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April 8, 1998

Ms. Lucy DLG. Nielsen

Acting Secretary, Department of Finance
P.O. Box 5234 CHRB

Saipan, MP 96950

Dear Ms. Nielsen:

Subject: Final Letter Report on the Audit and Investigation of the
Tinian Mayor’s Contract for the Lease of the KBC Building
(Report No. LT-98-C5)

This report presents the results of our audit and nvestigation of the KBC Building Lease
Contract. The objectives of the investigation were to determine (1) whether the contract for the
lease of the Property was procured in accordance with the CNMI Procurement Regulations, and
(2) the steps the CNMI government should take to ensure that payments for the lease of the
Property will be made to the night parties.

Our audit and investugaton showed that the former Director of Procurement and Supply (P&S)
violated the CNMI Procurement Regulations by approving a 2-year lease contract amounting to
$240,000 without erther compeutve bidding or, at the least, a sole source justification. He also
farled to assess the legal capacity and authority of the vendor to cnter into a 2-year lease agreement
for the KBC Building prior to its approval. This contributed to the comphcated situation the
Commonwealth Government now finds 1tself in.

We recommend that the Secretary of the Department of Finance (1) determine whether adverse
action should be applied to the Director of P&S for violating the provisions of the CNMI
Procurement Regulations, and (2) deposit the $10,000 monthly rental to an escrow account until
such time as (a) a written justification for the lease contract has been receved and thoroughly
evaluated, (b) a court or the parues concerned reach a decision as to who 1s really entitled to the
Property, and (¢) the conflict over who 1s the proper recipient of the rental payments has been
resolved.

In her letter response dated November 25, 1997 (APPENDIX B), the then Acung Secretary
disagreed with Recommendation 1 and stated that adverse actions under Section 6-211 of the
CNMI Procurement Regulations are not applicable to this procurement. According to her, both
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the Director of P&S and the Mayor of Tinian remembered submitting a written justification at
the time of the routing of the contract, but were unable to locate a copy of that document. The
Mayor of Tinian instead submitted a new jusufication citing the KBC Building as the only
available and suitable building. The then Acting Secretary stated that the substitute justification
has been thoroughly evaluated and accepted by the Director of P&S and herself. For Recommen-
dation 2, the Acting Secretary stated that they have already placed $65,000 in an escrow account
for funds to be paid under the KBC Building Lease Contract. Subsequently, in her letter dated
December 1, 1997, the Acting Secretary stated that a check amounting to $45,506.87 had already
been released to CDA by agreement of the interested parties, in order to prevent foreclosure.

Based on the response we received from the Acting Secretary, we consider Recommendation 1
open and Recommendation 2 closed. The 1ssuance by the Director of P&S of a June 3, 1997
memorandum requesting the Mayor of Tinian to submit a sole source justification conflicts with
the statement that there was already a written justification submitted and an after the fact
justification is of little value for analyzing this procurement action. The contract renewing the
lease period for 2 years was approved on March 10, 1997, almost three months before the June 3,
1997 memorandum was issued.

BACKGROUND

On June 9, 1986, James A. Fleming and Cristancia M. Fleming, executed a promissory note for
$450,000 payable to the Development Corporation Division of the Commonwealth Development
Authority (CDA) in consideration of the loan. The note bears interest at 9% per annum and is
payable in monthly installments up to May 9, 2006. To obtain the loan, a certain Rosalia and
Alfred Fleming (“Guarantors”) executed, on the same date, a Guaranty Collateral Mortgage and
a Fee Simple Mortgage Agreement with CDA. The property being mortgaged consisted of a lot
in San Jose, Tinian (Lot 003 T23) and all existing and permanent improvements on the property.
The KBC Building is a part of the permanent improvements on the property and hereafter, both
the lot and improvements will be referred to in this report as “the Property”. Under Section 15
of the Fee Simple Mortgage Agreement, the Guarantors retained the power and authority to
collect the rents, 1ssues and profits of said property provided that the borrowers (James and
Cristancia Fleming) were not in default.

After almost 4 years, on April 30, 1990, J. Fleming and CDA executed an agreement reducing the
principal amount of the $450,000 loan to $133,317.30. It recognized the undisbursed principal
amount of $289,452.23. It also reduced the required monthly payments and moved the final
maturity date to April 30, 2000.

On February 26, 1992, James Fleming entered into a Ground Lease Agreement for the Property
with a certain lessee, who will be referred to in this report as the “first lessee”’. Under the terms
of the Agreement, the first lessee would lease the Property for 55 years up to February 1, 2047

! Six months later, the first lessee assigned all her rights as lessee of the Property to a local company (herein referred to as the “first lessee’s

assignee”).



from J. Fleming for a one dollar ($1.00) consideration. The ground lease agreement, however,
contained a provision that granted J. Fleming unrestricted use of the Property until February 26,
1997. There was an addendum to the Ground Lease Agreement dated September 22, 1992, which
was signed only by J. Fleming and Constanza Fleming but without the first lessee’s signature, that
purported to shorten J. Fleming’s unrestricted use of the Property to December 9, 1996. However,
a letter to the Department of Finance from the legal counsel for the first lessee’s assignee dated
May 9, 1997 indicates that the first lessee’s assignee (the local company) did not acknowledge the
amendment.

A series of agreements between J. Fleming and CDA in July 1993 and October 1994 eventually
increased the principal amount of the loan to $162,761.93. The increase was attributed mainly to
the inclusion of interest charges on the principal amount, probably to reflect non-payment of
monthly installments.

On January 1, 1995, the Mayor of Tinian entered into a lease contract with J. Fleming for the use
of the Property. The 1nitial contract (Contract No. C50180) was for nine months up to September
1995, and covered an area of 4,200 square feet on the first floor of the KBC Building for $5,000
per month, or $1.19 per square foot.

On March 22, 1995, six months before the Tinian Mayor lease expired, J. Fleming entered nto
an agreement with CDA wherein he assigned all his rights as lessor of the Property, including
entitlement to the then $5,000 monthly rent, to CDA. The assignment of rentals was intended to
pay the promissory note signed on June 9, 1986 by J. Fleming and Cristancia Fleming.

On July 1, 1996, the Tinian Mayor lease contract (Contract No. C50180 in 1995 renumbered to
L60067 1 1996) was amended to include the second floor of the KBC Building and increased the
monthly rent to $10,000. On March 10, 1997, 12 days after the unrestricted right of J. Fleming to
use the Property under the Ground Lease Agreement expired, a contract change order (Contract
No. L60067 in 1996 renumbered to L70043 in 1997) was executed extending the Tinian Mayor’s
lease period to September 1997. The major parties to this contract were the Mayor of Tinian, as
the expenditure authority, and J. Fleming, as the lessor.

Only in November 1996, nearly two years after the assignment agreement was executed, did CDA
start to recerve the $5,000 assigned portion of the $10,000 monthly rent for the Property. As of
May 1997, about three months after J. Fleming’s rights in the Property expired, J. Fleming and
CDA sull continued to receive the monthly rental payment, each recerving $5,000.

OBJECTIVES, SCOPE AND METHODOLOGY

The objectives of our audit were to determine (1) whether the contract for the lease of the
Property was procured in accordance with the CNMI Procurement Regulations, and (2) the steps
the CNIMI government should take to ensure that payments for the lease of the Property will be
made to the rnight parties.



The scope of our audit was limited mainly to a review of lease contracts, contract change orders,
and other pertinent agreements and correspondence. Our audit was made, where applicable, in
accordance with Government Auditing Standards issued by the Comptroller General of the
United States. Accordingly, we included such tests of records and other auditing procedures as
were necessary in the circumstances.

FINDINGS AND RECOMMENDATIONS
A. $240K Lease Contract Approved Without Competition

The CNMI Procurement Regulations require that purchases amounting to $10,000 and above be
awarded by competitive bidding. Should the expenditure authonty elect to use other acceptable
procurement methods, a written justification should be submitted to the Director of P&S before
a contract can be approved. It 1s the duty of the Director of P&S to ensure that these requirements
are observed in all government procurements. Our audit showed that the former Director of
Procurement and Supply (P&S) approved a 2-year lease contract amounting to $240,000 without
either competitive bidding or sole source justification. This occurred because the Director of P&S
failed to enforce the provisions of the Procurement Regulations that require, at a minimum, a
written justification for this kind of procurement. As a result, the Director of P&S violated the
provisions of the CNMI Procurement Regulations, and the CNMI Government may have been
paying more than was necessary.

Violation of the CNMI Procurement Regulations

The CNMI Procurement Regulations provide that procurements amounting to $10,000 and
above shall be awarded by competitive sealed bidding except when the procurement qualifies
under sole source, emergency or expedited procurement methods. Should the expenditure
authority elect any of the latter procurement methods, the regulations require a written
justification prepared by the official with expenditure authority and approved by the Chief of P&S.
No government contract shall be valid unless it complies with these regulations. The Chief shall
obtain from the offeror (vendor) information necessary to determine whether the ofteror 1s
qualified or eligible to receive an award under applicable laws and rules. Under Section 2-103, it
is the duty of the Director of P&S to monitor the observance of these regulations in all
government procurements.

Section 6-211 provides that “...An (government) employee who violates the provisions of these
rules and regulations is subject to adverse action....”. This action includes but is not limited to
reprimand, suspension without pay, termination of employment, civil injunction, civil suit for
damages or return of government money or criminal prosecution.

Untimely Implementation of the CNMI Procurement Regulations

Apparently, the contract was procured without going through the CNMI standard procurement
procedures. The Director of P&S should have ensured implementation of the law at the time the
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contract was initially approved in January 1995. It appears that it was only on June 3, 1997, almost
three months after the approval of the second contract change order (Contract No. L-7004302),
that the Director of P&S demanded a written justification (See APPENDIX A).

We also noted that the rental rate of $1.19 per square foot is higher by 19% when compared to the
rate of a similar office space in Tinian. At present, the Tinian Mayor’s office pays $6,000 monthly
for the use of their main office building in Tinian with an area of 6,000 square feet, or an
equivalent of $1 per square foot.

B. Lessor Improperly Exercised His Limited Rights to the Property

Section 21 of the Ground Lease Agreement provides that J. Fleming shall have unrestricted use
of the Property only until February 26, 1997. Beyond this date, all rights in the Property, including
the right to the rents and other profits earned from the Property, shall go to the first lessee or her
assignee. Our audit showed that James Fleming extended the leasehold agreement with the Mayor
of Tinian and collected the proceeds of the lease payments even though his rights in the Property
had already expired. This occurred because J. Fleming willfully agreed to a renewal of the lease
contract with the Tinian Mayor’s Office despite knowing that his rights in the Property had
already expired. As a result, ]. Fleming violated the provisions of the Ground Lease Agreement to
which he was a party, and has led the Tinian Mayor’s office and CDA to believe that he still
retained rights as lessor of the Property, thereby resulting in serious conflicts.

Violation of the Ground Lease Agreement

Section 41 of the Ground Lease Agreement entered into by J. Fleming with the first lessee provide
that “...the Lessor (J. Fleming) and the Lessee (first lessee) hereby agree that Lessor shall continue

»

to have unrestricted use of the Property described...until February 26, 1997....7.

J. Fleming violated the provision of the Ground Lease Agreement which terminated his leasehold
rights in the Property up to February 26, 1997. On March 10, 1997, almost two weeks after the
expiration of his limited rights in the Property, J. Fleming in a lessor capacity signed a contract
extending the Tinian Mayor’s Office’s use of the Property to September 1997.

Until the time when the Tinian Mayor’s office placed the lease payments on hold, James Fleming
and CDA, as an assignee of a portion of the lease, continued to receive the monthly lease
payments. Under the Ground Lease Agreement, lease payments should now rightfully go to the
first lessee’s assignee. CDA, which may have been unaware of the fact that J. Fleming’s rights in
the Property had already expired, still continued to collect its $5,000 share of the rentals under the
Assignment. Nonetheless, the Loan and the Mortgage agreements have sufficient provisions to
support the courses of action that CDA might want to take.



Conclusion and Recommendations

The Director of P&S violated the CNMI Procurement Regulations by approving a 2-year lease
contract amounting to $240,000 without either competitive bidding or, at the least, a sole source
justification. He also failed to assess the legal capacity and authority of the vendor to enter nto a
D-year lease agreement for the KBC Building prior to its approval. This contributed to the
complicated situation the Commonwealth Government now finds itself in.

Accordingly, we recommend that the Secretary of the Department of Finance (DOF):

1. determine whether adverse action should be applied to the former Director of P&S for
violating the provisions of the CNMI Procurement Regulations; and,

2. deposit the $10,000 monthly rental to an escrow account until such time as (a) a written
justification for the contract has been received and thoroughly evaluated, (b) a court or the
parties concerned reach a decision as to who is really entitled to the Property, and (c) the
conflict over who is the proper recipient of the rental payments has been resolved.

DOF Response

In her letter dated November 25, 1997 (APPENDIX B), the Acting Secretary of DOF disagreed with
Recommendation 1. According to her, both the Director of P&S and the Mayor of Tinian
remembered a written justification at the time of contract routing, but were unable to locate that
document. On October 16, 1997, the Mayor instead submitted a new justification, citing the KBC
Building as the only available and suitable building (APPENDIX C). The Acting Secretary stated
that the substitute written justification had been thoroughly evaluated and accepted by the
Director of P&S and herself. She added that “...the same or similar information, which was
contained in the previously submitted justification was thoroughly evaluated by the Director of
P&S. Therefore, we believe that administrative sanctions under Section 6-211 of the CNMI P&S

”

Rules and Regulations are not applicable to this procurement....”.

The Acting Secretary also referred to competitive bidding conducted by the Division of P&S on
October 22, 1997 for a DOE-Tinian office, which showed that the KBC Building lease rate of
$1.19 per square foot/month was still within the competitive range for office space in Tinian. The
lease contract was awarded to the sole bidder for $1.26 per square foot /month.

On the finding that the lessor improperly exercised his limited rights to the Property, the Acting
Secretary stated that DOF took no position. She stated further that “...Apparently, James Fleming
disputes the validity of the Ground Lease Agreement. However, no party informed Finance of the
prior assignment to other party (first lessee’s assignee) under the Ground Lease prior to the

»

payment to CDA in November 1996....”.
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On Recommendation 2, the Acting Secretary stated that they had already placed $65,000 in an
escrow account for funds to be paid under the KBC Building, pursuant to a memorandum she
issued to the Acting Director of Finance and Accounting. She added that the DOF Legal Counsel
was attempting to negotiate an agreement among all parties for release of funds from the escrow
account to pay CDA in order to prevent foreclosure of the property. The release of the funds
depended upon the approval of the expenditure authority and other parties potentially entitled to
the rental payments. If the parties should be unable to reach a decision, a court action would be
the alternative. No implementation date could be specified due to uncertainties inherent in both
court action and negotiation among the parties.

Subsequently, we were mnformed that a check amounting to $45,506.87 was released to CDA. In
her letter dated December 1, 1997, the Acting Secretary stated that this was by agreement of the
interested parties in order to prevent foreclosure

OPA Comments

We consider Recommendation 1 open. The original lease contract (Contract No. C50180) was
approved on January 1, 1995 and was renewed thereafter on July 1, 1996 and March 10, 1997 by
execution of contract change orders. The last contract amendment of March 10, 1997 extended
the lease period to September 1997 retroactive from October 1996. Our copy of the memorandum
issued by the Director of P&S requesting the Mayor of Tinian to submit a sole source justification
for the KBC Building Lease (APPENDIX A) is dated June 3, 1997, almost three months after the
2-year lease contract was approved and nine months after October 1996, the date when the
extension of the lease period commenced. We believe such a written request would not have been
necessary if the Mayor of Tinian had already submitted, or the Director of P&S had already
received, a sole source justification prior to the approval of the 2-year lease contract.

Under the CNMI Procurement regulations, contracts for supply, service or construction procured
without competition may be awarded when the Chief determines in writing that there 1s only one
source for the required supply, service or construction. Such determination will be based on the
written sole source justification to be prepared by the official with expenditure authorty.
Procurement regulations also require that contracts should be awarded only to responsible
contractors. The Director of P&S 1s mainly responsible for obtaining information from the bidder
or offeror necessary to make a determination of responsibility using the factors stated in the
procurement regulations. It should be noted that these requirements apply to all government
procurement whether initial contracts or contract renewals.

We consider Recommendation 2 closed. The additional information needed to close Recommen-
dation 1 is presented in APPENDIX D.




Subsequent Event

In a meeting with the DOF Legal Counsel on March 3, 1998, we were informed that the Tinian
Mayor’s Office and DOF-Tinian have already vacated the building in question. She then
requested OPA to determine the final amount due J. Fleming for the lease contract. We intend to
issue a separate follow-up audit report on this matter when the information is available.

* Kk %

Our office has implemented an audit recommendation tracking system. All audit recommenda-
tions will be included in the tracking system as open or resolved until we have received evidence
that the recommendations have been implemented. An open recommendation is one where no
action or plan of action has been made by the client (department or agency). A resolved
recommendation is one in which the auditors are satisfied that the client cannot take immediate
action, but has established a reasonable plan and time frame of action. A closed recommendation
is one in which the client has taken sufficient action to meet the intent of the recommendation
or we have withdrawn it. Please provide to us the status of the recommendation implementation
along with the documentation showing the specific actions taken.

Please provide to us the status of recommendation implementation within 30 days along with
documentation showing the specific actions that were taken. If corrective actions will take longer
than 30 days, please provide us additional information every 60 days until we notify you that the
recommendation has been closed.

Sincerely,

_//_ : - ..,._ =
—— o f\ﬂ/{»\ /4
Leo L. LaMot],.‘f-/‘“'“'";’ﬂ_\’y
Public Auditfr, CNM]I

Cl Governor
Lt. Governor
Eleventh CNMI Legislature (27 copies)
Acting Attorney General
Legal Counsel, Department of Finance
Director, Division of Procurement and Supply
Acting Special Assistant for Management and Budget
Public Information Officer
Press




APPENDIX A

Procurement and Supply
Department of finance
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DATE . Jupe 03, 1997 "/
TO ' Mayor of Tinlan and hquigesp
FRONM 1 Director, Divioion 6f¢ Procurcment and Division
6UBJECT Contract No. L60067 (XBC Duilding Lease)

The Division of procurement and B8upply 12 requesting o vritten
justifioation from you, the expepnditure authortity, for Cthe gole
souroce contract for the leasse of space of the Tinian Hayor s Offlce
and the Tiniapn Department of Plnance.

juatificatlon ahould include the reasons vhy the offloo

apace wvas necessary. {o.q. old building copndomnaid by the puilding
gafety of the Dapartment of punlic Works, lack of Beaour lvy, lights,
povar, vater ot aataral . of comparabla
apooe, the uniqgque «,‘apnl.tl 1ition tnrﬂl‘]_t ad,
conalderatlions gliven te a lternative osouroces

should also atata that thara 1o only ohe scurcd for tha
the specifica as Lo compharablea offloo space ratad

The wrltteon

the prices and aval labilicy
uhy Lhey aro requirsd, and
rhe justification
ragulred

orfice apanoe and
on Tinian.

being requested vill maxe tbhe coptract in

The information
Proourenment Requlations.

compliance with the CNNHI
in a timely

wo lookx forward to recoiving tho vritten justification

canpnor .
NN i \
Edw B. Palaocios
co: Me. Hary Williamson, gpecial Assistant Attorpsey Gonercal

mr. Antonlo R. Cabreora, Becretary of Pinancs

HMe. B8ally Pfund, Aasistant Attornoy CGepaeral
Mr. Leo L LLaMotta, Publio Auditor
Contraot Pile

« -



APPENDIX B
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Office of the Secretary
Department of Finance

PO Box 5234 CHRB SAIPAN MP 96950 TEL (670} 664 1100 FAX (670)664 1115

November 2S 1997
SHL98-019

Mr Leo M La Motie

Public Auditor

OFFICE OF THE PUBLIC AUDITOR
2™ Floor J £ Tenoro Building
Gualo Rai, Saipan, MP 96950

Re: Kesponse Draft Letcr dudu Repore on ihe Qudi and tnvesugotion
of KHC Rudding | cuve € ontract

Dear Mr La Motte

On October 3. 1997, your office 1ssued a Draft Letier Audit Repont on the Audit and
Invesugation of the KBC Building Lease Contract, pursuant 10 a letter dated June 11, 1997 from the
Department of Finance’s legal counsel. requesting an audit and investigation of the contract between
the Mayor of Tinian, as expenditure authority and James Fleming for the lease of KBC Building

Our comments on the results of the review are as (ollows

Results of Review
I. $240,000 Lease Contract approved without competition

We agree that the CNMI Procurement Regulatons require that purchases amounting
o $10,000 and above be awarded by competive bidding or altermative acceptable
procurement methods and that should the expenditure authonty elect to use other acceplable
procurement methods a wrinten justification be submutted to the Director of Procurement
and Supply before a contract can be approved

fninally, it appeared that a violatton of CNMI Procurement and Supply Rules and
Regulations ("P&S™) as cited 1n the artached memorandum dated June 14, 1996 {rom the
Govemor Froilan C Tenono (Attiachment "A™) had occurred because no wnitten jusufication
was attached 10 the solc service procurement as required under §3-104(2) of the P&S Rules
and Regulauons Both, the Director of P&S and the Mayor of Timan. however,
remembered a submission of a wnitten justification at the ume of the routing of the contract
bul were unable (0 locale that document  The Mavor of Timan has subﬁlirlcd another
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APPENDIX B
Page 2 of 3

Page 2

{etter 10 Leo La Moure

Itesponse (0 Draft Audit Report - KBC Buitlding Lease
November 25 1997

written justification (Attachment “B7)  The same or similar information which was
contained n the previously submutted justfication, was thoroughly evaluated by the Director
of P&S  Therefore, we beheve that administrative sanctions under Section 6 211 of the
CNMI P&S Rules and Regulatons are not applicable to this procurement

The Division of Procurement and Supply advertised 1n October of this vear los rental
office space for the Department of Finance-Timan, under Section 3-102 Competitive Sealed
Bidding of P&S Rules and Regulations tn order to obtan appropnate remal ofTice space and
to determine the faic market value of rental office space in Timan  As indicated n the
documents attached (Attachment “C™). the competitive bid was awarded 10 Joaquin I Borja
at a monthly rental of $5,000 a month (or 3961 |7 square footage of office space or
approximately $1 2§ a square (0ot per month  The amount of the winning bid 1< more than
the $1 00 per square oot paid by the Mayor of Timan {or his main offices and more 1hat the
$1 19 being paid for the KBC lease property  Because of the shorage of suitable office
space in Tiruan, the uniqueness of each property. and the amount which will be paid on the
competitively bid lease, we believe that the amount of office rental paid for the KBC
Building 1s within the compettive range (or office space in Timan

1. Lessor lmproperly Exercised his Limited Rights on the Property

This office takes no position on whether the Lessor, James Fleming, tmproperly
exercised tus Aghts in the property  Apparently, James Fleming disputes the validity of the
Ground Lease Agreement. However, no party informed Finance of the pnor assignment to
OHS (CNMI) Inc under the Ground Lease prior to the payment to Commonwealth
Development Authonity (“CDA™) in November of 1996 CDA represented to Finance that
1thad a valid assignment and was entitled to the rental payments CDA had access 10 a utle
search dated November 26, 1990 and information which caused them to execute morigage
revisions in the name of James Fleming and his wife (See Anachment D7)

The Certificate of Title and other relevant documents (Attachment E | appear o
establish that Rosalia Fleming was the owner of the property unul November 19 1990 and
gifted the property to James A Fleming on this date This Deed of Gift was executed beflore
the Commonwealth Mantal Property Act of 1990 became efTective on Februan 22 1991
8 CMC §1811 et seq The title search which was contracted by DHS (CNMI) Inc
determines that the utle (o the property 15 1n James A Fleming (Attachment F )

In accordance with your instructions, we hagc«placcd $65 000 1n a monthiv rental
escrow account  This amount represents $10,0007a month (or rents from June through
November 1997 and $5,000 for the month of May which were not disbursed  Reportedly
the Department of Finance-Tintan wall be moving into the newly procured office space on
December 1. 1997 and the Mayor of Tiatan will be vacauing his office space by Januarv
1998 (See Attachment “G™)
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Page 3

letter 10 Leo La Morte

Response 10 Draft Audu Repore KB( Budlding [ case
November 25 1997

Currently. the Deparniment of Finance-Saipan 1s negotiating with the Mayor of Timan_ the
representative of James Fleming and his wafe, Constanza, CDA and the representative of DHS
(CNMI) Inc for agreement 1o the release of funds 1o CDA 10 prevent foreclosure of the property
The money will remain n the escrow account until a count or the partics involved determine by
agreement the proper recipient of the rental payments

CONCLUSION AND RECOMMENDATIQN

We do not concur with the recommendation 10 impose admimistrative sanchions against the
Director of P&S  The substitute writien jusufication submitied by the Mayor of Tinian has been
thoroughly evaluated and accepted by the Director of P&S and the Acung Secretary of Finance for
compliance with the P&S Rules and Regulations. and has found 1o be 1n compliance

The Department of Finance, Division of Finance and Accounting has placed $65 000 in an
escrow account for funds to be paid under the KBC Building Lease pursuant 10 a Memorandum from
the Acting Secretary to the Acung Director of Finance and Accounting Currently, the legal counsel
for the department is aemplting 10 negotiate an agreement among all parties for release of funds
from the escrow account 10 pay CDA 1n order to prevent foreclosure on the property  The release
of funds depends upon approval of the expenditure authority and other parties potenually entitled
1o the rental paymeants  As referenced in the attached letter (Attachment “H™), the amount to be
released will be approximately $45 506 87 as of November 28, 1997 in order to prevent foreclosure
of the property [f the parties are unable o reach a decision, court action will be the alternative
action  Any assistant arorney general may be assigned to the case The release of additional funds
for attorney’s fees, in connection with the foreclosure is subject to agreement among the parties
No implementation date can be specified due to the uncertainties inherent in both court action and
negontiation among the parties

If you have any questions regarding this response please do not hesitate (o contact me
Thank you

Sincerely.

s —

DOLORES S GUERRERO
Acting Secretary of Finance

Anachments

Special Axusiant 10 the Secretary of Finatce
Director Procuremens and Supply
Asststant Attocaey Cencral inance

file

12

APPENDIX B
Page 3 of 3



APPENDIX C

(R

FROM  TINIAN MAYOR'S OFF | CE PHONE ~O 670 43349267 et 1719497 B2 dArm
3 4 ) I.’
.J’;I
/
!
[
. o
®ftice of the SHlapor \
MUNICIPALITY OF TINIAN AND AGQUIQUAN y
ro. BOX 39
SAN JOSB VILLAGU
HERMAN MUNA MANOLONA TINIAN, MP 96952 Jhone (6703 431923
Mayor

(670) 1)1 9204

(870) 319%0

EMORANDUM

Date: October 16, 1997
10 Director, Procurement & Supph
[ROM Mayor Herman M. Manglona

SUBJECT Mayor's Office Rental

The oma of the Mayor “of Trmiun ang Agulgunn (qulht‘,x with the Department of Finnnce
unl Acmunlmg Revehue, Procigment and Supply npd He Cugtoms Saorvices were houeed
A govornment fnulxly that' was- formerly wsegl o5 fhe Tininn Dispensary. which  wa.
condemned becuusc it cantained d@sbestos. The Tu def &l goveninent bimnzd the use of the
faciliticswhich contnined hum.rdous substances ufdt ﬁt m.bn 'ifor

During heavy rains, the -building leaked and ﬂoodcd wllh up {oolic fool of wautey mide the
offices, rendering (hém dangerous und unsuitable nod hympérinig govermment oporistions
Futhermore, during Typhooms, the Mayor's Office is used.a the .Command Post, bur that
building was unsunable.and danperous und ercated a- huzurd e employees and occupanis
Rat infestution .ﬂmu\,mcd u >chou\ problem becuusey Mgt ffom Being unsamiory. they aie
the elecuycal wum!\ro the compul('!\ which rc<nltcd 1n'_‘fr£>quem breakdow nv nnd costly
epRiy

J'hese condimons were braughi to the gitenton of the Qovemarand dic Licutenmm Goveinm
and they both el thar 1t was justitied 10 find more suirghje (acilies @@ house the Mayor
Office and the divisions ol the L)cpunmcm ofhnanco

Adter a thilipent sedrely was imade 1o Nnd L|]|.|||I| goverment space for thete ot
decided wonlso lpek for office space e privite sector. Tly dlviions of the Depanmen @
Financewere relocarcd 1edhe K B( building, which wis the only aviluble, wtabide Daadding
e Chuehocho Jaifding _\J.'-.u the only suttnble faclllly avpilable 1w house 1he Gihice el th
M el -1 rmff;\|;':]sh'::||r-z|l nf atafl. This ilulil:lh'ug Is nn ul] conerere soocion coittrally
localed wiaclh Has .|<.lr-rir|;\|_.', ':,',|||: Space 10 sccenmmmdate the wddinonal vehfos pad heas
cquIpment with CaSy access

Sance e Musen s e i oflce caphos m Januney, i weould e cxbemcly cosiy . aoarapiy
anid ||u‘r.r||\z|_'|\llc IR “,':J' seote b s eoint o binne Ao, theie s e oalies o fice s asaalabl

w1 | mml\_m s I|J?'|l'f"'
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APPENDIX D

AUDIT AND INVESTIGATION OF THE TINIAN MAYOR’S CONTRACT
FOR THE LEASE OF THE KBC BUILDING

STATUS OF RECOMMENDATIONS

Recommendafions  + Agency

Determine whether adverse action
should be applied to the Director of
P&S for violating the provisions of the
CNMI Procurement Regulations.

Deposit the $10,000 monthly rental to
an escrow account until such time as
(a) written justification for the contract
has been received and thoroughly
evaluated, (b) a Court or the parties
concerned reach a decision as to who
is really entitled 1o the Property, c) the
conflict over who is the proper recipient
of the rental payments has been re-
solved.

DOF

DOF

Clpen
Jpe

Action Required

Provide OPA with a copy of the deci-
sion made on the violation of the
provisions of the CNMI Procurement
Regulations by the former Director of

P&S.

Closed

DOEF Response
The Acting Secretary stated that they

have already placed $65,000 in an
escrow account. Subsequently, a check
in the amount of $45,506.87 was
already released to CDA as agreed by
all interested parties, in order to pre-
vent foreclosure.

OPA Comment

Provide OPA with a copy of the agree-
ment made by the concerned parties
approving the release of the check

| amounting to $45,506.87 to CDA.
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