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His Excellency Manny Mori, FSM President  
The Honorable Members of the FSM Congress  
 
RE: Inspection of Procurement Activities at the Chuuk Department of Education 
 
We have completed an inspection of the Chuuk DOE’s Procurement Activities covering the fiscal 
years 2006 and 2007. The primary focus of the inspection was on the budgeted categories of 
Contractual, Other Current Expense (OCE) and Fixed Assets. Our inspection objectives were to 
determine whether DOE (A) spent its budget for the categories of Contractual, OCE and Fixed Assets 
in accordance with applicable laws, policies and regulations, and (B) purchased and delivered the 
necessary supplies to its schools in a timely manner. We conducted our inspection in accordance with 
the Quality Standards for Inspections issued in 1993, as amended, by the U.S President’s Council on 
Integrity and Efficiency and the Executive Council on Integrity and Efficiency. 
 
We conclude as a result of the significant weaknesses noted from our review that the Chuuk DOE 
poorly managed and ultimately did not spent the Compact sector and SEG funds appropriated for its 
use in accordance with applicable laws, regulations, policies and procedures.  
 
� Significant weaknesses were noted in the approval and authorization of purchases. For example, 

23 percent of the sample of expenditures selected, totaling $866,122 lacked adequately 
completed Purchase Requisitions (PR). These PRs were not approved by the appropriate Allottee 
to pre-authorize the purchase order. Additionally, certain Accounts Payable Vouchers (APVs) or 
$90,785 worth of expenditures did not contain the proper authorization from the Director of DAS. 
 

� Significant weaknesses were noted in record keeping. For example, 35 percent of the sample 
expenditures selected totaling $2.2 million lacked the appropriate and necessary supporting 
documents. 
 

� We also noted a significant number of expenditures that appeared to have violated the Chuuk 
State Procurement Code on Conflict of Interest and/or Open-Competition. For example, these 
purchases appeared to be exclusive in nature and anti-competitive, resulting in apparent conflicts 
of interest, and. 

 
� DOE did not maintain an accurate inventory record of its fixed assets and did not have any internal 

controls over the use of those assets. As a result, $32,105 of government assets was missing 
from the offices and some items had been taken by staff to their residences and used for personal 
purposes. 

 
In addition to the poor management of budgeted funds, we also conclude that DOE did not provide 
and deliver the necessary supplies to its schools in a timely manner. Although, management 
expended $232,557 worth of fuel and vessel charter costs for delivery of textbooks and necessary 
supplies, certain school principals still claimed that management was not providing effective and 



 

 

efficient services to the schools. For example, science textbooks were received and kept in storage 
for a period of approximately eight (8) months from October 2007 to June 2008 prior to actual 
delivery. In addition to the untimely delivery of supplies, we noted that food purchased for the School 
Feeding program was not adequately safeguarded. 
 
We provided a draft copy of this report to the Director of Chuuk DOE, Director of Chuuk State 
Department of Administrative Services and CFCC Controller for their review and comment. We 
received their respective comments and noted no major disagreement with our findings and 
recommendations. Details of our findings and recommendations are presented in the attached report. 
 
Respectfully yours,  
 
 
 
 

 
 
 
XC:      Vice President 
 Governor, Chuuk State 
 Lt. Governor, Chuuk State 
 President, Chuuk Senate 
 Speaker, Chuuk House of Representatives 

Director, Chuuk DOE 
Chairman, Chuuk Board of Education 
Director, DAS 
Controller, CFCC 
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1. Introduction 

1.1. Background 

1.1.1.  Organizational Structure  

The Chuuk State Department of Education (DOE) was established under Article X section 1 to 5 
of the Chuuk State Constitution, which also created the Board of Education.  The State 
Government shall provide for the establishment, management, and support of a statewide system 
of public schools which shall, within the limits of its resources, provide an education of quality and 
relevancy, free from sectarian control, and available to all persons in the State of Chuuk. 
 
There shall be a governing Board of Education (BOE), consisting of 8 members, with each 
member appointed by the Governor with the advice and consent of the Senate. One of the 
members shall serve from each of the 5 Senatorial Regions (also known as Election Districts), 
one from the public school system, one from the private system, and one who is known for 
knowledge and expertise in a field related to education. The members of the Board shall serve 
overlapping terms, as prescribed by statute.  

 
A head of the DOE shall be appointed by the Governor with the advice and consent of the Senate 
from among three (3) candidates nominated by the BOE. The Board shall have the power, as 
prescribed by statute, to formulate policies and to exercise controls over the public school system 
through the Department Head. The Department Head shall serve as the Executive Director and 
may only be removed by the Board. All board members other than the member who is an expert 
in the field of Education shall not be a current employee of the DOE. 
 
Number of Schools - Table 1 below shows the number of schools operating both publicly and 
privately in fiscal years 2006 and 2007. 

 
Table 1 

Number of Public and Private Schools 
Fiscal Years 2006 and 2007 

 
School Fiscal Year 

 2006 2007 
Public   
     Elementary   82   83 
     Secondary   14   15 
Private       
     Elementary     4    3 
     Secondary     7    7 

Sub-Total 107 108 
Early Childhood Education   45   45 
Pre-school/Special Education     1    1 

Grand Total 153 154 
Source: Chuuk State DOE  

 
Chuuk State Department of Administrative Services (DAS) – The DAS is comprised of the 
Divisions of Finance/Treasury, Budget, Supply/Procurement and Planning division. DAS is 
responsible for the proper accounting and disbursement of all Chuuk State government funds 
including DOE’s Compact Education sector and SEG funds. 
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1.1.2.  DOE Budget 

   
DOE’s operations are funded by Compact Education Sector (CES) grants provided by the 
Department of Interior and the Supplemental Education Sector (SEG) grants provided by the U.S. 
Department of Education1. The fiscal year 2006 operating budget was $13.5 million and fiscal year 
2007 operating budget was $14 million. Refer to Table 2 below for details. 

 
Table 2: DOE Allotment of Operating Budget and Expenditures 

Fiscal Years 2006 and 2007 
 

Category 

Fiscal Year 
2006 2007 

Allotted Expended Allotted Expended 

CES Grants     
     Personnel $ 5,838,894 $ 5,502,715 $5,541,819  $ 5,077,077 
     Travel 65,819 29,303 118,562 88,177 
     Contractual 874,280 844,292 1,318,178 1,163,857 
     Other Current Expenses 
     (OCE)                

2,449,607 1,306,541 2,447,764 1,945,949 

     Fixed Asset 191,978 132,450 283,953 113,413 
Sub-Total  9,420,578 7,815,302 9,710,276 8,388,473 
SEG Grants 
     Personnel 2,008,763 2,008,763 1,737,787 489,959 
    Travel 499,808 299,311 249,622 116,601 
    Contractual 929,011 879,363 1,316,447 498,916 
    OCE 507,360 399,365 1,002,948 17,039 
    Fixed Asset 147,000 110,074 257,255 132,325 
Sub-Total 4,091,942 4,011,876 4,306,804 1,254,840

2
 

Grand Total 13,512,520 11,827,178 14,017,079 9,643,313 
Source: Chuuk State DAS, Division of Budget and FSM Office of Statistics, Budget, Overseas Development and Compact 
Management (SBOC). These were unaudited amounts. 

  

1.2. Prior Audit Coverage 
 

This review will be the first review to be conducted by the Office of the National Public Auditor 
(ONPA) on Chuuk DOE procurement activities. Although not the primary focus, our previous 
reviews on Chuuk Personnel and Travel (Audit No.2007-05 & 2008-06) did cover procurement 
activities as it pertained to travel authorizations and personnel actions and contracts.  
 
Throughout this report, we identified findings that were previously reported in the audits 
mentioned above. Although not specifically identified in the report, we referred some findings to 
the National Public Auditor’s Compliance Investigation Division for further review. 

 

1.3. Objectives, Scope & Methodology  
 
 

                                                 
1 Source:  FSM Office of Statistics, Budget, Overseas Development and Compact Management (SBOC) and Department of Administrative 
Services, Division of Budget. 
2 A portion of each year’s allotment is expended in future years. As a result, the amount expended in 2007 is only a portion of the 2007 
allotment. Funds allotted in 2007 and expended in 2008 will be reflected in 2008’s recorded expenditures. 
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1.3.1. Objectives   

 
The objectives of this inspection were to determine whether: (a) DOE Compact and SEG funds for 
Contractual, OCE, and Fixed Assets were properly managed and expended; and (b) DOE’s 
Management is providing needed supplies to schools in a timely manner.   
 

1.3.2. Scope  
 

The scope of our review covered fiscal years 2006 to 2007. Although the results of our preliminary 
survey indicated that most of the DOE’s funding was appropriated to the budget categories of 
Personnel, Travel, Fixed Assets and Other Current Expenses (OCE), we decided to focus only on 
procurement activities. The primary reasons were: a) to respond to recurring findings and questioned 
costs related to procurement reported in the Chuuk State Single Audit Reports issued by Deloitte & 
Touche, LLP, and b) our field office in Chuuk had already conducted and issued two separate reports 
on Chuuk personnel and Chuuk travel activities. This inspection was conducted pursuant to the 
authority vested in the Public Auditor as codified under Chapter 5, Title 55 of the FSM Code, which 
states in part3: 

“The Public Auditor shall inspect and audit transactions, accounts, books, and other 
financial records of every branch, department, office, agency, board, commission, 
bureau, and statutory authority of the National Government and of other public legal 
entities, including, but not limited to, States, subdivisions thereof, and nonprofit 
organizations receiving public funds from the National Government.” 

We conducted our inspection in accordance with the Quality Standards for Inspections issued in 
1993, as amended, by the U.S President’s Council on Integrity and Efficiency and the Executive 
Council on Integrity and Efficiency. Accordingly, we included such tests of records, transactions, and 
other audit procedures that we considered necessary to achieve the inspection objectives.  
 

1.3.3. Methodology  
 

To address the inspection objectives and support our findings and conclusions, we visited DAS and 
DOE. We reviewed accounting, financial and other records and documents related to the financial 
transactions of Chuuk DOE. We judgmentally selected expenditures from budget categories for 
Contractual, Procurement, Fixed Assets and Other Current Expenses (OCE) and reviewed related 
checks, contracts, Purchase Requisitions, control forms (accounts payable vouchers, miscellaneous 
payment requests, etc), invoices and receipts to determine if applicable laws and regulations were 
followed. In addition, we reviewed the processing of documents related to proper approval by Allottee 
or Sub-Allottee of funds. We verified the amount of food purchased and analyzed food storage and 
distribution practices and internal controls related to DOE procurement. 
 
We judgmentally selected samples for testing. For instance, we selected a sample of 143 
expenditures from expenditures exceeding $5,000 and another sample of 119 expenditures from 
expenditures ranging from $1,000 to $4,999. Finally, we reviewed the checks, contracts, procurement 
documents, control forms (accounts payable vouchers, travel vouchers, miscellaneous payment 
requests, etc), invoices and receipts for the selected expenditures. In addition, we reviewed the 
expenditures for compliance with other State and amended Compact requirements such as the 
approval and monitoring of Education sector and SEG funds.  
 

                                                 
3 FSM Code Title 55, Chapter 5 
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Finally, we interviewed officials and other applicable personnel to corroborate the aforementioned 
procedures and resulting evidence gathered. For instance, we interviewed DOE officials such as the 
Director and certain teachers and principals. We also interviewed officials from the FSM Department 
of Education (FDOE), Statistics, Budget, Overseas Development and Compact Management (SBOC)  
 
Office, and Department of Finance & Administration, and Chuuk State Office of Compact Funds 
Control Commission (CFCC).  
 

1.4. Conclusions  
 

Based on our inspection, we found that DOE did not comply with the Chuuk State Public Contract 
Act, Chuuk Financial Management Regulations (CFMR), Compact Fiscal Procedures Agreements 
(FPA) and the FSM Code. Significant weaknesses were noted in record keeping. For example, 35 
percent of the sample expenditures selected totaling $2.2 million lacked the appropriate and 
necessary supporting documents. In addition, 23 percent (61 of 262) of Purchase Requisitions were 
not properly approved by the Allottee/or Sub-Allottee of funds.  Additionally, certain Accounts Payable 
Vouchers, three percent or a total of $90,785 worth of expenditures did not contain the proper 
approval of the Director of DAS prior to fund disbursements. Moreover, DOE management was not 
providing and delivering needed supplies/materials to the schools in a timely manner. For example, 
textbooks were received at the DOE warehouse in October 2007 and remained in the warehouse 
(storage) during our fieldwork in June 2008, which was about eight months later.  
 
Also, foods purchased for the School Feeding program lacked physical controls, accountability and 
monitoring. Furthermore, five percent or $189,312 worth of DOE compact fund expenditures 
appeared to be in Conflict of Interest, Exclusive in Nature, and Anti-Competitive. Also, 86 percent of 
DOE fixed assets and vulnerable items were not properly registered in the fixed assets registry and 
lacked physical controls over inventory records of fixed assets, vulnerable items, and the use of such 
assets. As a result, a total of $32,105 of government assets were missing from the offices and some 
of the items had been taken by staff  to their residences and used for personal purposes. 
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2. Findings & Recommendations 

2.1. DOE’s Fund Disbursements Not in Compliance with Applicable Laws and     
Requirements 

Funds should be disbursed in accordance with the CFMR and other relevant policies and procedures. 
These requirements were established to safeguard the financial assets of Chuuk State. By not 
following these requirements, the risks of fraud and mismanagement are increased. 
 
However, we found cases of non-compliance with state laws, Financial Management Act, CFMR and 
other pertinent requirements as follows: 

• Supporting Documentation Not Available for Review; 
• DOE’s procurement practices did not comply with State’s bidding law and other 

requirements; 
• DOE’s purchases not approved by appropriate Allottee/or sub-Allottee of funds and; 
• Accounts payable vouchers lacked director of DAS’ approval. 

 
2.1.1.   Supporting Documentation Not Available For Review 

 
All procurement-related obligations should be adequately supported as specified in the CFMR. 
Specifically, section 1.9 of CFMR, states that obligations of the State are not valid unless supported 
by applicable documentary evidence such as contracts, purchase orders, open bidding and bid 
proposals. 
 
However, we found that supporting document was not available for 35 percent (91 of 262) of the 
sampled expenditures. Specifically, contracts, bid announcements, bid proposals, bid award, and 
other required documents were not attached to support these obligations. These purchases included 
school textbooks, fixed assets, construction materials, food items and school supplies.  
 
According to DAS officials, documents were filed but due to the filing retention system at DAS, such 
documents were filed separately from the Accounts Payable Vouchers. Staff were unable to produce 
the documents for review. As a result, the audit team could not verify the availability of such 
documents.  
 
Additionally, because of the records filing system, the audit team could not determine whether 
expenditures were approved by CFCC. The process is that after CFCC reviews and approves 
expenditures, the documents are returned to DAS. In total, $2.2 million of purchases lacked the 
proper and adequate supporting documentation. Table 3 below illustrates the expenditures and 
various items purchased that lacked the appropriate supporting documents. 
. 

Table 3 
Various Examples of Purchase Requisitions 

Not Adequately Supported  
Fiscal Years 2006 & 2007 

 
Item Description Amount 

Textbooks/ per inv. P60123 dated 10/27/2006  $ 288,431 
Textbooks for 4th,5th, 6th, 7th & 8th Grades 268,356 
Textbooks -  APV was dated 9/30/2006 260,653 
Textbooks – APV was dated 9/30/2006  199,309 
Textbooks for 9th, 10th, 11th & 12th Grades 181,644 
Textbooks -   APV 7003899, dated 5/18/2007  105,721 
Textbooks  - APV 7003897, dated 5/17/2007  94,335 
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Textbooks  - APV 7003898, dated 5/18/2007    74,891 
Contract/Tuition/Salaries 58,056 
Food items such as canned meat and rice  46,897 
Instructor Services & Technical Fee 45,158 
Contract fee 45,000 
Food items such as canned meats, salt, and baking  powder 16,088 

          Source:  Vouchers from DAS  
 

2.1.1.1.  Causes and Recommendations 
 

2.1.1.1.1. Causes  
       
As noted above, the filing system did not allow for a system of review. 
 

2.1.1.2. Recommendations 
 
We recommend that DAS amend its record filing practices so that either supporting documentation is 
filed with expenditures documentation or Accounts Payable Voucher or the system allows for cross-
referencing and verifying the existence of supporting documentation and the authorization of 
payments. 
 
We recommend that CFCC maintain its own record filing system so that it can provide evidence that it 
reviewed and authorized expenditures. 
 

2.1.2.  DOE’s Procurement Practices Did Not Comply With State’s Bidding Law And 
Other Requirements 
 

All procurement transactions should comply with Chuuk State bidding law and other requirements to 
obtain the best value for funds spent and provide equal chance for all vendors to make a sale. 
Specifically, section 3 of the Public Contract Act No. 2-83 requires all contracts for construction 
projects involving $20,000 or more or for purchase of personal property involving $50,000 or more 
made on behalf of any State Government agency shall be let using open competitive bidding.  
Additionally, section 6.10 of CFMR, states that open competitive bidding by sealed bids shall be 
required for: a) contracts for tangible property for which the estimated obligation of government funds 
is expected to be $20,000 or greater, or such other amount as may be prescribed by law; b) contracts 
for construction projects involving the obligation of $10,000 or more, or such other amounts as may 
be prescribed by law.  Furthermore, section 6.13 of CFMR states that total aggregate amount of 
purchases of similar property or supply materials from a single supplier during a fiscal year, shall be 
used to determine if bidding is required. Thus, purchases shall not be segregated into smaller lots to 
avoid the bidding process.  
 
However, we found that DOE management intentionally split purchases into smaller lots lower than 
the bidding requirements to avoid the bidding process. Based on documents and information obtained 
from DOE officials, we learned that purchases worth $307,772 were intentionally split into small 
amounts to three vendors and one contractor within a year to avoid bidding requirements. For 
example, nine individual purchases of $2,620 were made to one vendor during the month of 
December 2005 totaling $23,580 (9 x $2,620). Furthermore, a renovation contract for DOE 
warehouse in the amount of $48,757 was split into two separate purchases ($37,826 on 11/09/06 and 
$10,931on 12/29/06) to avoid the bidding requirements.  
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Moreover, we performed a physical inspection and found the warehouse renovation was incomplete 
as of the date of the auditor’s site inspection (about 18 months since the purchasing of construction 
materials).  Table 4 below shows various examples of split purchases. 
 

Table 4 
Example of Purchases Split Into Small Units to Avoid the Bidding Process 

Fiscal Years 2006 and 2007 
Vendor Number of Small 

Purchases 

Total Amount to 

Vendor 

Items  

One 17 73,605 Computer equipments 
(Desktops/Laptops), Computer 
materials, Digital Cameras, 
Printers 

Two 2 $48,757 Building materials 

Three 7 $36,387 Materials, Ditto Machines, 2 units 
RAV4, Flatbed Truck, and 
Students’ chairs  

Four 9 $23,580 Building materials 

     Source:  Vouchers from Chuuk DAS 

Because of DOE non-compliance, $307,772 worth of purchases or 9 percent of total purchases 
were made without the required bidding process which could have resulted in a lower price for the  
items and given other vendors a chance to compete.  For instance, the lack of vendor competition 
for the warehouse renovation did not improve its poor condition as it was not completed and 
properly inspected.  This contributed to an instance of spoilage of 266 bags of rice worth $4,389 
intended for the School Lunch Program.  As a result, DOE’s procurement practices increased the 
risks of fraud, abuse, and misuse of Compact sector and SEG funds. 
 

2.1.2.1. Causes and Recommendations 
 

2.1.2.1.1. Causes 
 

We identified several causes for DOE management’s intentional circumvention of the bidding 
requirements.  First, there was confusion among DOE staff on which regulations to comply with in 
fiscal years 2006 & 2007.  Some DOE staff followed the FPA with the higher bidding threshold while 
others followed the CFMR with the lower threshold. Second, DOE staff wanted to speed up the 
procurement process which management claimed could take weeks or even months to complete 
when competitive bidding was involved. Finally, DAS failed to stop the processing of these purchase 
requisitions even though it was aware of such practices. Moreover, CFCC failed to stop the same 
purchase requisitions because it claimed that DAS forwarded these requests piece by piece.   
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2.1.2.1.2. Recommendations 
 
We recommend the following:  

1. DOE management should discontinue the practice of circumventing bidding requirements; 
2. DOE and DAS management should provide proper training relevant to FPA and CFMR 

requirements for its staff to understand and comply. Management and responsible staff 
should have copies of both FPA and CFMR on hand for easy reference, and; 

3. Both DAS and CFCC should not allow or process any procurement documents that did not 
comply with applicable laws and regulations.  

2.1.3.   DOE’s Purchases Not Approved By Allottee/or Sub-Allottee of Funds  
 

Chuuk law requires that all purchases be approved by the official legally responsible for the 
distribution of public funds.  Section 4 of CFMR states that “Allottee” is the party authorized by an 
appropriation law to expend, obligate, encumber or otherwise commit public funds.  In addition, a 
Sub-Allottee designated by the Allottee on an Advice of Allotment form is authorized to approve 
disbursements on behalf of the Allottee.  In this case, the DOE Director is the Sub-Allottee of 
Education sector and SEG funds.  If the DOE Director authorizes division chiefs to approve 
purchases, a written delegation of authority prepared by the DOE Director should be documented, 
accompany all payment transactions, and be filed at DAS.   By not following these requirements, the 
risks of fraud, abuse, misuse and loss of funds is increased. 
 
However, we found that 23 percent (61 of 262) sampled transactions did not have proper approval of 
the Allottee or Sub-Allottee of funds. For example, these Purchase Requisitions (PRs) were approved 
by the chiefs of the divisions without written delegation of authority from the Director who was the 
Sub-Allottee of DOE funds.  That is, there were no documents attached to purchase requisitions 
authorizing the chiefs to approve these purchases on behalf of the Director. Although staff at DAS 
informed us that DOE provided the designation of authorities, they were unable to provide any written 
documentation of the designations for our review. Likewise, DOE Business Office was unable to 
provide these documents. Thus, DAS and CFCC improperly allowed chiefs to approve purchases 
without designation of authorities, even though the CFMR specifically states that only the Allottee or 
Sub-Allottee are authorized to expend, obligate, and encumber public funds.  
 
We found $866,122 worth of unauthorized purchases that were charged against DOE Compact 
sector and SEG funds.  Table 5 below provides examples of purchases that were not properly 
approved by the appropriate Allottee or sub-Allottee of funds. 

Table 5 
Examples of Purchases without Allottee or sub-Allottee’s Approval 

Fiscal Years 2006 and 2007 

Description Amount 

Payment for School textbooks $268,356 
Payment for School textbooks 181,644 
Payment for Fiberglass boat/WIA 11,000 
Payment for building materials 10,931 
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Payment for Laptops & D/Camera 9,095 
Compaq Desktop Computer & Toshiba Laptop Computer 7,095 
Payment for Laptop Computers for Staff Improvement 
Program 

6,450 
Payment for Gasoline and Outboard oil 6,160 
Payment for Desktop Computer 3,450 
Payment for HP Pavilion Desktop Computer 2,625 

Payment for Dell Desktop Computer 2,095 
          Source: Vouchers and financial data at Chuuk State DAS 
  

2.1.3.1. Causes and Recommendations 
 

2.1.3.1.1. Causes  
 

The management failed to provide copies of delegation of authorities along with the purchase 
requisitions to show that the person signing the PRs was authorized by the Allottee. Furthermore, 
both DAS and CFCC did not adequately review documents to ensure all purchases were approved by 
the appropriate Allottee or sub-Allottee of funds. 
 

2.1.3.1.2. Recommendations 

 

We recommend that DOE management provide a written designation of authority, which can 
accompany purchase requisitions.  Furthermore, we recommend that the Director of DAS and 
Director of CFCC not honor any purchase requisitions that are not properly approved by the Allottee, 
sub-Allottee, or official with a written delegation of authority. 

2.1.4.  Accounts Payable Vouchers Lacked Director of DAS’ Approval 
 
The Director of DAS’s approval of vouchers before funds distribution could safeguard DOE funds 
from loss, fraudulent, or improper use. CFMR section 2.4 states that the Director of DAS shall be the 
accountant for all funds of the Chuuk Treasury. The Director or his/her designee shall record and 
certify every receipt and disbursement of all monies paid to, by, or through the Chuuk Treasury. The 
Director shall have complete supervision of all funds within the Chuuk Treasury, including the power 
to withhold his approval of a disbursement, when necessary, to prevent misappropriation of public 
funds as well as when a disbursement request exceeds specific appropriations or cash availability.   
 
However, of the Accounts Payable Vouchers (APVs) we tested, three percent totaling $90,785 were 
not approved by the Director of DAS or his designee prior to fund disbursements.  A final review of 
APVs usually takes place before check printing to ensure proper approval. However, a DAS staff said 
that approval did not happen in these instances and admitted failing to obtain the DAS Director’s 
signature on the APVs. For example, a payment voucher without the signature or approval of the 
Director of DAS was issued to COM-FSM Chuuk for $45,157 and another was issued to an individual 
for $5,000. Refer to Appendix I on page 17 for examples of APVs without proper approval. 
 
This non-compliance occurred because responsible staff did not perform his/her duties to ensure 
proper approval was in order prior to fund disbursement. As a result, $90,785 worth of unauthorized 
disbursements were processed and released to vendors. The lack of DAS Director’s approval on 
APVs could result in possible fraudulent use and misuse of Compact Sector and SEG funds. 
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2.1.4.1. Causes and Recommendations 
 

2.1.4.1.1. Causes  
 
These problems occurred because responsible DAS staff did not adequately review disbursement 
documents to ensure all required signatures were in order prior to fund disbursements. Additionally, 
DAS Director did not exercise complete supervision of all fund disbursements as required in the 
CFMR.  

2.1.4.1.2. Recommendations 
 
We recommend that the Director of DAS establish procedures to track and monitor APVs for 
compliance. In addition, the Director of DAS should direct the Chief of the Finance Division to ensure 
transactions are properly approved prior to fund disbursement. 

2.2. Weak Internal Controls Increased Risks of Abuse and Misuse of DOE Assets 
and Vulnerable Items 

 
Prudent Government Practices require that internal control procedures be established and 
implemented to ensure compliance with laws, regulations, policies, and procedures and to protect 
and safeguard DOE’s assets. In addition, management should maintain proper accountability of fixed 
assets to avoid costly, unnecessary acquisition of additional assets already on hand, or the misuse of 
assets. Furthermore, DOE should design property control procedures for vulnerable items, (small 
items with high value, such as digital cameras and printers), which did not meet the fixed assets 
threshold of $1,000 value and one year useful life.  
 
However, we found cases of weak internal controls within DOE: 
 

• DOE’s Fixed Assets and Vulnerable Items Lacked Proper Accountability and Control; 
• Uncontrolled Use of Fuel, and; 
• Unaccounted Foods for the School Lunch Program 

 
2.2.1.  DOE’s Fixed Assets and Vulnerable Items Lacked Proper Accountability 

and Control 
   
Prudent Government Practices require that proper accountability and physical controls over fixed 
assets and vulnerable items should be established to provide accurate inventory records and 
safeguard the assets from possible fraud, abuse, misuse, and loss. The CFMR defines fixed assets 
as those which cost more than $1,000 and are expected to last more than one year. The CFMR 
section 7.5 states that property accountability records shall commence immediately upon receipt of 
property by the officer in charge and the Director or his designee. In addition, Sub-Part 7.6 requires 
the Director or his designee to identify all personal property by affixing Chuuk Government Seal and 
license plate(s) on vehicles, and by assigning and affixing a property tag number to all other tangible 
personal property. In addition to these regulations, sound business practices dictate that sensitive 
items, regardless of value, should be controlled and accounted for because of their susceptibility to 
loss, theft, or misuse. However, DOE did not effectively carry out this responsibility. 
 
Contrary to these requirements, DOE management did not maintain proper accounting of its fixed 
assets and vulnerable items nor properly tagged and safeguarded them. DOE’s current practice 
allowed each division within DOE to obtain its own fixed assets and vulnerable items directly from 
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vendors without registering them at the Business Office. During the period under review, DOE 
expended $416,877 on fixed assets and certain vulnerable items, but did not properly maintain 
accurate and complete inventory records nor properly tag some assets as required. Of the total fixed 
assets and vulnerable items sampled and tested, we found that 86 percent ($359,656) lacked 
financial records or assets and vulnerable items were not recorded in the assets registry. We also 
noted that management did not have internal control mechanisms in place to monitor and safeguard 
its fixed assets and vulnerable items. Based on interviews, DOE staff admitted taking assets and 
vulnerable items to their residences without proper authorization and without signing them out. Table 
5 below illustrates samples of fixed assets and vulnerable items that were purchased.  
 

Table 5 
Examples of DOE’s Fixed Assets and Vulnerable Items Purchased  

Fiscal Years 2006 and 2007 
Description of Purchased Items Amount 

1 Mazda Van $ 20,523 
HP pavilion laptops and vulnerable items (Digital camera, 
Camcorder, 2-HP printers, sharp copier) 

8,370 

1-Desktop computer , 1-Toshipa Laptop & Vulnerable items   
(Digital camera) 

6,650 

1-Desktop computer & 2-Laptop computers 6,450 
1-Desktop computer and 1-Laptop computer  5,547 
3 Laptop computers 4,240 
1-HP Pavilion Desktop computer    2,500 
1-Dell Desktop computer    1,995 
1-Set Desktop computer and monitor    1,850 

Source:  Vouchers obtained from Chuuk DAS 
 
While doing a physical inventory at sites and offices, we also found that some fixed assets and 
vulnerable items totaling $32,105 were missing. According to staff interviewed, those assets were 
taken by DOE staff and were located at the staff residences. One missing laptop was issued to an 
employee now residing in Hawaii and is no longer an employee of DOE. Table 6 below shows details 
of missing assets and vulnerable items. 
 

Table 6 
Examples of DOE’s Missing Fixed Assets and Vulnerable Items 

Description Amount 
1-Laptop Dell Pentium, 1-Laptop Toshiba, Camcorder, 
CD projector, Fax machine, and vulnerable items (1-
digital camera, 1-tv monitor, and 1-vcr) 

$9,095 

Camcorder, 2-HP printers, sharp copier & HP pavilion 
laptop and vulnerable items (1-digital camera) 

8,370 

1-Desktop & 2-Laptop computers 6,450 
3-Laptop computers 4,240 
1-Laptop & 1-Desktop computers 3,950 

Total $ 32,105 

Source:  Vouchers from Chuuk DAS 
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DOE management did not maintain proper accounting or accurate inventory records of its fixed 
assets and vulnerable items.  Furthermore, breakdowns in the internal control over the removal of 
fixed assets from government property may have resulted in fraud, abuse, misuse, and loss of assets. 
For example, a total of $32,105 of government assets was missing from the offices and some of 
which have been taken by staff to their residences and used for personal purposes. 
 

2.2.1.1. Causes and Recommendations 
 

2.2.1.1.1. Causes  
 
We attribute several causes to the lack of record keeping, tagging and safeguarding of assets and 
vulnerable items.  DOE Business Office stated that because program staff are allowed to obtain their 
assets and vulnerable items directly from the vendor, the Business Office could not ensure that all 
purchased items were registered and recorded in their fixed assets and small items registry and 
tagged by the Supply Division.  The Business Office did not appoint program staff or its own staff to 
be responsible and accountable for the safeguarding of all purchased assets and vulnerable items. 
 

2.2.1.1.2. Recommendations 
 
We recommend that the Director of DOE direct the Business Office or fiscal staff to conduct an 
annual physical inventory of DOE’s fixed assets and vulnerable items to ensure all items are properly 
registered.  DAS Supply Division should enforce its regulatory responsibilities by requiring all 
purchased assets and vulnerable items to be directly obtained from the vendors by its staff for tagging 
and recording.  Finally, DOE management should ensure responsible parties are accountable for the 
safeguarding and records keeping of assets and vulnerable items.     
 
We further recommend that DOE management recover those missing assets and take necessary 
actions against staff for loss, possible abuse, and misuse of DOE’s assets and small items. 
 

  
2.2.2. Uncontrolled Use of Fuel 

 
Prudent Government Practices require that internal control procedures be developed and 
implemented to ensure proper use and safeguarding of fuel.  
 

We found that DOE had few controls over the use of the fuel it purchased worth $64,568. This 
represents 24 percent of all the fuel sampled and tested. Since DOE allowed staff to charge 
purchases at the local gas station, prudent government practices require control over its use such as 
authorization slips issued by division chiefs to limit the staff who could take deliveries of it. We noted 
that authorization slips were either incomplete or non-existent. One of the authorization slips for the 
Early Childhood Education (ECE) program that we reviewed authorized fuel for DOE Director’s 
vehicle and to the Governor’s Office neither of which were related to ECE program activities. Refer to 
Appendix II on page 18 for list of fuel charges. 
 

Because of internal control weaknesses, DOE management did not maintain proper records of its use 
of fuels. In addition, inappropriate issuance of fuel to unrelated government offices increased the risks 
of possible fraud, abuse, and misuse of sector and SEG funds.  As a result, DOE incurred $64,568 
worth of fuel some of which were used for purposes un-related to its programs. 
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2.2.2.1. Causes and Recommendations 

 

2.2.2.1.1. Causes  
 
These problems occurred because DOE management did not maintain proper controls over the use 
and issuance of authorization slips for fuel. Furthermore, management authorized fuel for other 
government offices unrelated to its programs. Finally, management did not maintain proper 
documentation regarding its usage of fuel.   

2.2.2.1.2. Recommendations 
 
We recommend that DOE management strictly implement its control policies on the use of 
authorization slips for fuel. The authorization slip should include at least: a) purpose to pick up fuel, b) 
amount/gallon authorized, c) vehicle license number, if for vehicle, and d) if for boat, document the 
purpose for the boat trip. Additionally, management should ensure that only personnel related to the 
program activity to be charged should be authorized to obtain the fuel. Finally, DOE should properly 
manage its resources and safeguard them from possible fraud, abuse, and misuse. 
 
We recommend that DOE management take corrective actions against any improper or unauthorized 
use of DOE’s fuel. 

2.2.3.  Unaccounted Foods for the School Lunch Program 
 
Prudent Government Practices require that DOE management maintain proper accounting and 
physical controls over foods for the School Lunch Program.  By not following the guidelines for proper 
accounting and physical control, the risks of abuse, misuse or loss are increased. 
 
DOE established guidelines to ensure the proper accounting and physical control of food items. For 
example, DOE’s internal policy requires that all food items purchased through Purchase Orders 
should be delivered to the DOE warehouse for proper safekeeping.  A copy of the Purchase Order 
must accompany the food items delivered and the delivery be recorded in the warehouse logbook.  A 
release form (Form 1017) with all required signatures must be used to release food items from 
warehouse to the schools.   
 
DOE headquarter and warehouse records differ on the distribution of food items purchased for the 
School Lunch Program.  DOE headquarters records indicated that $62,984 worth of goods were 
obtained and delivered to the DOE warehouse and from there were delivered to the schools; 
warehouse records were incomplete and did not correspond to the headquarters’ records.  
Specifically, we found that the food items received from the vendor (per invoices) was $42,041 
greater than the food items listed on the release forms (Form 1017).   This means that $42,041 of the 
$62,984 (67 percent) worth of food items was missing and un-accounted for per the release forms.  
The warehouse manager and staff could not provide any explanation for this significant discrepancy.  
In addition, warehouse records showed that food items designated for certain schools were often 
diverted to other schools without any documented explanation from DOE management. Moreover, 
DOE management purchased large quantities of food items without ensuring delivery coordination 
with the schools. 
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As a result, records showed that $42,041 worth of food items were missing and no available 
documentation showing release and delivery to the schools.  Ultimately, the students suffer from the 
possible loss and/or theft of food items intended for the School Lunch Program.  
 

2.2.3.1. Causes and Recommendations 
 

2.2.3.1.1. Causes 
 
The warehouse personnel did not have sufficient knowledge in inventory controls, records keeping 
and proper documentation. In addition, the warehouse personnel did not reconcile Form 1017 
periodically against vendor invoices and receiving reports. Finally, DOE management did not ensure 
proper accountability and safeguarding of food items at the warehouse. 

 
2.2.3.1.2. Recommendations 

 
We recommend that:  

• Management provide sufficient training to warehouse personnel regarding inventory controls, 
records keeping, and proper documentation; 

• Responsible staff should reconcile release forms periodically against vendor invoices and 
receiving reports to identify and prevent fraud, loss, and misuse of food items. 

2.3.  Untimely Delivery of School Textbooks And Other Needed Supplies 
 
Prudent Government Practices require that DOE management establish policies, regulations and 
procedures relevant to effective and efficient delivery of school supplies within reasonable costs. 
Without any procedures or guidelines, management could not provide efficient and timely delivery of 
textbooks and other needed supplies to the schools.  

Although responsible for providing textbooks and supplies to various schools in and outside of the 
lagoon, DOE management admitted that they do not have a policy or guidelines regarding to the 
distribution of school supplies and materials. We learned that DOE purchased some science and 
math textbooks but did not deliver them in a timely manner.  The science textbooks were received at 
the DOE warehouse in October of 2007 and at the time of our visit (8 months later) were still in 
storage waiting for the Curriculum staff to sort them out before they could be delivered to the schools. 
In addition, math textbooks remained in storage because they were in excess of what the schools 
needed. Refer to Appendix IV on page 20 for a photo of the textbooks in storage. 
 
We also found that Chuuk DOE expended $232,557 worth of fuel and vessels’ charter costs for 12 
trips to the two regions outside the lagoon, which estimated to an average of $19,380 per trip.  This 
total cost was associated with deliveries of supplies, materials, and textbooks to the schools within 
those regions.  However, school principals indicated that management was not providing needed 
supplies, materials, and textbooks in a timely manner.   
 
We questioned this huge expenditure of funds because DOE management claimed that 
transportation was a major problem in the deliveries of these needed supplies, materials, and 
textbooks yet we discovered that the 12 trips that were made for these two regions could not provide 
efficient and timely delivery of textbooks, needed supplies and materials to those schools.  Further 
interviews revealed that DOE trips at times were diverted from their delivery routes to accommodate 
emergencies such as medical cases.  Even with these types of emergency diversions, we still  
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question the excessive purchases of fuel for bunkering Chief Mailo and chartering private vessels.  
Refer to Appendix III on page 19 for details of Fuel and Vessels’ Charter costs.  
 
Poor planning and lack of coordination within DOE resulted in science textbooks being kept in storage 
for about eight months. Because management failed to deliver the textbooks in a timely manner, 
students were denied the opportunity to use the new, updated science textbooks. In addition, DOE 
management expended such amount of funds on the delivery of needed supplies and materials to 
those schools yet certain school principals continued to complain about management’s poor services. 
 

2.3.1.  Causes and Recommendations 
 

2.3.1.1. Causes 
 
The problems occurred because:  

o DOE management failed to plan properly including to plan and purchase necessary supplies 
and have them ready and available prior to bunkering or chartering of vessels; 

o DOE expended funds for trips diverted from their delivery routes to accommodate 
emergencies such as medical cases;’’’ 

o The Management failed to monitor staff responsible to ensure staff were providing necessary 
supplies and materials to the schools in a timely manner. 
 

2.3.1.2. Recommendations 
 

We recommend that management establish planning guidelines to assist in purchasing and delivering 
of textbooks and other school supplies to the schools in a timely manner. Furthermore, management 
should ensure responsible staff is complying with these policies and guidelines. 
 
 We further recommend that DOE management, prior to any delivery, should ensure that all 
necessary school supplies including textbooks are ready and available prior to obtaining or chartering 
of vessels. Also, management should get reimbursed for any costs paid on trips that were cut short 
due to emergencies or other reasons which resulted in undelivered of supplies and materials to the 
schools.  Finally, we caution against using DOE sector and SEG fuel funds for unrelated activities. 
 

2.4. DOE Compact Fund Expenditures Appeared To Be In Conflict of Interest, 
Exclusive in Nature, and Anti-Competitive  

 
In related procurement regulations, FSM and Chuuk State statutes prohibit public officials from 
engaging in any conduct that involves or appears to involve actions that are in conflict-of-interest, and 
exclusive in nature.   Part 6 §6.42 of the Chuuk State FMR on procurement and competitive bidding 
states in part that any person with the State Government must disclose in writing any conflict of 
interest with any firm, company, or corporation if said official has any direct or indirect ownership or 
interest and must not participate in procurement decisions.  Likewise, Part 6 §6.41 also prohibits 
collusion by bidders for the purpose of securing an advantage over other bidders for government 
procurement.  Furthermore, 11FSMC §512 explicitly state:  
 

“A public official has a conflict of interest in a matter if the public official or a family 
member could benefit directly or indirectly from a decision on a matter over which 
that public official has influence or control, or if a matter over which that public official 
has influence or control relates in any way to:  
(a) a business or property the public official directly or indirectly owns or controls;   
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(b)  a business or property owned or controlled, directly or indirectly, by a family 

member of the public official; or 
(c) A business or property in which the public official has a beneficial interest of any 

kind, whether through a trust or otherwise.” 
 
A review of sampled payments totaling $3,598,679 revealed that five percent or $189,312 appear to 
be in conflict-of- interest,  anti-competitive, and collusive in nature.  These payments were made for 
items ranging from computer laptops, desktops, student chairs, solar power related batteries, and 
other office supplies.  These payments were made to vendors owned by family members of DOE high 
officials.  For instance: 
 

�  A total amount of $107,183 for various payments from sector funds was paid to Business 
A which ownership records indicate a daughter of a high official at DOE. 

� A total amount of $71,624 for various payments from sector funds was paid to Business B 
which ownership records (FSMSSA ID) indicate a spouse of a high official at DOE. 

� A total of $10,505 for various payments from sector funds was paid to Business C which 
ownership records indicate a spouse of another high official at DOE. 
 

These payments were also collusive and anti-competitive in nature because the public official from 
Business A has the authority to choose from which vendors to solicit quotations.  Although the State 
requires a minimum of three price quotations, Business A and Business B appeared to be the 
favored vendors whose quotations were always solicited.  Favoring these vendors increased the risk 
of anti-competitive fraud in the DOE procurement process.   
 
As a result, questionable procurement practices at DOE did not allow proper use of scarce 
government resources to yield the best value at the best price.  Such less than arm’s length practices 
at DOE, worth approximately $189,312, ultimately deprived the teachers and students the best value 
at the best price for school supplies and needed educational materials.  
 

2.4.1.  Causes and Recommendations 
 

2.4.1.1. Causes 
 
These problems occurred because DOE high officials did not disclose in writing any family business 
interests, ignored explicit conflict of interest statutes, and engaged in procurements that were less 
than arm’s-length.  Additionally, because of the small island population, family business interests are 
widely known and these unacceptable procurement practices continued to occur and not being 
questioned by staff of DAS and CFCC.  Finally, these same officials are in charge of collecting price 
quotations and recommending which vendors to use. 
 

2.4.1.2. Recommendations 

 
We recommend that the DOE Director: 

1) Require officials in authority who initiate, prepare, and approve payment requests to  
disclose their interests in businesses owned by themselves or family members or declare in 
writing that no conflict of interest exists; 
2) Re-assign procurement responsibility to other officials who do not have any business 
interests;  
3) Prohibit payment requests that involve or appear to be in conflict of interest;  
4) Require DOE officials to adhere to Chuuk State FMR and FSM Code of Ethics, and;  
5) Direct DOE procurement staff to create list of potential vendors and treat those vendors on 
an equal and arm’s-length basis through equal solicitation of quotations. 
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We also recommend that the DAS Director and the CFCC Executive Director: 
 

• Reject and refuse payment requests that appear to be in conflict of interest, anti-competitive, 
and collusive in nature. 
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3. Appendices 
3.1. Appendix I:  Examples of Vouchers Not Approved by DAS Director 

 
Examples of Vouchers Not Approved by DAS Director 

During Fiscal Years 2006 and 2007 
 

Description (based on APVs) Amount 

Payment for instructional service & technology fee payable to 

COM-FSM Chuuk 

$ 45,157 

Annual insurance premiums 

 

11,250 

Second payment on traditional skills teachers 10,842 

Space Rental for the third quarter 2007 (Shigeto Store) 9,850 

Payment for building materials - payable to AWM Enterprises. 
 

  7,681 

Payment for fiberglass boat payable to an individual person   5,000 

Payment for office supplies - Weno High School   1,004 

Total $90,784 

      Source: Vouchers from Chuuk DAS 
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3.2. Appendix II: Examples of Uncontrolled Fuel 

 
Examples of Uncontrolled Fuel 
 Fiscal Years 2006 and 2007 

 
Description Amount 

Diesel, Gasoline for Early Childhood Education Program 
(ECEP) 

$ 10,610 

Diesel, Gasoline  and Oil 8,345 

Outboard Gasoline/DOE 7,996 

Unleaded Gasoline 7,360 

Gasoline/DOE – Administration 6,160 

Gasoline for WDST 5,700 

Gasoline/Education  5,660 

Gasoline for ECEP 5,400 

Gasoline for Staff Improvement Program 5,340 

Gasoline-Board of Education 1,997 

Total $64,568 

                         Source: Vouchers from DAS 
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3.3. Appendix III: Details of Fuel and Vessels’ Chartered Costs 
 

Details of Fuel and Vessels’ Charter Costs 
Fiscal Years 2006 and 2007 

 

Description Amount 

Diesel for MS Chief Mailo $ 47,457 

Fuel for Chief Mailo      
          

32,117 

Fuel for Chief Mailo - Education         30,150 

Diesel                    28,350 

Diesel and Bunkering Fee    18,998 

Fuel for MS Chief Mailo  18,335 

Diesel                    17,950 

Boat Charter-1st Payment 65 percent        11,700 

Boat Rental Charter/Education              
8,000 

Partial payment on Contract (Boat Charter) 8,000 

Diesel and Bunkering fee    7,500 

Boat Charter-80 percent advance payment  4,000 

Total 232,557 

Source:  Vouchers from DAS 
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3.4. Appendix IV:  Picture of textbooks received and kept in storage for a period of     

approximately eight (8) months from October 2007 to June 2008. 
 

 

 

 
     Source: Picture was taken by ONPA Audit Team during site inspection in June 2008  
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3.5 Appendix V: Chuuk DAS Response to Draft Report 
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3.6 Appendix VI: CFCC Management Response 
 
 

 

See 2.1.1.2 
under ONPA 
Evaluation 
on page 29 



 Office of the National Public Auditor 
Inspection of Procurement Activities at Chuuk Department of Education 

Report No. 2009-02 
 

3.  Appendices                                       

26 
 

 

 
 
 

See  2 .1.2.1.2 
under ONPA 
Evaluation on 
page 29 
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See  2.1.3.1.2 
under ONPA 
Evaluation on 
page 30 

See 2.2.2.1.2 
under ONPA 
Evaluation on 
page 30 
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See 2.4.1.2 
under ONPA 
Evaluation on 
page 30 
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3.7 ONPA’s Evaluation of Management Response 
 

2.1.1.2:    CFCC stated in its response, “ we understand that Treasury has previously changed its 
filing system to include expenditure documentation with all other related supporting documentation as 
recommended. 
 
Concerning the recommendation that CFCC maintain a separate, parallel filing system to provide 
evidence of transaction authorization, we believe this is not currently necessary for the following 
reasons: 

1. As mentioned above, since Treasury is currently filing original documents in the manner 
suggested in this audit and; 

2. CFCC is not the Auditee for Chuuk State Single Audits and is not required to maintain a 
duplicate record filing system. A duplicate system would require CFCC to make copies of all 
Compact documents and we estimate the annual volume to be approximately 8,000 
documents or more. However, we do make copies and create files for significant and material 
transactions for external audit use if necessary.” 

 
ONPA’s Evaluation:  The audit report recommended that CFCC maintain documentation of its 
review and approval of DAS expenditures.  This recommendation was made because DAS, which is 
responsible for retaining documentation of CFCC approvals, could not produce these documents for 
review.  As a result, there is no evidence that CFCC approved the expenditures, as required.   
 
Though the Treasury Division of DAS asserts that it has made improvements to its record keeping 
practices so that future CFCC approvals will be available for review, this assertion has not been 
verified by an independent reviewer.  Therefore, though maintaining copies of its approvals does 
place a burden on CFCC, the ONPA believes that this recommendation provides the best means for 
ensuring that an audit trail of CFCC approval is maintained.  Alternatively, if CFCC is concerned that 
the volume of documents is too great to maintain, then the ONPA recommends that CFCC maintain a 
spreadsheet record of all its approvals so that the spreadsheet can be used by outside reviewers to 
verify that DAS had received the required CFCC approval prior to authorizing expenditures. 
 
2.1.2.1.2:   CFCC stated in its response, “we agree that procurement laws and regulations should be 
followed. However, we would like to point out that the Chuuk State Attorney General has issued an 
opinion stating that “purchases funded by Compact fund/Sector Grant should comply with the Fiscal 
Procedures Agreement”. This being the case, it would seem that the applicable set of procurement 
rules to be used from the beginning of Compact II should be found in Article VI.1. (j) Procurement: of 
the Fiscal Procedures Agreement (FPA). FPA Article VI.1. (j) (10) (i) provides for “Procurement by 
small purchase procedures. Small purchase procedures are those relatively simple and informal 
methods for securing services, supplies, or other property that do not cost more than $100,000. If 
small purchase procedures are used, price or rate quotations shall be obtained from an adequate 
number of qualified sources.” 
 
Small purchase procedures do not require open competitive bidding or sealed bidding for purchases 
of $100,000 or less.” 
 
ONPA’s Evaluation:  The existence of both FMR and FPA regulations provides confusion for all 
parties involved.  The October 2007 directive of the Chuuk Attorney General, which states that the 
FPA is to be followed rather than the FMR, clarifies the issue of which regulation to follow.  However, 
this directive was not in effect for the audit period.  Moreover, parties involved in the purchasing 
process admitted to circumventing requirements in order to expedite purchases.  As a result, the 
ONPA reiterates that it is important that staff receive proper training relevant to FPA and CFMR 
requirements and that DOE management ensure that bidding requirements are not circumvented.   
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2.1.3.1.2:   CFCC stated in its response, “we agree that CFCC should not approve any document that 
has been approved by unauthorized department personnel. However, because of the annual volume 
of all documents mentioned in a previous response in this report, we believe maintenance of a file of 
employees authorized to approve documents along with a specimen signature would be sufficient vs. 
attaching copies of authorization to each document. Except when off island, Department Directors, as 
sub-Allottee, are generally the only approvers of documents.” 
 
ONPA’s Evaluation:  The ONPA concurs with CFCC that maintaining a file of employees authorized 
to approve documents and specimen signatures of these employees is sufficient. 
 
2.2.2.1.2:  CFCC stated in its response, “Effective May 1, 2009, CFCC has installed an electronic 
Fuel Authorization Form on designated computers in all departments that includes all the elements 
recommended above. In addition, fuel will no longer be purchased from retail gas outlets on an 
advance payment basis. Instead, gasoline, diesel fuel, kerosene and oil will be purchased from retail 
outlets on an open purchase order basis with payment made as fuel is used. The new process 
follows: 
 

1. Department will deliver a purchase order to a retail gas station for a specified amount of  
 POL. 

2. A Fuel Authorization Form approved by the department will be delivered to the retail outlet 
authorizing the outlet to issue POL to department employee authorized on the Form. 

3. The retail outlet will then issue invoices to the department for payment.” 
 
ONPA’s Evaluation:  We thank CFCC for promptly designing and implementing control procedures 
relevant to usage of fuel. 
 
2.4.1.2:  CFCC stated in its response, “CFCC should not approve payment requests of the nature 
recommended. However, we disagree that “family business interests are widely known” by all CFCC 
staff involved in the approval of transactions. because of this finding, CFCC will develop a list of 
businesses where the described conflict of interest exists for our use in the review and approval of 
procurement documents. 
 
When CFCC becomes aware of a new business, copies of the business license and export license 
are requested to verify ownership.” 
 
ONPA’s Evaluation:  We thank CFCC for promptly designing and implementing controls to prevent 
and detect conflicts of interest relevant to the purchasing of goods and services. 
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4. National Public Auditor’s Comments 
 

We would like to thank management and staff of Chuuk DOE, DAS, CFCC, FSM SBOC and FSM 
DOF&A for their assistance and cooperation during the course of our review.  
 
The ONPA may perform a follow-up review within the next 9-12 months to ensure that the Chuuk 
DOE, CFCC and DAS have taken corrective measures to address all the findings and 
recommendations provided in this report. 
 
In conformance with general practice, we provided a copy of the draft report to the Director of Chuuk 
DOE. We also sent a copy of the draft report to the Director of Chuuk DAS and Controller of CFCC 
for comments. We received comments from Chuuk DAS and CFCC but we did not receive written 
comments from Chuuk DOE. We have incorporated their written comments in the final report. 

 
In addition to providing copies of this report to the President, Vice President and Members of the 16th 
Congress, We also sent copies to the Governor, Lieutenant Governor of the State of Chuuk, 
President of the Chuuk Senate and Speaker of the Chuuk House of Representatives. Additional 
copies are sent to the Director of Chuuk DAS, CFCC Controller, Director of Chuuk DOE, Chairman, 
Chuuk Board of Education, and all the Departments and Agencies’ heads of the National 
Government. We will make copies available to other interested parties upon request.  
 
If there are any questions or concerns regarding this report, please do not hesitate in contacting our 
Office. Contact information for the Office are listed on the last page of this report, along with the 
ONPA and staff who made major contribution to this report. 
 

 
 
 
July 6, 2009 
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5. ONPA Contact and Staff Acknowledgements 
 

ONPA CONTACT Haser H. Hainrick, National Public Auditor 
Email: hhainrick@fsmopa.fm 
 

ACKNOWLEDGEMENTS In addition to the contact named above, the following staff      
made key contributions to this report: 
                    
Haser Hainrick, Public Auditor (supervised the audit)  
Eric Spivak, Audit Manager                  
Moses Russel, Auditor-In-Charge 
Ivan Alafanso, Staff Auditor 
Evelyn Paul, Staff Auditor  
 

ONPA’s Mission We conduct audits and investigations to improve government 
operations, efficiency and accountability for the public’s benefit.  

 

Obtaining Copies of ONPA Audit 
Reports 

The fastest and easiest way to obtain copies of ONPA 
documents at no cost is through the ONPA Web site 
http://www.fsmopa.fm  

 

Order By Mail or Phone Office of the National Public Auditor 
P.O. Box PS-05 
Palikir, Pohnpei FM 96941 

To order by Phone:  (691) 320-2862/2863 

 

Contact: Website:  http://www.fsmopa.fm 
Hotline:   691-320-6768 

 
 


