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and implemented, one remains unresolved, and one is resolved but not implemented. The status 
of all recommendations is shown in appendix 6 of the attachment. 

One of the two recommendations to the Governor that require further action concerns
initiation and completion of projects without benefit of contracts. The Executive Director 
maintains that the Authority used competitive contract procedures in all contracts recommended 
by the Engineering Division; that formal contracts were issued for all work related to capital 
improvement projects; and that the selection process related to the Crown Bay Dock and Retail 
Development Project was documented. We are referring the implementation of this 
recommendation to you for oversight. The Executive Director must provide evidence to the 
Office of Insular Affairs (OIA) that the procurement process was followed.  

The unimplemented recommendation to the Governor concerns non-issuance of Internal 
Revenue Service (IRS) Forms 1099. The Executive Director and Director of Administration and 
Finance must provide copies of IRS Forms 1099 for contracts issued during the third quarter of 
fiscal year 2010. Continuing compliance with Federal requirements regarding issuance of IRS 
Forms 1099 and their submission to the Bureau of Internal Revenue is required.  

Due to the long-standing, pervasive nature of the deficiencies described in the subject 
report, resolution and implementation of recommendations to the Governor may be in question. 
We recommend, therefore, that OIA: 

1. Ensures that the Virgin Islands Government obtains from the Authority 
documentation that may demonstrate adherence to required procurement processes;
determines whether such documentation supports the Executive Director’s non-
concurrence; takes appropriate action in the absence of documentary proof (see report 
recommendation number 1); and that the Government obtains copies of IRS 1099s for 
contracts issued, as appropriate by quarter (see report recommendation number 5). 

Please provide us with your written response to this report, number VI-IN-OIA-0004-
2010, within 30 days. The OIA response should provide information on actions taken or planned 
to address Authority provision of documentation that demonstrates that the required procurement 
process was followed and of IRS 1099s for contracts issued during the third quarter of fiscal year 
2010, target dates, and titles of the officials responsible for implementation. Please address your 
response to: 

Ms. Kimberly Elmore
Assistant Inspector General for Audits, Inspections and Evaluations 
U.S. Department of the Interior 
Office of Inspector General
1849 C Street, NW., MS 4428 
Washington, DC 20240 

If you have any questions regarding this memorandum or the subject report, please do not 
hesitate to contact me at (202) 208–5745. 

Attachment
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Why We Performed This Audit 
We conducted this audit as part of our annual work plan, which requires 
assessment of performance of administrative functions related to the initiation and 
completion of Virgin Islands Port Authority (Authority) capital improvement 
projects (see appendix 3 for scope, methodology, and prior coverage). 

Overview of the Virgin Islands Port Authority 
The Authority is an instrumentality of the Virgin Islands Government that 
manages all airports and seaports, with the exception of the West Indian Company 
Dock. The Authority’s Engineering Department manages all capital improvement 
projects and related contracts for architectural, engineering, and construction 
services. The Authority’s Director of Engineering is the custodian of contract files 
for these projects, which are funded by federal and local grants, bond issuances, 
and a variety of fees. 

Between 1998 and 2008, the Authority recorded initiation of 109 capital 
improvement projects, each of which required the hiring of various contractors 
and service providers. These 109 projects totaled $211.7 million. 
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What We Found 
The Authority’s administration of multi-million dollar capital improvement 
projects leaves the Virgin Islands Government vulnerable to fraud, waste, and 
mismanagement — as it has for many years. In particular, its failure to address 
longstanding procurement and financial reporting deficiencies related to capital 
improvement projects has precluded efficient operations and hampers the ability 
to collect all Virgin Islands Government revenues.  

Five years ago, we cited many of the same deficiencies identified in this audit. 
The recommendations for corrective actions that we made then have been 
ignored. The Authority continues to disregard its own internal rules and 
regulations in the selection of contractors and the award of contracts for capital 
improvement projects. 

During this audit, we reviewed 12 capital improvements projects (see appendix 
4). These projects totaled $86.2 million and included 118 contractors and service 
providers. In terms of procurement deficiencies, we found that some projects were 
initiated and completed without contracts in place to protect the Authority’s best 
interest. In other projects, contract files were haphazardly maintained without 
evidence to support actions taken. In terms of financial reporting deficiencies, 
project costs were not accurately recorded. Further, IRS Forms 1099 were not 
issued to ensure all payments to service providers were reported to the Internal 
Revenue Bureau.

Procurement Deficiencies 
Although the Authority has policies and procedures in place that require it to 
competitively select contractors and service providers, we found that it does not 
comply with those requirements. For example, the Engineering Department 
routinely ignores the Authority’s detailed, 14-step process for ensuring 
accountability and transparency (see Figure1). Further, we found the Authority’s 
procurement filing system to be pervasively disorganized and its individual 
project files to be incomplete. This failure of proper performance of 
administrative functions permits inefficient operations, jeopardizes the 
Authority’s financial interest, and increases the potential for fraud, waste, and 
mismanagement. 

Of the 12 capital improvement projects that we reviewed, nine evidence 
procurement deficiencies. In those nine projects, worth $75 million, the Authority 
either circumvented or inadequately documented the procurement process. We 
were, therefore, unable to find any evidence that the required documents exist and 
have no assurance that the Authority issued contracts to the most qualified, 
responsive, and deserving contractors. 



3
 

The most egregious example of circumvention concerns the Lindbergh Bay Park. 
By classifying the project as “in-house,” the Authority avoided the normal 
contracting process and retained control over $900,000 in project funds. The 
Authority then used $443,300 of those funds to hire the “casual labor” of private 
citizens. In other words, none of the casual laborers who worked on this project 
was an Authority employee. Further, none provided services under a formal 
contract. Finally, upon project completion, the former Executive Director of the 
Authority (who also planned and managed the project) hired three of these private 
citizens to work for the Authority. The three had received $394,400 of the 
$443,300.

Figure 1. 

In terms of documentation, we found disorganization and incomplete files. Many 
files had been strewn across all areas of the Engineering Department, including 
empty cubicles and offices (see below). Overall, the majority of project files were 
in such disarray that we could not determine if the Authority followed proper 
procurement procedures.  

This disorganization so impeded our audit that we were forced to meet with the 
Authority’s Executive Director and the Engineering Director in an attempt to 
obtain missing documents. Despite our best efforts at this meeting, the Authority 
still could not produce the documents that we requested. 

Authority Contract File Requirements 

1) Purchase Requisition 
2) Public Notice 
3) Mailing list of bidders 
4) Invitation for bids or request for proposals 
5) Bid abstract or record 
6) Determination of non-responsible bidder, when applicable 
7) Determination of inadequate response to bid, when applicable 
8) Evaluation of bids 
9) Notice of award to successful bidder and unsuccessful bidders 
10) Contract 
11) Noncompetitive determination, when applicable 
12) Emergency procurement determination, when applicable 
13) Cost-reimbursement contract determination, when applicable 
14) Basis for cost or price 
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Figure 2. Project files strewn across cubicles. 

In addition, many project procurement files are incomplete. We were forced to 
work with copies of contracts because the Authority was unable to provide the 
originals. Further, many files fail to document how contractors were selected or 
whether they met basic requirements for conducting business in the Virgin 
Islands. We provide two examples below of projects with incomplete files. 

� Crown Bay Dock and Retail Development Project, worth $39 million. Of 
the 35 contracts involved in the development project, the Authority could 
not locate procurement files for 32, which were valued at $4.2 million.  

� Crown Bay Dredging Project, worth $966,060. The procurement file for 
the primary contractor, which was paid $897,000, could not be located. 
Also, the Authority included contract wording that indicated the existence 
of two bidders rather than to document the selection process. 

Financial Reporting Deficiencies 
Our review of the Authority’s financial reporting revealed a myriad of 
deficiencies, such as inaccurate records of payments to contractors and service 
providers of $1.3 million, unreported payments, and non-issued tax forms. In the 
case of the Enighed Pond Marine Terminal Project, the Authority reported that 
$15.5 million was expended. In fact, we discovered that project costs of $16.5 
million were expended — $1 million over the reported amount. Absent the 
accurate recording of project costs, the Authority cannot have a true financial 
picture, because it cannot properly capitalize its assets.

Moreover, during the past 10 years, the Authority has failed to: 

� Prepare and issue required IRS Forms 1099 for any contractors and 
service providers who received payments over $600; and   

� Report $84.3 million in payments made to contractors and other service 
providers. 

This failure to follow financial reporting requirements hinders the Government of 
the Virgin Islands from collecting all its taxes. Utilizing a conservative tax rate of 
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15 percent, the Virgin Islands Government potentially lost $12.6 million in much 
needed tax revenues (see appendix 5) over this period. 
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Conclusion and Recommendations 
Conclusion 
Procurement best practices require that a properly documented procurement file 
provide an audit trail from the initiation of the acquisition process to the 
beginning of the contract. The file should provide a complete background, 
including the basis for the decisions made at each step in the acquisition process. 
A well-documented file should:  

� Speak for itself, without need of interpretation;  
� Support actions taken;  
� Provide information for reviews and investigations; and  
� Furnish essential facts in case of litigation. 

The Authority fails to meet this standard even though it has rules and regulations 
in place that require it to competitively select contractors and service providers, 
ensure efficient operations, and protect its financial interests. The Authority does 
not even record project costs accurately or comply with financial reporting 
requirements. Its institutional inefficiency and poor procurement and financial 
reporting practices leave the Virgin Islands Government subject to fraud, waste, 
and mismanagement, as well as hinder the collection of all taxes owed.

Recommendations 
To improve performance of administrative functions related to capital 
improvement projects at the Virgin Islands Port Authority, we recommend that 
the Governor of the Virgin Islands ensure that the Authority:    

1. Comply with the requirements to use competitive contract procedures and 
to issue formal contracts for all work related to capital improvement 
projects.

2. Develop and implement a tracking system or checklist to make sure that 
procurement-related requirements are met for all contracts.

3. Follow existing internal policies regarding the documents that should be 
maintained in contract and other procurement files. 

4. Record capital improvement project costs accurately.

5. Issue IRS Forms 1099 to contractors and service providers and forward 
copies to the Internal Revenue Bureau.   
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Appendix 1: Governor of the Virgin 
Islands Response 
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Appendix 2: Office of Inspector 
General Reply to Auditee Response 
The Governor of the Virgin Islands responded to this report in its draft form on 
May 19, 2010 (see appendix 1). The Governor agrees that the lack of timely 
tracking of documentation impeded the Authority’s ability to prove its compliance 
with basic procurement best practices and encloses input by the Authority’s 
Executive Director. 

The Executive Director, while agreeing with four of the five recommendations, 
took exception to certain findings and conclusions in the report. Specifically, the 
Executive Director maintains that the Authority used competitive contract 
procedures in all contracts recommended by the Engineering Division and that 
formal contracts were issued for all work related to capital improvement projects. 
Moreover, he takes issue with our opinion that Lindbergh Bay Park is the “most 
egregious example of circumvention” of the procurement process that we found. 
Finally, the Executive Director states that the selection process related to the 
Crown Bay Dock and Retail Development Project was documented.   

After conducting 8 months of reviews, we could not state that the policies and 
mandates of the Authority’s Board of Directors have been followed. We are no 
more able to verify the Executive Director’s contentions after receiving his 
response to the Draft Report. 

Selection of contractors: We recognize that the Authority may have, in many 
cases, followed procurement rules and regulations. In any given instance, 
however, we can have no assurance that the Authority issued contracts to the most 
qualified, responsive, and deserving contractors due to the lack of procurement 
process documentation. In fact, the contract documents provided as part of the 
Executive Director’s response included: unsigned copies of contracts we already 
possess in signed form; a copy of a request for proposal that differs from the one 
in our files that it represents; and additional evidence that indicates that the 
Authority may have overpaid a contractor by $215,000. None of these documents 
serve to refute our assessment.

Circumvention: No question can exist that the Lindbergh Bay Park project 
exemplifies circumvention of the procurement process. The Executive Director’s 
contention is that this project was performed “in-house.” We disagree. By the 
Executive Director’s own admission, “casual labor . . . was utilized to facilitate . . 
. the entire project.” Opinion applies only to our assessment of the project as the 
“most egregious” that we found. 

We hope that the Authority will be able to overcome many of their long-standing 
deficiencies by implementing all the recommendations contained in this report.
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Their full implementation will be required to ensure an efficient and transparent 
operation. 
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Appendix 3: Scope and Methodology 
and Prior Coverage 
Scope and Methodology 
This audit’s objective was to assess Virgin Islands Port Authority performance of 
administrative functions related to capital improvement projects. We performed 
our work from March to October 2009 and interviewed officials, reviewed 
procurement and payment files, and visited project sites on St. Thomas, St. John, 
and St. Croix. We also studied procurement industry best practices and evaluated 
internal controls related to the management of capital improvement projects. 

Our scope was limited by the Authority’s inability to locate all procurement files 
and its inaccurate recording of project costs. We were, therefore, forced to 
determine actual costs based on a review of payment documents. We also 
reviewed payment documents obtained from the Public Finance Authority and 
studied procurement industry best practices.  

We conducted this audit in accordance with the “Government Auditing 
Standards” issued by the Comptroller General of the United States. Those 
standards require that we plan and perform an audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on the audit objectives. We tested the validity of records and 
conducted other auditing procedures as necessary under the circumstances. We 
believe that the work performed provides a reasonable basis for our conclusions 
and recommendations based on our audit objectives. 

Prior Coverage 
In March 2005, we issued Report No. V-IN-VIS-0001-2004, “Procurement 
Practices, Virgin Islands Port Authority, Government of the Virgin Islands.” The 
report revealed that the Authority failed to:

1. Follow procurement related requirements for all contracts;  
2. Exercise due care in planning capital improvement projects; 
3. Establish record control procedures to ensure the security of procurement 

files; and
4. Comply with:

a) requirements for competition and the issuance of formal contracts 
related to capital improvement projects; 

b) internal policies regarding types of documents that should be 
maintained in contract and procurement files; and

c) the Virgin Islands Code requirement that gross receipts be 
deducted from payments made to service providers and 
contractors.
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Appendix 4: Capital Improvement 
Projects Renewed 

Project Name Number of 
Contractors/Service 

Providers 

Total Project 
Cost 

(U.S. Dollars) 

Ann 
Abramson 
Pier 

7 4,694,467.04 

   
CEK Airport 
Taxiway 
 
 

3 9,403,735.11 

Crown Bay 
Marine 
Terminal 58 39,292,329.93 

 
Enighed Pond 
 
 
 

6 16,588,505.35 

Phase 1 
Security 
Fencing 
 
 

 
 

1 202,442.10 

Commercial 
Business Park 
 
 
 

 

1 315,000.00 

Lindbergh Bay 
Park 
 
 
 

 

26 871,075.37 
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Project Name Number of 
Contractors/Service 

Providers 

Total Project 
Cost 

(U.S. Dollars) 

CEK Airport 
Renovation 
 
 
 

 

5 
 
 

2,851,579.23 
 

Crown Bay 
Dredging 

7 966,060.33 

CEK Airport 
Taxiway 
Rehabilitation 
 
 

2 
 
 

12,064,679.60 
 
 

Cruz Bay Pier 
Expansion 
 
 
 

 

1 46,568.75 

STT-
Waterfront 
Plan 
 
 

 

1 287,903.48 

                              TOTALS: 118 87,584,346.29 
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Appendix 5: Monetary Impact 
Questioned Costs 

$5,540,300 

Virgin Islands Government — Unrealized Tax Income  

UNREPORTED INCOME  

$84,300,000 

Potential Taxes Lost 

$12,600,000 
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Appendix 6: Status of Audit 
Recommendations 

 
Recommendation 

 
Status Action Required 

1 Unresolved  We will be referring this issue to the 
Office of Insular Affairs for oversight 
and to ensure compliance. Please 
provide them with any requested 
documentation that demonstrates that 
the required procurement process 
was followed. 

2 Resolved and 
Implemented 

None 

3 Resolved, and 
Implemented 

None 

4 Resolved and 
Implemented 

None 

5 Resolved, Not 
Implemented 

Provide copies of 1099s for contracts 
issued during the third quarter of fiscal 
year 2010. 



 

  

  

  

 
  

  

  

 

  
  
  

  
  
  

      
      
      
      
      
  

       
       
  

      
  

  
  

Report Fraud, Waste,
and Mismanagement

 

 

By Mail: U.S. Department of the Interior
Office of Inspector General 
Mail Stop 4428 MIB
1849 C Street, NW
Washington, D.C. 20240

By Phone: 24-Hour Toll Free 800-424-5081
Washington Metro Area 703-487-5435

By Fax: 703-487-5402

By Internet: www.doioig.gov

Fraud, waste, and mismanagement in 
government concern everyone: Office 

of Inspector General staff, Departmental 
employees, and the general public. We 

actively solicit allegations of any 
inefficient and wasteful practices, fraud, 

and mismanagement related to 
Departmental or Insular Area programs 

and operations. You can report 
allegations to us in several ways.


