, re
Appendix 6, This confirmed the
BoX had erroneously oddressed
the second TT, o devittion from
the normal banking rufes. It is
therefore on this oversight the
8ok should be approached for
reimburserment of the second TT
of U5D271,023.27 or
$313,367.93.

ANZ recelved the second TT Farm from MEPID on
33 February 2014 with Instructions to pay
USDS273, 023,27 to “Danysco Marlne &
Shipbuilding Corporation”.

MLPID incorrectly transcribed the Supplier's name
an these forms. MLPID omitted "Works” and also
“1GP Europe Ltd” from this second TT Form which
was processed by ANZ In accordance with the
details as recorded by MLPID.

There was na deviation from normal banking rules
by ANZ, and ANZ processed the TT Form is
accordance with the detalls transeribed on the
{orm by MLPID, which ANZ is required to do so, in
Bne with ANZ policy and procedure,

Woe notethat in any event, MLPID first TT Form for
the first payment also had the incorrect details
transcrited by MLPMD as it emitted “IGP Europe
Ltd”.

Therefore, there Is no aversight by ANZ and no
reimbursement by ANZ is payable.

It Is and was the cesponsibility of MLPID to ensure
the payment details on the TT Forms submitted to
ANZ are corsect.




ANz 8,

3, 9 | 114 MLPID showuld have instituted There has been no error on the part of ANZ for the
[Recommendatians} | recovery from BoK on the second | reasons set cut in hem 2 in this table ahove,
IncoractTE. Suggested Recommendation:

MLPID ought to have ensured that the payment
details submitted on TF Forms are cocrect at afl

times.
4. i {114 MLPID and aise Secretary to There has been noe ércor an the part of ANZ as ANZ
{Recommendations) | Cobinet, being the Board Directar | has processed the second TT payment in
of BoK, should pursue accordance with MLPID's instructions at all times.

reimbursement or recovery from
the ANZ Bank for the amount of
the second TT plus any other bank | As above {item 2 and 3 of this table).
chorges, if any.

Suggested Recommendation:

Section 1.1.5.  RETURNED THIRD TT OF 27/2/14, VALUED AT USD105,295

5 01115 Despite the fact this remittance When processing TT Forms at the request of 2
had safely been returnad end customer, ANZ must ensure it processes the
credited bock to Government No. | payment In accordance with the instructions on
5 eccount, the reason for the the 3T Farm,
seturn of theﬁ}.ndm this case ANZ Is ot required or obliged o raquest or
could substantiate the . - . -

, raceive receipts fram the receiving financial
Govermment pursuit of institution to confirm payment has been receivad.
refmbursement by the BoX for the
second TT, re 1.1.4 above. On 20 March 2014, ANZ recejves instructions from
MLIPID to cancel and reissue all payments to the
Supplier,
in doing sa, ANZ receives notification that the
proceeds of the third TT payment of
USDS$105,088.49 has been returned to ANZ
because Metrobank was unable to apply funds ta
the beneficiary as stated on the TT Form.
ANZ has processed all TT payments {including this
third TT payment) sirictly in accordance with
MLPID's instructions. Therefore, there is o such
substantlation of MLPID pursulng any
reimbursement by ANZ,
Wa snggest this sentence be defeted.

Section1.3.  OVERSIGHTS

B, Recommendations MEPID showld be proactive fn For the reasons steted In items 2 and 3 above, this
recovering the second wrong T | recommendation is incomrect. Therais no
Jrom the HoK and, if seen entitlement by MLPID to recover any fost funds

necessary, to consider refueling from ANZ direcily, as ANZ has rnerely processed 7T
the uneuthorized increase in the | Forms in accordance with MLPID's instructions as
first instaliment of 533,862.38 stated on the TT form.

We suggest this recommaendation be daleted.




