FEDERATED STATES OF MICRONESIA

OFFICE OF THE
NATIONAL PUBLIC AUDITOR

ANNUAL REPORT
Fiscal Year 2010

Haser Hainrick
National Public Auditor

December 29, 2010



students

marginalized by Chuuk Der

that nma|

v schools hawve no textbo:

HOME

CONTACT US

GUAM NEWS

MIiC nemrlnlgggvuswsv APE Rﬁgl.ng : m

PALAU NEWS
MVARIETY.COM HOME

PACIFIC NEWS

VARIETY FEATURES

OBITU
FSM auditor looks into Telecom credit
card usage

Chuuk Reforim Moverment
BE INFORMED! BE

B e Tia e 7 e

Chuuls

INNSPIRED! EBE INVOIL.V ED!
EoucATION R
Audit Shows

=L T

Project

abour Us
>

Irrreccularities

e meTmA T IO =

DING |

reE vu

PACIFIC NEWS VARIETY FEATURES

OBITUARIE

of Education

:b,:{r‘ Micronesia
ONPA Releases

Audit Report on FSM Department of
Supp

inpei (Office

the |

smental Education Grant
£ P ~. i~ Anditor): October 7,@1@,‘
of the National Public Auditor): October 3, 201
ase o’?%%ﬁm 2010-10, Audit of FSM Department of
ielease & review online at the Auditor's we

__obio far public




2 0 1 0 A N N U A

ODFFICE OF THE NATIQIN

his Annual Report was preparday talented a
hanks and appreciation.

T

AUDITOR

sincere

y

X \‘QA:'A
J -
s

l[/
, eéxv_

§

X
N

W

S

Charlene Joker
Christina Elnei

Elina Paul

Lover Haimin

Michael Nakasone
Patrick Zacchini, CPA




Table of Contents

JLIE= o] (SN0 ) 0 ] ] (= ] P 1.
ACTONYIMS..ccveiiiiieriiieeerrrrsassenrreensnnnes sossiaaa e e mnmmmmc e seeeeeernnneensnnnnennnsnne 2
Public Audi.l.o.r.0.8, . 0Meus S g 3.
FY2010 Highlighted ACCOMPIISNMENLS. ... .uuuutttiiiititaieeeee e e eeeee e et e e et e et eeneseseeeeeeeeeeeseeesesmmmmmnn s eeeeneennes 5...
Resllts of the Fraud AWareneSS PrOgralll............uuurururureaasaeeeeeeeeeeessessesanmeeenssseseeeseeseesessammmmmnsnnes 5.
FSM Meets the June 30th Single Audit Deadline AQain...............veecceiiieieeeeiiiiiiimmmnne e 5...
ONPA Completes 10 Audits during the FY QD L.........cooiiiiiiiiimmmnieieeeesinieeereeseneeeeeeesssannsnnnseeees 6. ..
AboutM@uf V= 0101 A N O = At e 0y ¢ g T
liss 3l e e e o e o S ] 4 3. ......................... G
PONSIbilities 0f the ONPA. ..ottt e eremmmae e e eaaaa s s e eeeean 8
B s e veeeenennnnesesmmmamenseeeerernerent st anaracman e ne P ees et e me AN R 9..
B INvestigation DiVISION.........cccveeiiiiiseeeeee e R cereee st e s s s e e e e 16.
SIiNGle AUBIES ..o B e 26..
Information Technology Sectian................cveeeeeeeeiveereeeennens ﬁ ................................................. 29..
1‘4' A p i
7o o 4 \
Other M;'it}ﬁll's of Interesl,.....r ........................................... deneni Lk e 30
Office%Administration ....... e e T o 35
Budget.........ccoeeveunns 00 RN~ > - . A\ - 35
Training Classes an al Development....... mx: .................................................... 31..
Promotions, New Hi@\ ................................................................................. 39
i Py,
. T VM
Appendix 16 Powers of the Office of the Publiguditor and Duties and Responsibilities.............: 42
Appendix |16 Organizational Chart: Office of the National Public Auditor as of September 30,2910
Appendix IlI: Audit and Compliance Investigation Division Operations.........ccceevvvemcieeeeennns 44.
e §-’ - N

Office of the National Public Auditor



Fiscal

Year 2010Annual Report

Acronyms

CompactF al Procedures Agreements

Chuuk FlnanCIal Management Regulations
Congress of the Federated States of Micronesia
Certified Government Auditing Professional
Compliance Investigation Division

Case Management System

Commonwealth of the Northern Mariana Islands

~ Chuuk State Department of HealtBervices

C uukStateDepartment of Educatlon

m ified Pilic Accountan

o

a

ms and Ta Ad :
Depart "".l« el J‘ 4*!*




Fiscal Year 2010Annual Report

guEEsay,
UL o,
$9 CRNMENT o oo,

FEDERATEIS'ATES OM ICRONESIA

Office of theNationalPublic Auditor
P.O. Box R85, Palikir, Pohnpei FSM 96941
Tel: (691) 3202862/2863; Fax: (691) 320-5482;
CID Hot Line: (691) 3206768; Email: hhainrick@fsmopafm

Public Auditordéds Message

His Excellency Manny Mori, President
The Honorable Members of the FSM Congress

Happy Holidag! As your Public Auditor, | am very pleased and

honored to submit the Fiscal Year 2010Annual Reportas required

by law It is my duty and responsibility to report annually to the

Congress onthe Office of theNationalPublic Auditor6 s pr ogr ess a
perfor mance iin safeguarding the Nati on
investigations that lead to improving government operations, efficiency

and accountability.

Our Audit Division continues to produce quality and timely audits,
conduct performance audits and pections and, using the audit selection process described in our
Strategic Plan 2008010, target critical areas for audit. We issuégeh audits this year includingsudit
of Chuuk State Department of EducatioBOE) Textbooks and Instructional Materialsispection of
Kitti Council Allegations Election District # 2 in Pohnpei; Audit of Chuuk State Department of Health
Services CDHS Procurement & Inventory Management System (FO®6 Audit of FSM
Telecommunication Credit Cards UsggAudit of Pohnpei &te Department of Education (POE)
ProcurementActivities Audit of ADB Grant Assistance: Weno Water Supply Remediation Propject
Audit of ADB Loans 209%SM (SF) and 21¢t6M: Omnibus Infrastructure Development fat; Audit
of Solid Was¢ Management Sgsn FY20072009;Audit of CDOE TeachersReclassifications and Audit
of FSM DOE SEG Grant for FY08arch 2010.

We strive for transparency in government by quickly posting all audit reports to our website upon
completion and transmission to the audited ewntit

Our Compliance Investigation Divisid€ID) continues to use its internally developed twier system,

a system that maximizes the resources of CID, to screen all complaints received and determine which
meet criteria for investigation. During Fiséakar 200, CID handled 4tases19 of which were new
cases.

In the area of FSM Single Audits, we continue in our responsibility of oversight and are extremely
satisfied to report that all audits for the FSM National and State governments were completeden

Office of the National Public Auditor
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An increasing number of audited entities are receiving an Unqualified Opinion, the highest ranking that a
government or entity can receiveThis year, B of the 25 entitiesunder audit received an Unqualified
Opinion. In addition, the resultsfanore and more audits are without any questioned costs. We took a
proactive stance in monitoring and encouraging actions to resolve questioned costs throughout FSM

During this fiscal year, we worked in other areas designed to improve our overall pesafoce. We
developed Annual Performance Plans for our main office in Palikir and the Chuuk Field Office. These
Plans broaden the focus of information currently being reported moving from performance activities and
into the areas of plans and results. Obmdget expenditures for fiscgkar 2010 totaled $729,108 with
$635,584expended in our mai office in Palikir and $93,524 our field office in Chuuk. Personnel
costs continue to represent our largest budget expenditure.

The continuing effort to implenmd our capacity building programs to support our local staff remains a
top priority, realizing that the future of ONPA rests in their hands as leadership transfers from the
expatriates. Some staff are nguing their four year degrees, graduate certifisatbrough distance
education, and certification in affteud and audit professional organizations. OJT at selected OIG
offices in the US mainland and the receipt of technical training grants were also realized during the year.

| want to extend my thank to our expatriate staff that helped prioritize training, shared their
knowledge, and contributed in capacity building, conducting audhsuse OJT, and holding classes and
conferences. | want to highlight the assistance from the DOI Inspector Geparétularly his Insular
Liaison on Guam

We extend our appreciation to our regional and international partners whose assistance has been
essential in building good governance and stronger accountability in FSM. US DOI Office of the
Inspector General, @ice of Insular Affairs, USDA Graduate School/Pacific Island Training Initiative,
PASAI, APIPA, the Australian Government and AusAID are some of the agencies deserving our
acknowledgment.

Finally, | am indebted to the Members of Congress and the Prdsdidetheir cooperation andsupport
My hard workingstaffs at the main office in Palikir and at the field office in Chuukrereeal heroes
whose commitment and contributions have helpaghtinue to push the office forward.

aser Hainrick
National Public Auditor

December 29, 2010

Office of the National Public Auditor
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FY2010 Highlighted Accomplishments

Results of the Fraud Awareness Program

Chief Investigator Sophia Pretrick
Certified Fraud Examiner QFB,

= ——_ presented the results of the Fraud
R Awareness Preventio(FAP)program in

the Federated States of Micronesia (FSM)
during the threeday joint US
Department of the Interior(DOI), Office

I ﬁ THE Crime o mums ;

~  ONPA

q i of the Inspector General(OIG) and
Association of the Pacific Islands Public

i wvw
‘ﬁ}ﬁl‘ Ak Ml . Auditors  (APIPA Principals Annual
Rk = : Conference in Honolul held fran
% February 24, 2010The program was
5 — funded under a $22,000 Technical
Assistance Grant provided to the Office

of the National Public AuditorfONPA)
from the DOI, OIG.

Overall, seven hundred sixteen (716) people attendetbtal of 29 sessions in the eméd FSM.
Participants included governors, legislators, government employees, teachers, students and
other prominent individuals from theublic andprivate sectos. These distinct groups have
provided feedback on how the presentation was received and 76&tmmnted favorably as

very beneficial to the nation.

FSM Meets the June 30th Single Audit Deadline Again

The ONPA announced that FSM met the June 30th Single Audit deadline again for the fiscal
year 2009due June 30, 2010

The ONPA extended its congratlations to the 5 Primary Governmentall Component Units

and everyone involved with the audits for making it possible to meet the audit deddltitiee

fiscal year2009. Fiscal year 2009 audits marked the first time the entire FSM receive better
audit goinions on the annual audits since the inception of single audits in 1987 for the 5
governments.

Office of the National Public Auditor
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ONPA Completes 10 Audits during the FY 2010

In fiscal year 2010, temuditswere completed and distributed to the President, Congress of the

FSM and intessted citizens all ovethe entire FSMAIl the audits were conducted by staff
membersby requestas required by the Public Auditords
selection standard.

The ten completed audits include: Audit of Chuuk StatepBrtment of Education (CIDE),
Textbooks and Instructional Materialsispection of Kitti Council Allegations Election District
# 2 in PohnpeiAudit of Chuuk State Bpartment of HealthServcieCDHS), Procurement&
Inventory Management Systefiscal Year 20008; Audit of FSM Telecommunication Credit
Cards UsageAudit of Pohnpei State partment of Education (PDE) ProcurementActivities
Audit of ADB Grant Assistance: Weno Water Supply Remediation Projeatlit of ADB Loans
2099FSM (SF) and 215M: Omnibus frastructure Development ProjectAudit of Solid
Waste Management System FY2a009; Audit of Chuuk State Bpartment of Education
(CDOE) TeachersReclassificationsand Audit of FSM Bpartment of Education (NDE)
Qupplement Education Grant E&) for FYO9March 2010.

Office of the National Public Auditor
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About this Annual Report

This Fiscal Year 2010 Annual Report by the Public Augésirequired bydw, serves to inform

the Congress on the Office of the National
safeguardi ng t theughNaudits and dngestigasorsethas lead to improving
government operations, efficiency and accountability.

f

When information about government operations is open and readily accessible to the public,
governing is considered transparent.  Transparency government makes it more
representative because it equips citizens wit
ONPAG6s Annual Reports provide easy access to
government and contribute to transparency.

Misson, Values, Vision

Mission
We conduct audits and investigations to recommend improvements in government operations,
efficiency and accountability for the public's benefit.

Vision
We create a high performing, transparent, and accountable governmerdughr the
performance of high quality, independent audits and investigations.

Values

The ONPA values reflect the way in which staff conducts the business of auditing and
investigating adhering to confidentiality, and operating with accuracy and efficigDS\PA
values:

x Independenc@ we maintain our independence at all times.

x Professionalisn® we are a highly skilled, dedicated and hardworking team
adhering to the highest ethical apdofessional standards

x Public Servicé we serve to protectandimpro# publ i ¢ services f
benefits.

x Honestyd we conduct our work with honesty, diligence and responsibility.

Performance Measures

Performance measures relate to the desired results of publishing reports that are read and used
and that lead to psitive changes in governmental practices and operations. ONPA performance
measures:

Understandable, Timely and Useful Reports

Accepted and Implemented Recommendations

Improvement in Governmental Practice and Operation

Fiscal Impact

X X X X

Office of the National Public Auditor
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Duties of the NationaPublic Auditor

The Public Auditor 1is the Nationds premier wa
managed and are expended in an appropriate, transparent and accountable manner. The Public
Auditor plays a key role in combating financial criemel financial corruption involving the use

of National and Compact funds. The Public Aud
and evaluate the adequacy and effectiveness of systems of management control provided by the
National Government to @ect its activities toward the accomplishment of its objectives in
accordance with National Government policies, plans and directives. The President, with the
advice and consent of the Congress, appoints the Public Auditor. (Refer to Appendix I, for
addtional information regarding the powers, duties and responsibilities of the Public Auditor.)

Organization and Responsibilities of the ONPA

ONPA has an
administrative and
secretarial team to
handle office operations,
and the Public Auditor
has establiggd two
divisions to handle the
legislative requirements
of reviews and
investigations. The Audit
Division conducts the
reviews and
examinations of National
Government, agencies,
and national funds. The
Compliance Investigation
Division (CID)
investigatescriminal and
civil misconduct, allegations regarding financial mismanagement and abuse involving national
funds and maintains a working arrangement between the ONPA and the Department of Justice
(DOJ) on cases that CID refers.

Annual Single Audits of thESM Nat i onal and State Government
statements are also required. Although this work is done by an outside contractor, the ONPA

has full oversight responsibility for monitoring and coordinating all matters pertaining to these

auwdits of the five governmeniis FSM National Government, Pohnpei, Chuuk, Kosrae, and Yap

and their respective component units. (Refer to Appendix Il, for the ONPA Organizatio

Chart as of September 30, 2010

Office of the National Public Auditor
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Audit Division

The Audit Division condust

three types of comprehensive
audit$i program results,

economy and efficiency, and
financial. These three types of
audits are not mutually exclusive
and any audit or review may
include more than one type of

audit. In addition, audit
inspections  are  perfoned.
These inspections follow

established Quality Standards for
Inspections. Inspections have the
same quality and integrity as
comprehensive performance
audits, but have a more narrowly
defined focus which decreases
the time frame for completing an
exanination and issuing a report. All audit work, the three types of performance audits and
audit inspections, conforms to generally accepted audit standards. Refer to Appendix Ill, for
additional information on audit operations and Quality Standards fgpdations.

The ONPA prepares written
reports  communicating  the
results of each audit or inspection
performed and issues these
reports to the agency under audit
for resolution of the
recommendations presented in
the report. Reports generally
include a dscription of the

scope, objectives and
methodology of the audit, the
audit findings, and

recommendations for corrective
action. In FY 2010, the Audit
Division issueden (10) reports.
Reports issued since 2000 are
posted on the FSM ONPA web,
www.fsmopa.fimexcept when there are reasons of security or privacy.

Office of the National Public Auditor
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Audit Reports Issued in FY 2010

QI Rt IR Audit Report Title
Number

Report No. 201601 Audit of_ Chuuk Sta_lte Department of Education, Textbooks and
Instructonal Materials

Report No. 201602 Inspectl_on of Kitti Council Allegations Election District No. 2 in
Pohnpei
Audit of Chuuk State Depart me

Report No. 201603 Inventory Management System (FY2Q068)

Report No. 201604 | Audit of F®1 TelecomCredit Card Usage

Report No. 201605 Auqllt_ (_)f Pohnpei State Department of Education Procurement
Activities

Report No. 201606 Audit of_ th_e ADB_Grant AssistanceSM Weno Water SupplyVell
Remediation Project

Report No. 201607 Audit of the ADB Loans 2099FSI\_/I (SF) and 21855MOmnibus
Infrastructure Development Project

Report No. 201608 | PerformanceAudit of Solid Waste Management R¥07~2009

Report No. 201609 Audit of .(.‘,hugk State Department of Education Teachers
Reclassificain
Audit of FSM Department of Education Supplemental Education

Report No. 201010 | & ant Fy2009 March 2010

Audit of Chuuk DOE, Textbook s and Instructional M aterials

The main objectives ofCDOE Textbook and

OFFICE OF THE KATIONAL PUBLIC AUDITOR
FEDERATED STATES OF MICRONESIA

Instructional Materials audit @ve to determine
whether CDOE adhered to the following: provided

the needed textbooks and instructional materials
to students, safeguarded textbooks and
instructional materials and, ensured that the
approved curriculums were taught. As a result, the
CDOE failed to prowde many students with
textbooks, to hold schools and students
accountable for lost books (when books were
received), or to ensure that classroom lessons
followed the approved state curriculum. Audit site
visits to thirteen schools and seiports provided

by other schools revealed that many classrooms
lacked textbooks and, in some instances, a whole
grade was without any books. Moreover, schools
and their students were not held accountable for
the books they had received. Fines are not
consistently leviedwhen books are lost and

schools are not required to submit quarterly

Office of the National Public Auditor
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inventories, though it is required p&eDOE policy.

In addition to concerns regarding the distribution and accountability for book inventory, the
audit revealed that there is no asance that teachers are following the approved curriculum.

Inspection of Kitti Council Allegations  Election District No. 2 in Pohnpei

The objective of this inspection was to validate
whether the Kitti Council allegations have merit to
warrant furtherinvestigation.

The allegations are as follow:

X

X

OFVICY OF THE NATIONAL PUBLIC AUDITOR

FEDERATED STATES OF MICRONESIA

Coral and PVC pipes were given to
individuals, households, and churches by

the Senator in exchange for votes;

Public funds designated for projects located -
were used for purposes of campaign travel

to Guam inthe month of January, 2009;
Wone Elementary School Road project was

suspended prior to completion, hours after | '

the election because the Senator was upset
at the low number of votes he received in !
the area and, as a result, the Senator *"-"':'“‘"
relocated the equipmnt to Nan Mand; s
A mini truck (flatbed) purchased in 2005 or
2006 with public funds designated for Kitti
Municipal Government was never delivered
to date;

No line item in any appropriation law existed for the purchase of a 30 hp outboard
engine;

Funds wereallotted to selected churches to refurbish synagogues under the disguise of
civic centers; and,

Funding for Kitti Fish Market may have been used for other purposes.

Of the seven allegations made by the Kitti Council, ONPA established that three allegation
warrant further investigation, as follows:

X

X

Coral and PVC pipes were given to individuals, households and churches by the Senator
as gifts in exchange for votes

Wone Elementary School Road project was suspended prior to completion hours after
the electionbecause th&enator was not satisfied with the number of votes he received

in the area.

Public funds designated for projects located in ED #2 were used for purposes of
campaign travel to Guam in the month of January, 2009

Office of the National Public Auditor
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Audit of Chuuk DHS Procurement & Inventory Management System (FY2006 0
2008)

The main objectives of this
audit were to determine the
following: whether the CDHS
implemented an  effective
procurement and inventory
control system, efficiently used
procurement  funds  and,
ensured medicatios were
available on the outer islands.

It was concluded that the
CDHS did not implement an
effective  procurement and
inventory control system that
would help ensure the efficient

use of procurement funds and the timely distribution of medications to idéehrecipients.
Medications and supplies were not readily available. Theanaiability of essential medications

at the island dispensaries resulted in denial of treatments and may have contributed in
unnecessary deaths. The procurement functions wereperformed efficiently, effectively, and

in compliance with regulatien In addition, approximately $8,000 worth of purchased
medications paid in advanceeme never receivedby CDHS. The inventory management
practices did not ensure that resources veesafeguarded agairtbeft, waste and abuse. And

the lack of controls resulted in unnecessary increase in fuel spending and the absence of
transparency and accountability led to questionable use of the income earned from revenue
generating activities @¢DHS.

Audit of FSM Telecom Credit Card Usage

The main objectives of the audit
were to determine the
following: whetherTelecom had
developed appropriate policies
and procedures regarding credit
card use, whether Telecom
practices adhered to its written
policies and procedures and, to
know the extent to which cards
were used for personal use and,
whether Telecom incurred any
expenses as a result. The audit
team found that Telecom lacked

1 $500,000 had been recently cleared leaving a balance of $200,000 of undelivered medical supplies under
guestions.

Office of the National Public Auditor
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proper oversight of operational activities related to credit card uselditionally, though the

Board is responsible for setting policy, management engaged in and approved practices that did
not conform to the established credit card policy. Moreover, standard business practices
(control activities) designed to prevent anétdct fraud, waste, and abuse of corporate credit
cards were not in place. Due to the lax controheironment, Telecom incurred unwarranted
expenses related to unnecessary credit card interest charges.

Audit of Pohnpei State DOE Procurement Activities

The main objectives of this

audit were to determine
whether PDOE adherel to the
following: Adequately
safeguarded its assets, provided

a sufficient number  of
textbooks to the schools in a

timely manner and, expended
funds designated forOther
Consumable Exgnses (OCE)

and fixed assets equitably to
schools. As a result, continued
improvement in the areas of
centralized management and oversight are needed to ensure assets are safeguarded, textbooks
are provided, and the funds are distributed equitably amomgas. Existing controls do not
provide the needed assurance that fixed asset
Inventory Listing is correct. Monitoring of the textbook procurement and distribution function

has not been occurring and as a resigixtbooks were not provided in accordance with the
procurement plan. The lack of a formalized school budgeting and tracking system makes it
difficult for all parties to prioritize and plan for the purchase of supplies.

Audit of the ADB Grant Assistance  FSM: Weno Water Supply Well Remediation
Project

Audit of the ADB GrantAssistancéd=SM: Weno Water Supply Remediation Projedthis is a
financial audit requested by the Department of TC&I. The result of the audit indicated the
financial statements of ¢hproject presents fairly in all material respects, the cash receipts and
disbursements of the Project as of and for the year ended September 30, 2009

Audit of the ADB Loans 2099 -FSM (SF) and 2100-FSM: Omnibus Infrastructure
Development Project

Audit of the ADB Loans 209%SM (SF) and 21485M: Omnibus Infrastructure Development
Project- The result of this financial audit revealed the finarsti@lementsof the loans present
fairly, in all materialespects the cash receipts and disbursements for paig under the loans

as of and for the year ended September 30, 2009. The only internal control finding reported on

Office of the National Public Auditor
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this audit was for NorCompetitive Bidding requirements for the loans. No competitive bidding
was done for a hired consultant for one ofédlprojects. The contract amount awarded for the
consultant was $185,000.00 for 18 months.

Performance Audit of Solid Waste Management FY 2007  -2009

The purpose of the audit was to assess solid waste management practices in the State of
Pohnpei. Solid wastemanagement includes all policies and practices related to solid waste and
not just the operations of a dump or landfill. As such, issues and activities related to prevention,
generation, collection, transport/export, and the treatment/disposal of soliGtevavere
included in theaudit scope. he specific objectivewere to assess the effectiveness of solid
waste management by determining the following: Existence of a legal and policy framework,
process by which the legal and policy framework is implemeatet] compliance with the legal

and policy framework including monitoring arrangements. As a resitdf)g political leadership

and prioritization of the landfill plan is needed in order to achieve replacement of the existing
dump site at Dekehtik with amew environmentallyriendly landfill site. No singular agency has
taken the lead in ensuring that progress continues in a timely manner. Other priorities compete
for staff and agency attention, involvement of agencies at both the national and state levels
creates confusion over jurisdictional authority and project responsibility, and the fact that waste
management involves both environmental and land use policy have hindered progress.
Therefore, although the Landfill Plan was initially established in&i04he goal of opening a
landfill in 2011, progress is years behind schedule.

Office of the National Public Auditor
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Audit of Chuuk State Department of Education Teachers Reclassifications

The main objective of this audit was to determine
whether the classroom teacher reclassification
policy is in compliance with relevant rules,
regulations, and funding agreements. In addition, if
the CDOE implemented adequate controls to
ensure only those individuals meeting the
qualifications were reclassified and given pay
increases at the appropriateevels. And, to
determine whether the reclassification policy
helped achieve the goal of attracting mayealified
teachers. The audit founthat the Reclassification
Policy and its implementation did not violate any
rules, regulations, or funding agreement
Moreover, it appears that the increased salary
offered to degreed teachers has helped to attract
more degreed individuals to the profession.
However, weaknesses in the controls used to
process reclassifications were noted.

Audit of FSM Department of E  ducation Supplemental Education Grant for FY2009
0 March 2010

staff

The main objective of this audit was to
determine if theNDOE is in compliance with g
the requirements of the Integrated Plan for
the SEGand the SEG Notification of Award.
The audit team was &b to trace/obtain the
dollar amount, supporting documentation to f o

the programs, activities, and amounts specified g - <
in the requirements from the Department of :
Finance and the NDOE expenditures funded
by SEG. In addition the auditors interviewed
regardig their responsibilities and

reviewed Personnel Action

determine if the functions performed were for :
the job functions, programs, activities and =¥
amounts specified in the regeiments. s
Furthermore, the review ofexpenditures and

supporting documetation funded by SEG

enabled the auditors to determine if vehicles,
disallowed by the SEG Notification of Award,

to

had been purchased, if contractald OCE(Other Consumable ¥penditure3 were for the
programs and activities specified in the Integrated Blad the SEG. And, if all travel

Office of the National Public Auditor
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expenditures funded by SEG along with the associated supporting documentation for travel was
in compliance with the requirements. The auditors concluded that NDOE did not fully comply
with the Integrated Plan pertaining SEG. While most of the expenditures were in accordance
with the Integrated Plan, in some instances NDOE deviated without permission from the Grant
Manager.

Compliance Investigation Division

CID is the second of the two Divisions
‘ established by the ORA to conduct its
|

work. CID has two primary investigation
functions, administrative and criminal.
CID works to identify systems and
accountability weakness
financial administration and gathers
evidence of criminal activity for criminal
prosecutions in the courts. CID uses
Quality Standards for Investigations
which streamlines their investigating and
reporting process. The criminal function
came about under the provisions of a
2005 Memorandum of Understanding
(MOU) between the ONPA andhe FSM
Department of Justice (DOJ). Refer to
Appendix 11, for the general and qualitative standards for investigations.

During FY 2010, CID handled 19 new cases along with 22 cases that were carried over from
prior years. Ten cases werneferred to DOJ for further review and appropriate legal action

CID Case Statistics

No. Description Quantity

1. Open cases 19

2. Openred and carried over 41 (22 carried
over)

3. Casegeferredto DOJ 10

4 Closed cases and/or referred for administrative action 12

5 Active cases as @eptember 30, 2010 19

Office of the National Public Auditor
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CID Case Discussions
Date
Closed
Case and/or Source of
Number | Referred Allegation Request Summary Findings
Conflict of Gover_nment emp_loyes
: conspired to provide false
CID-09 interest, . .
11/23/09 . anonymous information to purchase a
009 conspiracy and I imb
false claim aptop to get reimbursement
(Referred to DOJ)
Theft of Services, Personal us
Abuse of Deloitte & of government Telephone
CID-08 Touche Services wath of $5,000;
11/23/09 | telephone . , .
012 Services Questiored employee paid back during th¢
Cost audit (Referred to DOJ &
Management Advisory)
CID-08 . Closed/unsubstantiated
010 1/8/10 False Billing Anonymous Managemenhdvisory
Theft by unlawful taking and
criminal mischief. Individual
embezzled and forged Social
i Theft & Forgery Security Beneficiary Checks ir
CID-09- 1/11/10 of Social Benefit F:op(;erred the amount of $3,708.76 for
005 individual . .
Checks her/his personal benefit.
(Referred to DOJ and now
filed in court pending trial)
CID-09 2/12/10 Contract & Loan | Concerred Closed/Referred to Internal
011 Fraud Borrower Audit
Findings showed indication of
false billing scheme, i.e. billing
CID-08- False Claims for procedures not covered
011 2/19/10 Bribery, Conflict | Anonymous under the pla, allowed non
of Interest, members to receive services,
product substitution, etc
(Matter referred to DOJ)
$16,000 may have been
) . L misused and misappropriated
CID-0%- 3/25/10 M|sappropr|at|on FSM Congress | by a private business in
010 of public funds . ;
procuring a veldle (Matter
referred to DOJ)
Collusion FSM Showed that a government
CID-09 L Department of | employee conspirwith a
5/25/10 conspiracy and . : )
013 false billing Finance & private business Pohnpeto

Administration

defraud the gvernment
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(Referred to DOJ &
Managemenfdvisory)
Findings showed some
CID-09- Misuse and abuse Municipal constitutional violations,
5/26/10 of public project b breach of the separation of
008 i Council ; . .
funds; powers and diversion of publig
funds (Referred to DOJ)
CID-10- 5/31/10 Confiict of Private Closed/ insufficient letter
004 Interest Attorney communicated to complainant
CID-06- Misuse & Abuse | SPeakerof | Closed for file
6/1/10 : Municipal
001 of Office
Government
Findings proved that a private
business submitted a false
Tax evasion and invoice with aSAD (Self
g&g-og 6/29/10 unsworn g?i;gnerred Assessment Declarationg
falsification defraudCustoms &Tax
Administration (Referred to
DOJ)
Findingshowed about
. $205,000 worth of missing
Missing L : :
CID-09- Pharmaceuticals . medicines and medical supplig
7/8/10 : Audit Referral | Chuuk State AGQAttorney
007 and Medical )
Supplies General)filed at thg Chuuk
Supreme CourtLitigation &
Prosecution
CID-10- Misuse of Project| Concerred Closed for file
003 8/17/10 Funds Citizen
Diversion of Closed/ Unsubstantiated
CID-09 Government
004 8/18/10 Property for Anonymous
Personal use.
CID-10- 8/19/10 SoftLanding Concerred Closed/Check found issued
005 Claim citizen back in 2008
Closed/Manageemnt Advisory
CID-10- 9/7/10 Vehicle abuse Qqncermd to FSMDepartment ofHealth
010 citizen .
Services
Showed that a school teacher
CID-10- forged an AAssociate of
007 9/7/10 AS degree forgery Audit Referral | Sciencejlegree to get
reclassification on her/her
salary (Referred to DOJ)
CID-10- Unfair distribution| Concerred Closed/lack of jurisdiction
9/22/10 o
002 of rental fees citizen
cC):(I)Ig-O& 9/22/10 Misuse of Funds | Anonymous Closed for file

Office of the National Public Auditor
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CID-10- Concerred Closed/Unsubstantiated
015 9/23/10 Theft of Property Citizen

CID-10- 9/23/10 Misuse of Eldon | Concerred Closed

016 Office Property | Citizen

Aging and Responses of Pending Cases at DOJ as of September 30,

2010
Length of Time Since
Referral
Case Allegation Date
Status/
Number Referred Less | 1-2 | 2-3 | 3yrs Responses
than | years| years &
1 year over
i Conspiracy and Pending at
CID-04003 | ypeft of fishing |  3/8/05 XX DOJ
Theft and
embezzlement Pending at
CID-05-007 from fishing 3/30/05 XX DOJ
corporation
False damage an| 5/16/06
CID-03016 crops claim XX | Time barred
Conflict of Pending at
CID-04-001 interest and 10/20/06 XX DOJ
attempted faud
CID-05001 | False travellaim | 5/02/07 XX Peg‘é')gg at
Contract fraud Pending at
CID-07-005 | Involving Marine 3/10/08 XX DOJ
Park
Collusion and
violating of bidding Time barred
CID-07-004 . progedures 3/10/08 XX _ an_d.
involving school insufficient
supplies
CID-07-012 |  False kaim 2/27/08 XX Peg‘é')gg at
Theft and nisuse
of the Secondary .
CID-06003 | genoomutrition | 7/1/08 XX Time barred
Program
i Misappropriation Pending at
CID-04-005 of fishing Project| 7/4/08 XX DOJ
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Funds
Tax evasion and Pending at
CID-08:002 money hundering| 9/10/08 XX DOJ
i False claim, payro Pending at
CID-06-009 fraud and forgery| 2/16/09 XX DOJ
Misapprg@riation .
: : Pending at
CID-08-006 | of Public Project 5/7/09 XX DOJ
funds
CID-09-003| Internetscam | 6/9/09 XX Pendng at
i Payroll theft and Pending at
CID-08:003 forgery 8/19/09 XX DOJ
i Conspiracy and Pendng at
CID-09-:009 conflict of Interest 11/23/10 XX DOJ
CID-08012 | Theft ofservices | 11/23/10 | XX Pendng at
Filed in FSM
CID-09-005 Theft by_unlawful 11/23/10 | XX Supreme
taking Court
cip-ogo11 | raisamedical | o6/10 | xx Pending at
claims DOJ
i Misappropriation Pending at
CID-09-010 of funds 3/25/0 XX DOJ
Collusion, Pending at
CID-09-013 | conspiracy and | 5/25/110 | XX 9
N DOJ
false billing
Misuse and abusg ltr:) Sug‘gfgt
CID-09-008 | of public project | 5/26/10 XX purst
prosecution
funds
Taxevasion and Pending at
CID-09-002 unsworn 6/29/10 XX 9
. DOJ
falsificatbn
Chuuk Filed both
Department of civil and
CID-09-007 | HealthServices 7/8/10 XX criminal at
undelivered Chuuk State|
pharmaceuticals Court
CID-10-007 | ASdegree forgery| 9/7/10 | XX Peg‘é')gg at
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Cases Pending in Cour t

Criminal Case No 2008 -2500

CID-07-011-September 2008, this case was filed with the FSM Supreme Court in Kosrae
involving two defendants. The case involved mismanagement of the FSM National Aquaculture
Center in Kosrae. The result of thevestigatiorand prosecution led to two counts of theft of
governmentfunds against each defendamtohinga sum 0f$31,815.00

June 20090ne of the codefendants was tried and entered a guilty plea in court and was
sentencedto house arrest and restitution. DOJextradited primary person of intereston
September 2010 pending for trial.

Criminal Case No 2010 -501

CID-09-005May 19, 2010, this case was filed with the FSM Supreme Court involving theft by
unlawful taking and criminal mischief. This individual emlukzzid forged Social Security
beneficiarychecks in the amount of $3,708.76 for her/his personal benefit.

CSSC CR NO. 082.2010

CID-09-007- July 8, 2001, this case was filed with the Chuuk State Supreme Court by the
Chuuk State AG regardingn oftislandsupplier.The defendanthas been a supplier ofiedical
supplies including othemedical needs of the BHS. In addition, an amount 0$205,862
appeared to have beedisbursedinappropriatelyto the supplier butthe pharmaceuticalaere
never delivered g

Office of the National Public Auditor
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CID Administration & Training
CID Presents the FAP to the Palau Delegation

In the late afternoon of July 20, 2010 during the APIPA conference week in Pohnpei, the CID
did a presentation on th&APfor the Palau Delegation at the ONPBonference Room The

Palau Delegation consisted of representatives from Blagau Office of Public AuditqOPA)
andthe Palau Special Prosecutors Office.

The presentation gave the Palau delegation an overview of the FAP ranging from
implementation support and toolsto feedback from participants and statistics. Chief
Investigator Sophia Pretrick presented the FAP to Radau DelegatiorQuestions and answers
were entertained during and after the presentation. Investigators Kelly Samuel and Michael
Nakasone were alspresentandshared their persnal experiences during their FABsits to

the other FSM States. At the end of the presentation, the Palau Delegation received
promotional tshirts, key chains, pamphlets, posters and pens.

The presentationwas arrange between the FSM Public Auditor, Haser Hainrick and Palau
Public Auditor, Saturnino Tewid. The Palau Public Auditst became interested in the FAP
during the February 2010 Joint APIPA and US DOI/IG Conference held in Hawaii.

The sharing of the FARith other countries within the insular area is part of the APIPA mutual
cooperation to establish an organized body to act as one voice in support of the goal of
promoting efficiency and accountability in the use of public resources of member jurisdictions
ard a forum to share ideas, experiences, and concerns and indentifying solutions which are
often unique to the member audit institutions. Hopefully, the Palau OPA and Special

Prosecutords office can jointly ex®@rogmamen t hei

their respective country.

Office of the National Public Auditor
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Results of the Fraud Awareness Program

Chief InvestigatoPretrick

presented the results of
the FAP program in the

FSM during the threday

joint US DOI-OIG ard

APIPA Principals Annual
Conference in Honolulu
held from February 24,

2010.The program was
funded under a $22,000
Technical Assistance
Grant provided to the

ONPA from the DOI-

OlG.

Overall, seven hundred
sixteen  (716) people
attended a total of 29
sessions in the Stadeof

Kosrae, Yap and Chuuk.
Particimnts included governors, legislators, government employees, teachers, students and
other prominent individuals from the private sector. These distinct groups have provided the
following feedback on how the presentation was received.

Eyeopener Come back Include real
or first time General Comments  anddoit  cases/peopl
5% again convicted

7% 8%
Include crimes to be
breakdown by State

4%

Beneficiahnd
worthwhile to the
Nation

76%

One of the partigpants commented that the training should be attended by every government
employeeand official However, some participants commented that it was an-egener and
realized that fraud exists in the nation without one knowing it.

Office of the National Public Auditor
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CID Participates inthe HOLEA meeting in Pohnpei

CID Chief Pretrick joined the FSM
Head of Law EnforcemenAssociation
(HOLEA) meetings. Two important
security meetings were held in Pohnpei.
Senior Chief Executives from all over
the Micronesian region including FSM,
CNMI (Commowealth of the Northern
Mariana Islandsand Australia met in
Pohnpei to discuss approaches to
respond to regional crimes and security
issues. The first meeting was held for
two days for the FSM Law Enforcement
Conference and the second one for the
Micronesian Police Executive
Association (MPEA).

Agency reports were presented by each of the law enforcement agencies irstabes of
Chuuk, Yap, Kosrae and Pohnpei. Chief Pretrick also presented her agency reports which
include the Cl Ds)srime statisécs aral Ithe fraudh awmarengss prevention
program. As stated in her presentation, mutual cooperation within the States and the law
enforcement arena is very essential to the work of investigation, intelligence gathering, and
prosecution of faud and corruption.The association adoptedwb resolutions involving
ONPA/CID. Resolution 12stated that a letteris to be provided to AG and State Governors
advising thathe Heads of Law Enforcement have concern regarding the perceived lack of
prosecution in relation to fraud cases. Resolution-1declaring thata letter be sent to
National Public Auditor stating thahe Heads of Law Enforcement supparonsideration for

State law enforcement officers to bemporarily assigned to CID OJfraining which will
support the ONPA operations plus to upkill State Police Officers in the investigation of
financial fraud and corruption matters.

ONPA/CID Hotline

The Public Auditor has established a Hotline for use by concerned private citizens to report
possible misconduct and abusethe government entities. Information from the public is a
valuable part of the audit process and helps ONPA fatsugesources.

The Hotline number i$91-320-6768 and is available twenfgur hours a day, every day tie
week, by answering machine. All calls to the Hotline remain absolutely confidential. In
addition, ONPA also offers an dime complaint form. The form can be found at the ONPA
website,http://www.fsmopa.fm

Office of the National Public Auditor
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ONPA Web Site: Transparency in Government Cont

ONPAGs strategic goal to iIimprove transparency
the ONPA internet website \www.fsmopa.fh Transparency nmans providing citizens with
information about their governmentds operatio
citizens® use of the web site, tracked by the
about ONPA activities. Google Analyticstige system used to track utilization of the web site.

Another important indicator is whether visitors accessed the web site directly using the ONPA
webaddres$. Thi s type of visit could denote the vis
websitet o read ONPA reports, |l earn about staff k6 ¢
This type of access can be considered a direct link to transparency.

The number of web visits to the ONPA site has increased over the past year. For example, the
averagenumber of visits to the web sitenonthly is 50Qwhereas, the average number of

monthly visits for the period reported in 2@were 250. However, FSM citizens are the

primary users of the ONPA web site

o
“l\ Federated States of Micronesia
“ Office of the National Public Au

2Accessis tracked by whether the visitor came to the ONPA web sitey (1) direct accesg2) a search engine
service,or (3) areferral. Usng direct access, visitors enter the ONPA web address and are sent directheto
ONPA site. Using a search engjnasitors reach the site using key wordsat are insertedinto the engine and
then the service (for example Google) searches the web gpecialized database for any information related to
the key words. In a referralyhile visitorsare at another web site, they are referréd the ONPA web site.

Office of the National Public Auditor
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FSM National and State Governmg are
required to have their general purpose
financial statements audited annually. This
work is done by independent CPA
accounting firms under the Compact of Free
Association agreement between the FSM
and the United States of America. Under
OMB Circula A-133* audits of financial
statements are conducted in order to
provide reasonable assurance that the
financial statements, as a whole, present
fairly the financial positioof the respective
entities Achieving t he
requirement on single auds very critical as
the fund donors must know how their
financial assistance was spent and what it was

used for in the FSM. Also, the decisiorakers within the National Government need current
financial data in order to make sound decisions.

The ONPA has full management responsibilities for ensuring that this requirement is met. Ms

Christina EI
oversight responsibilities for the contract work.

nei i

t he

OsNePaasists theS Publig Aueitor Anuhds it

Single Audit Opinions | ssued 2005 through 2009

Government or Entity 2005 2006 2007 2008 2009
FSM National Government | Qualified Qualified Qualified Qualified Unqualified
Chuuk State Government | Disclaimer | Disclaimer | Qualified Quialified Quialified
Kosrae State Government | Qualified Unqualified | Unqualified | Unqualified | Unqualified
Pohnpei State Government | Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
Yap State Government Quialified Quialified Quialified Quialified Unqualified
Caroline IslandgAir Inc., Unqualified | Unqualfied | Unqualified | Unqualified | Unqualified
College of Micronesia Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
Coconut Development Unqualified | Unqualified | Unqualified | Unqualified | Unqualified

¥ OMB Circular No.A-133 was issued pursuart the Single Audit Act of 1984 as amended, B&502, and the
Single Audit Act Amendments of 1996, P.L.-186. This sets forth standards for obtaining consistency and
uniformity among federal agencies for the audit of states, local governments, apdafiborganizations

expending federal awasd Subject B of A 33 sets a threshold amount of $500,000 for federal monies that are

expended during a year to be audited.

Office of the National Public Auditor
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Authority
Chuuk State Public Utility Qualifed Disclaimer | Disclaimer | Disclaimer | Unqualified
gﬁﬂzk State Health Care Qualified Qualified | Unqualified| Qualified | Unqualified
Elsal\r}l Development Bank Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
FSM Saocial Security Unquaified | Unqualified| Unqualified | Unqualified | Unqualified
Administration
FSM Petroleum Corporation X X X Unqualified | Unqualified
FSM Telecommunication Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
CK:ggrr)ae Utilities Authority Unqualified | Unqualified | Unqudified | Unqualified | Unqualified
Kosrae Port Authority X X X X Unqualified
MiCare Plan Inc. Qualified Qualified | Unqualified | Unqualified | Unqualified
Micronesia Petroleum Corp | Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
National Fisheries @p Disclaimer | Disclaimer | Disclaimer Quialified Qualified
Pohnpei Fisheries Corp X Unqualified | Unqualified | Unqualified | Unqualified
Pohnpei Housing Authority X Unqualified | Unqualified | Unqualified | Unqualified
Pohnpei Port Authority Unqualified | Unqualified| Unqualified | Unqualified | Unqualified
Pohnpei Utilities Corp Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
The Diving Seagull, Inc. Unqualified | Unqualified | Unqualified | Unqualified | Unqualified
\C(:ap State Public Service X X Unqualified | Unqualified | Unqualified

orp

Compliance with the Single Audit Act is a requirement of the Compact of Free Association
Amendments of 2003 and is a condition for receiving Federal grant programs for the entire

FSM.

Under the annual Memorandum of Agreement (MOId) single audits between the FSM and

the US, the audits are to be equally funded by both FSM and the US. The Office of the Insular
Affairs of the Department of Interior is the cognizant agency for the single audits and provides
the US portion of the fundsThe FSM Public Auditor Office is the oversight agency on the single
audits for the entire FSM. Financial reporting on the annual grant is done quarterly through the

FSM Department of Finance and Investment Division.

On July 10th 2009, the FSM Public A&adand the FSM Audit Committee appointed by the
FSM Public Auditor contracted two CPA firms (Deloitte & Touche and Fortenberry and Ballard

LLC) to perform the single audits for the entire FSM for fiscal years 2009, 2010, and 2011.
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For the fiscal year @9, all audits for the FSM Government, the State Governments and their
component units were completed on tim@rior to the deadline ofJune 30, 2010. Highlights for
the FYO09 single audits include the following

x All of the audits for the etire FSM receive unqualified opinions for the single audits with
the exception of two entities: Chuuk State Government, and National Fisheries
Corporation, a component unit of the FSM National Government.

x After receiving a Disclaimer Opinion since 2008huuk State Public Utilities
Corporation finally received an unqualified opinion on its financial statements audit.

Fiscal Year 2010 Single Audits

Deloitte & Touche was contracted to perform the single audits for the FSM National
Government, Kosrae Staf Pohnpei State, Chuuk State and their component units for the
three fiscal yearsFSM National Government component units include: College of Micronesia
FSM, FSM Coconut Development Authority, FSM Development Bank, FSM Social Security
Administration, FB Petroleum Corporation, FSM Telecommunications Corporation, MiCare
Plan Incorporation, National Fisheries Corporatiand Caroline Island Air, In&osrae State
Government component units include: Kosrae Utilities Authority and Kosrae Port Authority.
Pohmpei State Government component units include: Pohnpei Fisheries Corporation, Pohnpei
Housing Authority, Pohnpei Port Authority and Pohnpei Utilities Corporation. Chuuk State
Government component units include; Chuuk State Public Utility Corporation, Chbiakte
Health Care Plan.

Deloitte & Touche has commenced the EHY single audits for FSM, Kosrae, Chuuk, and
Pohnpei State and their component units except for a couple of entities.

Fortenberry & Ballard was
contracted to conduct the single
audits for YapState Government
and its component units.

Yap State component units
include: The Diving Seagull
Incorporated, Yap State Public
Service Corporation, and Yap
State Visitordés Bur e;

Deadline for the FYO0 single audits
is June 30, 2011.

Office of the National Public Auditor
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Additional Outs ourcing of Audits -

The FY 09 single adit for Caroline Islands Air which was performday Fortenberry and
Ball ard PPC received an unqualified opinion
Fortenberry & Ballard PPC again.

FSM Meets the June 30th Single Audit Deadline Again

The ONPA announced the FSM met the June 30th 8idgldit deadline again for the FOQ.

The ONPA extended its congratulations to the 5 Primary Governmerttse auditees and
everyone involved with the audits for making it possible teetthe audit deadline again in
2009.FY ® audits marked the first time the entire FSM receiueetter audit opinions on the
annual audits since the inception of single audits in 1987 for the 5 governments (see table
below):

Entities Opinion: Financial Opinion: Compliance & Internal
Statement Control
FSM NationaGovernment Unqualified Quialified
Kosrae State Government Unqualified Unqualified
Pohnpei State Government Unqualified Unqualified
Chuuk State Government Qualified Quialified
Yap StateGovernment Unqualified Qualified

Information TechnologySection

? ONPA created theInformation TechnologyIT) section
under the administration divisioto support users onthe
existingcomputer network. MelvinPoll iscurrently the IT
Specialistwhose resposibilities includenonitoring ofthe
office computer network, installation and repair of
computers and network components, troubleshooting of
computer issues and maintenance of the office website

Office of the National Public Auditor
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Other Matters of Interest

Technical Grant Assistance f or Auditor/Investigator training

The ONPA received Technical Assistance
grants from theDOI-OIA to facilitate its on
going local capacity building efforts. The grant
was specifically provided to secure additional
and ongoing onthe job trainings for
investigator and auditor staff at selected
Of fice of the I nshgsefct or
September 30, 2010, the grant has facilitated
four separate training opportunities for staff
auditors and investigators from the National
and State OPA offes. These include:
procurement fraud training in Guamn(2),
Annual Conference in Honolulu, APIPA
Conferences in Pohnpei, and OJT at the
Sacramento IG office.

2010 APIPA Conference held in Pohnpei

The Association of Pacific
Island Public Auditors
conference for 200 was held
in Pohnpei at the College of
MicronesiaFSM. All staff
auditors and investigators
attended the training and
earned CPE hours.

US Ambassador H.E. Peter Alan Prahar visits O NPA

On February 12, 2010, US Ambassador to the FSM, H.E. PetePAddar visited the ONPAn
Palikir.

The Ambassador acknowledged the achievements of the FSM and its states governments in
completing the Single Audit requirements. Specifically, the Ambassador expressed appreciation
for timely completion of the Singlewlit reports as well as the recent improvement of single
audit opinions and the subsequent reduction of questtbrtosts. The Ambassador also
acknowledged and emphasized the roles played by the Public Auditor in improving overall

Office of the National Public Auditor
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financial accountabilityorf federal funds and programs in the nation as required under the
amended Compact.

Among others, he Public Auditor explained the Single Asgtocess, discussed trguarterly

audits for Chuuk State to meetdeadling, and also talked about theresoltion of the
unresolved questioned costs found in prior fiscal years. In addition, FSM has awarded a second
auditing firm namely Fortenberry & Ballard to perform part of the Single Audit under the
amended Compact. Since the inception of the Compact, DeloitfBofiche has been the sole
contractor for the entire FSMvide Single AuditsThe Public Auditor is confident that this is a
forward step to improve the results of the Single Audits.

In addition, Public Auditor Hainrick gladly explained that for transpargneoyposes all single
audit reports and inspection reports are immediately madelabks by distribution to local
mediasand via the official website after they have been released to the President and members
of the FSM Congress.

Public Auditor Hainrick ab discussed the duties and responsibilities of the two divisions

comprising the Office of the Public Auditor: Audit and Investigations (CID). He also explained
to the Ambassador how audits are performed and distributed as well as the issues relating to
resources and the restrictions encountered during the performance of audits and investigations.

PASAI Capacity Building Kick -off Meeting in Auckland

On June 21, 2010, members of
the PASAI begathe weeklong
Capacity  Building  Kie&ff
Conference at the Mricure
Hotel in Auckland, New
Zealand. Members of PASAI
who had been assigned to
various working groups have
now met to develop standard
manuals and guidelines in three
key areas of 1) Human
Resources Management, 2)
Financial and Performance
Auditing, and 3) Quality

Assurance and Reporting.

FSM Public Auditor Haser Hainrick led the Human Resource Management manual working
group, along with team members Stoney Taulung, Kosrae State Public Auditor, Margret
Numanga, Audit Manager of the Cook Islands Auditi€®@ and Sinaroseta Palastusefo, Audit
Manager from the Samoa Audit Office. Members were tasked to draft the Human Resource
Management manual to be reviewed by the 14th PASAI Congress in Tonga in 2011.

Office of the National Public Auditor
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As part of the Pacific Regional Audit InitiatifleRAI) design as endorsed by the 12th PASAI
Congress, the objective is to provide guidance on best practices to PASAlI member countries
and to achieve the overarching goal of the PRAI design to improve transparency and
accountability in managing public rasmes in the Pacific countries by raising Pacific Public
Auditing to uniformly high standards.

The Conference was attended by representatives from the Audit offices of the Cook Islands,
Fiji, Federated States of Micronesia National, Pohnpei, Kosrae, PMapa New Guinea,
Solomon Islands, Republic of the Marshall Islands, Republic of Palau, Nauru, Samoa, Guam,
Kiribati, Tonga, New Zealand and Australia.

PASAI Governing Board Meeting

Membes of the
PASAI Governing
Board met in Nadi,
Fiji on July 5, 2@
The Governing
Board is the
governing body of
PASAI and has
eight members. It
establishes  rules
and sets directions
of the Secretariat
of PASAI
responsible to oversee the activities of its Secretariat and set strategidspolicies of the
organizéion.

The meetingwvas centered orissues relating to the organizatidractivities covered during the
year. Members discussethe successfukstablishment of the Secretariat office Auckland
New Zealand Among others, members also endorseddaimplemented the PRAI projects
These projects include the Capacity Building programs ranging from developéangtional
manuals and guidelines to training of auditors within the region.

Public Auditor Hainrick was relected tothe Governing Board taepresentthe Micronesian
group, which include Palau, Guam, CNMI, Marshall Islands, and the FSM.

Office of the National Public Auditor
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ONPA attempt sto further amend the Professional Premium Law

ONPA proposed theintroduction of a bill that would further amend RBblic Law (PL) 13-64.
Known as pofessional premiums, PL B3l asamendedprovides for additional compensation

for employees of the FSM government up to 90% of their base salary to adjust for, among other
things,labor maket conditions outside the FSMnd for recognition of advanced pfessional
gualifications, certifications and awards. The proposed bill would modify the premium law as it
applies to accountants, which currently only recognizes the designation of Certified Public
Accountants (CPA).

The purposewas to expand the law tanclude other professional designations within the
accounting and auditing professions. Other examples of professional standing iGeltified
Internal Auditor (CIA), Certified Fraud Examiner (CFE), Certified Government Auditing
Professional (CGAP), Cefied Management Accountant (CMA), Certified Financial Manager
(CEM), and Certified Information System Auditor (CISAhis would benefit FSM by motivating
citizens and encouraging them to pursue higher education and attain advanced professional
standingn the fields of accounting, auditing, and other related areas. Unfortunately, the bill did
not have widespread support in the L€ongress and did not pass.

Office of the National Public Auditor
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Public Auditor Hainrick attend sthe 13™ PASAI Congress

On July 72010,Public AuditorHainrick joinedmembers of the Pacific Association of Supreme
Audit Institutions (PASAljor the 13" PASAI Congresat the Otintai Resort on the island of
Tarawa, Republic of Kiribati

At the opening, the Vice President of Kiribati Hanable Teima Onario wécomed the
participants. She favorably highlighted the roles in which the Audit offices and PASAI play in
building accountability, transparency and good governance in the Pacific region. Particularly, the
Vice President commented ambitiously about the PRAjects undertaken by members of the
association.

During the 13 PASAI Congress, members endorsed the establishment of the PASAI
Secretariat in Auckland. Decisions were made based on discussions, which focused on various
presentations by members anbe different key donorsPresentationsconcerningthe planning

and implementation of the egoing activities of the PRAI projecésdthe phases of the Sub
regional Audit Support projects were also included. And finally other items such as
reorganization bofficers on the PASAI Board were also presahta last day of the Congress.

The new Secretary General, Lyn Provostosed the conference by thankidl participating
members and said that they should be proud of the achievement PASAI has madeiatacthma
the momentum to have lasting impact in the region.
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Office Administration

Budget

A total of $976,087 was appropriated by tHeth Congress forthe operation of ONPA for
Fiscal Year 201@f that amount $801,730came from local revenue to funithe operations of
the main office in Palikeind theremaining balance of $174,357 from Compact Sector Grant to
fund theChuwk Field Office @ Weno.

Approved Budget Expenditures
Main Office $ 801,730 $ 635,584
Chuuk Field Office $ 174357 $ 93,524
Total $ 976,087 $ 729,108

Actual budget expenditures for fiscal year 2010 w&#29,108 Expenditures forthe main
office in Palikir wereb 635,584 or 87 percent of the total, and fothe field office in Chuuk,
$93,5240r 13 percent of the total.

FY2010 Budget Expenditures
by Percentage

Main Office
87%

Chuuk Field Office
13%

As illustrated in the following tableersonrel costs remain théargest expenditurend account
for approximately 66percent of the total On the other hand, fixed assets costs account for
only 3percent.
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Budget Category Expenditures in $ Expenditures in %
Personnel $480,061.35 66%
Travel $91,714.76 13%
Contractual Services $68,240.49 9%

OCE $69,296.55 10%

Fixed Assets $19,795.00 3%
Subtotal $729,108.15 100%

FY2010 Approved Budget vs. Actual
$600,000.00
$500,000.00
$400,000.00
$300,000.00
$200,000.00
$100,000.00

$-

Amount in Dollars

Personnel Travel Contractual OCE Fixed Assets
Services

Key = - Budget

Actual

Budget Category Budget Experitures for the last five fiscal years

2005 2006 2007 2008 2009 2010
Personnel $331,209 $329,709 $374,803 $409,423 $447,692 $480,061
Travel $126,659 $127,590 $227,959 $186,808 $109,487 $91,715
Contract Services $45,000 $43,053 $119,917 $49,734 $51,678 $68,240
Other Current Expensey  $153,160 $66,651 $94,642 $88,458 $75,673  $69,297
Fixed Assets $9,000 $11,797 $31,074 $22,718 $9,737  $19,795
Totals $665,028 $578,800 $848,395 $757,141 $694,267 $729,108
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Training Clases and Professional Development

FSM Public Auditor attends the WIAF/AGA Conference in Honolulu
Hawaii

From October 1216, 2009Public Auditor Hainrick, Audit Supervisor Manuel San Jose, Auditor
Evelyn Paul and the Single Audit Specialist Christina &teaded the AGA/WIAF conference
held in Honolulu Hawaii.

The highlights of the conference focused on the Emerging Issues in the Pacific which include the
military buildup in Guam as well as themerican Reinvestment & Recovery Act of 2009
(ARRA) andts reporting requirements. The single audits will be used to monitor and report
the ARRA funds beginning end of fiscal year of 200@. ONPA staff earned up to 40 CPE at

the conference.

ONPA Auditor complete s OJT at DOI, OIG

Staff AuditorAisi Mori completed a60-day OJTwith the OIG in Sacramento, California. The
training started on the first week of April anéndedin June, 2010 markinQ N P Asesond
auditor to successfully completthe 60-day OJTat the Sacramento OIG Field Officéisi
participatedin two separateaudits at the field work phase.

The OJT was an excellent hanos experience and offered valuable lessohighly
recommended for local auditorsAisi had the opportunity to observe and learn from
experiencedprofessionabuditors Shewas introduced to new auditing tools such as the auto
audit systemwhich includesiandyto use electronic working papers in the field h& auditors
rely on such systeno access their working pape@ndthe database at the Sacramentdfioe
from anywhereoutside the officeduring fieldwork.

The training was organized and coordinated by Public Audiainrick, DOI/OIG Liason

Officer Ben Privitt on Guam andMichael Colombg the regional manager of the OIG
Sacramento officeAll financial costs wertully covered by atechnical assistanagant provided

by the DOI/OIA.

CGAP in -house sessions for all auditors

All the auditors gather irthe office conference room to do Certified Government Auditing
Professional (CGAPIn-house training sessions. The sessiorase held every Friday of the
week from 2PM to 5PM. The CGAP is a specialty certification designed for and by-srditic
internal auditing practitioners. The sessions were given as part of the employees Individual
Development Plan (IDP) to improve tlmeauditing skills as well as enable them to study for the
CGAP Exam.
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ONPA Auditor Graduated with a BA in Accounting from UOG

CONGRATULATIONS ON A JOB WELL DONE!! Auditodulinida Weital made it a personal

goal to attain her degree in accounting fran accredited 4/ear university as part of héDP.

It is part of the ONPA Strategic Plan which requires each staff to develop his/her own IDP as
part of the overall goabf buildingcapacity for the officeJulinidamade considerable sacrifices

and has daeved yet another milestone in her capacity development plans. The ONPA is happy
to announce that Julinidaa staff auditor, was a member of University of @uguOG)
graduating class of 2009. UO@rmally conferred upon heeBac hel or 6 s Degr ee
Administration in Accounting.

ONPA Auditor enrolled at COM -FSM

Auditor Keller Phillip attended the College of MicronesizOM) NationalCanpusspring 2010
semester. As part of his IDP he wanted to obtain his degree in Accounting. The classes he took
were credits needed towards his Accounting majieller believed that the knowledge gained
was agood addition to his learning experience personally and professionally. He enjoyed the
spring term at COM and he looks forward to continuing his education.

ON PA Auditors took up beginning Auditors courses in Chicago

Auditors Mermina Mongkeya,
Evelyn Pauland Cherisse
Irons attended a training
course on Tools &
Techniques for Beginning
Auditors in Chicago, lllinois.
Their primary objectivewas
to learn and undrstand some
of the most common and
standardized techniques and
tools for beginning auditors.
The course covered
familiariing each auditor with
audit process which begins
with identifying the areas of
concern to the last stagef
issuing the audit reportEach
declared their trip as a
success.
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Promotions, New Hires, and Departures
Promotions

Ronald Sufficool was recently pmwted to fill the Audit Manager
position which wasvacant after the departure of Eric Spivak. Sufficool
was hired out of Los Argjes, California on a twgear contract as one

of three audit supervisors at t he
current contract as the Audit Manager will expire on August 02, 2012.

Erwihne David has recently been promoted to Auditdr. Erwihnewas
hired on March 152007, as an Auditor II. Prior to thaE&rwihne had
spent six years with the ONPA, then four years with Pohnpei State
Government as a Tax Auditor and also worked in the private sector.

Keller Phillip was promoted to Auditor Il @ April 4, 2010. Keller has
developed his professional auditing skills from actual hands
experience in the fields over the last 9 years of his auditing services to
the government. He has completed many auditing courses offered by the
AGA, the IIA and UBA Graduate School. Recently, he has successfully
completed his OJT at the USIG, in Sacramento.

Julinida Weital was promoted to Auditor 1l on August 18, 2010. Julinida
has over 9 years of government auditing experience. While working with
the OPA, she ompleted a partime year accounting program offered at
COM-FSM, where she received a 3rd year certificate in Accounting on
December 20, 2007. On December 20, 2009, she received her BA
degree of Business Administration in Accounting from the University of
Guam.

Michael Nakasone also known as Mitch was promoted to Investigator Il
on August 16, 2010. Michael has been with the CID division for over one
year in which he performed superbly and completed his assignments on
time according to Chief Sophia Pratk. Michael has played key roles in
the fraud awareness program conducted in all the FSM states, actively
participated in auditing and fraud related conferences and training and
demonstrated his competencies and capabilities to move up the ladder.

In April 2010, Lover Haimin was transferred to the Audit Division.
Previously, he was the administrative officer. A citizen of the FSM, from

-
P the State of Chuuk, he completed his education at the University of the
2 - South Pacific in Suva, Fiji where he reedi a Bachelor of Arts in
, ',\‘) Management and Public Administration.
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New Hires

Julein Danis as the new executive secretary started her employment on
November 04, 2009. A resident of Kitti in the state of Pohnpei and a
citizen of the FSM, prior to joining th®NPA, she worked with Small
Business Development Center &OM-FSM Pohnpei Campus. She also
worked at the Talent Search Program, CORSM, Pohnpei Campus
where she tutored high school students in English and Mathematics

The new Administrative Officetoreen Cyndi Hadleyvas hired on June
29, 2010 Prior to joining the ONPA,Cyndi spent over two years
experience working with the Bank of the FSM as an Accountant and a
Credit Administration AssistantCyndi is fom the State of Pohnpeand
recently earnedher two-year degree in Business Administration at the
COM-FSM.

Neong Yoma was hired asn Assistanto the Administrative Officerin
August of 2010. Prior to joining the ONPA, Neong worked with the Fred
Ramp Law firm in Kolonia, Pohnpei. Neong compleled 2-year study

at COM-FSM, where she received her Associate of Arts degree in Liberal
Arts.

The ONPA welcomed a newnember of the audit divisio@herisse Irons

on October 01, 2009. Cherissis a citizen of the 8M from the State of
Chuuk. Cherissecompleted her four year studies and received a
bachelor's degree in accounting from Chaminade University of Honolulu
in May 2009. From June to August 20@Be worked as an intern at
ONPA. She later became a permanent employderatompleting her
internship

Mermina Mongkeya started her first day of work on October 12, 20009.
Merminais from the State of Kosrae in the FShMh May of 2000, she
graduated from Park University in Parkville, Missouri with a Bachelors
Degree in Busess Administration witlemphais in Managemeniefore
joining ONPA she worked as staff auditor at thé&Kosrae State OPA for
seven (7) years.

Elina Paul joined the WPA on July 2010Prior to that, Elinaworked at

the CTSI Logistics Inc. in Torrance, CA from 268009 as an Air &

Ocean Import Coordinator Elina from the State of Chuuk, completed

her studies at the University of Phoenix where sheceived her

B a ¢ h edegree b BusinessMa na ge me nt i n 2006 and
Businesg\dministrationin 2008
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Departures 6 The ONP A extend its appreciation to the following former staff for
their contributions and wish them su  ccess in their future endeavors.

Moses Russel worked for ONPA for 5 years as an Auditor Moseshas
been a great asset to the ONPA team. With an impressprofessional
backgroundMosseswas able to contribute a great deal to ONPAle
resigned from his post on February 3, 20&0d accepted a job offao
become the first Chief Financial Officer fdhe Micronesian Shipping
Commission

lvan Jimbo Afan® resigned from ONPA in Marchof 2010 andaccepted a

job offer from the Government of CNMI. Jimboworked with the office
since early 2007 and enormously contributed to the successful completion
of a number of audit reports.

Fletcher Poll left the ONPAIn October 2009. Fletcher worked with
ONPA in theCID Division as an InvestigatsinceMay 29, 2000.

William Billimonresigned fromONPA, more specifically the CID Division
in March 2010.William worked with the ONPA at theChuuk Field Office
asan investigatosinceMarch26, 2007.

Edwin Barnuevo returned to his home in the Philippines on July 19, 2010.
Edwin had joined the ONPA in July of 2008 as an Audit Supervisor. After
completing his tweyear contract, Edwin decided that it was time ¢m
home.

Eric Spivak has recently resigned from his position as Audit Manager and
moved back to the US. Eric had arrivedPohnpei on February 26, 2009

on a 2year contract He had toreturn to his home country to attend to
personalmatters
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APPENDICES

Appendix | 8 Powers of the Office of the Public Auditor and Duties and
Responsibilities

Powers. The Public Auditor has both general and specific audit powers for the National Government,
including branches, departments, commissions, and bsiread contractors performing public works.
The Public Auditor has been granted the power of subpoena in order to fulfill his duties and
responsibilities.

Duties and Responsibilities. The duties and responsibilities of the Public Auditor, as pre&grithex

Congress, shall require inspections, audits, recommendations, and annual reporting on the Public
Auditords progress and performance of these resp:
designed to promote integrity and improve perfoance in government operations, are:

1. 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 puld legal entities, including, but not limited to, States, subdiasion
thereof, and nonprofit organizations receiving public funds from the National Government,

2. inspect and audit transactions, accounts, books, and other financial records associatedywith a
project, program, and activity receiving funds in whole or in part from public funds of the
National Government,

3. perform audits as otherwise specifically required by the statutes,

4, have the discretion to perform audits, or assist in the performanceuddits, upon request by
the states,

5. have the exclusive audit jurisdiction over public funds of the National Government of the

Federated States of Micronesia, but shall have the authority to contract for independent auditing
services to be performed underhis supervision in instances where specialized expertise is

required, or where auditing requirements are |
and separate funding is available,

6. file a report at least once a year with the Congress, and othegrarts as deemed necessary by
the Public Auditor and all reports of the Public Auditor shall be made available to the public,

7. submit recommendations with audit reports which shall be confined to matters within the

jurisdiction of the Public Auditor, inctling compliance or honcompliance with laws governing
the expenditures of public moneys, and the need for amendments or new laws to secure the
efficient expenditure of public funds,

8. keep a complete and accurate record or file of audit reports, inspectiomgestigations,
releases, audit work papers, and other materials pertaining to the work of the office of the
Public Auditor.
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Auditor as of September 30, 2010
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Appendix Il : Audit and Compliance Investigation Division Operations

Audit Division

Audits
The types of audits and applicable audit standards shall be as follows:

1. Financial These audits determine whether the financial statements of an audit entity present
farly the financial position and results of financial operation in accordance with generally
accepted accounting principles and whether the entity has compiled with the laws and
regulations that may have a material effect upon the financial statements.

2. Econany and efficiency. This type of audit determines whether an entity is managing and utilizing
its resources economically and efficiently, the cause of inefficiencies or uneconomical practices,
and whether the entity is compiled with laws and regulations ceoning economy and
efficiency.

3. Program results. This type of audit determines whether the desire results or benefits established
by the Congress or other authorizing body are being achieve and whether the program
administrator have consider alternativagat might yield desired results at a lower cost.

Any given audit or review may include one or more objectives in the reasonable exercise of the Public
Auditor's discretion. The Public Auditor shall perform auditsaiocordancewith generally accepted
audting standards( GAGAS) and the quality standards for
Council on Integrity and Efficiency and the Executive Council on Integrity and Efficiency.

Quiality Standards for Inspections

Issued by thePr e s i d e nt dnsinteg@ity utandcEfficiency/Executive Council on Integrity and
Efficiency, ie Quality Standards for Inspections were published in3188d revised in 2005. The 14
standards for inspection work are listed below. The complete guidelines for inspeetieriecated on
the internet at the following website/ww.ignet.gov/pande/standards/oeistds. pdf

Competency
The staff assigned to perform inspection work should collectively possess adequate professional

competency for the tasks required.

Independence
In al matters relating to inspection work, the inspection organization and each individual
inspector should be free both in fact and appearance from personal, external, and organizational
impairments to independence.

Professional Judgment
Due professional judgent should be used in planning and performing inspections and in
reporting the results.

Quality Control
Each OIG organization that conducts inspections should have appropriate internal quality
controls for that work.

Planning
Inspections are to be adequdy planned.

Data Collection and Analysis
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The collection of information and data will be focused on the organization, program, activity, or
function being inspected, consistent with the inspection objectives, and will be sufficient to
provide a reasonableasis for reaching conclusions

Evidence
Evidence supporting inspection findings, conclusions, and recommendations should be sufficient,
competent, and relevant and should lead a reasonable person to sustain the findings,
conclusions, and recommendations.

Records Maintenance
All relevant documentation generated, obtained, and used in supporting inspection findings,
conclusions, and recommendations should be retained for an appropriate period of time

Timeliness
Inspections should strive to deliver significamformation to appropriate management officials
and other customers in a timely manner.

Fraud, Other lllegal Acts, and Abuse
In conducting inspection work, inspectors should be alert to possible fraud, other illegal acts,
and abuse and should approprigtéollow up on any indicators of such activity and promptly
present associated information to their supervisors for review and possible referral to the
appropriate investigative office.

Reporting
Inspection reporting shall present factual data accuratelyly, and objectively and present
findings, conclusions, and recommendations in a persuasive manner.

Followup

Appropriate followup will be performed to assure that any inspection recommendations made
to Department/Agency officials are adequately ¢desed and appropriately addressed.

Performance Measurement

Mechanisms should be in place to measure the effectiveness of inspection work.

Working Relationships and Communication

Each inspection organization should seek to facilitate positive workiagianships and effective
communication with those entities being inspected and other interested parties.

Compliance Investigation Division

CID has adopted the Quality Standards for Investigation, prepared by the U.S. President's Council on
Integrity andEfficiency Executive Council on Integrity and Efficiency. These are the standards that have
been set for all U.S. Offices of Inspector General and provide a sound benchmark by which we can set
our own standards. The General and Qualitative Standarddisted below. The complete guidelines

for investigations are located on the internet at the following  website
http://www.ignet.gov/pande/standards/invstds.pdf

General Standards

General Standards apply to investigators and the organizational environmerttich they perform.

They address the "need for" criteria. The three general standards address qualifications, independence,
and due professional care.
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Quialifications- Individuals assigned to conduct the investigative activities must collectivelysposse
professional proficiency for the tasks required.

Independence In all matters relating to investigative work, the investigative organization must be free,
both in fact and appearance, from impairments to independence; must be organizationally iedépend
and must maintain an independent attitude.

Due Professional CareUse due professional care in conducting investigations and in preparing related
reports.

Qualitative Standards

Qualitative standards apply to the management functions and procé@ssestigators perform. They
address the "how to" criteria. In an investigation program, there are four critical standards that must be
addressed if the effort is to be successful. These standards are: Planning, Execution, Reporting, and
Information Manageent.

Planning- Establish organizational and case specific priorities and develop objectives to ensure that
individual case tasks are performed efficiently and effectively.

Execution- Conduct investigations in a timely, efficient, thorough, and legahera

Reporting- Reports (oral and written) must thoroughly address all relevant aspects of the investigation
and be accurate, clear, complete, concise, logically organized, timely and objective.

Information ManagementStore investigative data in a meer allowing effective retrieval, referencing,
and analysis
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