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The RtroleumCorporation ofJamaica (PCij a statutory organization created by the Petroleum Act, with

the exclusive right to explore and develop the petroleum resources of Jamaica. It is also the Government
F3SyO0é OKIFINHSR $6A0K GKS NBalLlyaAoaAf sddnérgyfesotddeF | OAf A
in a manner that supports the overall strategy for national development in support of the National Energy
Policy and Vision 2030 National Development Plan (NDP)WQ &  &RdgfoiQigrimiar}&nction is

to import and convert crude oil into various types of petroleum products for supply use in the

domestic market. Both PCJ and Petrg@atn 32 GSNY I yOS LINF OGAOS& YR FTAYL
to the Public Bodies Management &ccountability (PBMA) Act, GOJ Corporate Governance and
AccountabilityFrameworks and applicable guidelines issued by the Ministry of Finance and the Public
Service (MoFPS).

Stemming from public concerns regarding mismanagement at Petrojam, | commisicoenprehensive

audit using theperformance, compliance and special audit methodologies, as well as financial statements
assessment of Petrojam.also reviewed specified areas of PCJ to assess whether its practices were
consistent with the principles ajood financial management and whether the practices accorded with
GOJ Guidelines and good practices, to attain value for mbatso sought to assess whether PCJ provided
robust oversight to Petrojam, based on its parent subsidiary relationship. Tag ie a compendium of

the findings of the reviews of both entities.

The audit revealed a number of deficiengiagich have since been brought to the attention of the
management of PGihd Petrojam | have proffered a number of recommendations for implementation
aimed at strengthening the governance arrangemeait$oth entities. However, | believe that these
recommendations are of relevance to all public bodies and should be considen® Bffice of the
Cabinet andMinistry of Finance and the Public Service (MoF®&*Sectorwide implementation

Thanks to the mnagement and staff of Petrojam aRdCJ for their coperation and assistance during the
audit.

Pamela Monroe Ellis, FCCA, FCA
Auditor General
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Thisreport contains our findings from audit examination
of the governance frameworkgsource, procurement
and contracts management #te
Petroleum Corporation of Jamaica
and
PetrojamLimited.
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Audit at a
Glance

ComprehensiveAudit Report
on Pet govgrnamefrmmework, resource
procurement and contracts management.

Key Daia
*

9 Hich levels of accountable and unaccountable oil losses
fal yI 3SYSyiQa 20SNNARS 2F (G(KS LINE OdzN|
1 Poor management of capital investment project and consultancy arrangements
9 Inconsistent recruitment and employment practices

1 Weakening financial position

9 Inadequateoversightand monitoring of Petrojam operations

Conclusion & Recommendation
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The Petroleum Corporation of Jamaica (PCJ) is the government entity mandafddyol 3S (G KS 02 dzy (
SYSNHe ySSRa Ay I YIFYyySN) GKIG adzlll2NIa GKS 2@03SNIF £
YA&aaA2Y Aa (2 dzyRSNIIF1S GKS RS@St2LIYSYyd |yR LINRY?2
National Energy Policy andsiéin 2030, the National Development Plan. The PCJ is a partner in two joint
venture companies, e of which is Petrojam Limited9 per cent of which is owned BDVCaribe a

subsidiary oPetrdleos de Venezuela (PDVSAS (i N2 21 Y Q& LINJnpbriviBd cnvesf cudleh 2 y A &
oil into various types of petroleum products for supplyd use in the domestic market, the productive

and transportation sectors. Hendeetrojam plays an importal2 t S Ay WF YI A OF Qa Sy SN.
makes it necessary to ensusperational efficiency and economical management of resouimes viable

and sustainable operation.

The audit was undertaken in response to public concerns about allegations of malpractice at Petrojam. A
comprehensive auditvas conductedusing the performance audit, special investigation and financial
statementsanalysis approachThe audit sought tassess whether theperational &tivities, governance

and monitoring framework at both PCJ and Petrojam are consistent with the principles of good financial
management and whether therocurement and contracts management practicscorced with GOJ
Guidelinesand good practices, to attain value for money

The audit identified weaknessestime governance and monitoring framewogt both PCJ and Petrojam
and deficiencies inPetrojam's procurement and contracts management practices avmkrational
activities.These weaknesses and deficienciekeft unresolved will increasethe risk of corrupt actaind
further erodet S (i NP @dfitabilityt, which has declined over the last three yeadsr findings are
summarized in this part of the report.

What we found

4 L
/ Ay
‘ . . _ _ TN .
?:sﬁcftlg)vc ltgaclg‘ﬂte”ze Weakening Financial Increased reliance
| cProject cost ' Position: on short and long
roject cost overruns ; (-
\k «No Jvalue from consultancy aMinimal and declining \ term loan fmancmg.
arrangements net profits wWWorking capital needs
«Procurement practices winadequate cash to meet uCapital expansion
undermined value for this obligation projects
money objective. uReduced efficiency in the
uQuestionable spending on utilization of its assets to
gsgstt;ons and nonbusiness generate sales
N : L \ /
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Executive Summary

1. The Board of Directorsvasdeficientinits2 3SNRA A IK(G | yR Y2yA(i2NATh& 2F t S
inadequacyin the established oversight mechanism was demonstrated by the Board of Directors,
and its sub-committeefailure to convene regular meetingsyhich impaired theirability to
undertake strategic management andversight responsibilities.The Accountability Framewaqrk
which complements Section 23 of the PBMA Act &hidhciple 15, Recommended Practice 2 of the
GOJ Corporate Governance Framewaorkkesit a requirement for public bodies tsubmit minutes
of board meetings and othespecifiedreportsto the portfolio Ministry. t S (i N2 Bard/diiznot
faithfully comply withthese legally established reportingequirements to submit minutes of the
Board meetings, annual, halearly and quarterly reports to the MSEWe found no evidence that
MSETenforced the reporting requirements in ensuring that Petrojéaithfully compliedwith the
reporting requirenents and assuch, the non-compliance wouldhave curtailed its oversight
responsibilities and reporting requirements Rarliament.

2. D2WQa / 2N1IR2NI 4GS D2OSNYyIyOS FNIXYSg2N] adldsSa GKI
responsible for making dasions.Whereas, a Board malelegateresponsibilitiessuch as oversight
over financial, audit and other critical areds,its chairman or subcommittees to approve decisions,
the decision is subject to authorisation and/or ratification by the full Board. This approach is
consistent with good governancbpwever, v identified inconsistencies in the application of the
delecated function.For examplet / WQa . 2 | NRSponscdishiblidys wheréirkilse General
Manager and Chairman were granted authority to approve sponsorship awards of up to $100,000
and over $100,000espectivelyFrom a sample of 3§ponsorship awardgaluing $397 million, over
the period 201516 to 2017-18, we observed that 18 valuing $2218llion were approved by the
Board. As a result of the delegated function, the Chairman approved 12 sponsorships valuing $15.2
million; however,10 of these sponsorskps valung $11.6 millionwere not subjected taatification
by the Board. This approachkas inconsistent with good governance, given the value of the
sponsorshipsand KS . 21 NRQ& | 002 dzy (i I daldgatadl &unctommilenatiéd 2 dzi O2
an over extension of the authority of the Chairman.

3. ¢KAA ¢gla RSY2YAUGNrXrdSR o0& t/WQa YIylI3aSYSyd Tl Afdz
in breach of its Sponsorship Policyhich requires itsinformation and Corporate Affairs (ICA)
Departmentto evaluateeverg LI2 Yy A 2 NEKA L) NBljdzSad F3IFAyad t/ wQa &l
risk assessment However, of the 3&ponsorstps, 25 totalling $30.&illion were not evaluated in
keeping with thepolicy. Whereas we observed that the majority of the sponsorships were made to
government entities, clubs and societies, for sponsorship approvals granted unilaterally and without
the required due diligence PCJ risked sponsoring activities not supported lojicts pn addition,
whereags / WQa . 2 NR O2yaAraidSyift &welamvidelide®thadbMSENR Y A Y
gra FOUGADBS Ay Y2yAUu2NAYy3 yR 20SNESSAYy3 t/ wQa 2

lassSi 2yS 2NJ Y2NB 2F (KSFdif /FWRA 25192 y2aNa NBRRNBLI 20 AKBI x 0 a alLkRy a
the risk assessment.
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Executive Summary

4. Inadequate oversight and monitoringled to systemic breakdown in resource management
practices at PCJ and Petrojam resulting in material financial loskeexecuting duediligence to
inform its Refinery Upgrade Project (RUR)g found no evidence that Petrojam benefitted from
$17.4 million paid for consultancy servicéo conduct feasibility research and analysis as the
deliverables were notchieved Case Studyl and Case Study?2). We examined four projects
amounting to $1.5 billiomnd noted cost overrun totaling$615.7million on New Petroleum Testing
LaboratoryMain Docking Facilitgnd the 2 Furnace Replacementor theother projed, North
Perimeter Fence ReplacemeRetrojammade a badusinesslecision byawardinga contract which
was $67 milliormore than an initial estimate for which it could not determine that the additional
value was received. This brought total financial exposuréhe four contracts to 82.7million.

A B C D E EA EB
Total paid
Total in in excess of
Total Total Total excess of Original
Initial Contract Approved  Variations Spent to Initial Contract
Estimates Cost Variations Paid date Estimates Sum
Projects PQnnn PbQnn PbQnn PQnny PQnny bQnn bQnn
New Petroleum 402,310 409,149 132,149 131,009 536,902 134,592 127,753
Testing Laboratory
North Perimeter 29,771 96,761 - - 96,761 66,990 -
Fence Replacement
Main Docking N/P 783,636 580,588 449,967 1,233,603 N/D 449,967
Facility
F2 Furnace 138,450 245,495 37,963 37,963 283458 145,008 37,963
Replacement
Total - 1,535,041 750,699 618,939 2,150,724 - 615,683

Note: N/P ¢ Not provided; N/Dg Not determined

We found breaches ofGoW ®acurementGuidelinesin the selection and award of contracts, poor

plaming and executions of projects adl y I 3SYSy (i Qa

ol

R

6dza Ay Saa

Pl
(0p))

significant delays in the commencement and completion of projedtse details relating to these
projects are outlinedin Case Studies 3(d}).
contravenedthe terms ofthe procurementiaw and good practice by utilizing the Direct Contracting
(DC) and Direct Contracting Emergency-E)@rocurement methodologiesvithout meeting the

allowable circumstanceshus depriving itself ofzalue formoney.

In awarding contracts, Petrojam frequently

5. PCJ failed to undertake adequate due diligence prior to the engagement of an Architectural Firm
to develop a design at a cost of $22.6 milipfor the redevelopment of the resource centrePCJ
paid thethe Firm $10.76 milliofor the conceptualization phase and obtained the related documents
and subsequentlyglecided to undertake the project imanageable phasess itdid not have the
financial capability to pursue the revisedope P, however, did not recover the mobilization
advance of $2.26 millian
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Executive Summary

6. We also noted deficiencies in human resource recruitment and management practices at both PCJ
and Petrojam which included explicit acts of nepotisnWhile Petrojam has policies that guide its
recruitment and employment, its application of these policieaswnot always consistent For
example, we found instances where two individuals closely connected to employees of Petrojam
were employed despite beingejected by the interviewing pandlCase Study )5 In addition
Pet2 2 | M&uitment and pomotion activities were noguided by an approved staff listing from
the Ministry of Finance and Public Service

At PCJ, from sample of 27 officers, we found thal of the relaed posts were filled without being
advertised andhere was no evidence that PCJ interviewed or conducted any other assessment for
eight of the officers. Our investigations revealed inconsistencies in the application of the Human
Resource Policy with the hiring of Human Resource Officer/HR Specialisid the Business
Intelligence Support OfficgCase Study)7 While we observed that MoFPS approved salaries and
benefits for PCJ, there was no evidence that MoFPS approved the Performance Incentive and the
Reimbursenent of Gym fees to employees. In addition, PCJ paid travelling allowances to 29 officers
without the approval of MoFPS. This resulted in unapproved payments totadi®g fillion over

the 201516 to 201718 period

7. Although liquidity levels were inadequate to cover current obligations Petrojam made
guestionablepaymentsrelated to procurement activitieshad significanfproject cost overrunsand
overspent on donations, which further impaired cash flow Petrojam could notprovide
documentary evidence tsubstantiate payments o0%$14.9 million for counselling service for
employees anaonsultancyservices relating to it85" Anniversary planning activitiés t SSINR 2 YC
management also sper$2.6 milion (US$21,767p K2 ad G662 Wo AWdckKvieted Q LI N.
unrelated toits operationsand did not conform with good corporate practicgzase Studg). We
alsoobserved thatthe value ofdonations doubled between 20184 and 201718 with the largest
yearon-yearincrease of 141 per cent occurring in 201§, when donations totalled $82 million
relative to $349 million in 201617. We noted thatPetrojam exceeded theahation budgein 2015-
16 and 201718 by 33 per cent and 47 per cergspectivelywithout approval from the Board and in
contravention of itdDonationPolicy despitecash flow challengesThese expendituresinderscore
GKS ySSR F2N t SitdBedpiude@aver ié obstsFd® Wiick ifi has contr@Case
Study 4.
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Executive Summary

Donation Expenditure vs Budget

100,000 30
80,000 25
g 60,000 ig
74 40,000 10
20,000 5
2014-15 2015-16 2016-17 2017-18 0
mmmm Donation Expenditure 39,898 54,451 34,897 84,244
mmm Donation Budget 87,704 41,059 67,200 57,120
Cash Ratio (%) 13 19 26 12

8. PetrojamQ &ore refinery operation remains vulnerable given the need to improve production
efficiency and capacity to meet the demand for petroleum productst S (i NB @finafyQ &
production averaged 7.4 million Bbls each year, representing 56 per cent of the total production
capacity of 13l million Bbls as suchPetrojamc2 dz2f R 2y f & &l GA&aFfeé nd LISNI (
demand for 15.2 million BblsPetrojam ndicated that the aging refinery infrastructyra factor
which was outside of its contrahot onlycontributed toits inability to meet itproductioncapacity
but alsoto the high levels of oil losses.

9. Overthe lastfive years, Petrojanrecorded total estimated oil losses of two million Bbls valuing
approximately $18 billion. The total oil loss included 3 .million Bbls utilized during refinery
production and flaringg However,Petrojam could not account for 684 Bblsvaluing$5.2 billion.

The reported unaccountable losses increased over the perio® pg6cent to 184,951 Bbls in 2017

18 from 15,793Bbls in 20131 n @ t SUNR2FYQa | @SN IS | yydza f dzyl O
was almost two times its own Key Perfomea Indicator (KPI) of 0.4 per cektowever, while

Petrojam identified the sources of the unaccountable oil loss, it was not successful in addressing the
problem despite spending US$990,811 to implement measw@imed at mimising oil loss, for

which ithad control.t S G N2 2 I Y Q & in inblénfertahgorréctve wotks to improve working

conditions at the Refinery also resulted in Petrojam having to pay modistypmfiture allowances

to staff, totaling $57 million between April 2015 and July 2018.

2Flaring:Burning of unwanted or excess gasses and liquids release during normal opefatioounted for 93,226 Bbls)
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Unaccountable

Losses

600,684Bbls

29%

Accountable Losses
1,484,743Bbls
71%

400,000
350,000
300,000

250,000

Bbls

200,000
150,000
100,000

50,000

2013-14 2014-15 2015-16 2016-17
Bbls

= Total Accountable Loss (Bbls)285,837 247,466 307,856 278,680
m Unaccountable Losses (Bbls) 115,793 131,544 49,757 118,639

Bbls

Executive Summary

Bbls Bbls

2017-18

Bbls

364,904
184,951

10. Petrojam did not have an efficient system tealidate the volume of products received against the

volume ordered./ 2y aSljdzSy Gt &z

t SGNR2FY YIRS

LI @8YSyida

invoices withoutvalidatingthe actual volumes receiveth keeping with industry practic®etrojam
usedindependent cargo surveyors to gauge the actual volume of produdbadfed by observing the
pre and posfproduct volume readings of the ship. However, this method did actuately

compensate for normal temperature adjustment, which would have contributed to inventory
inaccuracies.In an attempt to minimise the reported losses during custody transfers for one of its

products, Liquefied Petroleum Gas (LPG), Petrojam acquimester and prover system in 2010, at a
cost of US$495,611, to accurately measure the volume of LPGedcdilowever, Petrojam has not

commissioned it into usand an assessment conducted in February 2018 at a cost of US$11,100

revealed that a major compeent is now obsolete, rendering the systemusable.

11. Petrojam relied on imported finished products as refinery prodtion fell 6 St 2 &

demand Although Petrojam reported that the yield (throughput) from imported crude oil averaged

T2N

Odza i 2 YSN.

94 percent, over the last five years, 20184 to 201718, refinery production averaged 7.4 million
Bbls each year, representing 56 per cent of the annual total production capacitylahilfion Bbls
LISNJ OSy

¢ KAa

availability of petroleum supplies, Petrojam relied on imported finished products to meet the

O2dz R

2yfte alidGAraTe

shortfall, which averaged 7.8 million Bbls each year.

Production Efficiency
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Analysis of importation HFO and Finished Produc
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Executive Summary

13. Petrojamgained greater financial benefifrom its core refinery operations even with itagedplant
infrastructure. We observed an inverse relationship between gross profit mangéhimports, which
was demonstrated in FY2014/15 when gross profit margin fell in response to a sharp increase in
imported finished products. Conversely, there was a direct relationship between gross profit margin
and refinery production, where in FY201%/ gross profit increased significantly in response to an
increase in production from crude oillThe adverse impact of thenportation of finished products
underscoredhe importance of Petrojam improving it®rerefinery operationsfor sustainalftity.

Impact of importation of Finished Products on Gross Profit Margin

10.00 8
198 = 7
i = = :
5.00 4
4.00 3
3.00 2
2.00
1.00 1
0.00 0
2013/14 2014/15 2015/16 2016/17 2017/18
[ Flnlshed_ E’roducts Imports (In 739 8.78 732 8.56 701
millions of unit)
| Productlon:_ Reﬁnery Qperatlon 776 6.57 7094 6.97 785
(In millions of unit)
Gross Margin US$ per Barrel 6.13 411 7.11 6.49 6.23

We noted amarginal five per cent reduction in imgation of finished products iR2017/18, relative

to FX2013/14. Petrojam indicated that this decline wasrtly related to a reduction in customer

demand for automotive diesel oil and Heavy Ro#élfrom industrial customers and power generating
companiesshy (G KS 20KSNJ KFyRX t SGNRB2FIYQa NBFTAYSNE LINEP
the same period.(Financial Statement Analykis

14. Following two consecutive years of losses, Petrojam recorded minimal net prééitshe last three
years albeit with a declining trend.Net profit declinedto US$18.6million in FY2017/18 from
US$34.98 million in FY205/ 16, following a net loss of US$13.53 million in FY2014/15.0 N2retl Y Q &
profit margin ratiowas0.02for FY2017/18 indicatinthat Petrojam recorded 2 cents of profits for
eachdollar of income receivedPetrojam experienced d2 percent decline in sakover the review
periodlargely reflected the effects of falling world oil prices. This coupled with an observed reduction
in demand from Petrojam, particularly for automotive diesel oil and heavy fuel oil from industrial
customers and power generating ropanies, would have influenced the revenue/expense
composition Theentity also continued to face growing competition in the sale of Liquid Petroleum
Gas, arising from increased importation by the multinational corporations.

15. Against the backgrounaf deciningsalest SG NP 2F YQ&a Y2ad fAljdAR daaSiax
covered only an average of 17 per cent of its current liabilities over thgear period. Hence, in an
effort to support working capital,Petrojam borrowed US$35 million from thePetrocaribe
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Executive Summary

Development Funéh FY2014/15, augmented by a baokerdraft facility of J$101.5 milliofurther,
in FY2015/1®etrojam converted dividends previously declaredPt@Jits majority shareholder, to a
loanas it did not havedequate cashto meet this obligationIn light of liquidity challengesPetrojam
sought to tighten itsnanagemenbf tradereceiables Accordinglyt S (i NR2ti@de Yece#vablesurn
over ratiofell to 1017 in FY2017/18rom 10.99in FY2013/14Further we noted that thedays
receivable outstandindell to 31 in FY2016/17 from 34 FY2013/14, but increased @4 days in
FY2017/18jiven an expansion in sales that year

16. Petrojam experienced reduced efficiency in the utilization of its assets to generate salkisough
fixed assetsincreasedto US$1@.9 million in FY2017/18 from US$117.2 million in FY2013/14
t SGNR2FYQAa (20l t bhsaddoEdcliningdNgg aver 8ibia-ysdrpériod Totdl Ssbet
turnover ratioaveraged 2.6 over the review periaglyen a reductiortio 2.3 in FY2017/18 from 2.9 in
FY2013/14Thisfall in the ratiosuggestd reduced efficiency by Petrojam in the utilization of assets
to generate saledespitean increase ifixed assets.
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What should be done

Monitoring and Oversight Responsibilities

The governance arrangement for the public sector is provided for in the PBMA Act and the (
approved Accountability and Corporate Governance Frameworks. The Accountability Framewor
not allocate respnsibility to the Permanent Secretary (PS) to take action against a public body
y2i 2LISNIGAYy3 Ay O2YLXALYyOS 6A0GK [lgasx wS:=
(MoFPS) Circulars. Given that Boards of public bodies are appoigfeaind accountable to, th
portfolio Minister and not the Permanent Secretary, the PS responsibility is limited to advisir
portfolio Minister of any significant issues pertaining to that Board. In that regardP#renanent
Secretanhas no authorityto take action against a Board.

Il OO2NRAy3If&x GKS tSNXYIFySyd {SONBGINEQAa NBa
relevant control mechanisms to effectively monitor and inform the portfolio Minister about signifi
matters in relation to the operations of public bodies. Failure bPermanent Secretario carry out
KAAKkKSNJ FdzyOlA2yaz Ay NBflFGA2y G2 GKS ! 002
responsibilities.

The Accountability Framework cites Section 93 KfSt / 2y atGAdGdziAzy (2
responsibility, which state viszhere any minister has been charged with the responsibility for a su
or department of government, he shall exercise general direction and control over the work rele
that subject and over that department; and, subject as aforesaid and to such direction and cont
FF2NBaAFAR 62N] FyR (GKS RSLINILYSyd akKlkftft .0
CKSNEF2NE>X AlG Aa (KS LRdwbeng ddiised by the/PS dfladvétde iatf
of significance to hold Boards accountable and take the appropriate action.

Itis clear from the results of the audit, that the Permanent Secretary and Boards of PCJ and its st
Petrojam, have not faitlully ensured compliance with the Accountability and Corporate Governi
Frameworks. The result being, lack of timely interventions to mitigate the risk
improper/unauthorised actions and loss of financial resources.

1. In that regard, in keeping with tB Accountability Framework, the Permanent Secreta
should ensure that an appropriate arrangement is established to effectively monitor f
respective public bodiesThis arrangement should include a system that ensures that b
minutes and otherspecified report are faithfully received by the Permanent Secreta
Permanent Secretaries should ensure that such board minutes are reviewed and the pc

3 The Accountability Framework complements Section 23 and Part IV of the Second Schedule of the PBMA Act, which makesrieatrequ
for public bodies to prepare and submit other reports, as may be required, to the portfahistey.
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Minister is formally apprised of significant issues therein that may affect the performan
the entity; so as to allow the portfolio Minister to take appropriate actions regarding
performance of the Board.

Where the Permanent Secretary has designated a representative to the Board, the des
must make a formal written report to the Permant Secretary after each meeting, who shot
then report these matters to the portfolio Minister.  Further, in conformance with
Corporate Governance Framework, the Permanent Secretary should assign fun
responsibility for the monitoring of puial bodie$.

2. The Boards of PCJ, Petrojam and all public bodies should develop a framework doctime
keeping with the Corporate Governance Framework, to strengthen the governance
management arrangements in their respective entities, over which they have been chai
with governance responsibilitiesThe framework document should also capture thablic
bodies reporting responsibility to the portfolio Ministry and the parent company, wt
applicable. In keeping with the Corporate Governance Framework, the framework doct
should be agreed with the portfolio Ministry and the Ministry of Finance.

3. The Ministry of Finance and the Public Service should make it a prerequisite that the Bc
of all public bodies establish a Governance sGbmmittee to monitor and review governanci
arrangements. Among the responsibilities allocated to the governanceguttee should be
the development and dissemination of core and ethical values to set the behaviou
expectations standards of employees. Specifically, for PCJ, the Board should revir
delegated function granted to the Chairman in relation to spesBip, to ensure complianc
with the Corporate Governance Framework, which requires a clear separatio
responsibilities between the Chairperson and the Chief Executive Officer.

4. Government of Jamaica should commission an immediate review of key funeti@reas of
PCJ and PetrojanThe stewardship of those charged with governance should be asses:
the context of significant project cost overruns, as well as nugatory expenditure, which
be deemed a consequence of mismanagement. The Governmesttantintentionally to hold
those responsible for failure in their fiduciary responsibility. Case in point, in relation ti
contract for the Perimeter Fence, no public officer should financially expose any public
without the requisite consequencesll employees in the public sector should be sensitize:
the rulesbased nature of the public service, which is intended to safeguard public resol
whilst achieving transparency and enforcing accountabiliyt LJA Ay (GKS
responsibility and the absence of accountability mechanisms to ensure achievement
delegated function, in respect of its subsidiaries were identified in my performance audit r

4Recommended Practice NocZ orporate Governance Framework
5 Principle 2 Recommended Practice@Corporate Governance Framework
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tabled in Parliament in December 2@1Fexpected that PCJ would have taken steps to add
the deficiencies in the accountability framework; and this report showed that sir
weaknesses exist over its monitoring arrangements for Petrojam.

Petrojam needs to conduct a robust risk assessmanplanning, execution and monitoring
of high risk projects The reasons provided by Petrojam for the time and cost overruns su
that management takes a reactive approach, versus a proactive management posture,
should envision the likely risk exgures that could disrupt the achievement of plann
programmes and projects. It is not evident that Petrojam undertook the necessary
assessment and implemented countermeasures. Effective risk assessment would
mitigated the need to execute so m@rcontracts on the basis afrgency, emergency an
unforeseen developments

LY 2NRSNJ G2 LINRY2GS 3I22R 3JI20SNYIFyOS LINI
Board of Directors should initiate a review of its procurement practices, withvataiensure
that:

i.  The appropriate method of procurement is utilised that meets the criteria stipulate
the Procurement Guidelines,

ii.  Procurement opportunities are open to all eligible suppliers by the submission c
requisite competitive quotes or adwésement in keeping with the Procuremel
Guidelines,

iii. Its Project management system is strengthened to ensure that proper due diligel
conducted, prior to the execution of projects, along with stringent project desig
minimise unplanned variationsd resulting cost overruns, and ongoing monitoring
ensure that agreed upon deliverables are received;

iv. Requisite approval and reporting of the contract variations is done and fu
adherence is observed at all times.

bh+owbagbe¢ hC Wi alL/!Q{ twhDw9{{ ¢h2!w5{ +L{Lhb Hhon b5t h!¢/hao

SUSTAINABLE DEVELOPMENT GOAL (SDG) NO. 7: AFFORDABLE AND CLEAN ENERGY

Pagel8
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1.1. The Petroleum Corporation of Jamaica (PCJ) is the government entity mandated to manage the
O2dzy i NEQad SySNHe& ySSRa Ay | YFYYySN GKFG adzJ2 NI &
I 2N1R2 NI GA2yQa YAdaAizy Aa (2 2 RENIWR B ARISQRSDE S KA.
support of the National Energy Policy and Vision 2030, the National DevelopmentPelaojam,

Jamaic®& 2y f & LIS i, NE limBeddabiliydompayiy§ditiBy owned by PDVCaribsubsidiary

of Petroleos dé/enezuela (PDVS&)d PCJ. PCJ is the statutory body created and is wholly owned by the
Government of Jamaica (GoJ).

The role ofPetrojamLimited in theEnergy Sector

12. t SGNR2F YQ&a LINR ¥Wipddkand Eameddrude ofl intd Hariolis2types of petroleum

products for suppland use in the domestic market, the productive and transportation sectors. Hence,
Petrojam plays an importanN2 f S Ay WIF Yl AOFQa SySNH& &aSOi2NE 6K
operational efficiency and economical management of resoufeea viable and sustainable operation.
Petrojamsuppliesa rangeof petroleum producs for use inthe domestic marketthe productiveand
transportationsectors, which includeships and aircrafts The supply oénergyimpacts every aspect of

WE Y I A Ol Qawhié(nglefsBoves the importance of having an uninterrupted supplgeifoleum

products to maintain stability and continuity inthe production and supply of goods and services

t S NEB Enpoviddce in the petroleum sector is aligned to the achievemeftthe National
Development Plan, Vision 2030ational Outcome #10: Energy Security and Efficfency

1.3. Petrojam, and by extension t&OJhas longecognised that the upgrade of isgyedold oil refinery

is vital to itsviability andsustainability in supplying petroleum products to meet increasing demand and
emerging need for the use of safer and more esi$éctive petroleum products. In a bid to secure the
necessary funding to suppothe upgrading of the oil refinery, in August 2006, GOJ, through the
Petroleum Corporation of Jamaica (PCJ) entered into a share sale and purchase agreement with Petroleos
de Venezuela (PDVSA), in which PDVSA purchased 49 per cent of the shares in.Adteofa®J owns

51 per cent of the shareholdingd sixmember Board of Directordéhree appointed by GOJ and three by
t5+£{! 3 YIrylFr3Sa tSGNR2IYQad 2LISNIrGA2Ya

t SGNR2FYQAa YIFIAY oO0dzAAYySaa Aa NBTFAYAYy3a ONHzZRS 2Af AyldsneFAYA&AKSF
among others.
8 This outcome is also aligned with thimited Natiors Sustainable Development Goal #7: Affordable and Clean Energy.

Sy 411
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PartOnelntroduction

1.4. As part of the agreement, PCJ and PDVSA agreed to advance in cash, puacoating to their
respective shareholding, loans in the principal amount to finance the upgrading of the oil refinery as
required by the Approved Refinery Upgrade Financing®Pldtetrojam estimated thait will costUS$1
billion to upgrade and expanth¢ plant into a fubconversion, 50,000 barre(Bblsh day refinery from its
current capacity oB6,000Bbls Petrojam proposed to complete the upgrading works by July 2022, but
financing forthe project continues to pose a geus challenge.The financingarrangement between PCJ

and PD$Ahas not materialise@nd Petrojamwas unableo secureother loan financing for the project
owingto issues surroundings financial viability

Why aregood governance and business practices necessaryetrojam?

wSO23ayAaAay3a GKFEG tSAONR2IFY LI I &a loperatonalsgidiehdy
and economical management of resources is essential to stability in the supply of petroleum pr¢
Therefore, it is necessary for Petrofy Q&4 . 2 NR 2F S5ANBOG2NA |V
governance and business practices such as establishing effective internal control mechanis|
management, and adherence to established laws, regulations and ethical standards. The abs
goodgovernance and business practices would make Petrojam vulnerable to financial, operatior
other related risks, which couldrther & KNB I § Sy AG&a QGAFOoAtAGE |yl
Directors and Management should therefogenbrace goodpracticesin ensuring that resources at
managed irthe interest of allstakeholders.

Rationale for the Audit

15. Ly fA3IKG 2F Lzt A0 O2y OSNY A& hedlitzmiGeneinitae®d YQa Yl
comprehensiveaudit to assess key areastofS i N2 2 | Y Q & n tBelLdéniékt wHer yhé rEsoukces

managed by Petrojarare materialin value and importance to the Jamaican emomy. In scoping the

study, wealsoconsidered how the audit coultbntribute to the achievement of thAuGDwider strategic

aimto focus onselected audit themessuch assowernance, Resource Management and Procurement.

This willaid the AuGD in achieving its visiolg better country through effective audit scrutingnd
providingassurance to Parliament and the public on the efficiency, effectiveness and economy of the
operations of Government Ministries, Departments and Agencies (M@RAd) public companies

(Appendix 2.

'qawSTAVSNE | Likhis &ffoject tha ®Rilbbd datried out to expand the Kingston Refinery Processing capacity from
36 kilo barrels per day to 50 kilo barrels per day. In a first phase, the Refinery Upgrade Project will include a relamp to t
Atmospheric Distillation Unitand the installation of the new units including a Vacuum Distillation Unit, Naphtha Reformer a
Diesel Hydrotreating Unit, a Visbreaker Unit and associated ancillary units. At a later date, a phase Il will be evaingtatl a
incorporating a deep Coevsion Unit in the Refinery Source:Section 1.1 Joint Venture Agreement between PCJ and PDVSA.

X® SFOK 2F (GKS {KIFINBK2f RSNAKINIRBMF RA BAX g dfi thehReanasyAlpdradd WNE O @ S
Project in accordance with thepproved Refinery Upgrade Financing Plan and in that regard if and to the extent required by the
Approved Refinery Upgrade Financing Plan: (b) each of PCJ and PDV CARIBE shall advance in cash to JVC (pro rata according to
their shareholding in JVC) loagsi G KS LINAY OA LI f | Y2dzyd NBIljdzANBR o0& GKS ! LIWINR OISR
Source:Section 7.4 Joint Venture Agreement between PCJ and PDVSA.
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PartOnelntroduction
The auditscope andobjectives

1.6. The audifocussedontwo areas:

Operational Management <+ Monitoring and Oversight

5

. oo determine if operational T\VIJQ ¥ o assesghe effective governance

activites accord with  GOJ H‘,WL/ framework, including internal
|

. Guidelinesand good practices, to controls
| attain valuefor money.

1.7. The audit sought to assess whether the operational activities, governance and monitoring
framework at both PCJ and Petrojam are consistent with the principles of good financial management and
whether the pra&urement and contracts management practices accorded with GOJ Guidelines and good
practices, to attain value for money.

The auditmethodology

1.8. The comprehensive audit wasmdertakenusing the methodologies relating to the performance
audit, complianceaudit and financial statement assessmenie planned and conducted our audit in
accordance with the Government Auditing Standards, which are applicable to PenmerAadit as well
as standardsssued by the International Organization of Supreme Aumdititutions (INTOSAI)In this
regard, wegaired knowledgeof the operationsof Petrojam and its parenoenpany PC,Jthrougha review

of internal and externalinformation, interviews with managementstaff and other stakeholders,
observationswalkthrougts and analytical reviewsWe onducted risk assessment and devekypissue
analyses with the questions, which the audit soughb answer in order to form our opinions and
conclusions.We conductedieldwork, betweenJune 201&nd September2018 to gather sufficient and
appropriate audit evidencen which we basagour conclusions.
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2.1. Oversight and governance functions are roles that involwerseeingand managinghe operatiors

and performance of an entity to facilitate effective management of resourcesenfiance the level of
governance and oversight of Public Bodies, Cabinet ajgprthe GOJ Corporate Governance Framework

for Public Bodies, the Public Bodies Management and Accountability (PBMA) Act and the Accountability
Framework for Senior Officers, which established #gangemens for effective oversight and
governanceof Pubic Bodies by their Board of Directors and Parent Ministries.

PetrojamQ Board of Directors was not effective in carrying out its oversigiesponsibility

E At A Glance

Systems angbractices

Board of5 A NB O (i 2
SubCommittee
Meetings

Board Oversight
Strategic Direction

anc

Reporting
responsibilities

Monitoring and Strategic
Direction

Oversight from Parent
Ministry

@M ET the criteria

NEI{R26Y

22 t NAYOALXE S w

Criteria
Board Meetings held at leas
once every other month.

Board carries out its oversigr
role.

We expectd the Board to
periodically report to PCJ an
Parent Ministry (MSET)

PCJ is required to monito
t SiNREI YQa& 2
provide strategic direction

Parent Ministry carried out its
oversight role over
t SGNB2F YQa 2L

Met the Criteria, but improvements needed

Ay .21 NRQ&

27

iKS

Key Findings
Board and sultommittee meetings were
infrequently held.

Little deliberation on the strategic direction ¢
Petrojam. Board of Directors role is limited
makingadministrative decisionsral approvals.

No formal reporting framework to PC.
Petrojam did not always submit the require
minutes and reports to MSET.

PCJ was not active in performing its oversi
NBalLl2yairoArtAaAarsSa AY
operation and providing strategic guidance.

MSET was not active in performing its oversi
NBalLl2yairoArtAGArSa AY
operations.

hdSNBAIKG w2f S

wWSOAASR / 2NLJ] NI

Assessment Against
Criteria

> > O

-

° Did not meet the criteria

S D2OSNYI yc(

should be headed by an effective Board which is collectively responsible for strategic management and
oversight, serves as the focal point for Corporate Governamckis accountable to the Responsible

aAyAadSNI |

Y R

AKFNBK2f RSN NBLINBaASY Gl (GAPS80 NBR2IRBAE N

Board of Directors, and imub-commitiees, failed to convene regulareetings whichimpairedits ability

to execute s strategic managemerandoversight responsibilies SG NB2 2 Y Qa
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Part TwoMonitoring and Oversight

2.3. t S NP a®jleern@rd specified that the Board should meet at least once every other ffonth
Therefore, we expected the Board to hold at least six meetings yeanh 30 in the last five years that fall
within our review, 201314 to 201718. However, théBoardof Directors heldbnly 11 meetings in that
period, which represents a serious deficiency in the established oversight mechanémay have
contributed tothe operational and financial issues facing Petrojam.

2.4. We reviewed the minutes of the 11 meetings and observed that the Board paid little attention to
long-term strategic prioritiesn relation to Petrojam operations. Instead, dialogue among Board mesnbe
waslimited to circulating emails to make administrative decisions and approvaladdition, we found

no evidence that critical subommittees such as the Finance and Audit Commitieesistentlymet to
recommend strategies to improve the operatiomaid financial performance of Petrojarin that regard

the role of the sukecommittees to pay detailed attentioto specific issues and report to thigoard was
absent For example, as shown Trable 1, the Finance,Audit and Human Resource &hagement
committeesmet onlyseven,nine and twotimes, respectivelywithin the five yearsConsequently, these
committees could notadequatelyNB LI2 NI 2y G(GKS SFFSOGA@SySaa 27
internal controls and human resource practickespite its fiduciary duty to do so.

Tablel Analysis ofmeetings held between 201314 and2017-18

Years Board of Finance Audit HR
Directors Committee Committee Committee

201314 2 2 1 1
201415 2 1 2 -
201516 2 - - -
201617 3 1

201718 2 3 6 1
Total 11 7 9 2

Note: Over the period June 2014 to December 2017, PCJ made attempts to organise six meetings of the Finance Committee, however the
meetings were cancelled due to the absence of a quorum. The Audit Committee cancelled three meetings over the period Mao &0

2018 due to the absence of a quorum. During ffregiod December 2014 to September 2018, six proposed meeting of the Board of Directors
were cancelledwing to the unavailability of PDVSA Board Members

Source AuGD Analysisf Petrojam data

10 3oint Venture Agreement between PCJ and PDV CARIBE S.A. and Petrojam Section 8.5
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Part TwoMonitoring and Oversight
BNE I { R2 6y ReportingZRedddrsibility

2.5. CabinetDecision No. 17dated January 201(approved theGOJ Accountability Framework for
Senior Officersyhichrequires that Permanent Secretaries, as accounting officers, receive copies of Board
Minutesand corporate plans for all public bodies, under their portfdlidhe Accountability Framework
complements Section 23 of the PBMA Act Bmichiciple 15, Recommended Practice 2 of the GOJ Corporate
Governance Frameworkvhich make it a requirement for public bodies to prepare and submit other
specifiedreports, as may be required, to the portfolio Ministig | 26 SOSNE 6S F2dzyR
Board did not faithfully comply with these reporting requirements, establisimethw. We requested
Petrojam to provide evidence of the submission of the minutes, annual reports, corporate plans, half
yearly and quarterly reports to MSEWe also requested MSET to provide evidence of receipt of the
minutes and reports.However, asshown inTable2, we found Petrojam was tardy in submitting the
required minutes and reports to MSET. In that, the minutes and reports were either not submitted or
submitted lateAppendix2.

Table2 Submission of Minutes and Reports to MSET by Petrojam, 20613 to 2017-18

Reporting Expected
Requirements each year 201314 201415 201516 201617 201718
Board Minutes 6 - - - - -
Annual Reports 1 1 1 - - -
Corporate Plans 1 - - - 1 -
HalfYearly Reports 2 - - 1 -
Quarterly Reports 4 3 3 4 3 2

SourceAuGD Analys8 ¥ t SGNR2F YQa Rl

(et

LYlFRSIjdzr S Y2YyA(G2NAY3 yR 203a#BMSHKG 2F t SGNR2

2.6. In the context where Petrojarns a subsidiary company of the Petroleum Corporation of Jamaica
(PCJ), we expected PCJ to play an active role in monitoring the operations and performance of Petrojam,

AANYSY UKFG tSONRE2lFYQa FdzyOuAaz2y Aa HewewdHvedourdind Ay 1 SR

SOARSYOS GKFiG t/ W gla FOUADStEE Y2yAd2NARAyYy3I tSUNBEI

Ministry of Science, Energy and TechnoldysET) did noestablish the required enabling reporting

11 GOJ Accountability Fraework for Senior Officers (January 201Dgcision 17- GOJ Accountability Framework for Senior

hTFAOSNBR OWFydz NE wnmno a¢KS F2ff2gAy3 I NBE RSOAaA2ya 2F /|

thereby strengthening the accountability framework. In this regard, Ministers, Sengoufixe Officers and relevant entities of

the Public Sector are mandated/ obligated to achid¢ive following commitments... The Permanent Secretary, as Accounting
Officer, shall receive Board minutes, and corporate plans for Public Bodies shall be edbaritipproval to the Portfolio minister
through the responsible Permanent Secretary. This is to complement the powers conferred to the responsible Minister under the
t.a! 104z G2 Ift2¢ F2NJ Y2NBE STFSOGAGS LRtAOCE 2FSNBRAIKI DE

12 Section 23 of the PBMA AcEvery public body shall prepare in the prescribed form and submit to the responsibléeiinis
and the Minister, the halfearly, quarterly and other reports iaccordance with Parts Il, Bhd IV of the Second Schedule.
Principle 15, Recommended Practi@GOJRevisedCorporate Governance Framework012: Quarterly reports should be
submitted to the portfolio Ministry of a Public Body. The reports should detail the financial status and other speciftesiate

as scale of investment and spending, budgatiance report, debt ratio, as well as performance information such as customer
satisfaction and internal operations.
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framework as part of its oveigit role which is a Desion of theAccountability Framework for Senior

Officers®. Wenotedthat Petrojam submittedsomereports directly taMSET Whereas PQd represented

2y t S NZ 2 werfauad no 8vidéhEe that the representatives providedmalNB LJ2 NIia G2 t /
2FNRX Fa | YSEya 2F Y2YyA82NA YA NSONBEZ2ERQE/ WS AF 2 Al

last three years, 20146 to 201718, and found no evidence where PCJ deliberated on important issues

LISNI I Ay Ay 3 { 2gic anfl dplidtignal pedfdrmaide NI 0 S

2.7. On the other hand, the Ministry of Science, Energy and Technology (MSET) has oversight
responsibility for both PCJ and Petrojam. Itis the responsibility of the Permanent Secretary in the Ministry
(MSET), as requiredy the GOJ Corporate Governance Framewarknonitorthe performanceof both

PCJ and Petrojaamgainst expected results, manage risks and advise/inform the Minister accordingly on

Public Bodieswvhich operate within the portfolio responsibility of the Matiy**. However, we found that

a{9¢ gta y2i FTOGAGS Ay Y2yAilz2NA T lackyoRovesighb W SS A y 3
underscored by the fact thahe only instance where Board Minutes were made available to MSET was

based on a request from iiaternal auditors in November 2015 for minutes of meetings Heldaudit
purposes(Appendix 3. Ly (G KS O2yGSEG 2F t SGiNR2IYQa Tl AfdNB 7
aAydziSa YR NBLRNIA& ¢AlGKAY ovefsight fldbiBsmOmdihavd Beeni A Y'S F NJ
significantly curtailed.

2.8. The Accountability Framework for Senior Officers, regsithat Permanent Secretaries, as

accounting officers, receive copies of Board Minutes from all public bodies under their poitfalider

to inform the Portfolio Ministeion signficant matters Howeverwe found no evidence that MSET took

steps to ensure that it obtasd theseMinutes and reports Consequentlyye were not certain how the
PermaneniSecretarkept informed of mattes of significant interest, in order to be effective in overseeing

the operations of Petroja and fulfil the requirement under the Revised Corporate Governance
Framework to provideperiodic reports to theportfolio Minister'®. In addition, Parliamer® ovesight
responsibilities to assess the performance of PetrojamalesO dzNJi A f SR 06 SOF dzaS 2F t Si
submit to the Minister, for tabling in the House of Representatiaesual reports for the lasts three
years,201516 to 201718, as requiredinder Part Il Section 3(2) of the PBMét)'®.

13 GOJ Accountability Framework for Senior Officers (January 2010) Decision 16: An appropriate and enabling framework shall
be establishd within portfolio Ministries to monitor Public Bodies, as a technical aid to Ministerial responsibility. The mechanics
are to be further defined under the existing Governance Framework for Public Bodies that is being developed.

1GOXRevisedCorporate Governance Framewo(ctober 2012); Principle 15The Permanent Secretaries as chief advisors to

the Ministers are required to monitor performance against expected results, manage risks and advise/inform the Minister
accordingly on Public Bodievhich operate within the portfolio responsibility of the Ministry. They also ensure coordination

among Public Bodies within the Ministry's portfolio which enhances policy coherence. They should know what is happening in

the Public Bodies in order to s&ss whether the strategic objectives of the Ministry are being met through the Public Bodies.

15 Corporate Governance FramewdPkinciple 15, Recommendétactices

PBMA Act Part Il Section 3(&)! & &d22y | a Ll2aairotsS | TiBuhotintol thanyfder nibrkhs S| OK T A
thereafter, the boad of a public bodyshall submit the annual report including audited financial statements of the public body

to the responsible Minister, who' shall cause the report and statements to be laid on the dfahle House of Representatives

and of the Senate.
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The Cabinet Secretary advised all Permanent Secretaries by way of letter dated February 2010 of the
SEAAGSYOS 2F (KS FLIINBGSR FTNIYSE2N] YR AyadNHzOGS
concern yur organisation are duly noted for implementation by your Ministry and the Executive Agencies

YR tdzofAO .2RASA FlLffAy3d gAGKAY (G(KS LJz2NDASg 27F @&
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Petrojamrelies on importedfinished productsas refinery production falls beloveustome& demand

3.1. t S NZERcare bagn@ss involvesiporting crude oil andonvertingit to finished products such as,
heavy fuel oil (HFO), diesel, gasoline and kerosene, among others. Hoaggngrefinery infrastructure
production downtimeand limited storage capacity N5
inability to maximis itsrefinery operationsto meet customer demandAlthough Petrojammeported that
the yield (throughput) from imported crude oil averagéd percent, refinery production(output) over
the last five years, 20184 to 201718 averaged7.4 million Bblsach yearyepresenting56 per cent of
the annualtotal production capacity of 13 million Bbl$’. This could only satisfy 49 per cent of its
customed d@mandfor 15.2 million BblsTo ensure the availability of petroleum suppliBgtrojamrelied
onimportedfinished productto meetthe shortfall, which averaget.8 million Bbls each ye#figurel).

Y2y 3

GKS TFI OG2NAa

Figurel Analysesof production efficiency, finished products mportati on and refinery production

Production Efficiency
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Bhls Bbls Bhls Bbls Bbls
2013-14 2014-15 2015-16 2016-17 2017-18

Production Capacity 13,140,000 13,140,000 13,140,000 13,140,000 13,140,000
Production Refinery Operation 7,763,028 = 6,568943 = 7,935818 = 6,967,543 7,853,709

Source! dzD5Qa | ylfeaira 2F RFGL
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Production: Refinery Operation 7,763,028

LINE A RSR

Analysis of importationHFO and Finished Product

1.15%

A\J—L

Bbls

2013-14
7,394,247

0e

Bbls

2014-15
8,784,980
6,568,943

t SGNRB2HY

Bbls

2015-16
7,317,519
7,935,818

Bhls

2016-17
8,561,418
6,967,543

Bbls

2017-18
7,010,709
7,853,709

3.2. However, we noted a correlatioin the movements of gross profit margin and the importation of
finished products as well as with refineryoguction. We observedn inverse relationship between gross

O2y (N

profit margin and imports, which was demonstrated in FY2014/15 when gross profit margin fell in

response to a sharp increase in imported finished products. Convettsetg, wasa direct relatimship

between gross profit margin and refinery production, where in FY2015/16 gross profit increased
significantly in response to an increase in production from crud@igure 3. This indicated that

17 Calculated at 3800 Bbls per day *365 days per year
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Petrojam would have gained greater financial bersefitom its core refinery operations even with its
current plant infrastructure.

Figure2 Impact of importation of Finished Products on Gross Profit Margin

10.00
9.00
8.00
7.00 N
6.00
5.00
4.00
3.00
2.00
1.00
0.00

OFR, NWHMAOUIO N

2013/14 2014/15 2015/16 2016/17 2017/18
mmm Finished Products Imports (In

- . 7.39 8.78 7.32 8.56 7.01
millions of unit)
— Producnoni Reﬁnery Qperatlon 776 6.57 704 6.97 785
(In millions of unit)
Gross Margin US$ per Barrel 6.13 411 7.11 6.49 6.23

Source! dzD5Qa FyltéaAira 2F RIFIGF LINPGARSR o0& tSONRE2lY

3.3. We noted amarginal five per cent reduction in impation of finished products i¥2017/18,

relative toF¥2013/14. Petrojam indicated that this decline wpatrtly related to a reduction in customer

demand for automotive diesel oil and Heavy Fuel Oil from indalstistomers and power generating
companiesshy (G KS 20GKSNJ KIFIyRXZ t SiNRa2lFYQa NBFAYSNE LINERA
same period. Despitedeclining sales, Petrojageneratedmarginalnet profits in the last three years,

albeit decliningpartly resulting'rom efforts to reduce operating expenses and improve the management

of receivablesKinancial Statement Analykis

Exrefinery prices

3.4. PetrojamQ) gricing committee reviews the change in the US Gulf Coast (UBf&@nce pice and

the other pricing elements in order to determine the-einery price. In deriving the final published

weekly exrefinery price, the committee applies a market adjustrhamits pricing formula. We note that

GKS YINJSG FR2dzaAGYSylG A& I RAAONBGAZYLFNEB G fdzS (K
owing to absence of minutes for meeting® could not determine whether thanarket adjustmentvas

always deeérmined in a transparent manner.

Reportedunaccountableoil loss estimated a600684 Bblsvaluing$5.2 billionin five years

3.5. While Petrojarstruggles to implement iteefinery upgrade projedb create greater efficiencyigh
levels ofoil losesbecame amajor riskto its operations Over the last five year$etrojamreported that

it used 1.5 million Bblgf oil, valuing approximately $12 8illion, during normal refinery production, but
could not account for 600,684 Bbls valuing $5.2 bil{l®igure3). The reported unaccountable losses
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increased over the period byOer cent to 184,951 Bbls in 20418 from 15,793 Bbls in 201314.
t SGNR2FYQA | @SNI IS | yydz £ dzyl OCadstayaitimesitSowr2 Key  f
Performancendicator (KPI) of 0.4 per céft

Figure3 Analyses of otal oil losses, 201314 to 2017-18

Total Oil Loss Summary Analysis TotalOil Loss Trend Analysis
400,000

350,000

300,000

Unaccountable 250,000
Losses
600,684Bbls

Bbls

200,000
29% 150,000

Accountable Losses 100,000

(Used during normal 50,000
Refinery operations)
1,484,7438bls . 2013-14 2014-15 2015-16 2016-17 2017-18
1% Bbls Bbls Bbls Bbls Bbls
= Total Accouniable Loss (BbIs) (Used yqg 457 247,466 307,856 278,680 364,904
during normal Refinery Operation)
B Unaccountable Losses (Bbls) 115,793 131,544 49,757 118,639 184,951

Source! dzD5 Q& | y I f erafikedy oipidsslataS i N2 2 Y

3.6. Whereas Petrojam puh placesecurity measures to reduce the levels of unaccountable oil losses,
more decisive actions needed to be taken to addresspitublem'®. Petrojamindicated thatinventory
inaccuracies, under estimated flaring and fuel consumption, vapour lossesliopping un-reported/un-
captured shutdown, leakandlosses between product transfengere some ofthe factorscontributing to

oil losses. Petrojamfurther identified oilloss sourceto include productransfersfrom ships at the dcks
andKingston Storage tankisansfers between th&ingston RefinergndKingstonLoading Raclandloss

on sales from the MontegBay, New Port WestAsphalt LoadinRack(tank-meter).

18Unaccounted oil loss as a percentagished products importednd produced in refinery operations
19 Security measures implemented by Petrojaimclude rotation of Security Guards, pipelines surveillance, product
reconciliations, security screening
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3.7. Petrojam did notprovide evidence
that it analysedhesefactors and sourcesf Loss ?e”r

the unaccountable oil loss with a view t Loss
better gssesand address the problem. @ ,\a:;ﬂbel:ss
analysisof the data revealedthat of the (Bbls)
total unaccountable lossPetrojam was 8%
unawareof the sourcefor 226,470Bbls (37

per cent). The dateaalsoshowed thatbsses,
which  occurred during processing
accounted for 261,701 Bbls (4kr cent)

. Loss on
while 45,794 Bbls (8per cent) were Sales
attributable to leaks. The remainirigsses (Bbls)
of 66,719Bbls(11 per cent)occurred during 2%

productsales and transfers.

3.8. In August 2017Petrojam appointed an internal oil loss tdekce mandated to spearhead the
implementation of the oil loss reduction measures. As showrralsle3, the task force was to complete

eight deliverables between October 2017 and February 2018; however, it achieved only one.
Consequently, despite spending a total of US$990,811 on four of the loss reduction measures, Petrojam
was not able to curtail the ptdem of oil loss
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Table3 Analysis of Oil Loss Task Force Deliverables

Qil loss reduction
No. measures
1 Tank Master
2 Crude Charge Mass Flow
Meter

3 Water draw off interface
detector

4 Dock Lines Metering

5 Flare Meters

6 Audit and Calibration of
slop and Rundown Meter

7 LPG Meter Prover

8 PSV Audit and Flare Sizir

Total Cost

Cost as at
August
2018
uss$
430,000

28,000
26,100

506,711

990,811

Source! dzD5Qa& | ylFftéaarna 2%

Benefits
Monitor custody transfer
Accuratdy YS I & dzZNB G KS ¢
consumption, which is a pivotal numbe
for oil loss calculations
Reduce the possibility of spills or loss
through drainage process.
Record all transfers between dock ar
land
I OOdzNI St e YSI adzNJ
pilot gas consumptions
To ensure meters are performin
optimally
Accurately measure LPG received duri
custody transfer from marine vessels
To determine the need to resize currel
flaring system

Timeline for

Completion/

Installation
Dec. 2017
Dec. 2017
Dec. 2017
Dec. 2017
Dec. 2017
Sep 2017
Feb. 2018

Oct.2017

Status

Not achieved

Not achieved

Not achieved

Not achieved

Not achieved

Achieved

Not achieved

Not achieved

t SGNR2lYQa ¢l &a] C2NDS wSLRNI oeé

3.9. Petrojam also faces the risk of not being abledteersify product offeringi a context of the switch

by its main customer from HFO to Liquid Natural Gas (LN@®)s underscores the need for capital
LINE RdzOG A 2y

Ay@dSadySyud G2

AYONBI &S

form part of the longdelayed plan to upgrade the oil refinery.

t SGNR2I YQa

Petrojamcould notvalidate thevolume of praducts receivedris-a-vis volumesordered

t SGNR 2

Iy R

3.10. Petrojamdoes not have an efficient system to reconcile the volume of products received against
the volume ordered, pon the transfer of productdrom shipsto its dorage tanks Consequently,

Petrojam made paymen &

T2N) GKS @2f dzrSa

volumes receivedln keeping with industry practi¢@etrojamusedindependent cargo surveyots gauge
the actual volume of product otbadedby observingthe pre and posproduct volume readingof the

ship. However, this method of reading does natcuratelycompensatefor temperature adjustment
which normally results in a disparity betwedhe observedvolume offloadedandthe volume actually
received. Thesefactorswould have accounted for its inventory inaccuracies

3.11. In an attempt to minimise the reported losses during custody transfersone of its products,
Liguefied Petroleum Gas (LP®gtrojamacquired a meter and prover system in 2010, at a cost of
US$495,611to validatethe volume of LPG receiv®d However, sinc@urchasing the systemight years
ago, Petrojam hamot commissionedt into use. Petrojam did not provida reason for its nowse but

0 AViitho8t Ralidatifigthié Ecfial & dzLJLI A

20 PG meter and prover systamables theprecise volume measurement of LPG can be easily established by pumping a volume
of fluid at a constanpressure and filling up the provéttp://www.efreyre.com/en/products/volumetrieproversfor-lpg
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reported that anassessmentonducted in Februarg018at a cost of US$11,10@vealedthat a major
componentis now obsoleterendering the systeranusable.

t SGNR2I YQa difawe dapit&l inédniietprofectscontributed to high cosbverruns

3.12. We reviewedfour major capital investment projectandertaken by Petrojam These projects
comprised the construction ofldew Petroleum Testing Laboratofyorth Perimeter Fenceeplacement
rehabilitation of itsMain Docling Facilityandthe 2 Furnaceeplacement t S (i NPp&dr pla@riing ad
imprudentmanagement decisionsontributed to significant delays in tre@mmencement and execution
of these projects withcosts significantly exceeding tiv@tial contract sums.The contracts sumr the
four projects amounted to $1.5 billion with coster-runson three of the projects totaling&L5.7million
(Tabled). For the other projectPetrojammade a bad decision costing $67 milliarexcess of theriginal
estimate which brings theotal loss in value on the four contracts t6&2.7million. We also observed
instances in which the management of Petrojam disregarded the procurement laws in the selection and
award of contracts depriving itself from obtaining goods and services at llest price The details
relating to these projects areutlined inCase Studg(a)-(d).

3.13.

Table4 Analysis of Cost Overrun on FouProjects

A B C D E EA EB
Total paid
Total in in excess of
Original Total Total Total excess of Original
Initial Contract Approved  Variations Spent to Initial Contract
Estimates Cost Variations Paid date Estimates Sum
Projects PQnnn PbQnn PbQnn PQnny PQnny bQnn bQnn
New Petroleum 402,310 409,149 132,148 131,009 536,902 134,592 127,753
Testing Laboratory
North Perimeter 29,771 96,761 - - 96,761 66,990 -
Fence Replacement
Main Docking N/P 783,636 580588 449,967 1,233,603 N/D 449,967
Facility
F2 Furnace 138,450 245,495 37,963 37,963 283458 145,008 37,963
Replacement
Total - 1,535,041 750,699 618939 2,150,724 - 615,683

Note: N/P ¢ Not provided; N/Dg Not determined

Source! dzD5Q& | ylfeara 2F tSiNR2lIYQa t NeaSOG RIGI

Frequentuseof DC and D€ procurenent methodologiesundermined good practice and VFM

3.14. Based on our analysiof 16contractsawarded under theour projects, Petrojam awardeckight
valuing $224.4 million using theDirect Gontracting (DC) andDirect Contracting fergency (DGE)
methodologies, which offer the least assurance that value for money was ebtéiiable5).
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Table5 Analysis procurement methodologiesused to award contracts for fourprojects

Direct International Local
Total ' Contracting Compgtitive Compgtitive o
Contract Dlrgct Emergency Bidding Bidding Limited Tender
No. of Value Contracting (DC) (DCE) (ICB) (LCB) (LT)
Projects Contracts PQnn| No. PQnn No. PQnj No. | PQn. No. P Qnn No. bQnn
New Petroleum 10 409,18 5 23,402 - - 2 363,452 3 22,2%
Testing
Laboratory
North  Perimeter 1 96,761 - - 1 96,761 - - - - - 0
Fence
Replacement
(Refinery)
Main Dock 4 757,690 2 104,206 - - - 2 653,484
F2 Furnace 1 245495 1 245,4%
Replacement
Total 16 1,509,095| 7 127,608 1 96,761 - - 2 363,452 6 921,274
Percentage 100% 44% 6% % 12% 38%

Source! dzD5 Q& & Y2F St $YNE 2la¥Ea t N22SOG O2y GNI Ol I gl NRa

3.15. In order to determine the extent of the use of these methodologiesfuwther analysed S NB 2 Y Q&
procurement activitiegeported o the Officeof the Contractor General (O¢;@or contracts for goods

and servicesaluedabove $275,008. The analysis showed thaetween April 1, 2013 and Dec 14, 2017,
Petrojamawarded 3,07&ontractsvaluing $17.3 billion. Petrojaatilizedthe DC and D& methodologies

to award 2,12Q@ontracts 69 per cent) valuing $9.Billion (Figure4).

Figure4 Analysis of the use of Procurement Methodology

= 8,000,000 2,000 ,
S o
a 6,000,000 1,500 &
S =
s 4,000,000 1,000 8
g s
= 2,000,000 500 g
© p
£ . N BN = N
3 DC DC-E | ICB LCB LT
mmmm Contract Value ($'0005,869,5262,371,208 510,837 |3,274,1764,296,397
==g==N0. of Contracts 1,763 357 7 192 759

Source! dzD5 Q& | ty$ f NBpBokuve@efitdata submitted to OCG

3.16. The Guidelines allow for the use of tB&€ and DEmethodologies above a threshdfcand specify

the allowable circumstances in which procuring entities can use these methodologies in the procurement
of goods and services. However, in most instances, Petrojam did not demonstrate that the bases for using
these methodologies met the allowableraumstances outlined in Section 1.1.4 of the procurement

21 Does not include procurement for petroleum products
22The Procurement Guidelkes authorise the use of the direct contracting methodology for contracts valued up to $500,000. This
threshold was increased to $1.5 million via MQ@¥Bular No. 27 dated September 28, 2016.
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guideline$®. For thecontracts we reviewedPetrojam either did not provide the rationale or provided
insufficient justification for its use of the DC and-B@rocurement methodologies consistenitlthe
conditions specified by the Procurement Guidelines. The use of these methodologies does not create an
environment that enables and assures transparency, competition and fairness in the procurement
process. Consequently, Petrojam not only breachthe procurement guidelines, but also would have
deprived itself of the opportunity to ensure that it selected the most suitable contractors, at the best
price, to maximise the potential to obtain value for money. The competitive bidding procurement
methodology is widely encouraged as it seeks to promote transparency and is believed to provide the
opportunity to achieve value for money.

Petrojam did not obtainany value from $17.4 million (US$133,582) paid to Consultant

3.17. Petrojam included the implementian of the refinery upgrade as a strategic priority in 2317
2022Corporate Plan and appointed a task force to review the financing and economic consideration for
Phase 1 of the project. So far, Petrojaasonly initiated duediligence to inform theRefinery Upgrade
Project RUB. However, in procuring the services of 10 consultantprmvide consultancy services
relating to the RUP antfacuum Distillation UnitMDU at a total cost of$172 million we found that
Petrojamdid not adhere to the procurement guidelinégs orderto maximise its opportunity to obtain
value for money This included payments amounting to $17.4 million made to a consultamdertake
Financial and Market Assessment and Financial and Futuraisalstity Assessment dfetrojamfrom

which there waso evidence that Petrojam receivedtyvalue. Details of our review of the procurement
process and performance deliverables under these consultancy contracts are outl{daskiiStudi and

Case Study.
Payment of discomfiture allowances

3.18. The celays in implementing corrective works to improve working conditions at the Refinery also
resuted in Petrojam having to pay monthilyscomfiture allowanceto stafftotaling $57 milliorbetween

April 2015 and July 2018 hepayment of the allowance, which arose fraafety concerr’d, ranged from
$60,000 to $150,000 per annufar each employee. In November 2015, W&approved the pyment

for three years, with effect from April 2015 to March 2018, while Petrajaplementcorrective works

to address the issues identifiedOwing to its failure to address the safety concerns, Petrojam requested
and obtained MFPX) | LILINE G| Ke paymentDEtlie iliwancé for another three years ending
March 2021

23 Section 1.1.4 of the GOJ Revised Handbook of Public Séatocurement Procedures Vol 2 March 2014a) where the
procurement is of a confidential nature; (b) if a particular contractor has exclusive/proprietary rights in respect ofsgogdes

or works. (c) where standardizing equipment is available ooy fa specific source, and the Procuring Entity has purchased
goods, equipment or technology from a contractor, and additional supply is required for reasons of uniformity; (d) for the
purposes of research, experiment, study or development; (e) felavprocurement, where a contractor has already provided
goods, services or work and additional goods, services or works of a similar nature are required to complete the procurement
requirements; or (f) for reasons of extreme urgency brought about by eventsesden by the Procuring Entity, the products or
services could not be obtained in time by means of International Competitive Bidding, Local Competitive Bidding or Limited
Tender procedures.

24 Raised by the staff union.
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RUP Phase 41Vacuum Distillation Unit (VDU)

3.19. Phase 1 of the RUiRAcludes the installation of a neWDU along with associated utilities and
tankage, to convert HFO to asphalt arstuum gas oil (VGO) for expoRetrojam indicated that the VDU
isnecessary to increadbe production capacity and effiency.

Petrojam projected that the cost for the VDU project will range between US$102 million to US$170
million. Considering this capital outlay, the task force reported a forecdséedPresent Value (NP
excess of US$134 million on the Project and an InteéRae of Return (IRR) in excess of 150WIPV
ranging between US$47 million to US$124 million on thegdat review horizon and US$19 million to
US$70 million on the 1@ear horizon.

3.20. Petrojam initially proposed to commission the VDU in December 21it%has since revised the
commissioning date to October 2020 as it is yet to award the engineering procurement and construction
(EPC) contract to manage the engineering, designing and execution of the VDU project.

Unsubstantiated payments for courdling, consultancy serviceand entertainment events

3.21. The Manager, HRDA unilaterally utilized the direct contracting methodology to engage the service
of a Counselloto provide onsite counselling services to employees and their family membeas;at

of $1.3 milliod%, without a formal contract. As at May 2018, Petrojam made paymiet#ing $3.2
millionand had an outstanding balance of $626,000 as at September 2018. However, the payments were
made without adequate supporting doments Corsequently, we could not verify that the employees
received counselling.

3.22. Petrojam also utilized the direct contracting methodology, to engageConsultantto provide
consultancy services under two contracts pertaining to it§ a%niversary planning activities. The
General Manager exceeded his authority and breached the procurement guidelines in approving the two
contracts valuedht $14 million and $2million.  Under the first contract, Petrojam paid the Consultant
$11.7 milion; however, we could not determine the basis on which the payments were made.

3.23.Further, o/ b2@SYOSNJ) MT3X HAMT YR WIHydzrNE pI HAMYyZ
payments for invoices totalin§2.6 million(US$21,76), in relation to two partieswhich were of a

personal and private nature, having nothing to do with the operations of Petrojam.parties were held

on September 19, 2017 and January 9, 2ai8vo hotels in MontegoBa§ 2 NJ t SGNR 21 YQ& . 2 N
and then PortfolioMinister, respectively We obtained copies of the2 (i Srivéic@s dated September

19, 2017 and January 4, 2018 along with email correspondences, which referred to both events as

WA dzNLINR 4 S b ¥ RI W& tzB Lipe Bl Qilr deiniedxeiew of the engagement of the

25 Net Present Value (NPV) is theuabf all future cash flows
26 Twelve hours per weeld6 weeks at $,000 per hour
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contracts for counselling and consultancy serviaed the hosting of the two partidés highlightedn Case
Study6.

t S i NP HRRrécQiinent practices not always consistent with internal policies

3.24. It is essential for Petrojam to have a good recruitment process to attract the siglgtets for its
business needs. In employing good practices in the recruitment and selectioaspt especially for
sensitive positions, wevould expect Petrojam to first advertise the vacancy in order to obtain a pool of
potential candidates with the desired knowledge, skills and experiefbis would allow for the selection

of the mostsuitablepersons to fill vacant positioregainst defined job descriptions and specifications. In
addition, Petrojam should screen potential candidates and shortliesdimost suitable for interview,
assessment and selection.

3.25. Petrojam has policies that guidiés employment and recruitment processed/e found that
t S i NPHRI réé@itinentand managemenpracticeswere not always consistent witits policies and
good practicesind lacked transparendy the selection procegg\ppendix 3. CaseStudys highlights the
Sl 1ySaasSa HRfecrithans® ranig@naenpractices

Petrojam does not have an approved list of established posts

3.26. Whereas Petrojam had an approved salary sctie related number of posts were yet to be
finalised and approved byé Ministry of Financand the Public Service (MoFPShis is necessags a

first step in maintaining recruitment and promotion control, to ensure that the right number of staff is
hNBR 6AGK GKS NARAIKG YAE 2F aiAftta i GKS O2NNBOI
staff list also allows for matching staff grades to perslremoluments and serves as a basis to guide
recruitment, promotion and budget planning.
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¢tKS FTRYAYAAUNIGA2Y 2F tSGNRB2IYQa R2YyIl A2y

At A Glance

Systems
and practices Criteria
Donation Policy Donation Policy

approved by the

board
Adherence with Adherence with the
policy policy: due-diligence,
approval
Value added Value added
Assessment assessments
conducted post-
donations

disbursement

Assessment
Key Against
Findings Criteria

Petrojam implemented a donation polic
approved by the Board iSeptember2013 @

Petrojam did not alwaysnsure compliance

with the donation policy to ensur °
transparency an@ccountability

Petrojamdid not make it a requirement tc

conduct value added assessments PBc
disbursement donations to measure tf °
actual benefits derived from its donations

ZMET the criteria Met the Criteria, but improvemens needed ° Did not meet the criteria

t2tA08

3.27. Petrojam implemented a donation policy in September 2013, as p#g6f2 YYA G YSy 4 a2

in the development of the community
in which the refinery is located, as we
as assisting in activities in the wide
community, and supporting educatior
andnah 2y I f S@Sy (&t

five years, 20134 to 201718,

Petrojam awarded donations
amounting to $255 million to various
organisations and individuals in the
form of sponsorships, scholarships ar
contributions. As shown ihable6, we

Donation Actual vs Budget

87,704,400 84,244,282

39,89769I

67,200,180

57,120,200

2014-15 2015-16 2016-17 2017-18

s Donation Expenditure ($) mmmmm Donation Budget ($)

===~ Linear (Donation Expenditure ($))-== Linear (Donation Budget ($))

observed thathe amount of donations doubled between 2013 and ®17-18 with the largest yeaon-

year increase of 141 per cent occurring in 287 when donations totalled $84.2 million relative to $34.9
million in 201617. Petrojam did not provide the rationale ftire level of increase in donations for this
period. Further, we noted that the amount of donations exceeded the budgeted amounts in 2016 by $13
million (33 per cent) and in 2018 by $27 million (47 per cent), despite the Policy requirement that
donationsshould be accepted or rejected based on the availability of funds in accordance with the budget
allocations. We found no evidence of approval from the Board for the budget to be exceeded.
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Table6 Analysis of donations awarded betweenl314 and 20.7-18

Details 2013-14 2014-15 201516 2016-17 2017-18
Scholarship 1,287,043 819,957 888,000 1,108,000 2,202,325
Community Outreach 2,716,711 6,821,125 3,638,546 2,560,402 6,343,916
Schools, Education & Sport 5,292,724 11,604,812 9,036,549 13,240,940 38,295,785
Other Organisation & Institutions 31,778,160 20,651,799 40,887,726 17,988,104 37,402,257
Total Donation Expenditure 41,074,638 39,897,692 54,450,821 34,897,446 84,244,282
Percentagddecreaselincrease - (3%) 36% (36%) 141%
Donation Budge¥ Not Provided 87,704,400 41,058,500 67,200,180 57,120,200
Donation (under)/over budget - (47,806,708 13,392,321 (32,302,733 27,124,082
Percentaggunder)/ over budget - 55% 33% (48% 47%

Source! dzD5 Q& |ty$ (f NBuatmY @&

Deficiencié@ Ay t Pordt®BERoCY &

t SGNRP2FYQa 52y A2y t2tA0e akeipamdNBualst@ Nt g viitieh G A 2 v & |
request to the HumarResource Developmerdand Administration(HRDA)Department®,  Although
Petrojamindicated in the Policy that the administration of the Policy will in no way be influenced by
personal, politicalreligious or ethnic considerations, it did not put in place enough safeguards to ensure
transparency and openness in administration of tl@i¢y. In that, the Policgllows for the Manager

HRDA the sole discretion tod NE @A S>> I OOSLIi 2NJ NBS2SOG NBljdzSaia
02 y (i NA dhiziManagériRDAvould then make a recommendation to the Managing Diretttor

approval, following which the disbursement voucher prepared. Further, we noted that the Policgtdid

prescribe dondbn levels and approval limits oequire thedocumentation necessarfpr assessment of

donation request, such as Proforma InvoiEstimates and Bill of Quantitifer goods and servicetn

addition, Petrojam did not make it a requirement to conduct value addsgssments postisbursement

donations to measure the actual benefits derived from its donations. Consequently, we werertzin

how Petrojam satisfied itself of the extent to which the amounts donated contributed to the development

of the community and individuals. The deficiencies in the administration of Pe¥d@@d R2y |l G A2y L2
evidentin the scenarioutlined inCase Study.

27, dzZR3ISG FY2dzyGia 6SNBE RSYy2YAYIGSR Ay ! {b Ay tSiNRP@BI®RE ! yydz f
annual average rate.

28 Subset of its HRD Policy and Procedure Manual
29 jdA @t Syl (2 GKS OdNNNByld DSYSNIf alyl3ISNRa LRAAGAZY

AUD[TOR GENERAL' DEARTMENT
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CASE STUESPetrojam

CASE STULLYConsultans for RUP and VD Duediligence

1.1.1. WhilePetrojam took the right approach in pursuing adiéigence reseatftand analysis to inform
the VDU it did not adhere to the procurement guidelines in engagdimg onsultans. We observed that
between January 2016 aribril 2018 Petrojam contracted 10onsultants under 12 contract#ptaling
$172 million (US$1.3 milliorip provide consultancy services relating the RUP and VD(rable 7).
However, forl10 of the contractsvaluing $39.5 million, Petrojam utilizedthe wrong procurement
methodology inselecting theconsultantsfor the contracts, depriving itself from obtaining value for
money from the use of a competitive proces®¥e noted that Petrojam based the use of the direct
contracting methodology in nine instances on the allowable exemptiorSeiction 1.1.4 @ of the
Procurement Guidelines. However, Petrojam did not provide details to justifysta®f the exemption

clausegAppendix4).

Table7 Analysisf ProcuremenMethodology in engaging consultants for RUP

Contract Methodology Assessment

Value

No Contractors Contract Date Nature of Service P Qn n Utilized Required KKk -

1 | Consultant #1 Jan. 29, 2016 Refinery Engineering Projec 13,790 DC LCB X
Management Service

2 (onsultant #2 Apr23,20B | Lab testing (sphalt 15,691 DC LCB X
characterizatioh

3 Consultant #3 May 15, 2017 Financial and Market 6,875 DC LT X
Assessment

4 Consultant #4 Jun. 52017 Regional Market Outloolg 17,550 DC LCB X
Heavy Oil Products

5 Gonsultant #5 Aug. 72017  Cash Flow ModellingRUP 7,280 DC LT X

6  onsultant #6 Sep. 6, 2017 Technical Advisory Service 16,250 DC LCB X
re RUP

7 Consultant #3 Sep. 8, 2017 Financial and Future 10,542 DC LT X
Sustainability Assessment

8 Gonsultant #7 Sep. 28, 2017 Environmental Impact 20,210 DC LCB X
Assessment (EIA) Update

9 Consultat #8 Oct. 23,2017 Comparison of Engineerin 24,671 LT LCB X
and Technical Standards

10 @ Consultant #9 Nov. 28, 2017 Geotechnical Studies (Sc 4,035 LT LT K
Testing); RUP

11 Consultant #10 Dec. 12,2017 Software  License  witt 28,951 DC DC K
ongoing software
maintenance and support

12 | Consultant #5 Jan. 17, 2018 Fair Market Valuation 6,144 DC LT X
Total 171,989

Notes:*LCB is required, howevBXC applicable based on exclusive rights

Source:! dzD5 Qa dfty$ d NBaa&lAY Qa LINR OdzNBYSy i NBO2NRa

30 Hourly contrack; estimated value of work
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1.1.2. For examplePetrojam awarded two contracts to overseas consultants for Regional Market

Outlook and Fair Market Valuation for US$135,q@nsultant #4)and US$48,00@Consultant #5)
respectively, without competitive bidding. Based on the value of the contacts, the procutemen
guidelines required the use of the Local Competitive Bidding and Limited Tendering processes
respectively. However, Petrojam utilized the direct contracting methodology for the two conbastsl

ond 02y FARSY(GALE yIFHiGdNB | yR SEINRYENBEARSY O8 08 Wik &2 &
did not detail the confidential nature and extreme urgency that allowed for the applicable use of this
methodology. We also noted that the scope of the work under the contracts involved market overview
(market oulook) of petroleum productd in the Caribbean and fair market valuation of the oil refinery.

These areonsultancies for valuation and financial services, which are available locally.

1.1.3. Petrgamutilized the direct contracting methodology saardtwo other contractsto Consultant
#3for Financial and Market Assessment for US$52,882 and Financial and Future Bilisyafssessment

for US$80,700Petrojam did not indicate the reason for utilizing the direct contracting methodology for
one of thecontracts; whiletialsofailed to provide details, specific to the nature of the contract, to justify
the use of the exemption clause®Ve reviewedthe Consultancyarrangementfor the two contracts and
found that Petrojandid not obtain any value from the US$133,58@aid for both contracts. Details of
our review is shown i€ase Study.

1.1.4. In the absence of reasonable justification, we viewed the use of the direct contracting
methodolagy as an obvious breach of the procurement guidelin®hile we noted thatonly sixof the 10
consultantsprovided reports in relation to their consultancy serviogg found no evidence from the
Board Minutes that the contents of the reports were discub&e order to aid in strategic decisions.
Consequently, we were not certain how geconsultancy services add valuein informing planning of

the VDU project.

31 Asphalt, vacuum gas oil, fuel oil and global heavy product.
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CASE STULZYPetrojam did notobtain any value fom $17.4 million(US$133,58pPpaid to Consultant
for service contracts

Consultancy contracts for the Financial and Market and Financial and Future Sustainability Assessment

1O >
At aGlance

Assessment
Systems Key Against
and practices Criteria Findings Criteria

Board of Directors The Board deliberated

The Board of Directors/and or Finance st

input and approval ~and  approved the committee had no input in the approvaf °
Consultant engagement the consultant engagement.

Competitive Selection of the Petrojam did not use the process

procurement process Consultant by competitive bidding to engage thi
competitive process consultant for two contracts.

Consultant capability Verification of the No evidence that Petrojam verified th

to deliver Consultant capability ir / 2 y & dzfpiofiesgion& &ompetenceor
delivering the service. | review the historyand experienceof the

consulting irm in providing the services
TOR, scope of work Clear and Measurabli While we saw evidence of the TOR a

clear and measurable

deliverable in the

scope of work, there were no clear ar

> 0 O

deliverables Contract and or TOR. measurable deliverables.
Achievement of Deliverables informec No evidence of deliverables based
deliverables strategic direction scope of work to influencepolicy and °

strategic direction of Petrojam

EMET the criteria Met the Criteria, but improvements) needed ° Did not meet the criteria

2.1.1.We found no evidence that Petrojam receivady value from US$133,582 it spent to undertake

G2 laasSaavySyida 27F t SiNP@dnth cpatrack, dagtlMay A2 30%stated KS T AN
to a Financial and Market Assessment Report of Petrojam Lindteding US$47,260 Additional

variation coss of US$5,682 for expenses and professional fees associated with additional meetings
brought total cost to US$52,8§Zable8).

Table8 Price Schedule: Financial and Market Assessment

AMOUNT
ITEM DESCRIPTION (USD)
1 Professional Financial Services as per Terms of Reference for three (3) months. Not¢ $43,000
should include travel, accommodation, transportation and meals for up to 2 weeks out of
month working in Jamaica.
2 Provisional Sum for additional expses (Traveind Subsistence) $4,200
3 Variation payments for expenses and professional fees associated with additional meetin
$5,682
GRAND TOTAL $52,882

Source: Extracted from Consultartetter dated May 5, 2017

%2 Included an amount of US$4,200.00pmsvisional sum for additional expenses (Travel and Subsistence)
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2.1.2. Less than four months later, the General Manager signed another-igh contract, with the
same Consultant on September 8, 2017 for a Finaan@lFuture Sustainability of Petrojam Limitatch
cost ofUS$55,200 Additional variation costs of US$2806to perform financial analysis of JET Al pricing
to customers brought total cost to US$80,70@ble9).

Table9 Price Schedule: Financial and Future Sustainability Assessment

AMOUNT
ITEM DESCRIPTION (USD)
1 ProfessionaFinancial Services as per Terms of Reference for three (3) months. Note, $51,000

should include travel, accommodation, transportation and meals for up to 2 weeks o
each month working in Jamaica.

2 Provisional Sum for additional expenses (Tranel Subsistence) $4,200
3 Variation payment to prform financial analysis of JET A1l pricing to customers $25,500
GRAND TOTAL $80,700

Source: Extracted from Consultartetter dated August 16, 2017

Noinput from Board of Directors charged with strategic direction

2.1.3.The circumstances relatdd theSy 3+ ASYSy G 2F (GKS [/ 2y adz dlsyd NBTFH
strategic planning process, as the Board of Direcamior Finance sultommittee had o input in the

approval of the consultanangagement. Given thesponsibilityof the Board to determine the strategic

direction of Petrojam, we expected Board level input in a proposed Terms of Reference for the
consultanciesdetailing the expectedutcomes ad expectationsincluding the need for a work plaBy

way of correspondence dated May 7, 2017, the General Manager took the decision to engage the

| 2yadzZ GFyd G2 O2yRdzOG GKS FraaSaavySydaz LI NByGafte
approval.

2.1.4. Fom our review of the Minutes of the Board Meetings, Board Retreats and round robin emails
covering the periodApril 2013to March 2018 we found no evidence that the Board of Directors
authorisedthe engagement of th€onsultantor reviewed the reports from theassessmerstconducted

by the Consultants to inform the strategic direction of Petrojdfarther, the correspondences provided,

which formed the basis for the payment of US$102,400 could not conclusively confirm whether the
information was utilised at the Board and Executive level oedid y t SGNRB 2F YQaestaJ | YYA Y
inform its strategic directiorand objectives andeflected in the Corporate Plan and Operational Plans
Consequently, we were not able to determine the extent to which Petrojam received value for the
consultancy arrangements.

Compendium of a ReviewfAspectsof Petroleum Corporatiorof Jamaica
Page46 (PCJ) and a Comprehensive AuditRetrojam Limited
December 2018




CASE STUESPetrojam

Absence of Requisite Competitive Quotations

2.1.5.The twocontracts to a consultanfname deleted] were emorsed and approved bthe General

Manager on May 10, 201@nd further endorsecby the Procurement Committee on May 12017,

without competitive tende#. Petrojam, on both occasions, used the direct contracting process to engage

0KS /2yadAf GFyd 2y (KSEWISANASYyDE & ¥R [Ny DAAMEOVE AR 2
purpose of research, experiment, study and developrifentiowever, theeason advanced by Petrojam

for utilizing ths method of procurement did not meet the critersiipulated in te Procurement

Gudelines The applicable Procurement Guidelines for Consulting Setceg allows for the use of the

direct contracting methodology for contracts valued up tb.% million However, Petrojam relied on

Section 1.1.4 (d) of the Procurement Guidelfiepplicable to purchase of goods, general servines

2Nl a4 GKAOK Fft2g F2NJ RANBOG O2yiNX OGAYy3a GF2NJ
developmeng.

2.1.6.The failure to invite quotations fromtler eligible consultants mayave preventedPetropm from

receiving the best possible market valull order to ensure use of the applicable guidelines, Petrojam

Board should ensure that the Procurement Committee members and Executive undergo continuous
training in order to be kept abreast of the lateRtS @St 2 LIYSy G a a GKS& NBfFdS
Guidelined’. Further, review of the bid evaluation approval control sh&indicated the comprable

estimates of US$63,054nd US$1,330for the Financial and Future Sustainability and Financidl a

Market Assessments respectively. However, Petrojam digrmtideus withthe estimateswhich would

enableus toreview and assess KS NBI a2yl 6t Sy Sa a ordviethérkh&esOmstilelzt G | y i ¢
market prices were obtained.

No evidence ofonsultants capability to delver

2.1.7. Petrojam was unable to provide evidenteat it assessdthe technical capabilitieand experience

of the Gonsultant to executethe assessmentsFurther,while Petrojam obtained the curriculum vitae of

the Consultant we saw no evidence thaPetrojam verifiedthe / 2 yadzf Gy Qa ajAtftz |
expertisein providing the servicesr reviewed the professional history and experience of the consulting

firm. The need for such assessment is crucial to allow Petrtjanopportunity to fully explore the
Consultan© & | 0 Hdiveritiie adre2d project deliverables to the required standam@lause 10

33 Endorsed irhis capacity as Department Manager and Approved in his capacity as General Manager on May 10, 2017

34 Procurement Request Service (General and Consulting) document

35 Government of Jamaica Handbook of Public Sector Procurement Procedures (Volume 3 of 4) Procedures for the Procurement
of Consulting Services (Revised March 2014)

36 Government of Jamaica Handbook of Public Sector Procurement Procedures (Volume 2 aédi)rBsdor the Procurement

of Goods, General Services & Works (revised March 2014)

37 Recommended Practice no 12 of Principle 13. Role & Independence of Audit & Internal Control FunctiorSoopohate
Governance Framewoifkr Public BodiesiiJamaica @&ised October 2032

38 Signed by the Procurement Committee Members and approved by General Manager
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(Insurance) of the Contract requires the Consultant to have professional indemnity insurance in the sum
of US$10M00. The requisite insurance documemas not presenteds part of the bidding documents.

Evidence of TOR and scope of work but rediderables

2.1.8. We noted thatPetrojamentered into a threemonth contract withthe Consultanton May 15,

2017, in the first instanc® regarding theFinancial and Market AssessmentRétrojam While we

obtained correspondence, which outlined the Terms of Reference (TOR) and the scope of work under the
agreement, the document did not specify tegpected deliverablefable D). We found no evideoe of

GKS /2yadzZ G yiQa RSt ADBSNIoftSa olFaSR 2y whikhSvea O2 LIS
estimated would end by August 15, 201&Ve only obtained a foupage progress report on tHénancial

and Market Assessment to the General Manager dated May 31, 2018 angag&@ocumenttitled
GHnma2yiE wSOASE 2F t SNF2NXYIyOS RIFIGSR b203SY0SNI Ho

Table10Scope of WorkFinancial and Market Assessment

No. Scope of Work Deliverables
1 Liaise and work with MUSE as they conduct a current valuation of the Re' Not Seen
assets for the purpose of considering investment options for the pen:
refinery expansion project;
2 Review MUSE valuation report; Not Seen
3 Determine opportunities within the current operations of Petrojam to incre: Not Seen
revenues from all sources, to capitalize on and reduce costs and imj
operating efficiencies;

4 5SGSN¥YAYS Fyeé O2YLIlyeée NR&EAl&E& GKI( Not Seen
energy supply and/or the financial viability of Petrojam;

5 5SGSNY¥AYS tSdiNR2FY &aidN}GS3e It A Not Seen
Policy/2030 Vision.

6 Variation: Epenses and professional fees associated with additional mee! Not Seen

Source: Consultancy Letter dated May 5, 204 thcluded Terms of Reference (TOR)

2.1.9. We noted that, on August 25, 2017, the General Manager altdredriginal scope of the Financial

and Market Assessment of Petrojam Limieed t SG N2 2FY y20iSR GKFd AG It 0GSNE
additional works and defeat2 ¥ L2 NI A2y 2F (GKS 2NAIAYIl {f PelraahlLIS (2
further indicated that the reason for the change wags includereview of the reportingformat to GM by

respective department managers, fuel oil price analysis, loyalty program anafspbalt market

sounding trip to Puerto Rico and Miaraihd toattend Finanal and Technical Committee Meetings, &tc.

2.1.10. We observed from the minutes of the Procurement Committee meeting dated August 24, 2017
that the Committee declined the awdrof the contract for theFinancial and Future Sustainability

BEKS O2y G NI OG FINBSYSYyd 41 a ai3yieRonsutant HEevedRhe Isighardre i g SNI € al
Consultantwas not witnessed and the @pany Stamp was not affixed. Clause 10 (Insurance) of the Contract requires the
Consultant to have professional indemnity insurance in the sum of US$100,000. The requisite insurance form was not.presented

Ot SGNB2FYQa t NBOdzNBYSyid / KFy3asS wSljdzSai
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Assessmentdf Petrojan on the basisthatt 8 A YA £ I NJ LINR OdzNBYSy i ¢S$capeid dzo YA (i
AAYAE NI Ia LINBGZA2dza LINE OdzNEB Y Stiseqliektly, on Afigust 311 2017IN2 @ S R
the Committee for the second time declined the award of the conteactnotedthata & 02 LIS OKI y3S |
y2i @I t dibweverkKweyhat& et the Committee members endorsed the procurement

between August 25, 2017 and September 4, 2017, without any ratitnal€he General Manager

approved the procurement on September %17 andre-engaged the Consultant under the second

contract on September 8, 2017 for a Financial and Future Sustainasbgssmenof Petrojam We

found no evidence that the Consultaathievedany of the deliverables under thevised scop, aswe

only obtained a foupage unsigned memorandumiated October 5, 20170on the assessment of the

loyalty programme.

2.1.11. The terms of references for botie Financial and Future Sustainabibiydthe previous Financial
and Market Assessmenbntracts outlined he samaermsunder four mainareas(Table 11).

Table1ll Terms of Reference

Financial and Market Assessment anBinancial and Future Sustainability Assessment

No. | Terms of Reference Deliverables

1 Review existingorganisational structure and understand roles of respective se  Not Seen
management team members.

2 Review the present financial, management and regulatory reporting within Not Seen
organisation.

3 Examine historical and future resourakocations. Not Seen

4 Capital investment needed to meet new/imminent customer changes or environm¢  Not Seen

constraints.

SourceConsultancy Letters dated May 5, 20dr¥d August 16, 2017

2.1.12. Alsoitems threeto five of the scope of works for both consultancy arrangements were identical
indicatinga transferof the deliverables to thecontract related to the~inancial and Future Sustainability
Assessment. However, we found no evidence that the Consultant delivered on any of the deliverables in
the scope of work under the Financial and Future Sustainability Assessment of Peffajblm12).
Appendix5 outlined the events Chronology

41 Future Sustainability AssessmerBid Evaluation Approval Control Sheet.
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Tablel2 Scope of WorkFinancial and Future Sustainability Assessment

No. | Scope of Work Deliverables
1 Work directly with the PetrojanGeneral Manager and Management Team to revi Not Seen
existing organization structure and understand roles of respective senior manage
team members to advise and submit recommendations regarding same;

2 Review all existing financial, management aedulatory reports to advise and subn1  Not Seen
recommendations regarding same;
3 Determine opportunities within the current operations of Petrojam to increase rever  Not Seen

from all sources, to capitalize on and reduce costs and improve operating effiggncie
4 5SGSNXYAYS Fye O2YLIl yeée NRaia GKIFG O2dz NotSeen
and/or the financial viability of Petrojam;
5 5SGSNX¥AYS tSiNR2FY aidNrdS3ae +tA3AyYSyid Not Seen
6 Variation: Rrform financial analysis of JET Al pricing to customers Not Seen

Source: Consultancy Letter dated August 16, 201idcluded Terms of Reference (TOR)
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CASE STUDRB{a-d): Review of fourCapital Investment Projects

3(a): New Petroleum Testing Laboratory

CASE STUESPetrojam

3.1.1. We found that Petrojam did not employ good principles in managingtbeurement process and
construction of the newPetroleum Testing Laboratoryhich resulted inan increase infe original
contract value of theroject by 56 per cent, moving to $541million from $347.8 million. The increased

O02ala

NE & dzt ( Speor manRg¥ment §fihBBoBtlacwitichled to the engagment of eight

other consultantstontractors at a total cost of$61.3 million,to provide services thatvere included in
the original contract (Table13). For five of the contract®Retrojam approve®132.1 million in variation
costs of which it paid a total 8131 million as at September 2018.

Table13 Analysis procuremertontract and variation costNew Petroleum Testing Laboratory

Original
Contract Additional
Value Contracts
Consultants/Contractor PQnnn PQnnn
Architectural Consultant 10,500 -
Main Contractor 337,341 -
Mechanical & Electrical Engineerir - 2,200
Consultant
Quantity Surveying Consultant #1 - 2,453
Quantity Surveying Consulta#2 - 3,845
Fire Detection System Supplier - 2,581
LabAssessor - 1,941
Car Park Contractor - 26,111
Flame Arc Detector Supplier - 14,227
Storage Tank Rehabilitator - 7,950
347,841 61,308
Source! dzD5 |yl féara 2F tSiNR2l YQa&

Approved
Variations
b @0
28,744
101,62
677

755
349

132,18

02y G NI O

Revised
Contract
Value

PQnnis

39,244
438,96
2,877

3,208
4,194
2,581
1,941
26,111
14,227
7,950
541,298

R2 OdzySy i a

Total
Variations
Paid
PbQnnrs
27,853
101375
677

755
349

131,009

YR FAYLEYG

3.1.2. In developing abusiness case for the construction ofnew Petroleum Testing Laboratgry
Petrojam indicated thathe currentLaboratonQ #frastructure and working conditions do not satisfy
international industrial hygiene, environmental and employee wellbeing starstfaREtrojam also noted

that its Laboratory is the only petroleum testing facility in Jamaica and easy access to a reliable testing
facility is important in ensuring product quality is mets established by the governing laws and
regulations whichrequirethe inspection and certification of all petroleum products s8ld

3.1.3. During the periodJune 2010 and June 2Q1@etrojam engaged theservices ofthe 10
consultantgcontractors to conduct general consultancy services, provide goods and construction works
on the newlLaboratory,at a total cost of$409 million. WhereasPetrojam adhered to the procurement
guidelines inmawardingsix of the contracts valuing32.1million, in the otherfour instances Petrojam

42 Petrojam Replacement Laboratory Business Calee design of the existing laboratory does not meet design guidelines to
achieve International Standards Organization (ISO) 1702Bditation.

43 petroleum (Quality Control) Act990
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breached the procurement guidelindsy utilizing tle wrong procurement methodologfor contracts
valuing $Z.1 million. IntheseinstancespPetrojam utilized the direct contracting methodolotgyselect
the contractors instead ofthe competitive process by way dimited tenderingand local competitive
biddingas required basedn the value of the contas{Table14).

Tablel4 Analysis procurement methodologiedlew Petroleum Testing Laboratory Projects

Contract Value of Methodology Assessment
Contractor Date Nature of Work Contract  Utilized Required K K
bPQnn
Architectural Consultant = June 8, 2010 = Architectural and  Civil/Structural 10,500 LT LCB X
Engineeringservices

Main Contractor April 29, 2015 Construction of new lab 337,341 LCB ICB/LCB K
Mechanical & Electrica Apr19, 2017 Mechanical and Electrical engineerir 2,200 DC LT x
Engineering Consultattt consultancy
Quantity Surveying May 2, 2017 | Quantity  Surveying  services ¢ 2,453 DC LT X
Consultant #1 Assessment of works done; prepa

payment certificates for the Mair

Contractor and prepare final account
Quantity Surveying Oct 27,2017 = Quantity  $irveying  services - 3,845 LT LT K
Consultant #2 Assessment of works done to dat

prepare payment certificates for the

Main Contractor and prepare fing

account.
Fire Detection Systen Nov. 13,2017 Installation of Fire detection system 2,581 DC LT K
Supplier (one
source)
LabAssessor Feb. 9, 2018 Assess the work done on the new la 1,941 DC LT X
assist in the commissioning of th
electrical systems and prepare payme
certificates for the next two months tc
cover the remainder of the remainde
of the construction plughe preparation
of the final account.
Car Park Contractor June 4. 2018 @ Construction of parking area 26,111 LCB LCB K
Flame Arc  Detectol June 09, 2017 Supply of Flame arc detectors 14,227 DC LB K
Supplier (one
source)
Storage Tank July 19, 2017 Repairs to Tank 14 bund area and ba 7,950 LT LT K
Rehabilitator
Total 409,149

Source! dzD5Qa al YLX S Fylfeara tSiNRa2lYQa tNBra2aSOG O2yGNY Oda

3.1.4. In March 2009, Petrojam utilized the LCB procurement methodologglicit bids for the provision
of architectural andassociated consultingesvicesto design and manage the construction of the new
Laboratory.The Architectural Consultant arehother compary submitted bids.However,in a status
report dated January 201®wing to an infraction in the bid opening proceBetrojamre-tendered the

44 By way of correspondence dated December 03, 2018, Petrojam indicated that direct contracting was justified on
the basis that the contractors were former members of consultancy firm and employing aresthgactor would
have been more expensive. However, Petrojam did not provide a cost benefit analysis to justify this claim.
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job on a Limited Tender basis/iting only the two companieshat submited bids. Notwithstandingthe
procurement guideline required the invitation of a minimum of threeonsultants under the Limited

Tender methodology.

3.1.5. In June 2010pPetrojam awarded thecontract to the Architectural Consultanto provide
consultancy services fawo yearsat a cost of $10.5 milliariThe contract cosncluded $6.3 million for
pre-contract (architectural design) and $4.2 million for posttract monitoring.The precontract sum
also includedhe cost to provide mechanical amdectrical engineering anquantity surveying services.
However, deficiencies ithe planning and exedion of the contract resultedn variation costs totaling

$28.7million increasing the contract cost t@$.2million (Table ).

Table15New Petroleum Testing Laboratory ProjecirchitecturalConsultancy Variations Approved

Description

Precontract
ReDesign

Value Engineering
Reimbursable
Retendering
PostContract
monitoring

Total

Variation%
Cumulative Total
Cumulative Var %

Source:Petrojam data

Original

Contract
Sum

6,300,000

4,200,000
10,500,000

10,500,000

Var.No. 1

8,260,000
1,720,000
900,000

10,880,000

104%

21,380,000

104%

Var.No. 2

2,992,885

375,000

5,508,528
8,876,413
85%

Var.No. 3

1,980,000

1,980,000
19%

30,256,413 32,236413

189%

208%

Var.No. 4 Var.No. 5

3,114,378 3,892,972
3,114,378 3,892,972
30% 37%
35,350,791 | 39,243763
238% 275%

Current
Contract
Sum
6,300,000
11,252,885
1,720,000
1,275,000
1,980,000

16,715878
39,243763

3.1.6. t S NRfallurert®@lan and conduct due diligence to properly determine the scope of the new
Laboratoryied to extensive redesigns of the initiapproved drawingsFor examplepn two occasionsin
October 2013and April 2014 Petrojamrequestedthe Architectural Consultanio make changes to the
initial drawings, resulting imariationcoststotaling $19.8million.

3.1.7. Onthe first occasionPetrojamapprovedvariation cost 0of$9.1 million to makechangeso the
design drawinggo include some basic requirements thafPetrojam ought to have considered in
conceptualizing the design of the Laborattry Of this amount, $00,000represented reimbursable
expensesin addition,in 2012, subsequent to the tender, evaluation of bids, and selection ofNfan
Contractor for the construction of the Laborategt a cost of $338 million, Petrojamrequested the
Architectural Consultanto conduct avalue engineering study aimed at identifgiareas to reduce the
construction cost, resulting imdditionalvariationcostsof $1.7 million. We would have gxected Petrojam

45Volume 3 GOJ Handbook of Public Sector Procurement Procedures for the Procurement of Consulting Services (May 2012)
46 Changesncluded aradditional 2,000 square feet of floor area to accommodate a utility room; sulphur laboratory; fire engine
shed; new parking area; and redesigns for modification to bathroom facilities; relocation and reallocation of spacestioodific

to heating ventilation and air conditioning; and redesign of electrical system
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to conduct thestudy earlier to inform the preparation of its comparable estimfatethe construction of
the Laboratoryprior to tender.

3.1.8.By way of correspondee dated December 3, 2018 Petnj indicated that:

We disagree with this conclusion as the main contributor to the cost escalation of the MSR con
due to the following;
9 The request to delay the project and repeaiue engineering and the resultant redesign as v
as retendering of the subcontracts. (as instructed by the BOD)
9 Adjustments in professional rates.
9 Delays caused by the contractor proformance and therefore extension in construction per

3.1.9. However Petrojam@ response underscores the need for proper scoping of the contract
requirements to avoid costly and time consuming redesigurther, whilst Petrojam indicated that delays
were also causkhby the contracto® performance, there was no evidend®at any liquidated damages
were enforced to mitigate the time and cost overrun.

3.1.10. Thestudy identified structural changebat would result innet savings of 8 million, whichled

to the seconcthangeto the drawings*’. Owing to this change, Petrojaapprovedvariation costs totalling
$3.4 million comprising$2.9 million for redesign of the drawing, $375,000 for reimbursable expenses
With the expectation that thedesign changesvould result in an extension to the duration of the
construction worksthe Architectural Consultaf) postcontract monitoring cost increased from $4.2
million to $9.7 milliong a variation of$5.5 million. Subsequently in May 201Retrojam decidedot to
implement the changes, but stphidthe Architectural Consultar$5.5million. Consequently, Petrojam
did not receiveany value fromthe moniesspent in relation to the costs associatedthvihe value
engineering study and theecond redesign, totaling $106 million.

3.1.11. In March 2012, Petrojam utilized the LCB precnent methodologyin selecting the Main
Contractorfor the construction of the Laboratorgt a costof $337.3 million, which included estimated
prime cost sums 0$44.7 million and $61.8 million for mechanical and electrical works respectively.
However, due tdudgetconstraints Petrojamdid notaward the contractntil approximately three years
later, in April 2015 Given the passage of time atite impact inflation and exchange rate movemsnt
would havehadon the initial contract costt would be prudent for Petrojam to reassess itmnstruction
costs to ascertain an accuratmmparableestimate with a view toretender the contract. Instead,
Petrojamretendered only the mechanical and electrical work components by way of Limited Tender, in
accordance with the recommendation from the NO®e retendering of the contracts resulted in an
additional variation cost of 898 million to the Architectural Consultant

47 savings include $15 million for alternate finishes, reduction in building height and reducing overall building footprtd and
million for using a structural steel building forethab superstructure as opposed to a reinforced concrete structure as originally
planned, as well as eliminating the fire engine shed from the initial build
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Petrojam awarded the contract for thenechanical works at a cost of $million andelectrical works at a
cost of $99.9 million to two separat@dders as swgontractorsto Main Contractor Consequently, the
overall constructiorcontract sum of $3338 million increased to 421.9million owing to variation costs

of $45.6million and $391 million for the electrical ad mechanical works respectiveklyhich included

$13.3 million inprofit and attendance feefor the Main ContractofTable B).

Table16 New Petroleum Testingaboratoryca | Ay / 2 yMarddio@#i 2 N &

Details Mechanical Works Electrical Works Total

Proposed sub contract 77,962,353 99,949,165 177,911,518
Profit to Main Contractor (5%) 3,898,118 4,997,458 8,895,576
Attendance by Main Contractor 2.5%) 1,949,059 2,498,729 4,447,788
Total 83,809,529 107,445,352 191,254,881
Less Contract Prime Cost Sum (44,720,000) (61,838,750 (106,558,750)
Total Variation 39,089,529 45,606,602 84,696,131

Source:NCC Variation Form dated February 1, 2016

3.1.12. In addition, considering the time lapse betwettre bid evaluation in 2012 and the award of the
contractfor the construction worksn 2015,we would have expected Petrojata assess whethetthe

Main Contractosstill had the financiaand technical capabilitiet® execute theconstruction Ourreview

of the bid evaluationdid not indicate that the biddef¥inancial standing ere carefully examined. We

y20SR GKFG | ff 06ARRS NAudieda2chIbtRshpuing podtiye giowtiSfor the lash & G K
three years @herefore,Petrojamwould haverelied onfinancial records3-6 yeas old, to proceed wih

the Main ContractorThe construction worksommenced June 1, 2015 andted for completionn one

yearto May 31, 2016

3.1.13. However2 dzNJ NBEJA S¢ 27F t S i NP 8 moakaftifezendtBcion NBKES I f SR
began the Main Contractorhad difficulties proceedng with works owing to financial constraints
Consequentlythe Architectural Consultanissuedfour default noticesand a warning letteto the Main

Contractor betweenDecember 2015 an® SOSYO0SNJ HamcI F2NJ WTFl Af dzNB (2
LIN2E OSSR ¢ A ( Whengdsthe AdcBitbictugalQConsultantin August 2016recommended the
termination ofthe Main Contractoin an effort to prevent further delay®etrojamprocured the liilding
materialsvaluing $23 milliorior the Main Contractouse whichit later recovered The Main Contractor

did not complete the construction works until November 12, 281Consequently, Petrojarapproved

additional variations amounting to $millionto the Architectural Consultarfibr postcontract monitoring,
resultingfrom delays in enstruction of the Laboratory

3.1.14. Petrojam ended the postontract monitoring consultancy arrangementrgbruary 201 prior to
the compektion of the construction work and directly engagethe MechanicalElectrical Engineering
Consultantand Quantity Surveying Consultadtl who were subcontractors of the Architectural

48 Certificate of Practical Completion issued January 11, 2018
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Consultant The engagement waat an additionalcost of $2.2 milliorfor the mechanical anctlectrical
engineeringand $2.5 millionfor quantity surveying servicesr four monthg®, in the context wherethe
cost for these servicewere alreadyincluded inthe pre-contract sum under the initial caultancy
arrangement.

3.1.15. We observed thathe MechanicalElectrical Engineering Consultaahd Quantity Surveying
Consultant#1 were responsible forassessing theonstructionworks done to date prepare payment
certificates forthe Main Contractorand prepare final account.The duration of theengagemerd

extended for six additional week®sulting in variation paymentsf $1.1 million following which,

Petrojam ended the engagementsSubsequently,Petrojam took the decision to engag&uantity
Surveying Consulta#? andthe Lab Assesspin Ociober 2017and February2018respectively for three
months eachand incurred costs of $6.1 millionclusive of variatiof $349,500

3.1.16. Further, Petrojamengaged the services of three other contractors to the project for the
construction of the capark for $26.1 million purchase 6 flame arc detectors for 4.2 millionand to
conduct rehaflitative works on a tank to store water for the Laboratdoy $7.95 million

3.1.17. The Main Contractoachieved pactical completion of the construction works orWmber 12,
2017, 530 days after the slated completion dateMdy 31, 2016. Thigesulted in liquidated damages
amountng to $2.4 million per the rates specified in the contfdcHowever, we saw no evidence that
Petrojamexercisedts right to collect these sums.

49 Mechanical and Electrical Engiméapril 19, 2017 to August 18, 201Quantity Surveyor (May 2, 2017 to September 1, 2017)
50 Clause 22f the Contract indicatedialf a per cent of contract sum per calendar day (0.5% x 337.3 million/36530
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3(b): North Perimeter Fence Replacement

Bad business dedisn costed Petrojam in excess 867 million on fence construction

3.1.18. Petrojam highlighted that theshablitation works along Marcus Garvey Drivad created a need
for a new grimeter fence. The elevation and widening of the roadwessultedin a lowering of the
height of sections of its existingepmeter fence and narrowing of the boundalipe between the fence
and the roadwaycreatingsecurty and safety vulnerabiligs’’. A new perimeter fence was necessary to
preventunauthorisedaccess to tanks/pipelineseduce the rislof financial loss due to thefgnd protect
the pipelines near to the perimeter fence

3.1.19. Petrojaminitially utilized the direct contracting methodology engageNational Works Agency
(NWA) for the construction of the perimeter fencéPetrojamwas permitted under the Pocurement
Cuidelines, todirectly engage NWAconsidering it was a procurement between twovgrnment
entities’.  In June 2016NWA provided Petrojarwith preliminary drawingdor the perimeter fence,
which Petrojamagreedto. NWA firther submitted an estimate of20.8 million for the construction of
the perimeter fenceon November 82016, whichPetrojam formally acceptedn November 15, 2016
NWA engage@ company to construct theperimeterfence as a variation to its ongoing contract with
the Companyor the rehabilitation of theMarcus Garvey DriveUp to November28 2016,Petrojamand
NWA were negotiating the terms of thdemorandumof Understanding for finalization.

3.1.20. On December 13, 201&1 daysafter being employed to Petrojam, th@eneralManagerwrote

to NWA informingthat "Petrojam has subsequently decided not to pursue this project through the
NWA/[name deleted]. Further, in a memorasium dated July 5, 2017, the General Manaagrised the
Permanent Secretahat up to December 2016 Petrojam and NWA were unable to come to a final
agreement and that despite multiple requests to the NWA, we were not provided with any elevation
drawings detailing the final height of the road.

3.1.21. However, Petrojam records indicated that from as far back as June 2014, it was aware of the
impending Macus Garvey Drive Improvement Project, as NWA, in considering the final road design,
conduckd joint site visits and had ongoing discussions with Petrojam regarding the potential business
impact of the MIDP on Petrojamaisiness operations. Review of minutes dated June 19, 2014 indicated

51 Sections of the existing boundary ferregluced from 8ft above grade to 4'6ft above grade as a result of the roadway elevation
52 Section 1.8 GOJ ProcuremerBuidelines- Procurement Between Two Government Entiti€@overnment entities are
permitted to enter into contractual agreements with @a other for the provision of goods and services by means of Direct
Contracting. For such procurement, the Procuring Entity must ensure that the rates being charged are competitive andeffer va
for money. Where it is clear that value for money will betobtained, the Procuring Entity should revert to a competitive tender
process as stipulated in the procedures.

SBpny YAttA2Yy O0AyOf dzRS 4Rmilidda Yyl 3SYSyd ¥8Sa 2F b
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i K I'THe cldain link boundary fence would need to be replaced with reinforced concrete wall in order to
provide greater protection for the exposed pipelines that run parallel to anfanetithin the property
FNRY (K Borebvery dAdpéblicly accessible documents (dated March 216)2@dicated that

the road wouldbe lifted by as much as three feet in sections.

3.1.22. We found no evidence that the Permanent Secretary responded tdtBey’ SNJ f al yIF 3 SNDa
However,in contrast,Petrojam did not present any evidence that it had requedtes drawings from

NWA detailing the final height of the roadOurreview of correspondences amomgtrojam, NWA and

the Companyluring the period June 2014 and December 2016, did not highlight any discussions regarding

the height of the road or identify it as a critical factor for executing woks.observed that in an email
datedDecember 6, 2016, thielanagerfor Strategic RInning and Businesadvised the General Manager

of the likely implications of aborting the agreent with NWA as theastwould likely be higher than that

proposed by NWAhame deleted]

3.1.23. On December 15, 2016the General Managersigned anemergency pre-approval citing

"preserving public propertyas the basis for evoking emergenevhich isan allowable circumstance in
the Procurement GuidelinesOn January 25, 2017, Petrojam utilized the clireontracting emergency
methodology in engaging contractor at the cost of $96.8 million to executbe work on the perimeter
fence bypassing the input of th@rocurement Committee anBoard of Directors.The procurement

guidelinesrequire that emergency procuremernnust be of a sudden, unexpected and pressing

necessity or exigencfetrojam did not provide any justification that these elements were met.

3.1.24. Further,the decision by the General Manager to distioue the arrangement with NWyas not

valid as a comparison of the drawings provided by NWA and the finalthadighe fence constructed by

the Contractoffor the height of the fence showed no variatio@onsequently,ite General Manager was

not acting in the spirit of th&rocuremat Guidelinesn ensuring that thevalue for money objective was

met before awarding emergency contr&ttNotwithstandingthe varying of the scope of wotk include

an additional 200 metexof fenceand other modifications thatosted$9.7 millionthe General Manager

made a bad business decision costing PetrdfamT YA f f A2y Ay SEOSmadditianf GKS b
the contract was slatetbr completionby April 25, 2017; however, practical completion was achieved 78

days after on July 12, 2017.Petrojam did not exercise the liquidated damages clause in collecting
$207,000, due to time overrun of 78 days on the conffact

3.1.25. We noted that the previous General Manager who was in negotiation with NWA for the
construction of the fence assumed thele as Group General Manager of Petroleum Corporation of
Jamaica (PCJ), the Parent Company of Petrojam. Howewdound no evidence of any input from PCJ

54Procurement Guidelines Section 1.1.5 CONTRACTING UNDER EMERGENCY CIRCUMSTAOES: such procurement
must besudden, unexpected and a pressing necessity or exigeif¢ilere an emergency situation exists as defined above, the
Procuring Entity may grage a contractoby means of Direct Contracting-he Head of the Procuring Entity shall give approval
for the issuing of emergency contracts up t¥& E A Y dzY @ f dzS Rracurikgiemtities shafl Brisureittanfh value for
money objective is mdbefore awarding emergency contracts.

55 Clause 45 of the Contract indicated a daily rate of 0.01 per cent per calendar day (0.01% x 96.8 million x 78/365)
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in the decision taabort the arrangement with NWAThis coupled with the apparent nonesponseby
the Permanent Secretary to the General Mansd@ a R ShOwvied & ®/sfeln of weak oversight from
PCJ, th@aent Company, anISETthe Parent Ministry.
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3(c): Main Docking Facility

3.126.CNRY 2dzNJ NBOASs 27F t Si NP ainyQeiperddEremb®R 2009t S 2 0 & ¢
April 2018 Petrojammade payments totalin§2.9 billion (US$27& million) for goods, services and works
associatedwith the restoration of its Main Docfacility. Our review of fourcontracts, valuing #33.6

million, identified deficiencies in the planning and exedout of the contacts, whichresulted in time

overrurs ofalmost five years, with costly variationsiaunting to $150 million (Table 7).

Table 17 Analysis of four contracts awarded for the rehabilitatonof 0 AOOT EATI 60 1 AET Al

Total
Initial Total Adjusted Variation
Contract Approved Contract Total Paid(Saved)
Contract Cost Variations Cost Variation Spent todate PQnnan
No Description Contractors PQnn bQnn b Qn n Increase PQnnn
1 Civil Contractor #1 124,946 235,737 360,683  18%% 349,631 224,685
Engineering
Works for Main
Dock
2 Restoration of Camtractor #2 245,394 13,497 258,891 6% 201,215¢% (44,179)
Mechanical
and Electrical
Facilities
3 Restoration of Contractor #3 408,090 328,973 737,063 81% 675,170 267,080
Mechanical
and Electrical
Facilities
4 Installation of Contractor # 5,206 2,381 7,587 46% 7,587 2,381
Marine Loading
Arms at Main
Dock
Total 783,636 580,588 1,364,224 80.9% 1,233603 449967

31 OOAAd ! 0" $860 AT AT UOGEO 1 &£ 0AOOTEAI 8O0 001 EAAO AAOA

3.1.27. On Junel, 2009, a marine ib tanker collided withPetrojanQa Yl Ay R2O01Ay3 FI O.
significant structural, piping, mechanical and electrical damdgesojam estimatd the cost of repairs

to be US$5 million PetrojamreceivedUS$12.6 million in compensation from the insurance of the owners

of the Marine Oil Taker. Petrojam indicated that it received an additional US$4.1 million, however we

have not verified this.

3.1.28. Following the collision, Petrojaeamgageda ContractofContractor #), at a cost 0fJS$1.2 million

to conductemergency dockecovery worksduring the period June-39, 2009 Three months later in
September 2009, Cabinet by way of Decision Number 4@pprovedthe award of a contract to the
same contractor to complete the emergency workswever, Petrojam did not provide theqrurement
records andthe related contract for scrutinyin the absence of these documents, we were unable to
assesdully the scope of works, timeline and deliverables under this contract. Notwithstanding, we

56 Includes settlement claim of $77 million
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gleaned froma cabinet submissiodated June 8, 201€hat Petrojam utilized the DEE procurement
methodology tore-engageContractor #lat a cost of $24.9millionto conduct civil engineering works

the Main DocKkor sx months, from April 1, 2010 tdSeptember 30, 2010rheduration ofthe works was
further extended for six months to April 30, 2011, with ttwest of the contracincreasingo $360.7million

¢ a variationof $235.7 million resulting fromeveral unforeseen circumstances that have caused an
upward revision in the scopand the volume of work to repair the d&®k However,at practical
completion on May 21, 2012he totalactualvariation paid wa$224.7million.

Excessive rental costsf $114.5 million (US$11 million) owing to delaysin completing the project

3.1.29. In addition, the damage to the dock created an urgent need for use of temporary anchors to
stabilize the vessels duringffloading Petrojam conducted an assessment to determine whether to rent
or buy the anchors. The assessment indicated ihatould cost Btrojam USp424,000to rent three
anchors for nine monther US$427,798 to purchase the anch@rable B). Petrojam indicated that the
cost to purchase the anchedid not consider costs associated with regular inspestenmd repairsand

the cost to remoe the anchors at the end of the project, which would likely be more than the installation
cost Inaddition,the anchors had no salvage val@onsideringhesefactors Petrojamdecided to rent

the anchorsWhereasPetrojammay have made a good decision to rent the anshds failure to plan
and execute the project within the agreed timelinesultedin Petrojampaying a total ofJS51.1million

in rental costsIn a memorandum dated August 10, 2015, we noted that Petrogmed the anchors up

to December 2015.

Table 18 Cost options to buy or rent anchors

Option 1: Rent Option 2: Buy

Description Cost (US$)| Description Cost (US$)
Rental of three anchorat $10,000 each 270,000| Purchase cost 302,798
for nine months

Installation of support system 154,000 | Installation 125,000
Total 424,000 427,798

31 OOAAg ' 0" $860 AT Al UOEO 1 &£ 0AOOI EAI 80 001 EAAO AAOA

Electrical and Mechanical Repairs to Main Dock

3.1.30. In March 2011 Petrojambreached the procurement guidelines by utilizithge limited tender
procurementmethodologyinstead ofLCB biddingn selectingContractor #2to carry out dectrical and
mechanical repairs tthe Main Dock, at a cost oR285.3million. However,it was not until July 18, 2012,
16 months later, thatPetrojamawarded thecontract, at which time the price incread t0$258.8 million
arising from a variation cost of $13.5 million for laboate escalations.

3.1.31.Work on the project was scheduled for fim@nthsbetweenJuly 23, 2012 to December 29, 2012.
Petrojam terminated the contract on September 3, 20&&jht months after the scheduled deadline,
citing Contractor #2poor workmanship and failure to me&eymilestonedates. At that time, Contractor

57 Cabinet Submission dated June 14, 2011
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#2 completed only 8 per cent of the work andeceived paymentsotaling $124.2 million, which is
commensurate wittlthe valueof work done.

Petrojam paid$77 millionassettlement forimproper contracttermination

3.1.32. In January2014 Contractor #2ubmitted a claim for $375 millioandthreatenedto proceed to
arbitration to recover theamoun®®. Contractor #Zontended hat Petrojam improperly terminated the
contract,asPetrojam did not issugrior noticesof default in keeping withclause 34.®f the contract®.
Petrojamindicated thatit held frequent project meetings wit@ontractor #2vhereinproject delaysand
continued poor conract performancewere discussedlimaxingwith a July 5, 2013neeting at which
Petrojamnoted itsintentions toterminate the contractOn April 23, 2014Retrojam sought legal advice

on whetherthe emails and meeting notes could form sufficient notices of defewl€ontractor#2. By

way of letter dated April 29, 2024 t S (i N®yerk iMdizdted thatthe meetingnotes and emails are

not in compliance with clause 34.6 and do not, in any event, refer to the provisions of the contract in such
a manner as to indicate that they were notices of defaultA Sy GKS /2y G NI OG2NJ | HQa
Petrojam exercised its legal right to call the Performarend of $24.5 million Howeve, this was
rescinded to allow for negotions which concluded with a settlement agreement between both parties. of
On July 29, 201&Retrojam paid $77 millioassettlement tothe Contractor.

New Contract signed two years later

3.1.33. Approximately twoyears after on August 24 2015, PetrojaagngagedContractor #3to resore

the mechanicaand electrical facilities daflain Dockand the Esso Kingston Terminal (EKT) Datck cost

of $408.1 million(US$B.4 million). The new restoration work commenced on October 8, 2015 and was

schedule for 118 calendar days to end February 2, 2Qg&ler the contract, Petrojam agreed to provide

Contractor #3with an available window df5 days each month for four months ®E S Odzi S ®1 24 2 2 N

3.1.34. However, Petroja failure to provideContractor #3with access to the facilitfor the agreed 15
dayseach monthresulted in tke contractbeingdelayed by 256 daysvith atotal variation cost 0f$329
million US$25 million), in the context of thepracticalcompletion date being October 17, 20{Bable
19). At the practical completion date, Petrojam padotal of $675.2 million to Contracto#3, $267.1
million in excess of the original contract valietrojamindicated thatthe shipping traffic prevented it
from providing access to the facility as agreas well as the tight operating schedule at the facility due
to the very nature of its operations.Consequently,Contractor#3 submitted additional claims for
equipment stadby.

58 Termination ofContractc Settlement Negotiations Summary dated June 30, 2014

59 Clause 34.6

02 2 NJAYT SAGK AIyAlGA2Yy a2dNDOSa ySEN FEEYYFEoftS YFEGSNREIE A& N
examples of hot work

Compendium of a ReviewfdAspectsof Petroleum Corporatiorof Jamaica
Page62 (PCJ) and a Comprehensive AuditRetrojam Limited
December 2018




CASE STUESPetrojam

Table 19 Analysis of variations for rehabilitationof 0 AOOT EATI 6 0 - AET $1 AE
Procurement
Change Variation Cumulative | Cumulative
Request Amount % Contract Contract | Approval | Approval
No. Description Approval Date Uss$ Variation Sum Variation Required | Obtained
0 Original Contract - - - 3,405,728 - - -
1 Additional pipeline work| Jan 22, 2016 294,881| 8.66% 3,700,610 8.66% GM GM
(Variation 1)
2 Removal of various BO( Mar 18, 2016 | (116,358)| -3.42% 3,584,252 5.24% GM GM
items from contract and
additional pipeline

works (Variation 2)
3 a)Delays and extensio]l Jan 18,2017 | 2,045,435 69.43%6 5,948,538| 74.6®% Cabinet None
of time
b)Cost to replace entirg 309,755
submarine section of
ikKS HNE

pipeline

c¢) Additional unforeseen 55,236
works

d)Removal of BOQ lin (46,140)
items

Total 2,542,809

31 OOAAG 'A'AMHIBUOEOC T £ 0k®ad EAI 50 AT 1 O00AAOD

3.1.35. Similarly, in Jy 2015, Petrojam awarded a $51#llion (US$40,502%ontractto Contractor #4or

the installation of Marine Loading Arms at the Main Dock, over a period of 20 days commencing on July 4
HAaMp® | 26 SASNE Rillirk t Maké ¥aildabls i Sdhteattd theinumber of agreed days

to execute the works, th€eneralManager on November 24, 2016 approved a variation of $2.3 million
(US$18,505).

3.1.36. In both instances, the variation costs exceeded the alloweainheulative threshold of 10 per cent

which requiredb / / Q& SyYR2NBESYSy( prigrRo plodeedagyith ih@orks. ABRNE O |- €
FNRY (GKS t SNXYIFyYySyd {SONBGI NEB &K2 dif &codaztdhNie NI |j dzS
procurement guidelinegd. In the first instance,the variation cost of US55 million resulted in a

cumulative variabn of 65 per centhowever, Petrojamdid not inform the Permanent Secretargf the

variation with a viewto obtain the required endorsement and approyptior to proceeding with the

works. We observed that the General Manager approved the procurement changesegu January 18,

2017, which was 93 days after the practical completion d#tevas five months afterthe practical

completion datethat Petrojam by wayf letter datedFebruary 2, 201,5ought the endorsement of the

Permanent Secretarfpr the variationsLy NB alLl2yasS (2 tSiNR2FYQa SyR2NAS
Secretary stated that

61 \olume 2, Section 1.5.3 of theahd Book of Public Sector Procuremevttichstates thatd G KS | S R 2F GKS t N2 Ooc
may approve variations for related works up to a cumulative value of 10%. Variations in excess of 10% will require NCC
endorsement; and Cabinet Approval. Once thmuative value of variations exceed 10% of the original contract sum, all
LINSGA2dzat e | LIWINRPGSR O NRIFGA2ya akKlftf 6S NBLRNISR (2 (4KS b// =X
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Wt S N@@d h¥ve sought the support of tRermanent Secretargnd the approval of the NCC and
Cabinet prior to undertaking the work$he Ministry views such an error as egregious and asrsgokst
that Petrojamprovidesa full report to theMinistry on the issues which led to Petrojam notofwlhg the
GOJ Procuremeftocedures with respect to this contra@t.

62t SN I ySyid {SONBGIFINERQa fSGHGSNI RIFGSR CSoNHzZ NE MpX HAMT
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3(d): F2 FurnaceReplacement

Table 20 Analysis of variations for F-2 Furnace Replacement Project

Total
Initial Variation Variation  Variation  Adjusted Total
Contract  (Scope & (Materials Paid Contract Spent to
Cost Shipping) Purchased) PQnn Cost date
ContractDescription bQnn PbQnn PbQnn. bQnn bQnnr
F2 Furnace Replacement 245,495 22,646 15,317 37,963 283458 283,458

Source: Petrojam 8 ¥ocurement and financial records

3.1.37. Petrojam operates a Powerformé&2 Furnace at its refinery, which uses toconvertcrude al

into finished productsAs part of itsoutine reliabilityassessmentPetrojamutilised the services of two

external enginedng firmsto conduct independent assessments of the furnac&he assessments

concluded thatthe furnace wasexperiencing high tube metal temperaturés excess othe maximum

allowable temperature by desi§h This was a recurrent issue observed inas8essmentaports dated

between June 2014 and January 201To address the overheating, S i N2 2 I Y Geéginderg G S NY/ | €
recommendedadjustments othe necessary parameters to redutiee tube temperaturesandcontinued

monitoring of the furnace tubes Of note, he General Manager engaged the service of another
SYIAYSSNAYy3I FANY (G2 OF NNEB 2dzi | yWedoSl¥BtNESHIOBe: A Y & L.
basis on which the General Manager made thisiglen in the context where a roimte inspection was
conductedthe day before on Janua®, 2017. We observed that both assessments concludsahilar

results.

3.1.38. On January 242017,the General Manager approvebe use of the @ methodology in breach

of the procurement guidelineby engadgng an overseas consultamt a cost of $3.3 millioUS$25,68))

to perform a mechanical integrity and operational assessment oftB&urnace for continued service
Despite beindongaware of the issues with theirnace,Petrojam indicated on the procurement request
that it utilizedthe DC methodologpecausenf ¥xtreme urgency brought about by unforeseen events and
the product/service could not be obtained in time through a competitive bidding pf@tkeesConsultant
conductedthe assessmenibetween Janary28and31, 2017 The Consulta® &  NdatedF&htuary 6,
2017indicated that thefurnace @reheat temperature wabelow requirementresulting in an additional
heat loadon the urnace The reportoutlined several solutions, which included the need for tledesign
and replacemenbof the furnacein the long term

3.1.39. Subsequently, a’-member team consisting ofPetrojan@ engineers and safety personnel
conducted a Root&liseFailure AalysislRCFAxnd concludedin its report datedJune 22017, that the

63 The F2 Furnacdube wall temperatures wrefiring in excess of the design wall temperature of 1%EL6anging from a low of
1123.7F to a high of 1610%.
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causal factorsof the F2 Furnac& dow preheat temperaturewere external to the furnace and
recommended thatthe furnace notbe replace®. By way of email dated June 6, 2Q1ffe General
Manager refuted theconclusion of the RCR@am on the basis thatt i K S depbsiiidn is STILL based
on too many unacg#able hypothesis, assumptions andsubstantiated/unverified calculations. | am
hereby making a FINAL decision to proceed with the purchas2 e@ifhace replacemennd this decision
is based on the following €

3.1.40. Petrojam utilized thdimited tendering methodlogy to invitethree prospective biddersincluding
the Consultantfor the design and supply @ new powerformerfurnace, which Petrojarestimated to
cost $138.5million (USP1.065 millior). Thiswas in breach othe procurementguidelines whichrequired
the useof International CompetitiveBidding (ICB) orLocal Competitive Bidding (L&Bpr contracts
valuedabove $60 millionThe use ofhe limited tender methodologgould haveestrictedPetrojam from
obtaining quality and the best price.

3.1.41. Our review ofthe bid evaluation documents revealed\ila in the bid selection process. In the
first instance, Petrojam deemed one of the bidd@#dder #2hon-respongve due to norrssubmission of
a declaration However, thelnvitation to Bidderddid not make ita mandhtory requirement to submit a
declaration.

3.1.42. We found inconsistencies in the invitation to bid; in that, Item 1.2 indicatedrapletion and

delivery time of 9@alendar days, while Sectiorfthe Schedule of&juirements indicatd done hundred

and nnety (90)calendar daysfter award of contract[sic]. Petrojam indicated that it communicated the
correctionof 90 days delivery time to all bidders, however, Petrojam did not provide evidence that the
communication was received by all biddePetrojamrejected Bidder #3vho indicated a schedule of 190

days on the basithat the bidder failed to meethe 90 day delivery timelife RSALIA GS (G KS 0ARR!
being 19 per cent belowthe comparable estimatePetrojam selectedidder #1on the basighat the
Consultantcould design and supply tHarnace within 68 dayat a cost of US$1.9 million, which was 80
percentinexcessaf SGNR 21 YQa O2 Yahdimiie then $00 Bed et abové tBe lower bidder

(Table 2).

64 Root Cause Failure Analysis (RCFA) Report on the Underpert@méi2 Furnace. RCFA team membeéncluded two

reliability and mechanical engineers, two senior process engineers, two process operators and one safety officer.

65 Ministry of Finance and the Public Service Circular dated September 28, 2016 based on Cabinet Decision No. 30/16 dated
September 12, 2016; limits and threshold will be increased effective October 1, 2016
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Table 21 Extract from Bid Evaluation

Documents Requested/ Bidder #1 Bidder #2 Bidder #3
Information Requirement (Consultant)
Form of Bid K K K
Bill of Quantities/Price Schedule K K K
Declaration K - K
Dischimer K K K
Decision: Responsive (YES/No) YES NO YES
U Bid Quotation (US$) 1,919,200 1,879,000 863,717
U Delivery timeproposed 68 days 336 days 190 days

Source:0 AOOT EAI 80 AEAAET ¢ AT AOI AT 00

3.143.0dzNJ NBE@ASg 2F GKS [/ 2yadzZ dFydiQa o0AR NBGSIt SR (K
of the bid specifications, thereby increasing the hilount On three occasiorf§, the Procurement

Committee rejectedd KS . AR 9@FfdzZ G§A2Y /2YYAGGSSQa NBO2YYSYF
Consultantr YR NB1jdzSEGSR FdzNIKSNJ] GSNATFAOF GA2Yy 2F GKS |/
Howeve, we observedhat the Procurement @mmittee subsequentlyendorsed the pocurement which

was approved bythe General Manager We saw no evidencthat the requested verification was

conductedto inform approval by theProcurementCommittee. Also, Petrojam did not providevidence

that the procurement was appre@d by the Board of Directors By way of correspondence dated June 9,

2017, addressed to the Permanent Secretary MSET, the NCC endorsed the award of the cotiiteact to
Consultanfor US$1.9 million

By way of correspondence dated June 26, 2017, the PermaBeatetary, MSET indicated thdtet
Infrastructure Conmittee of Cabinet recommended the approval of the contract@onsultant fame
deleted) for US$19 million, in keeping with the endorsement of the NCCThe Cabinet approved the
recommendation of the lmastructure Committee.

3.1.44. On July 10, 2017, Petrojam and tBensultansigned an agreement for tHabricationof the new
Powerformerfurnace (F2) for $245.5 millionUS$1.919 million). The works were scheduled to last 68

RIFE&& | TS RdaltadiovdPotdl ¥r&vngs, including final engineering information. However,
inadequate planning, pooproject execution and monitoringesulted in variatios of $38 million
(US$301,44p0r 16 per cent of the contract surilVe requested evidence of$h 02 y i NI Ol 2 N & & d:
2T GKS SYy3aIAySSNAYy3I RNIGgAYy3I I yR t SdEReptanyeQtinelineLILINE O |
for the remaining 68 days of fabrication and the basis for the first paym@éfd.found no evidence that

Petrojam approvedill the drawings and engineering information submitted by tBensultant before

fabrication commenced.

3.1.45. In September 2017, Petrojam requested a change in the construction material proposed by the
Consultantto reflect what was stipulated in its biddirgpcument. However, th€onsultantindicated

that the tubes were already fabricated with the material it proposed. Consequently, Petrojam purchased

the required material at a cost §15.3 million (US$121,63@)r the ConsultanQ & dzaS® t SGNR 2l Y

66 April 13, 19 & May 4, 2017.
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hold the Consultantresponsible for not obtaining its approval of the drawing prior to proceeding with
fabrications, in tht it did not recover the amount from th€onsultant Further,Petrojam had to pay
transport delay charges &13.3 million US$105,65pfor cancellation of the shjging to allow for the re
works andvaried the scope of works resultingan additional variation of $9.3 milliorJS$74,15Y.

3.1.46. We observed that in May 2018, tl@onsultantdelivered all the components of the furnace to
Petrojam; however, Petrojans yet to assemble the componerdasid commission the furnace into use.

As such, Petrojam is yet to demonstrate whether the furnace has met the stipulated specifications to
reduce the tubes experiencing high metal temperaturethmradiant tubes and frequent heavy fouling

on the convection section. Petrojam is exposedit@ncialrisksas the contract stipulates a warranty
period of 18 months from the date of shipméhtPetrojam is unable to indicate a timeline for the
assembly and installation of the furnace.

3.1.47. Petrojam subsequently on May 3, 2018, utitlised the direct contracting methodologyengage

the Consultant at a cost of US$187,395 (24 million) to provide technical assessment of the powerformer
Preheat TrainPetrojam's initial comparable estimateamounted to US$49,000; however, upon the
adzoYAaarzy 2F (KS /2yadAZ GFryiQa o0ARI tSiNRB2FIY NBEOJA
dzy’' R S NA& (derthi &pektsiof the services were not factored in wherestimate was put togethér ®

We noted that this engagement was to address issues contributing to the overheating of the furnace.

67 Clause 12.2 and Schedule (Item 10) of the contract agreement
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CASE STURlYDonationsof $25 million lacks transparency and accountability

4.1.1. By way of letter datedlarch 21, 207, acitizengassociationrd / A G AT Sy & Q, reqaese@l OA | G A 2
donation of $9,000,381.5€r the construction of an additional section @ community centreg for

classrooms and computer laboratoryThe request was supported by hill of estimatefrom the St.

Catherine Municipal Corporation The request was in conformity with Section 2.1(a) of the Board

approved Donation Poli€ which allows for the commutyi development and activities.

4.1.2. In a memorandum dated April 5, 2017, tBeneral Managerequested the Board to approvihe
donationfor the Community CentreThe memorandum was supported by@ard submission whichwas
signedon April 4, 201Dy the General Manager and the Corporate Social Responsibility Officer (CSR), who
signed on behalf of the Manager, HRDAThe &ibmission was circulated on April 6, 2017 Board
Members for their consideration, via rousrdbin resolution. The roundrobin resolution was approved

by the Board on April 6, 2017.

4.1.3. By way of letter dated April 24,2047 A G A T Sy & Q ddvsadP&rbjaniitharityiad lengaged

a contractorto execute the construction works anméquestedPetrojamto make all paymentso the
Contractor OnMay 1, 2017, Petrojamrepareda chequefor $9,000,381.5(ayable tothe Contractor
However, Petrojamsubsequently cancellethe paymenton May10, 2017 Petrojam presentetbr our
review,aletter dated July 5, 201, purportedlyfromthe/ A G AT Sy & Q ihd&atimy®atit waddy | m
longer interested in the sponsorship.

4.1.4. Petrojam provided correspondence dated June 24, 2017 feormather CitizenQAssociation
(¢ AGAT Sy aQ )reguetifgdonatioh ®rythe Irenovation oits communty centre. Of note, we
observed that by way of email dateduly 5, 2017a Board Member of PCJ submitted to Petrofai
General Managethe letterfrom/ A G AT Sy & Q dantelliggltsreqgiiestand thitlewrequestfrom

I AGAT SyaQ .1 4a20A1G4A2Yy | H

4.1.5. The General Managesubsequently instructed the CSR Offjoda email dated July 5, 2017, to

GLINB LI N®izo Y2EBER2Y R20dzySyida (2 dzaS GKS | f WBI Re | L
obtained evidence ina memorandum dated July 5, 201ffom the General Managemlong withthe

Submissiolda SS1TAy3 GKS . 2FNRQ& LISNX¥AZaA2Y G2 NBLIHzZNLIRZ AS |
for/f AGAT SyaQ toAaaOh B aQy. ! ThaBpadidiSubinfsgogrephred and signed on

July 6, 2017 by the Manager, HRDA was endorsed by the General Manager and a representative of the
Human Resource S#bommittee and aproved by the Chairman of Board, without the input of the other

Board members. Petrojamdid not povide evidence that A G AT Sy &4 Q subniiteddabil dfA 2y | H
estimate however, we noted that aheque with the sum of $9,000,381.50 was made payable directly

I AGAT SyaQ dnduyaDa0t70 A2y | H

68 | ast updated and reformatted in May 2006
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Section 3.0(b) of the policy stipulates thagstablished community organisations whose operations can
0 S @ Sadelighls farfundinglowever, our review of thBepartment of Caperatives and Friendly
Societies (DCF8)cordsupdated to October 2018howedno evidence thaboth citizengassociatiors
were registered.

Donations to two schools

416.hy 1 LINAE cX HamT I t Si{NEP2Isof 918,024, BitoMRrimiary Schooll LILINE ¢
for the construction of two classoms and $6 million t@ High Schoolor the construction of amini-

stadium onaleasal property®®. Therequestfrom the Primary Schoalas supported by a bill of estimate

under the signature of the Superintendent of Roads and Works, St. Cathdtiniipal Corporation

However,we noted that the request for the Primary School was made bgnevolentsociety inletter

dated March 12, 20170n May 1, 2017, Petrojam prepared a cheque for the sus16f024,531 tdhe

same Contractor mgaged in the case of the A (1 A T Sy a Q#1 and suBséghdtlyi darcefled the

chequeon May 10, 2017 Petrojam did not provide aeason for the cancellationA new chequedated

June 30, 201Waspaidto the PrimarySchool.

4.1.7. Petrojamdid not provide evidencef the donation request fromthe High School and bill of

estimates for the construction of the mistadium However, he General Manager in a memorandum

dated March 29, 2017, which accompanied the Bo&ubmission, indicated thatit SGNR 2 Y &I &
approached to allocate fundwtaling six million ($6,000,000) for the Kingston East and Port Royal
constituency to thdname deleted] A 3K { OK2 2t { LJ2 Oilhdtey \de obs&tBANIn XY S P £
letter dated April 3, 2017a Member of Parliament wrote to the Minister of Science, Energy and
Technology conveyingleepfelt appreciation ast relates to the allocation at captidhwhich we are to

NB O S A W& noted that his was before théoard approved the donation ofpril 6 2017 Petrojam

prepared acheque date July 4, 2017made payable to the Higchool { SOGA2Y wmdo 2F t S
Donation Policy stated 4t KS 02 YL} y& Ay @2t @SYSyd FyYyR FRYAYAAGN
influenced by personal, political, refigdza 2 NJ SGKYA O O2yaARSNI GA2yadé

No duediligence in granting donations

4.1.8.We noted a lack of due diligence in approving donations. Section 4.1 (b)(ii) of the policy states that
donation requests will be accepted or rejected basediod S NA T A O | réckhinyorgarfisation isiai S
SalGloft AaKSR | YR ¥ Hayeainple? heve ywas ndidicatiatzyhaatdjant evaluated
whether theili 6 2 O Aassaclat®y Wietelegally established and operationaNotwithstandingtwo
recipient organisatioasubmittedbill of estimates, Petrojam did not verify thathe organisation®btained

the requisite building approval from the Municigabrporation. Given that the Ministry of Education has
overarching responsibility for infrastructural development in@als, we expected Petrojam to obtain
from the Primaryand HighSchook an approval or endorsemenftom the Ministry of Educatioffior the

69 The pimaryand high schools are located in the parishes of St. Catherine and Kingston, respectively.
"ORe: $6,000,000 allocation from Petrojam Limited
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constructionworks Consequentlywe foundthat the basis folmapproving donations laekl transparency
and accountabily, asnecessary due diligenaeasnot undertaken

419hgAy3a G2 tSOINR2IYQa FlLAfdNBE (2 dzy RSNIIF {f6r GKS y§
donations we were unable to conclude whether the donation resulted in achieving the policy impétative

ofdl aaAalbdAy3a Ay (GKS RS@GSt2LISyld 2F (GKS O2YYdzyAide A
GKS FTOGAGAGASE 2F (GKS GARSNI O2YYdzy A (iFerexampeRi & dzLJLJ2 |
date, we found no evidence that Petrojam Vignil that the Community @ntreF 2 NJ / AGAT Sy aQ ! &
#2 was renovated. Petrojam had no assurance that G AT Sy & Q , thé Rrith@y\Ichipdir@itfie | H
HighSchoolpossessed or engaged the required competence to satisfactwihplete the constru@n

and renovation worls. The absence of postonation value added assessment prevented Petrojam from
determiningwhether the community centrevas renovated and thenini-stadium andclassroom were

constructed

"1 section 1.1 of the Donation Policy
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CASE STUDYDeficienciesin SGNRB2F YQa | dzYly wSaz2dz2NOS al yl 3SySyi

51.1.WS FT2dzyR (KIG tSONR2I YQa &sBvédibizalwaysScgnsistentyvitn 4 St SO
good practices, its own employmeand recruitment policieand related circulars issued by the Ministry

of Finane and the Public ServicePetrojanf) &ecords indicated that it ecruited 76 new employees

between January 2015 andlay 2018. We assessedhe recruitment processes for a sample of 25
individuals recruited within that period, and fouraconsistences in #hselection process. For example,

we found no evidence that Petrojam advertised the vacancy 3grositions, including sensitive positions

such aghe General Manager and Manager, Refinery and Optimizgfppendix 3. This was in breach

of Sections 4 and 5 of the Recruitment Policy, which requires job vacancies to be advertisedyraachal

externally.

5.1.2. Petrojam did not provide a job description for the position of General Manager, which should

outline the requirements, including the levels of qualification, for the position. Notwithstanding, we
expected Petrojam to require the incumbent to possess at least a post graduate dmgeggiivalent

professional certification. In addition, the position of Manggeuman Resource Development and
Administration (Manager, HRDA), based on the advertisement for the position, required a post graduate
degree. However, the General Manager and Manager, Human Redmtithad a first degree in their

respective field. FENB 2 YQa SYLX 228 YSy dd (IKSt VY LA WRA GIAGSIR  yiRKil
candidate who cannot meet the minimum educational requirements for the position for which he or she is
O2yaARSNBRE D

5.1.3. We noted that the employment letter dated January 30, 2017 for the Manager, HRDA reflected
annualized compensation package of $10.58 million with a probationary period of four months, effective
February 13, 2017. Theeneral Manager anilanager, HRDA sigd the letteron February 1, 2017 and

February 2, 201 respectivelyp 2SS y20iSR GKIFG GKS al yl 3ISNE ratew5! NBC
of $10.58 milliorper annum after which the General Manager amended the employment letter to reflect

an increasedalary of $12.98 million and waiver of the probationary period. We noted that the amended

f SGGSNI NBEFE SOGSR GKS aryS RIFGSa a GKS AYyAGAFTE f
retroactive salaryTable22).

Table22 Manager, HRD&ompensation Package

Details Initial Amended
Employment Letter Employment Letter
$ $
Basic or Pensionable Salary 658,333 842,716
Transportation and Subsistence (NeFaxable) 111,802 111,802
Duty Allowance 57,802 57,802
Other taxableSalary (NorPensionable) 53,983 -
Company Contribution to Savings (NdPensionable) - 69,103
Total Monthly Compensation 824,119* 1,081,423
Annualized 10,583,040 12,977,076

*Less duty allowance

Source:Extracted fronPetrojanf Bmployment Offer Letter
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CASE STUESPetrojam

5.1.4. While we noted that the increase in salary of the Manager, HRDA was within the range of the
approved salary scale, the General Manager would have exceeded his authority as movements in the
salary should be incremental each year based on performance. diticaj the decision to waive the
probationary period was in breach of Section 11.1 of the Employment Policy, which requires Petrojam to
GO2YyAARSNI 6KS FANRG GKNBS Y2yiKa Fa GKS LINRBOlIGAZ2Y
berequiredd (G KS SYLX 28SSaQ LISNF2NXIYyOS G2 RSUSNNAYS 4&d:
input in the recruitment decision, salary determination and the waiver of the probationary period.

5.1.5. We also found evidence in which two individuals were emplioglespite being rejected by the
interviewing panel. In the first instance, an individual wasally interviewedon Januaryl8,2018for the

position of process engine®ron the VDU Projeadnd was rejected by a four member interview pafel

on the basi®f lackof industry, engineeringand projectexperience.Of note, three members of the panel

were senior officers on the VDU Project. Twesitydays later, on February 13, 2018, the individual was
re-interviewed for the same position by the Manager, HRRBnd Technical Service Manager, who were

y20 LI NI 2F GKS FANBRG AYOISNBASG LI ySt o ¢tKS AYRAQD
GKS LINR2SOiG 3IA@SYy AyidSttSOls SELISNIA&ES FYyR &a0GNFGS
headof the Project in the capacity as DirectMDU Projedt - a position which was not included on the

staff structure for the VDU Project. The decision by Manager, HRDA and Technical Service Manager to
overturn the decision of the interview panelithout justificationillustratesRSFA OA Sy OA Sa Ay t
recruitment process.

5.1.6. Inthe second instance, the Manager, HR&goemployed hesiblingin the position of Instrument

and Electrical Technician, althoutte individualwas rejected by the interegiv panel on May 10, 2017,

on the basis of lack of experience and qualificatiins engagement was an explicit act of nepotiire

Manager, HRDA NB I OKSR t SGNR2FYQa 9YLX 28YS8Syild t2fADesr GKA
CdzNI KSNE § K S siblihgias3remidted hlthwobigh hé position was only advertised internally.

In both instances, the Manager, HRDA also breached Section 1 Bhtphlyment Policywhichstates

that ¢the employment and promotion foan individual will be based upon that individual experience,

jdz f AFAOF GA2yazs O2YLISiSyOes YR LRGSYOGALl (€

2 Process Engineer Annualized Compensation Package $2.4 million.

3 Manager,Strategic Planningnd BusinessRecruitment officer, Senior Supervisor Process EngammegrMechanical Project

Engineer Coordinator.

74 Director, VDU Project Analized Compensation Packagerilfion.

BovLiz2eySyid tzfade {SOiA2 s abselwavdisaetida,SconSiderydniplyy@ent Yappications of

SYLX 288585340 NBflIGADGSaE SEOf dzRAY3I &LR2dzaS& O0F2NNEE 2 Ndthayy F2NXE £ 0
will not be given any particular preference in employment, Wilt be considered along with other candidates on the basis of

jdzt f ATAOFGA2Y & | yR O2YLIl ye aidlyRINR®E

{SOGA2Y mMHdo GLG Aa (GKS 20ftA3lFGA2Y 2F GKS LINRPALISOGR®BS SYLX 2@
event it is ascedined that an employee failed, for any reasons whatsoever, at the commencement of his or her employment

anytime thereafter, to dicbse or declare his or her familial relationship with any other employee, then his or her employment
subjecttothe absolut®R A 8 ONB A2y 2F GKS O2YLIl ye akKkftf o0S AYYSRAIFIGSt&e RSGE

Sy “?"Z'f.“ T
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Reassignmenand dismissabf Staffwithout due process

5.1.7.We found that the then General Manager adopted a unilateral practice of terminatingeamalving

staff to lower positiols without due-process, which resulted in staff initiating litigation proceedings
against Petrojam for unfair dismissal and demotion. For example, the General Manager took the decision
to reassign the Head, Procurement Uaiitd Manager, Reliability and Maintenance to lower positions at
the same salary and dismissed the Chief Financial Officer on the basisparquarformance.The Chief
Financial Officedisputed the dismissal and wasbsequentlyreinstated.

5.1.8.In another ase, an employee who was reassigned subsequently resigned and initiated legal
proceedings citing constructive dismissal. Three other former employees commenced legal proceedings
for unfair termination. We did not review the files for these individuale ttuongoing legal proceedings.
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CASE STUBYUnsubstantiated myments under contracts forcounsellingand consultanciesservices

Contract for Counselling Services

6.1.1. In March 2017, theManager, HRDAilaterally utilized the direct contracting methodology to

engage the service @& Cainsdlor to provide onsite counselling services to employees and their family
membersat an agreed rate of $3,000 per hofor 432 hours costing$1.3 milliof®. We fowund no

evidence that a formal contraaxisied for the engagement We noted that the Human Resource
Manager, along with the Counse]aigned a job description in March 2017 prior to seeking the General
alylF3aSNDna FLIWINR2GLEE o0& gle& 2F YSY2NI yRdzy RIFGSR ! LN
Manager, the Human Resource ManageEquestedapprovalto utilize the direct contracting nteodology

to engage the Counsellor for a period of nine montfike Human Resource Manager indicated that K S

direct contracting method is selected on the basis that the Chagdime deletedjs affiliated with the

Institute for Training, Research, Ads& YSy (> / 2y adzZ GFyoOeé FtyR [/ FNB oO6L¢w!
SELISNASYOS (2 LINPOARS (GKA& Ay@ltddotS aSNWAOSdE

6.1.2. Petrojam did not provide evidence that the Counsellor possessed the required qualification as
outlined in the job descriptioff. Further,we were not able to determine the badisr employing the

service of the Counsellpin the contextwhere Petrojam was already utilizing the serviafea nhonprofit

organizatiorto provide counselling to employees. We noted that Petrojam made paysweenturrently

to the NonProfit OrganizatiofNPO)and the Counsellor. Petrojam paid $759,000the NPOover a

period of seven years (between May 2011 and April 2018), at an hourly rate of $4,000. Petrojam engaged

the NPQl 2 LINP OARS O2dzyaStfAay3d aSNIBAOSA dzalRy SYLX 2&8SS:

6.1.3. Forthe 9-month period, April 2017to December 2017, Petrojam made paymetagaling $2.7
million to the CounsellarOf note, we observed thatsaat September 2017, the rate increased to0H4,

per hour; however, Petrojam did not provide the basis for the increase and evidence of approval. In
addition, we observedhat the Counsellor exceeded the agreerhéi by 297 hoursfor which payments

were made totaling $1.4 millionThe Counsellor adsclaimed reimbursement for fuel totaling $73,100
which was approved for payment by the General Managéte Manager, HRDA further reengaged the
service of the Counsellor for one year, between December 14, 2017 and December 13, 2018, without the
knowledge or approval of the Procurement Committee, the General Manager or the Board. We noted
that the contract ¢tter was signed by thtManager, HRDAnNd the Counsellor on April 10, 2018, four
months after the commencement of services for the new contract period. As at20a§ Petrojam

made paymentsotaling $516,000and had an outstanding balance %§26,000asat September 2018.

6.1.4. TheManager, HRDApproved all invoices for payment, which only indicated the number of hours
counselling services was provided each day. There was no indication of the number of employees who

76 Twelve hours per weel6 weeks at $,000 per hour
T Masters of Divinity Degree, Master of Arts in Religion or Master of Pastoral Counselling from an accrediteof shokigy
or ordination.
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attended counselling sessions and ttaration of each session. In addition, the Counsellor was not
required to sign, for example, a register indicating the days and number of hours worked. Therefore, we
were unable to reconcile the invoices paid to the actual hours worked. Consequentlyouice not
ascertain how Petrojam satisfied itself that payments made to the Counsellor were for actual counselling
services rendered.

Extracted from email dated July 13, 2018:

Acting CFO to HumaResource ManageiManagement Committee and Legal Officer

GThe data provided is not sufficient to facilitate payment. There is no clear linkage to indicate that
the services were rendered to RPetrojam)employees.| am recommending that this contract be
reviewed to assess the future valoéthe services; antb ensure that the arrangement is not a retainer
type contracte

6.1.5. We noted that the Human Resource Manager rationalized the need for the service on the basis
thatda G KS adlFF Y2NIX €S Fd tSGONR2IY [AYAGSRth&2086 0SSy |

O2YYAaaArAz2ySR 9y3aF3aASYSyd {dzZNBSe&s> NBLIR NI Ahegob I F 2 NJ
description for the service outlined the duties to include, counselling on issues retatin@arriage,
health, death and job related issues such as teryhl G A 2 y ® | 26 SHSNE (GKS adaNBSe:s

LISNOSLIiA2Y 2F YIFEyF3aSYSyd FyR tSGNRB2FIYQA ©2N)] Syda
having these issues. At the time of the audit, in August 2018, the new General Manger dismissed the
Gounsellor on the basis thd&etrojam reviewed the need for the service and have made the decision to

make other arrangements.

ConsultancyContract

6.1.6. Petrojamutilized the direct contracting methodologyo engagea Consultanin two separate
contracts valued at $31 million, in breach of the procurement guidelered withoutthe approval of the

Board The first contracdated June 22, 201Was at a cost 0$14 million to provide Public Relations
Consultancy Servicds2 NJ t S 3HRBmiversaiplanning activitiedhe second contractated on
November 3, 201 #alued at 27 million, forprocurement ofevent planning service$heuse of the Direct
Contracting methodologio engage the Consultantas in breach of the procurement geiihes, which
required the employment of the LCB methodology for awarding consultancy contracts valued above $8
million up to $60 million.

6.1.7. The procurement request for the first contraicidicated that theuse of theDC methodalgy was
based on¥xtreme urgency broughdbout by unforeseen events and the product/service could not be
obtained in time through a competitive bidding prod@s$iowever, Petrojam did not specify the
unforeseen event that brought about the extreme urgenttyaddition, ve noted thatPetrojam was fully
aware of the upcoming anniversary events, given that tGeneral Manager informed the Boaad a
meeting heldon February 24, 201hat the 35" Anniversary planning activities were underwaiyh the
main event scheduled for October 201 Tonsequently, there was no need for the use of the DC
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methodology.Petrojam indicated that direct contracting was used teergjage the Consultards a
follow-on procurement to the first contractn this regard, the Consultamtasrequiredunder the first
contract, to provide consultancy services for tlaaniversaryactivitiesthe Consultant wasequired to
executeunder the second contract.

6.1.8. OnMay 29, 2017, the procurement committee endorsed the procurement requestichwas
approvedby the General ManagerThe General Managegxceeded his authority limit in the context
where the value of the contrasturpassed the $1.5 million threshold and the justification provided for the
use of the directtontractingmethodologyabowe the threshold was not in keeping with the allowable
circumstances outlined in therocurementguidelines. Whereas the Board approved the anniversary
activities plan and budget fahe sum of $33.4 million on July 8, 2017, we found no evidence that the
Board approved the engagement of the Consultant.

6.1.9. We noted that Petrojam did not specify the scope of works under the first contdmstever, he
Request for Proposal (RAB) the procurementoutlined the scope of work shown ifable23. The RFP
required the selected consultant to deliver a work plan as well as to execute the event within budget, time
and required specificationslowever,Petrojam provided no evidence that the i3ultant delivered the

work plan, which would specify the naturand extent of the serviceso be renderedin relationto the
Anniversary actities We alsoobserved thatthe RFP for the secongrocurement reflected the same
scope of worlas the first procurement.

Table23t S (i NP 2"TANh(YErsary Activities

1 | Event Planning Services for the 35th Anniversary celebrations.

2 | Production of minute corporate documentary/feature on Petrojam;

3 Production of a 45econd television advertisement;

4 | Coordination and execution of radio trivia in celebration of the 35th Anniversary and other media activities regardiniyitye
including arranging interviews;

5 | Media buying and placement of advertising spots and other electronic productions dgtidnadl and new media platforms, if o

when required;

Production of Anniversary Newspaper Supplement;

7 58S@St2LISyid yR SESOdziAz2y 2F 02YYdzyAOlFiGAzy O Y(ERREPHIzING
all relevant media.

8 | Provision of equipmentstage, sound, lighting and other technical support required for company events

9 | Provision of graphic design services;

10 | Provide Social Media Services for the company;

11 Development and production of other advertising material, utilising radio, television, print, outdoor media, the interne
complementary approaches

(o]

Source:Petrojam data

6.1.10. As at May 2018Petrojampaid the Consultant $11.7 million (being $1,165,485 per month for 10

months) under the first contract. However, we could not determine the basis on which these payments
GSNE YIRSTE 3IAQGSYy GKIG GKS [/ 2yadz G y i angworkfighgd A OSa a
Fad awSGFAYSNI FSS FT2NJ tdzof A0 wStlGA2ya [/ 2yadf G yoe
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Consultant a total of &4 million as aMarch 2018 for services associated with anniversary church service,
health fair, banquetstaff and family fun day

Hosting of Entertainment Eventdarties)

6.1.11.hy b2@SYOSNI MTX HAMT YR WIHydzZ NBE pX wanmyZ t SN
invoices totaling US$21,76F$2.6 millio, in relation to two partiesvhich were of a personal and private

nature. The parties were held on September 19, 2017 and January 922048 hotels in Montego Bay.

2SS 20GFAYSR O2LASa 2F GKS 120StaQ Ayo2aA0Sa RIGSR
email correspopRSy 0Sazx 6KAOK NBFSNNBR (2 020K S@gSyda Fa v
respectively.

6.1.12. For the first party, we noted that in an email dated September 19, 2017 to the Head of

t N2 OdzNBYSy iz wekad excigeditSviork dvith yodrSHs Surpiise birthday pa@kbe email

further indicated that the party was far SG NB 21 Y Qa . @n SefRembeKa7, 20, lth¢ Hotel

submitted to the Head of Procurement the invoice for US$10,506.75, which detailed charges for 25 guests

who attended the scheduled 8 p.m. to midnight party. The Head of Procurement subsequently on October

3, 2017, forwaded the invoice to the General Manager for approval. On the same day, the General
alyF3SNI F2N¥BIF NRSR (KS 120StQa Ay@2A09LIE Bl REa LINBYX
PR andBEAC®r me’®. | will sign vinen | get back. ltwas forme-d G NI 6§ S3IA O YSSGAy3a Ay ai
| 26 SOSNE (GKS LI NIGAOdzZ F NE 2F (KBablé2ai St Qa Ay@d2iA0S R

Table24 Party expense particulars

Party 1 US$  Party 2 USs$
Food and Beverage (Premium Bar 8gir Food and Beverage(Premium Bar-2 hours,
YARYAIKGZ |1 2NE RQ 2 3,600 Vegetarial 2 NA R QDignér daenN)s & 2,427
Site Fee 1,000 n GASNBR We¢2L3eé ¢ dzNE 1,000
Lounge Set, Table Runners, Tropical Cocl
Décor (Bistro Tables, Tent, Lounge Seatir 1,250 Centerpiece 440
Lighting Package 1,200 Uplights 520
Music & Entertainment (DJ) 600 EventSetzl ' YR / KSTQa C¢& 800
Desert Station (chocolate, strawbern
cheese and fruit cakes) 750 ' Accommodation (% bedroom Ocean View) 3,802
Generator 420 15% Service Charge 1,348
Tax on Entertainment 99  10% Government Tax 899
Tax on Food & Beverage 1,588 Add $4 daily accommodation tax per room 24
Total 10,507 Total 11,260

Source: Extracted fromHotel invoices date@eptember 19, 2017 and January 4, 2018

6.1.13The Head of Procurement and Manager, HRDA endorsed the BEACS on October 6, 2017 and
October 11, 2017 respectively and the General Manager thereafter approved it on October 12, 2017. In
addition, we observed a reimbursement of $225,748 made to the Geneanbler, included $20,970 for

the cost of a cake purchased for therprisebirthday party(Table25).

"8 PR- Procurement Regest; BEACSBId Evaluation Approval Control Sheet
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Table25' AT AOAT - AT ACA0O80O A@bAl OA OAEI AOOOGAI AT O
Date Description JMD$
September 26, 2017 Cake for Strategic Planning Retr€&amnction 20,970
November 7, 2017 Car Wash 1,000

- Tollfee 2,340
November 13, 2017 Lunch Meeting PCJ Chairman/General Manager 7,543
November 14, 2017 Lunch Meeting witihame deleted] 8,476
November 16, 2017 Breakfast PetrojanCustomer/General Manager 4,902
November 21, 2017 Lunch: Manager, HRDA/General Manager 4,832
November 21, 2017 Dinner: Insurance Representative and Petrojam Team 147,770
November 21, 2017 Cocktails with insurance personnel (Petrojgnaimes deleted) 20,295
November 22, 2017 Lunch Meeting: Petcom/General Manager 7,620
Total 225,748

Source: Disbursement Voucher dated November 23, 2017

6.1.14. The HoteD&A y @2 A OS T2 NJ 0KS 20KSNJ LI NIe& RIGSRdA W ydz N
tINIeéd LY FTRRAGAZ2YZTZ 6S y20SR I OKSEANR 2IFY S | {A dzNIORR
¢ TuesdayW!I y dzI NE . Tesemails) whych were circulated among the General Manager, Manager,

HRDA, Head of Procurement and two represeantst from the hotel, highlighted an attendee list of 15
AYRAGARdAZ fad ¢KS fAad O2YLINRASR (GKS aAyAadSNI F2NJ
two Board members and nine other individuals not employed to Petrojam. Petrojam could nottlustif

basis for the expenditure

79 General Managetiead of Procurement, Technical Services Manager
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Key Data

1 Breach of corporate@yernance practices .‘r ,/
1 Inconsistent recruitment and employment practices

Conclusion & Recommendation
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Review of Aspects of Petroleum Corporation of Jamaica (PCJ) Operations

Corporate Governance Deficiencies

MSET andPCXDversight failures

7.1. We found that the level of oversight by the Ministry of Science, Energy and Technology ¢MSE&ET)

be improved. It was not evident that thepNJi T2f A2 aAyAauNB 6l & | OGABS Ay
operations Although PCagdonsistently submitted the required board minutasd other specified reports

to MSETthe Ministry did not demonstatehiat attention was given to thesgdocuments Prindple 15 of

the Corporate Governance Framework states

The Permanent Secretariesamsef advisors to the Ministers are required to monitor performance against
expected results, manage risks and advise/inform the Minister accordingly on Public Bodies which operate
within the portfolio responsibility of the Ministry. They also ensure ¢oatidn among Public Bodies
within the Ministry's portfolio which enhances policy coherence. They should know what is happening in
the Public Bodies in order to assess whether the strategic objectives of the Ministry are being met through
the Public Bodies

72. 28 NBO23IyAasS GKFG tSaGaNRa2rYQa . 2FNR FdzyOdAazya |||
expect PCJ, as a parent company, to have mechanisms in place to remain informed of the operations of
Petrojamand to implement intervention measures where necessary. In support of this view, is the fact

that Petrojam submitted its Minutes and other specified documents to PCJ. This submission is in keeping

with good governance practiced. S | £ &2 NI @ardSvinStés for theWask dhree years, 2016

to 2017-18; whereas we saw discussions abodtbIS Ol a 2 F t S (aNd@@bodfdrembe®,i A A (0 A
there was no evidence of Hdepth deliberations and resulting decisions arising from these discussion

points. In addition,t / W A & NBLINB &Sy (i S hmowexef,wet f@iidNB &/ideric dhat the | NR
NBELINSBASYGlFriA@dSa LINPOARSR TFT2NXI € NBLR2NIa G2 t/ wQ
performance.
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2 O>I At A Glance

Systems angbractices
The Board is the priman
decision making authority
and constitutes the
fundamental base  for
corporate governance fol
the organization.

Reporting  Responsibilitie
(to Portfolio ministry)

Monitoring andOversight

Criteria
The Board must ratify the strategi
decisions and approve expenditure
within the gipulated limits.

The Corporate Governanc
Framework allocategesponsibilities
to the Board to monitor public
02RASaQ LISNF 2 N
expected results, manage risks al
advise/inform the Portfolio Minister.

monito
2 LIS N

PCJ is required to
t SiNREI YQ&

strategic direction.

KeyFindings
The Chairman initiated and unilateral
approved 10 sponsorship awards
totaling $11.6 million without the
.2 NRQa Ay Lddzi o

l'f GK2daAK t/ WQ&
submitted board minutes to MSET, tr
Portfolio Ministry was not active ir
Y2YAG2NRY3 I YR
operations.

PCJ was not active in performing |
oversight responsibilities in monitorini
t S { NB 8dersti@s and providing
strategic guidance.

Assessment
Against Criteria

e

zMET the criteria Met the Criteria, but improvements needed ° Did not meet the criteria

Deficiencies in the award of Sponsorships

7.3. D 2 WZ@Qrporate Governance framework states that the Board is the primary authority collectively
responsible for making decision&hereas, a Board maielegateresponsibilitiessuch as oversight over
financial, audit and other critical aream its chairman or subcommittees to approve decisions, the
decision is subject to authorisation and/or ratification by the full Board. This approach is consistent with
good governancehowever, ve identified inconsistencies in the application of the delegl function.For

examplet / WQa

2 | NFSpdndaisiaBligySviheréiritte General Manager and Chairman were

granted authority to approve sponsorship awards of up to $100,000 and over $100,000 respeCtieely.
sample of 8 sponsorship awards Wang $397 million, over the period 20186 to 201718, we observed
that only 18 sponsorshipvaluing $2.9 million were approved by the Board. As a result of the delegated
function, the Chairman approved2lsponsorships valuing $15.2 million; howevdlQ of these
sponsorships valuing $11.6 milliovere not subjected taatification by the BoardAppendix 6). This

approach was inconsistent with good governance, given the value of the sponsorshifiskasd

accountability for the outcome anydelegated functiorandenabled arover extension of the authority

of the Chairman.

7.4. Thiswas compounded by / WQ &

T Af dzNB

g2

S@lk t dzt 4GS

LR GSYyGALl €

Sponsorship Policwhich requires it<orporate Affaireand CommunicationfCAC) Department to evaluate
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everyd LR Ya2NBEKALI NBljdzSad F3aFrAyad t/ wQa aPipihe BNE KAL) z
sponsorshps, 5 totalling $30.5 million were not evaluated in keeping with the policy. Whereas we

obseaved that the majority of the sponsorships were made to government entities, clubs and societies,

for sponsorship approvals granted unilaterally and without the required due diligelR€d risked

sponsoring activities ndieingsupported by its policy.

Weaknesses in Human Resource Practices

7.5. We also found that PCJ did not always conform to the directives of its Human Resource (HR) Policy
and Procedures manual. We reviewed the files of 27 officers who were employed over the period 2015/16
to 2017/18 and foind that 11 of the related posts were filled without being advertiséghtof the 11
applicants were not subjected to an interview or any other assessment method, which was not in keeping
with goodHRpractice. Of note, PCJ did not adhere tdAitdicywith the hiring of a Senior Human Resource
Officer and the Business Intelligence Support Officer. Further we saw no evidence of approval for
travelling allowance totaling38.5million paid to 29 officers between 202916 and 201138.

Engagement oArchitectural Firm

7.6. PCJ failed to undertake adequate due diligence prior to the engagement of an Architecturtal Firm
develop a desigat a cost of $22.6 milligrior the redevelopment of the resource centrd®CJaidthe

the Firm $10.76 milliorfor the conceptualization phase and obtained the related documeartd
subsequentlydecided to undertake the project in manageable phaaestdid not have the financial
capability to pursue the revisestope PQ,however,did not recover the mobilization advance of $2.26

million (Case study)8

8032880 2yS 2NJ Y2NB 27F (KFdff /FWDa 25/192 2N NERHNBLI 270 KBl x d3Na aLRya
pass the risk assessment.
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CASE STUDIE®CJ

CASE STUDY 7: Human Resource Management Malpractices

Human Resource Practices

7.1.1. From a sample of 27 officers, we found ttit of the related posts were filled without being
advertised and there was no evidence that PCJ interviewed or conductabanpetencyassessment for
eightof the officers(Table B).

Table26 PCJ posts filled without advertisemst or interview/assessment

Interview/
Title Employment Date Advertisement Assessment

1 | Geologist March 2015 None Not seen
2 | Procurement Specialist May 2015 Seen Not seen
3 | Legal Officer June 2015 None Not seen
4 | Compliance Officer March 2016 Seen Not seen
5 | Senior Human Resource Officer March 2017 None Not seen
6 | Business Intébence Support July 2017 None Not seen
7 | LNG Consultant November 2017 None Seen
8 Secretany Legal & Procurement| December 2017 None Seen
9 Executive Assistant tGhairman January 2018 None Seen
10 | Business Development Consulta March 2018 None Seen
11 | PCJP Programme Support April 2018 None Seen
12 | LNG Admin Assistant May 2018 None Not seen
13 | ICA Digitization officer May 2018 None Not seen

Source:t / \&t@pdoyment records

7.1.2. Of note, PCJ did not adhere toRslicy with the hiring of Bluman Resource Officer/HR Specialist
and the Business Intelligence Support Offic@rior to being employed by PGde Human Resource
Officer/HR Specialisthowas a ceopted external member of the HR S@ommmittee of the Boardpplied

for the position after the initiatandidatedeclined the job offerPCJ indicatethat the then HR Manager
had met with the Human Resource Officer/HR Specidiisiore being engged,to provide details of the
job and to ascertain suitability for the post based on qualification and competence, whigmet.

7.1.3.0n February 21, 2017, the Chairman of the HRGarlmittee who was also a board member,
recommended the appointment of an external candidate to the HRGuhmittee . However, he tenure

lasted for two weeks~ebruary 21, 2017 to March 9, 2017, as tiesvlyappointedmember resignedrom

the HR SulCommitteeto takeup a oneyearemployment contractwith PCJeffective March 27, 2017 as

the Human Resource Officer/HR Specialist with emoluments of $3.6 million. The decision to employ the
sub-committee membern that capacity was approved by the Chairman of the HRCRubmittee. The
Human Resource Officer/HR Specialist was subsequently promofeitmr HumanResourceOfficer on

April 1, 2018 with emoluments of $million, one year later without an interviewt wasnot until the
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time of confirmation four months later on August 22, 201iBat PCJ interviewethe officer. However,
the interviewwas conducted soley by the HR Manamestead ofa required panel ofhree members as
outlined in the HR Policy.

Section 8(iii)(c) of revisdiarch 2017HR policystates: All job applicants will be interviewed by a panel

of suitable internal resource personnel. Panel will comprise a minimum of three (3) persons to include: the
Head of the Department in which theozmcy exists (or his/her designate); the Manager of the HRAD (or

his/her designate); and any other resource person(s) elected by the Manager of the HRAD. The PCJ is at

f AOSNI& (G2 O2yRdzOG adzOK ydzYoSNJ 2F AYyOGSNBASga | a A

7.1.4.In another instane, a Business Intelligence Support Officer was engaged on July 3, 2017 with
emoluments of $7 million without the approval of the MoFPS. PCJ indicated that the officer was hired

based on a request from the Group Chief Financial Officer (GCFO) to provistanassto the
hNBFYATFdA2yQa {GN}XGS3IAO AYyAGAIFIGADBSa 6AGK &ALISOATA
Monitoring and Business AnalysBur review of an email dated June 2, 2017, revealed that the Group

General Manager (GGM) instructdte GCFO to meet with the HR Manager to devise a method to bring

a named individual on board. This arose out of a meeting between the GGM, GCFO and the Chairman. The
GGM also indicated that the HR Manager would require a justification and a job desctipsitart the

process. We also noted that the Business Intelligence Support Officer was employed without an interview,
reference check and further the post was not advertised.

7.1.5.PCJ breachefkction 200f the Public Bodies Management and AccountabilityMRB Act, which

a 0 I (irftideexertise of any powers conferred on a board by a relevant enactment or any constituent
documents in relation to (a) emoluments payable to the staff of a public body; (b) any other policies and
guidelines applicable. The boastall act in accordance with such guidelines as are issued from time to
GAYS o0& GKS aAyAadSNI NBalLRyaAiAotS F2NJ 0KS Lzt A0 &

Unapproved Allowances and benefits

7.1.6.As at September 2018, PCJ chdl43 employees receivg an aggregateannual salary of
approximately$390 million While we observed that MoFPS approved salaries and benefits fothiee]
was no evidence that MoFR®proved thePerformance Incentive and tHeeimbursement of Gym fees
to employeesIn addition, PCJ paid traling allowances to 26fficerswithout the approval of MoFPS.
This resulted in unapproved payments totalirg8$ million over the 2015L6 to 201718 period(Figure
6).
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Figure6 Unapproved Allowances and Benefits Paid

201516 201617 201718 Total
Unapproved Emoluments & Benefits ~ $'000 $'000 $'000  $'000

Performance Incentive - 5,713 - 5,713
Reimbursement of Gym Fees 1,529 1,596 997 4,122
Travelling Allowance 6,981 13,998 17,562 38,541
Total 8,510 21,307 18,559 48,376

Source:! dzD5Q& Lyl f&aira 2F t/ W RFGLI

7.1.7. On August 21, 2009, PCJ requested approval for the catiimuof payment of motor vehicle

upkeep and transportation allowancedpag withi KS LI @ YSy G 2F 20KSNJ Fff 241y
request indicated that motor vehicle allowance is paid to managerial staff and transportation allowance

to those staff that ae required to travel by virtue of their jobs. However, the MOFPS indicated in its
response dated October 27, 2009 that it had no objection to the payment of the travelling allowances,
provided that the payments will be made to bonafide travelling offi@erd the appropriate managerial

a0 FF FYyR GKIG GKS LI evySyida INB Ay {1SSLAyYy3 gAGK D
payments were made to officers that were not travelling officers that occupied the following positions:
Administrative Assisint, Assistant Maintenance Technician, Senior Driver, Librarian, Senior Accounting

Clerk etc. Consequently, the PCJ may have inappropriately paid travelling allstedalieg $38.5million

over the 2015/2016 to 2017/2018 perigdppendix7).

[2aa 2F @FfdzS 2y t/WQa LYGSNYyakALI t NE3INFYYS

7.1.8. PCJ embarked on a pumiversity training course to include training in principles of engineering
technology, renewable energy and energy efficiency, entrepreneurship and information technology
geared towards exposing participants to tertiary institutiadndies. PCJ awarded a contractadocal
university under an Internship Programme at a value of $119.6 million, in whe&ehUniversitywas
required to develop and administer the academic component of the programme to participants over a
three-month period commencing May 2018 three groups of 250 participantsach(750 participants in
total) and house the participants at its halls of residence during the peroaever,only 562 participants

(75 per cent) were recruited which equates to a valu&®8.7 million under the contraciAs at the date

of this report, PCJ paid $&million and a final invoice of $35.9 was submittedthg University 6 PCJ

on November 12, 2018 for payment. PCJ committed to pay this balance following verification and final
report fromthe Universityto ensure the full closeout of the Internship Programnrethe event that PCJ
honors the clainwithout recruitingthe remaining 18&articipantsto the Internship Programmet will

not realise full value for moneyTable27).
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Table27 Participationin / WQ& LY GSNYyakKALI t NEANF YYS

Contract Completion
(750 participants) (562 participants) Difference

Financial Components $ $ $

Tuition 28,646,400 21,465,702 7,180,698
Housing 18,375,000 13,769,000 4,606,000
Support Activities 9,744,000 7,301,504 2,442,496
Administrative Costs (15%) 8,514,810 6,380,431 2,134,379
Other Costs 26,748,079 20,043,227 6,704,852
Mark up (30%) 27,608,487 20,687,959 6,920,527
Total 119,636,775 89,647,823 29,988,952

Source:! dzD5Qa Iyl téaaa

7.1.9.PCJ indicated that members of parliament were contacted to submit names of persons to
participate in the programme, however, evidence was not provided to aid our assessment of the
recruitment and selection process and aid our determination of whether gpetnts were selected under

a transparent and equitable basis. PCJ also expended approximately another $9.5 million out of the
projected $25 million to be paid in stipend for those who attended courses under the programme.
Therefore, the expenditure undéhe programmeo datetotalled approximately $3.3 million, exclusive

of expenses related to the upcoming graduation ceremony and other related costs.
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CASE STUDYAgchitectural Consultany

8.1.1. In 2014, PCJ conceptualized the redevelopment désourceCentre Buildingo accord with its

vision to return the building to its former iconic energy efficient stads. November 26, 2015, PCJ

engaged a firm of architects for $22.6 million, using the direct contracting methodology, to provide
architectural andengineering consultancy serviceslated to modifications of the Resource Centre

Building. PCJ indicated that the rationale for selecting this firmthaisit had originally designed the

Resource Centre Buildingasin the possession of all previous hitectural design drawings andasfully

1y26f SRASIo6tS 2F (KS SySNHe& STTFAOASyOeTheeogeoh RS NI i .
services were as follows.

Gym Car Park Energy Museum Canteen

wProvide design for
staff gymon the roof.

wProvide design and
architectural drawing
to increase parking
capacity for two or
three floors and the
roof left availablefor
the installation of PV

uProvide design and
architectural
drawings for an
energymuseumto be
established on the
ground floor adjacent
to PCAuditorium

«Provide design and
architectural drawings
for the existing canteen
areaat the PCResource
Centre to facilitate its
expansion and
improvementto createa
more  spacious and

panels aesthetically  friendly

environment

812 ¢KS CANNQ&a O2yiGNY OG 2dzift AYySR RSt ra@pgradifigdfa dzy RS
Existing services and New Works, and its fees were based on a percentage of the estimated construction
cost of $137 million.

8.1.3. Subsequent to the commencement of services, key persons in the Property Division and other
Senior Managers of B®eld informal discussions with the Contractor to vary the designs, which were still
in the conceptualization phase. The Contractor then incorporated 