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January 17, 2020

The Board of Directors
Yap State Public Service Corporation
Dear Members of the Board:
We have performed an audit
(YSPSC), a component unit of
in accordance with auditing
(“generally accepted auditing
2020.

of the financial statements of Yap State Public Service Corporation
the State of Yap, as of and for the year ended September 30, 2019,
standards generally accepted in the United States of America
standards”) and have issued our report thereon dated January 17,

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of YSPSC is responsible.
This report is intended solely for the information and use of the Board of Directors, management,
and others within YSPSC, the Yap State Legislature, and the Office of the FSM National Public
Auditor, and is not intended to be and should not be used by anyone other than these specified
parties.
We wish to thank the staff and management of YSPSC for their cooperation and assistance during
the course of this engagement.
Very truly yours,

cc: To Management of Yap State Public Service Corporation

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS
Our responsibility under generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States, has been described in our engagement letter dated September 30, 2019. As
described in that letter, the objectives of a financial statement audit conducted in accordance with
the aforementioned standards are:


To express an opinion on the fairness of the presentation of YSPSC’s basic financial
statements and to disclaim an opinion on the required supplementary information for the
year ended September 30, 2019 in conformity with accounting principles generally accepted
in the United States of America (“generally accepted accounting principles”), in all material
respects; and



To report on YSPSC’s internal control over financial reporting and on its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters
for the year ended September 30, 2019 based on an audit of financial statements
performed in accordance with the standards applicable to financial audits contained in
Government Auditing Standards.

Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared with the oversight of
management and the Board of Directors are presented fairly, in all material respects, in conformity
with generally accepted accounting principles. The audit of the financial statements does not
relieve management or the Board of Directors of their responsibilities.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on our judgment, including
the assessment of the risks of material misstatement of the financial statements, whether caused
by fraud or error. In making those risk assessments, we considered internal control over financial
reporting relevant to YSPSC’s preparation and fair presentation of the financial statements in order
to design audit procedures that were appropriate in the circumstances but not for the purpose of
expressing an opinion on the effectiveness of YSPSC’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of YSPSC’s internal control over
financial reporting. Our consideration of internal control over financial reporting was not designed
to identify all deficiencies in internal control over financial reporting that might be significant
deficiencies or material weaknesses.
ACCOUNTING ESTIMATES
Accounting estimates are an integral part of the financial statements prepared with the oversight of
management and are based on management’s current judgments. Those judgments are normally
based on knowledge and experience about past and current events and on assumptions about
future events. Significant accounting estimates reflected in YSPSC’s 2019 financial statements
include management’s estimate of the allowance for uncollectible accounts, which is determined
based upon past collection experience and aging of the accounts; management’s estimate of the
allowance for inventory obsolescence, which is determined based upon expected inventory turnover
and inventory aging; and management’s estimate of depreciation expense, which is based on
estimated useful lives of the respective capital assets. During the year ended September 30, 2019,
we are not aware of any significant changes in accounting estimates or in management’s
judgments relating to such estimates.

MATERIAL CORRECTED MISSTATEMENTS AND UNCORRECTED MISSTATEMENTS
Our audit of the financial statements was designed to obtain reasonable, rather than absolute,
assurance about whether the financial statements are free of material misstatement, whether
caused by error or fraud. Material misstatements were brought to the attention of management as
a result of our audit procedures and were corrected by management during the current period.
These corrected misstatements are listed in Appendix A to Attachment I and are reflected in the
2019 financial statements.
In addition, listed in Appendix B to Attachment I, is a summary of uncorrected misstatements
aggregated by us during the current engagement and pertaining to the latest period presented that
were determined by management to be immaterial, both individually and the aggregate, to the
financial statements taken as a whole.
SIGNIFICANT ACCOUNTING POLICIES
During the year ended September 30, 2019, YSPSC implemented the following pronouncements:


GASB Statement No. 83, Certain Asset Retirement Obligations, which addresses accounting and
financial reporting for certain asset retirement obligations (AROs) associated with the
retirement of a tangible capital asset.



GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and
Direct Placements, which improves the information that is disclosed in notes to government
financial statements related to debt, including direct borrowings and direct placements.

The implementation of these statements did not have a material effect on YSPSC’s financial
statements.
In January 2017, GASB issued Statement No. 84, Fiduciary Activities, which establishes criteria for
identifying fiduciary activities of all state and local governments. The provisions in Statement No.
84 are effective for fiscal years beginning after December 15, 2018. Management does not believe
that the implementation of this statement will have a material effect on the financial statements.
In June 2017, GASB issued Statement No. 87, Leases, which establishes a single model for lease
accounting based on the foundational principle that leases are financings of the right to use an
underlying asset. The provisions in Statement No. 87 are effective for fiscal years beginning after
December 15, 2019. Management has yet to determine whether the implementation of this
statement will have a material effect on the financial statements.
In June 2018, GASB issued Statement No. 89, Accounting for Interest Cost Incurred before the End
of a Construction Period, which requires that interest cost incurred before the end of a construction
period be recognized as an expense in the period in which the cost is incurred for financial
statements prepared using the economic resources measurement focus. The provisions in
Statement No. 89 are effective for fiscal years beginning after December 15, 2019. Management
does not believe that the implementation of this statement will have a material effect on the
financial statements.
In August 2018, GASB issued Statement No. 90, Majority Equity Interests - an Amendment of
GASB Statements No. 14 and No. 61, which improves the consistency and comparability of
reporting a government’s majority equity interest in a legally separate organization and the
relevance of financial statement information for certain component units. The provisions in
Statement No. 90 are effective for fiscal years beginning after December 15, 2018. Management
does not believe that the implementation of this statement will have a material effect on the
financial statements.

SIGNIFICANT ACCOUNTING POLICIES, CONTINUED
In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations, which clarifies the existing
definition of a conduit debt obligation; establishing that a conduit debt obligation is not a liability of
the issuer; establishing standards for accounting and financial reporting of additional commitments
and voluntary commitments extended by issuers and arrangements associated with conduit debt
obligations; and improving required note disclosures. The provisions in Statement No. 91 are
effective for fiscal years beginning after December 15, 2020. Management does not believe that
the implementation of this statement will have a material effect on the financial statements.
OTHER INFORMATION IN THE ANNUAL REPORTS
When audited financial statements are included in documents containing other information such as
YSPSC’s 2019 Annual Report, we will read such other information and consider whether it, or the
manner of its presentation, is materially inconsistent with the information, or the manner of its
presentation, in the financial statements audited by us. We will read the other information in
YSPSC’s 2019 Annual Report and will inquire as to the methods of measurement and presentation
of such information. If we note a material inconsistency or if we obtain any knowledge of a
material misstatement of fact in the other information, we will discuss this matter with
management and, if appropriate, with the Board of Directors.
DISAGREEMENTS WITH MANAGEMENT
We have not had any disagreements with management related to matters that are material to
YSPSC’s 2019 financial statements.
OUR VIEWS ABOUT SIGNIFICANT MATTERS THAT WERE THE SUBJECT OF CONSULTATION
WITH OTHER ACCOUNTANTS
We are not aware of any consultations that management may have had with other accountants
about auditing and accounting matters during 2019.
SIGNIFICANT FINDINGS OR ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE,
WITH MANAGEMENT PRIOR TO OUR RETENTION
Throughout the year, routine discussions were held or were the subject of correspondence with
management regarding the application of accounting principles or auditing standards in connection
with transactions that have occurred, transactions that are contemplated, or reassessment of
current circumstances. In our judgment, such discussions or correspondence were not held in
connection with our retention as auditors.
SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT
In our judgment, we received the full cooperation of YSPSC’s management and staff and had
unrestricted access to YSPSC’s senior management in the performance of our audit.
MANAGEMENT’S REPRESENTATIONS
We have made specific inquiries of YSPSC’s management about the representations embodied in
the financial statements. Additionally, we have requested that management provide to us the
written representations YSPSC is required to provide to its independent auditors under generally
accepted auditing standards. We have attached to this letter, as Attachment I, a copy of the
representation letter we obtained from management.

CONTROL-RELATED MATTERS
We have issued a separate report to you, dated January 17, 2020, on YSPSC’s internal control over
financial reporting and on its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters, which was based on the audit performed in accordance with
Government Auditing Standards.
* * * * * * * *
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ATTACHMENT I, CONTINUED

We confirm, to the best of our knowledge and belief, the following representations made to you during
your audits.
1.

The basic financial statements referred to above are fairly presented in conformity with GAAP. In
addition:

a.

Net position components (invested in capital assets; net of related debt; restricted and
unrestricted) are properly classified and, if applicable, approved.

b.

Deposits are properly classified in the category of custodial credit risk.

c.

Capital assets, including infrastructure assets, are properly capitalized, reported, and, if
applicable, depreciated.

d.

Required supplementary information is measured and presented within prescribed
guidelines.

e.

Applicable laws and regulations are followed in adopting, approving, and amending
budgets.

2.

YSPSC has provided to you all relevant information and access as agreed in the terms of the
audit engagement letter.

3.

YSPSC has provided you:
a.

Minutes of the meetings of Board of Directors or summaries of actions of recent meetings
for which minutes have not yet been prepared.

b.

Financial records and related data for all financial transactions of YSPSC. The records,
books, and accounts, as provided to you, record the financial and fiscal operations of the
YSPSC and provide the audit trail to be used in a review of accountability. Information
presented in financial reports is supported by the books and records from which the
financial statements have been prepared.

c. Contracts and grant agreements (including amendments, if any) and any other
correspondence that has taken place with federal agencies.
4.

5.

There has been no:
a.

Action taken by YSPSC management that contravenes the provisions of federal laws and
Yap State laws and regulations.

b.

Communication from other regulatory agencies concerning noncompliance with or
deficiencies in financial reporting practices or other matters that could have a material
effect on the financial statements.

We believe the effects of any uncorrected financial statement misstatements aggregated by you
during the current audit engagement and pertaining to the latest period presented are
immaterial, both individually and in the aggregate, to the financial statements taken as a whole.
A summary of such uncorrected misstatements has been attached as Appendix B.
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6.

We believe the effects of the uncorrected financial statement misstatements detected in the
current year that relate to the prior year presented, when combined with those misstatements
aggregated by you during the prior-year audit engagement and pertaining to the prior year
presented, are immaterial, both individually and in the aggregate, to the financial statements for
the year ended September 30, 2018 taken as a whole. A summary of such uncorrected
misstatements has been attached as Appendix C.

7.

YSPSC has not performed a formal risk assessment, including the assessment of the risk that
the financial statements may be materially misstated as a result of fraud. However,
management has made available to you their understanding about the risks of fraud in the
YSPSC and do not believe that the financial statements are materially misstated as a result of
fraud.

8.

We have no knowledge of any fraud or suspected fraud affecting YSPSC involving:
a.

Management.

b.

Employees who have significant roles in internal control over financial reporting.

c.

Others if the fraud could have a material effect on the financial statements.

9.

We have no knowledge of any allegations of fraud or suspected fraud affecting YSPSC received
in communications from employees, former employees, analysts, regulators, or others.

10.

During the years ended September 30, 2019 and 2018 and to the date of this letter, we are not
aware of any pending or threatened litigation, claims, or assessments, or unasserted claims or
assessments that are required to be accrued or disclosed in the financial statements in
accordance with GASB Codification of Governmental Accounting and Financial Reporting
Standards (“GASB Codification”) Section C50, Claims and Judgments, and we have not
consulted a lawyer concerning litigation, claims, or assessments, or potential litigation or
unasserted claims or assessments during the years ended September 30, 2019 and 2018 and to
the date of this letter.

11.

Significant assumptions used by us in making accounting estimates are reasonable.

Except where otherwise stated below, matters less than $28,950 collectively are not considered to be
exceptions that require disclosure for the purpose of the following representations. This amount is not
necessarily indicative of amounts that would require adjustment to, or disclosure in, the basic financial
statements.
Except as listed in Appendices B and C, there are no transactions that have not been properly
recorded in the accounting records underlying the financial statements.
12.

YSPSC has no plans or intentions that may affect the carrying value or classification of assets
and liabilities.

14.

The following, to the extent applicable, have been appropriately identified, properly recorded,
and disclosed in the financial statements:
a.

Related-party transactions and associated amounts receivable or payable, including sales,
purchases, loans, transfers, leasing arrangements, and guarantees (written or oral), as
follows:
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b. In the ordinary course of business, YSPSC enters into transactions with the State of Yap
and private businesses in which certain YSPSC's board members hold positions of
influence. Several board members hold management positions with the State of Yap, of
which YSPSC is a component unit. Several board members hold management positions
with private companies with which YSPSC, from time to time, engages in business
transactions. YSPSC management is of the opinion that its transactions with related parties
are executed under the same laws and conditions as are entered into with unrelated
entities.
c. Guarantees, whether written or oral, under which YSPSC is contingently liable.
15.

16.

17.

In preparing the financial statements in conformity with GAAP, management uses estimates. All
estimates have been disclosed in the financial statements for which known information available
prior to the issuance of the financial statements indicates that both of the following criteria are
met:
a.

It is at least reasonably possible that the estimate of the effect on the financial statements
of a condition, situation, or set of circumstances that existed at the date of the financial
statements will change in the near term due to one or more future confirming events.

b.

The effect of the change would be material to the financial statements.

Risk associated with concentrations, based on information known to management, that meet all
of the following criteria have been disclosed in the financial statements:
a.

The concentration exists at the date of the financial statements

b.

The concentration makes the enterprise vulnerable to the risk of a near-term severe impact

c.

It is at least reasonably possible that the events that could cause the severe impact will
occur in the near term.

There are no:
a.

Violations or possible violations of laws or regulations whose effects should be considered
for disclosure in the financial statements or as a basis for recording a loss contingency.

b.

Other liabilities or gain or loss contingencies that are required to be accrued or disclosed
by GASB Codification Section C50, Claims and Judgments, except as follows:


YSPSC does not currently hold title to real property underlying its operating sites. Such
property substantially is held in the name of the State of Yap. YSPSC is not charged
for use of this property.



In February 2008, the Yap State Legislature enacted YSL No. 7-25 to amend No. 4-4,
YSPSC's enabling legislation, mandating that YSPSC credit back certain charges to
prior customers. YSL No. 7-25 directed YSPSC to repeal all fuel surcharges and fees
in excess of $0.035 per kWh and to refund to customers all fuel surcharges and fees
collected in excess of $0.035 per kWh from March 2006 to February 2008. At
September 30, 2011, the total variable fuel charge refund has been repaid to
residential and commercial customers. The repayment of those costs over the
legislated $0.035 was facilitated by a loan from the State of Yap for $1,600,000
authorized by YSL No. 7-38.
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YSL No. 39 then authorized the Governor to forgive any refund that may be owed by
YSPSC to Yap State Government agencies for these declared excessive surcharges.
The refund owed FSM National Government as a prior customer remains outstanding
at $175,318, and is included as a current liability in the Statement of Net Assets.
Although FSM National Government has not asserted a claim to this liability, neither
has it forgiven this debt.



YSPSC's future annual rental commitments under a long-term operating lease for the
Yap Renewable Energy Development Project site assuming YSPSC exercises its
option to extend the terms is as follows:
Year ending
September 30,
2020
2021
2022
2023
2024
2025 through 2029
2030 through 2034
2035 through 2039
2040 and over
Total

$ 25,000
25,000
25,000
25,000
25,000
125,000
125,000
125,000
343,750
$ 843,750

18.

YSPSC has satisfactory title to all owned assets, and there are no liens or encumbrances on
such assets nor has any asset been pledged as collateral except as disclosed in the financial
statements.

19.

YSPSC has complied with all aspects of contractual agreements that may have an effect on the
financial statements in the event of noncompliance.

20.

No events have occurred after September 30, 2019, but before January 17, 2020, the date the
financial statements were available to be issued that require consideration as adjustments to or
disclosure in the financial statements.

21.

Regarding required supplementary information:
a.

We confirm that we are responsible for the required supplementary information.

b.

The required supplementary information is measured and presented in accordance with
the Governmental Accounting Standards Board.

c.

The methods of measurement and presentation of the supplementary information have not
changed from those used in the prior period.

22.

Subsequent to September 30, 2019, there have not been any changes in internal control or
other factors that might significantly affect internal control, including any corrective action taken
by management with regard to significant deficiencies and material weaknesses.

23.

Receivables recorded in the financial statements represent valid claims against debtors for sales
or other charges arising on or before September 30, 2019 and have been appropriately reduced
to their estimated net realizable value.

ATTACHMENT I, CONTINUED

January 17, 2020
Page Six
24.

Quantitative and qualitative information regarding the allowance for doubtful accounts has been
properly disclosed in the financial statements.

25.

YSPSC is exposed to various risks of loss from torts, theft of, damage to, and destruction of
assets; business interruption; errors and omissions; employee injuries and illnesses; and natural
disasters.

26.

Commercial insurance coverage has been obtained for claims arising from most of these
matters. YSPSC is self-insured for typhoon risks. Management is of the opinion that no material
losses have been sustained as a result of this practice during the past three years.

27.

Provision has been made to reduce excess or obsolete inventories to their estimated net
realizable value. All inventories are the property of YSPSC and do not include any items
consigned to it or any items billed to customers.

28.

YSPSC received the following grants and capital contributions during the years ended
September 30, 2019 and 2018:
U.S. Department of the Interior grants
International Organization for Migration (IOM)
World Bank

29.

2019

2018

$ 144,084
52,709
$ 196,793

$ 229,000
313,099
125,357
$ 667,456

Restricted net position consist of the following at September 30, 2019 and 2018:
2019
Unexpended portion of U.S. Department of the Interior grants $

30.

During the year
pronouncements:

ended

September

30,

2019,

YSPSC

-

implemented

2018
$
the

37,273
following



GASB Statement No. 83, Certain Asset Retirement Obligations, which addresses accounting
and financial reporting for certain asset retirement obligations (AROs) associated with the
retirement of a tangible capital asset.



GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings
and Direct Placements, which improves the information that is disclosed in notes to
government financial statements related to debt, including direct borrowings and direct
placements.

The implementation of these statements did not have a material effect on YSPSC’s financial
statements.
In January 2017, GASB issued Statement No. 84, Fiduciary Activities, which establishes criteria for
identifying fiduciary activities of all state and local governments. The provisions in Statement No. 84
are effective for fiscal years beginning after December 15, 2018. Management does not believe that
the implementation of this statement will have a material effect on the financial statements.
In June 2017, GASB issued Statement No. 87, Leases, which establishes a single model for lease
accounting based on the foundational principle that leases are financings of the right to use an
underlying asset. The provisions in Statement No. 87 are effective for fiscal years beginning after
December 15, 2019. Management has yet to determine whether the implementation of this statement
will have a material effect on the financial statements.

ATTACHMENT I, CONTINUED

APPENDIX A
Yap State Public Service Corporation
Summary of Posted Adjustments and Financial Statements
Reclassification Entries
September 30, 2019
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Journal Entries - Audit adjustments
#
23014
42015

Name
AJE1 To adjust overstatement in LTD Loan 3005
ADB Loans Payable - L- 3005
Foreign Exchange Gain (Loss)

Debit

Credit

81,055.00
81,055.00

81,055.00
81,055.00

To adjust overstatement in LTD Loan 3005

23012
42015

AJE2 To adjust overstatement in LTD Loan 1459
ADB Loan Payable
Foreign Exchange Gain (Loss)

21,741.00
21,741.00

21,741.00
21,741.00

To adjust overstatement in LTD Loan 1459
Journal Entries - Reclassification Entries

31030
42700DT

RJE1 To reclass grant received from IOM
IOM. Cont. for Maysak Recovery
Capital contributions

52,709.00
52,709.00

52,709.00
52,709.00

To reclass grant received from IOM.

11900
11081

RJE2 To reclass other non-current deposits
Other non- current deposits
Prepayments - Vendors

48,464.00
48,464.00

48,464.00
48,464.00

To reclass other non-current deposits

23012
23013
23014
23011

RJE3 To reclass current portion of LTD
ADB Loan Payable
ADB Loans Payable - L- 3004
ADB Loans Payable - L- 3005
Current Portion of LT Debt

152,833.00
93,600.00
188,279.00
281,879.00

129,046.00
281,879.00

To reclass current portion of LTD at 9/30/19

31032
31033
31032DT
31033DT

RJE4 To reclass capital contribution in PY
World Bank Contribution
IOM contributed capital asset
World Bank Contribution (equity)
IOM contributed capital asset (equity)

125,357.00
95,132.27

220,489.27
To reclass capital contribution in PY as part of beginning equity in FY19

125,357.00
95,132.27
220,489.27
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11910DT
11072

RJES To reclass inventory to long term parts (Overhaul)
Long term replacement parts
Inventory - Power Plant

168,265.59
168,265.59

168,265.59
168,265.59

To reclass inventory to long term parts (Overhaul engine)

11910DT
11900

RJEG To reclass advances to long term parts
Long term replacement parts
Other non- current deposits

208,169.91
208,169.91

208,169.91
208,169.91

To reclass advances to long term parts

23013
23014
23011

RJE7 To reclass payment for loan 3004 and 3005
ADB Loans Payable - L- 3004
ADB Loans Payable - L- 3005
Current Portion of LT Debt
To reclass loan payment for loan 3004 and 3005

Signed:

46,187.22
100,497.72
146,684.94

146,684.94
146,684.94
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APPENDIX B
Yap State Public Service Corporation
Summary of Uncorrected Misstatements
Year Ended September 30, 2019
Assets
Dr.
To correct the
overstatement in
inventories

(Cr.)

(18,449)

To reclassify
cash power sales
to postpaid sales
(18,449)

Liabilities
Dr.

(Cr.)

Equity
Dr.

(Cr.)

Income
Dr.

(Cr.)

18,449

27,733

(27,733)

46,182

(27,733)
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APPENDIX C
Yap State Public Service Corporation
Summary of Uncorrected Misstatements
Year Ended September 30, 2018
Assets
Dr.
To reverse
capital assets
and accrued
liability

Liabilities

(Cr.)

Dr.

(157,932)

157,932

(157,932)

157,932

(Cr.)

Equity
Dr.

(Cr.)

Income
Dr.

(Cr.)

