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INDEPENDENT AUDITORS' REPORT 
 
 
 
Honorable Johnny P. David 
Governor, State of Pohnpei 
Federated States of Micronesia: 
 
We have audited the accompanying financial statements of the governmental activities, the aggregate 
discretely presented component units, each major fund, and the aggregate remaining fund information of 
the State of Pohnpei (the State), as of and for the year ended September 30, 2006, which collectively 
comprise the State’s basic financial statements as set forth in Section II of the foregoing table of 
contents.  These financial statements are the responsibility of the management of the State.  Our 
responsibility is to express an opinion on the respective financial statements based on our audit.  We did 
not audit the financial statements of the Pohnpei Transportation Authority, the Small Business 
Guarantee and Finance Corporation, and the Economic Development Authority, which represent 6% and 
10%, respectively, of the assets and revenues of the State’s discretely presented component units.  Those 
financial statements were audited by other auditors whose reports thereon have been furnished to us and 
our opinion, insofar as it relates to the amounts included for the Pohnpei Transportation Authority, the 
Small Business Guarantee and Finance Corporation, and the Economic Development Authority are 
based solely on the reports of the other auditors. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States.  Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the respective financial statements are 
free of material misstatement.  An audit includes consideration of internal control over financial 
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the State’s internal control over financial 
reporting.  Accordingly, we express no such opinion.  An audit also includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation.  We believe that our audit and the reports of the other auditors provide 
a reasonable basis for our opinion. 
 
In our opinion, based on our audit and the reports of other auditors, such financial statements, as set 
forth in Section II of the foregoing table of contents, present fairly, in all material respects, the 
respective financial position of the governmental activities, the aggregate discretely presented 
component units, each major fund, and the aggregate remaining fund information of the State of Pohnpei 
as of September 30, 2006, and the respective changes in financial position thereof for the year then 
ended in conformity with accounting principles generally accepted in the United States of America. 
 

Deloitte & Touche LLP 
361 South Marine Corps Drive 
Tamuning, GU  96913-3911 
USA 
Tel:   (671)646-3884 
Fax:  (671)649-4932 
www.deloitte.com 

Member of 
Deloitte Touche Tohmatsu 
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The Management’s Discussion and Analysis, on pages 3 through 9, as well as the Schedule of Revenues, 
Expenditures, and Changes in Unreserved Fund Balance - Budget and Actual - General Fund and notes 
thereto, on pages 41 and 42, are not a required part of the basic financial statements but are 
supplementary information required by the Governmental Accounting Standards Board.  This 
supplementary information is the responsibility of the management of the State.  We have applied 
certain limited procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the supplementary information.  However, we did not audit 
such information and we do not express an opinion on it. 
 
Our audit was conducted for the purpose of forming an opinion on the State’s respective financial 
statements that collectively comprise the State’s basic financial statements.  The combining and 
individual fund financial statements, as set forth in Section IV of the foregoing table of contents, which 
are also the responsibility of the management of the State, are presented for purposes of additional 
analysis and are not a required part of the basic financial statements of the State.  Such additional 
information has been subjected to the auditing procedures applied in our audit of the basic financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial 
statements taken as a whole. 
 
In accordance with Government Auditing Standards, we have also issued our report dated June 15, 2007, 
on our consideration of the State's (Primary Government only) internal control over financial reporting 
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements and other matters.  The purpose of that report is to describe the scope of our testing of 
internal control over financial reporting and compliance and the results of that testing, and not to provide 
an opinion on the internal control over financial reporting or on compliance.  That report is an integral 
part of an audit performed in accordance with Government Auditing Standards and should be considered 
in assessing the results of our audit. 
 
 
 
 
 
June 15, 2007 
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This section of Pohnpei State’s financial report presents our Management’s Discussion and Analysis 
(MD&A) for the fiscal year ended September 30, 2006. This MD&A is prepared in compliance with the 
GASB-34 requirement. Readers are requested to read this MD&A in conjunction with the State’s 
financial statements, which follow this section. 
 
FINANCIAL HIGHLIGHTS 
 
• The Pohnpei State’s primary government’s total net assets for this year are $54,787,998.  
 
• The net change in governmental fund balance is $1,670,628. The total revenues reported are 

$31,846,948 with the total expenditures of $30,497,387.  
 
• Actual revenues for the general fund were $3,019,285 higher than budgeted revenues. The total 

expenditures, budgetary basis showed favorable variance of $1,353,268. The general fund reported 
an unreserved fund balance of $8,451,379 for the fiscal year.  

 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This annual report consists of four parts-management’s discussion and analysis (this section), the basic 
financial statements, required supplementary information and the notes to the financial statements. 
 
The basic financial statements include two kinds of statements that present different views of the State: 
 
Government-Wide Financial Statements  
 
The government-wide financial statements report information about the State as a whole using an 
accounting method similar to those used by the private-sector companies. It provides both long-term and 
short-term information about the State’s financial status.  
 
The statement of net assets includes all of the government’s assets and liabilities. The difference 
between the two is called net assets. Over time, increases or decreases in the State’s net assets serve as 
an indicator to measure the State’s financial position.  
 
The statement of activities on the other hand, account for the State’s current year’s revenues and 
expenses regardless of when cash is received or paid.      
 
The government-wide financial statements of the State consist of its governmental activities, which 
include public works, health, education and general administration. Sales taxes, revenue sharing, federal 
grants and Compact II/Sector grants are the major sources of these activities. Compact II/Sector grants 
replace the Compact I funding in fiscal year 2004.   

 
Fund Financial Statements   
 
The fund financial statements provide more detailed information about the State’s significant funds. The 
State uses fund accounting to comply with financial related legal requirements. 
 

• Governmental funds. Most of the State’s basic services are included in governmental funds 
which focus on how cash and other financial assets that can readily be converted to cash flow in 
and out and the balances left at year-end that are available for spending. Unlike the government-
wide financial statements, the governmental funds statements focus on the short-term financial 
 requirements of the State. Because this information does not encompass the additional long-
term focus of the government wide statements, we provide a reconciliation at the bottom of the 
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governmental funds statement, or on the subsequent page to explain the relationship between 
them. The State maintains individual governmental funds, which are categorized as major and 
non-major. The major fund includes the General Fund. The other major funds are consisting of 
the Compact II/Sector Grants, Federal Grants and Compact CIP.  

 
FINANCIAL ANALYSIS OF THE STATE AS A WHOLE (GOVERNMENT-WIDE)         
 
The following is a summary of the State’s net assets as of September 30: 
 

 Governmental Activities  
  2006 2005 

Current and other assets $  21,013,192 $  18,423,640 
Capital assets 28,489,651 18,542,156 
Other non current assets 15,495,330 15,548,791 
Total assets 64,998,173 52,514,587 
 
Current liabilities   3,562,854   2,695,575 
Long-term debt   4,521,067   4,200,000 
Other liabilities   2,126,254   1,921,030 
Total liabilities 10,210,175   8,816,605 
 
Net Assets: 
Invested in capital assets, net of related debt 28,489,651 18,542,156 
Restricted 18,199,990 18,498,826 
Unrestricted   8,098,357   6,657,000 
Total net assets $  54,787,998 $  43,697,982 

 
Changes in net assets. The State’s Statement of Changes in Net Assets for the fiscal year ended 
September 30 follows: 

 Governmental Activities  
  2006 2005 
Program revenues: 
     Charges for services $       887,785 $       633,934 
     Operating grants and contributions   3,619,486   3,509,463 
     Compact related 16,601,682 15,962,149 
     Capital grants and contributions      157,667      354,778 
General revenues:   
     Taxes   8,507,190  8,155,747 
     Investment earnings      815,446 1,550,495 
     Other   1,257,692      323,337 
 

Total revenues 31,846,948 30,489,903 
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 Governmental Activities  

  2006 2005 
Expenses: 
General Government     6,755,381 5,859,081 
Education   11,166,703 10,299,719 
Health services 6,417,038 6,766,282 
Land and natural resources 442,512    403,758 
Public works and others 4,183,498 4,652,816 
Public safety 1,132,077 1,153,324 
Boards, Commission and other appropriations 2,145,923 2,165,763 
Other Miscellaneous        86,575      140,400 
 
        Total expenses 32,631,247 31,441,143 
 
Increase (decrease) in net assets $      (990,065) $      (951,240 
 
Exhibit I below, showed that 52% of the State’s revenues were derived from Compact II while 27% 
come from taxes and licenses. The least source of revenues is capital grants and contribution. For 
expenses the State encompass a range of services.  Exhibit II illustrated that education got 34% of the 
State’s total expenses while health represented 20%.    

 

Pohnpei State Government              
Sources of Revenues for Fiscal Year 2006 

Exhibit I
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Governmental Activities: 
 
General Fund 
 
The revenues increased by $1,357,045 compared from fiscal year 2005. The total expenditures however, 
also increased by $1,190,104 or 3.79% more than last year. The increase in revenues is due to the 
positive result of the investment earnings. The government also received donation from other source and 
collected the prior year accounts from National Government which were previously written off. On the 
other hand, funding out of some Capacity Sector grant for fiscal year 2005 was now being funded by the 
general fund; hence explained the increase in expenditures.     
 
Special Revenue 
 
As mentioned in the preceding paragraph, Compact II/Sector Grants were the major sources of Pohnpei 
State’s operating grants for fiscal year 2006. The total revenues equals to the expenditures in the amount 
of $16,601,682 which are discussed below: 
 
• The education sector grant that shall support and improve the educational system of the Federated 

States of Micronesia, including, without limitation, the systems for primary, secondary, and post-
secondary education. The total expenditures for the grant are $ 6,748,108.  

 
• The health sector grant that shall support and improve the delivery of preventive, curative and 

environmental care, and develop the human and material resources necessary for the Federated 
States of Micronesia to perform these services. The total funding for the year is $ 5,104,320. 

Pohnpei State Government 
Expenses by Function for Fiscal Year 2006 

Exhibit II 
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• The sector grant for private sector development shall support the efforts of the Federated of 

Micronesia to attract new foreign investment and increase indigenous business activity. Priorities 
will be in advancing the private development of fisheries, tourism and agriculture; employing new 
telecommunications technologies; and analyzing and developing new systems, laws, and policies to 
foster private sector development, to facilitate investment by potential private investors, and develop 
business and entrepreneurial skills. The total of $ 858,753 was expended for this activity. 

 
• The sector for capacity building shall support the efforts of the Federated States of Micronesia to 

build effective, accountable and transparent national and local government and other public sector 
institutions and systems. The total grant expenditures are $ 744,965. 

 
• The environment sector shall support the efforts of the Federated States of Micronesia to protect the 

Nation’s land and marine environment and to conserve and achieve sustainable use of its natural 
resources. The amount of $ 716,280 was expended for the fiscal year. 

 
• Public Infrastructure grant shall give priority to primary and secondary education capital projects 

and programs that directly affect health and safety including water and wastewater projects, solid 
waste disposal projects and health care facilities. The State did not receive funding for this activity 
for the fiscal year.    

 
• The Supplemental Education Grant (SEG) is considered the seventh-sector grant. SEG has been 

offered in lieu of grants that were formerly available from various federal agencies. The federal 
programs that were incorporated into SEG are Territories & Freely Associated States Education 
Grant (T&FASEG), Adult Education & Family Literacy, Workforce Investment Act, Pacific 
Vocational Education Improvement Program and Early Childhood Program (formerly Head Start). 
For the year, the total expenses incurred were $ 2,429,256. 

 
Another major source of funding under Special Revenue funds is the US Federal Grants, which 
supported $ 2,940,984 expenditures of the State.   
 
Capital Projects 
 
The fund for the Capital projects decreased dramatically because of the termination of Compact I 
funding.  
 
Other Governmental Funds 
 
All the non-major funds from the Special revenue and CIP funds were grouped under this category. 
 
 
FINANCIAL ANALYSIS OF THE STATE GOVERNMENT’S FUNDS 
 
The State’s governmental fund changes in fund balances for the year ended September 30, 2006 are 
shown below. 
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 General Fund Other Funds Total 
Revenues: 
    Taxes $    8,213,147 $       294,043 $    8,507,190 
Compact         - 16,601,682 16,601,682 
Other   2,073,138   4,986,005   7,059,143 

Total revenues 10,286,285 21,881,730 32,168,015 
Expenditures   8,736,134 21,761,253 30,497,387 
Net change in fund balance $    1,550,151 $       120,477 $    1,670,628 
 
General Fund Budgetary Highlights 
 
During the year, the State revised its budget several times to accommodate supplemental funding for 
departments and offices requiring increases in appropriations to avoid budget overruns. 
 
The State’s general fund balance increase of $1,550,151 comes mainly from investment income which 
registers at $ 815,446 for the year, donation from other sources, and bad debts recovery.  
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets 
 
The State’s capital assets at the end of fiscal years 2006 and 2005 consist basically of equipment, 
buildings, roads and bridges. The summary of capital assets at the end of September 30 is shown below: 
 

 Primary Government  
 Governmental Activities  

  2006 2005 
Buildings  $     6,294,579 $    6,294,579 
Infrastructure 52,241,781 20,870,910 
Machinery   6,474,918   5,985,609 
 65,011,278 33,151,098 
Additional prior year assets reported            -       30,348,002 
Total as restated $  65,011,278 $  63,499,100 

 
The notes to the financial statements present more information about the State’s capital assets. 
 
Long-Term Debt 
 
At September 30 the State had long-term debt as shown below: 
 

 Primary Government  
 Governmental Activities  

  2006 2005 
Early Retirement & Private Sector Development $   4,521,067 $  4,200,000 
Compensated absences  676,254 587,030 
Claims and litigation  1,450,000 1,334,000 
Total $  6,647,321 $  6,121,030 
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Economic Factors and Next Year’s Budget 
 
Funding for the operations of most of the government services in fiscal year 2007 will still come from 
the Compact II.  
 
Fiscal year 2007 is the fourth year of the implementation of the economic assistance under the Compact 
II/ Sector Grant. Sector funding replaces the funding sources from the old Compact I. Under the 
Compact II/Sector grant, the annual budget approved by JEMCO for fiscal year 2007 is as follows:  
 
• For education sector grant, which continues to be the funding priority, the annual budget is $ 

7,187,007.  
 
• The health sector grant’s budget is $ 4,945,959. 
 
• The sector grant funding for private sector development is $ 499,854.  
 
• The capacity building sector grant budget for fiscal year 2007 is $ 729,991.  
 
• The environment sector grant is $ 630,544. 
 
• The total grants for the Public Infrastructure for three years amounted to $ 11,000,000. Priority 

projects are education, health related and private sector development. It is also required that 5% of 
the total grant be allocated to the Infrastructure Maintenance fund for the maintenance of the existing 
and new projects. Local matching of the same amount is required.  

 
• In the case of the Supplemental Education Grant (SEG), the total funding from September 1, 2005 

from March 31, 2007 is $3,352,563. The programs covered in the funding are Early Childhood 
Education, Education Improvement Programs, Workforce Development/Skill Training, Vocational 
Education and Staff Development. 

 
For fiscal year 2007, the locally generated revenues and the revenue shares from the National 
Government are projected at a range of $ 7,000,000 or less due to the implementation of FSM Public 
law no 14-90. FSM Public law no. 14-90 allows taxpayers to deduct the wages and benefits paid to their 
employees from the taxable revenues; hence reducing the amount of gross revenue taxes. For Pohnpei 
State; the annual amount of expected reduction in gross revenue taxes is more than $ 400,000.  The 
Department of Treasury and Administration will however continue to intensify its collection effort to 
raise more revenues in the ensuing years. In addition, the final carry-over balances from the Compact II 
may be authorized to be used to fund other operations of the government. 
 
FINANCIAL CONTACT 
 
This financial report is designed to provide all interested users with a general overview of the State of 
Pohnpei’s finances. If you have questions about this report or need additional financial information, 
please contact the Office of the Director of Treasury and Administration, P.O. Box 1567 Kolonia, 
Pohnpei FM 96941. 
 
 



Primary Component
Government Units

ASSETS
Current assets:
   Cash and cash equivalents 1,571,189$          2,186,311$         
   Investments 10,066,182        1,139,906           
   Receivables, net of allowance for uncollectibles 7,740,006           5,865,480           
   Advances 477,963              -                      
   Inventories 31,700                1,680,551           
   Other current assets -                       169,924               
   Restricted assets:
      Cash and cash equivalents 1,126,152            1,741,706            
          Total current assets 21,013,192        12,783,878         
Noncurrent assets:
   Capital assets, net of accumulated depreciation 28,489,651        35,518,286         
   Due from component units 3,355,288           -                      
   Investments -                      132,505              
   Other -                       586,355               
   Restricted assets:
      Investments 12,140,042        -                      
          Total noncurrent assets 43,984,981        36,237,146         
             Total assets 64,998,173$       49,021,024$       

LIABILITIES
Current liabilities:
   Current portion of long-term obligations -$                     243,518$            
   Notes payable -                      683,647              
   Bank overdraft 1,369,322           -                      
   Accounts payable 348,659              2,494,631           
   Current portion of compensated absences payable 196,113              -                      
   Due to primary government -                      136,000              
   Other liabilities and accruals 1,004,096           767,446              
   Deferred revenue 644,664              804,307              
          Total current liabilities 3,562,854           5,129,549           
Noncurrent liabilities:
   Noncurrent portion of long-term obligations 4,521,067           2,700,682           
   Compensated absences payable 676,254              -                      
   Due to primary government -                      3,355,288           
   Other noncurrent liabilities 1,450,000           -                      
          Total noncurrent liabilities 6,647,321           6,055,970           
             Total liabilities 10,210,175        11,185,519         

Contingencies and commitments
NET ASSETS
Invested in capital assets, net of related debt 28,489,651        32,300,421         
Restricted for:
   Nonexpendable:
       Future operations 8,256,948           -                      
   Expendable:
       Compact related 5,589,177           -                      
       Capital projects 889,470              -                      
       Other purposes 3,464,395           3,991,668           
Unrestricted 8,098,357           1,543,416           
          Total net assets 54,787,998        37,835,505         
             Total liabilities and net assets 64,998,173$       49,021,024$       

See accompanying notes to basic financial statements.
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(1) Summary of Significant Accounting Policies, Continued 
 

B. Government-Wide Financial Statements, Continued 
 

The Statement of Net Assets presents all of the reporting entity’s non-fiduciary assets and 
liabilities, with the difference reported as net assets. Net assets are reported in three categories: 
 
• Invested in capital assets, net of related debt consists of capital assets, net of accumulated 

depreciation and reduced by outstanding balances for bonds, notes and other debt that are 
attributed to the acquisition, construction or improvement of those assets. 

 
• Restricted net assets - nonexpendable consists of permanent funds in which donors or 

other outside sources have stipulated that the principal is to be maintained inviolate and in 
perpetuity, and invested for the purpose of producing present and future income, which 
may either be expended or added to the principal. 

 
• Restricted net assets - expendable consists of resources in which the State is legally or 

contractually obligated to spend resources in accordance with restrictions either externally 
imposed by creditors, grantors, contributors, and the like, or imposed by law. 

 
• Unrestricted net assets consist of net assets, which do not meet the definition of the two 

preceding categories.  Unrestricted net assets often are designated, (for example, internally 
restricted), to indicate that management does not consider them to be available for general 
operations. 

 
The government-wide Statement of Net Assets reports $18,199,990 of restricted net assets, of 
which $3,464,395 is restricted by enabling legislation. 

 
The Statement of Activities demonstrates the degree to which the direct expenses of given 
functions or segments are offset by program revenues.  Direct expenses are those that are clearly 
identifiable within a specific function or segment.  Program revenues include charges to 
customers or applicants who purchase, use, or directly benefit from goods, services, or 
privileges that are restricted to meeting the operational or capital requirements of a particular 
function.  Taxes and other items not meeting the definition of program revenues are, instead, 
reported as general revenue. 

 
C. Fund Financial Statements 

 
The fund financial statements present a balance sheet and a statement of revenues, expenditures, 
and changes in fund balances for its major and aggregated non-major funds. 

 
Major individual governmental funds are reported as separate columns in the fund financial 
statements pursuant to GASB reporting standards, with nonmajor governmental funds being 
combined into a single column. 

 
The State reports its financial position and results of operations in funds, each of which is 
considered a separate accounting entity.  The operations of each fund are accounted for with a 
set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues and 
expenditures/expenses.  Transactions between funds within a fund type, if any, have not been 
eliminated. 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
 
 
Honorable Johnny P. David 
Governor, State of Pohnpei 
Federated States of Micronesia: 
 
We have audited the financial statements of the governmental activities, the aggregate discretely 
presented component units, each major fund, and the aggregate remaining fund information of the State 
of Pohnpei as of and for the year ended September 30, 2006, which collectively comprise the State of 
Pohnpei’s basic financial statements and have issued our report thereon dated June 15, 2007.  Our report 
was modified to include a reference to other auditors.  We conducted our audit in accordance with 
auditing standards generally accepted in the United States of America and the standards applicable to 
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the State of Pohnpei’s internal control over 
financial reporting in order to determine our auditing procedures for the purpose of expressing our 
opinions on the financial statements and not to provide an opinion on the internal control over financial 
reporting.  Our consideration of the internal control over financial reporting would not necessary 
disclose all matters in the internal control that might be material weaknesses.  A material weakness is a 
reportable condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts 
that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned 
functions.  We noted no matters involving the internal control over financial reporting and its operation 
that we consider to be material weaknesses. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the State of Pohnpei’s financial statements are 
free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our audit and, accordingly, we do not express 
such an opinion.  The results of our tests disclosed no instances of noncompliance that are required to be 
reported under Government Auditing Standards. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND INTERNAL 
CONTROL OVER COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD 

PROGRAM AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
 
 
Honorable Johnny P. David 
Governor, State of Pohnpei 
Federated States of Micronesia: 
 
Compliance 
We have audited the compliance of the State of Pohnpei with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement 
that are applicable to each of its major federal programs for the year ended September 30, 2006.  The 
State of Pohnpei’s major federal programs are identified in the summary of auditors’ results section of 
the accompanying Schedule of Findings and Questioned Costs (pages 79 and 80).  Compliance with the 
requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs 
is the responsibility of the State of Pohnpei’s management.  Our responsibility is to express an opinion 
on the State of Pohnpei’s compliance based on our audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments and Non-Profit Organizations.  Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on a major federal program occurred.  An audit includes examining, on a test basis, evidence about the 
State of Pohnpei’s compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances.  We believe that our audit provides a reasonable basis for our 
opinion.  Our audit does not provide a legal determination on the State of Pohnpei’s compliance with 
those requirements. 
 
As described in items 2006-1 through 2006-6 in the accompanying Schedule of Findings and 
Questioned Costs, the State of Pohnpei did not comply with the requirements regarding procurement 
(Compact Sector Grants CFDA#15.875, Special Education CFDA#84.027), allowable costs/cost 
principles (Compact Sector Grants CFDA#15.875), period of availability (Compact Sector Grants 
CFDA#15.875), compliance for contract provisions (Compact Sector Grants CFDA#15.875, Special 
Education CFDA# 84.027) and compliance on the maintenance of fixed assets (Compact Sector Grants 
CFDA#15.875, Special Education CFDA#84.027) applicable to the Grants or Programs.  Compliance 
with such requirements is necessary, in our opinion, for the State of Pohnpei to comply with 
requirements applicable to those programs. 
 
In our opinion, except for the noncompliance described in the preceding paragraph, the State of Pohnpei 
complied, in all material respects, with the requirements referred to above that are applicable to each of 
its major federal programs for the year ended September 30, 2006. 
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1. Scope 
The State of Pohnpei is one of the four States of the Federated States of Micronesia.  All 
significant operations of the State are included in the scope of the OMB Circular A-133 audit (the 
"Single Audit").  The U.S. Department of the Interior has been designated as the State's cognizant 
agency for Single Audit. 

 
A. Programs Subject to Single Audit 

 
Schedules of expenditures of federal awards are presented for each federal program related to 
the following agencies: 

 
• U.S. Department of Agriculture 
• U.S. Department of Education 
• U.S. Department of Health and Human Services 
• U.S. Department of Homeland Security 
• U.S. Department of the Interior 
• U.S. Department of Labor 

 
2. Summary of Significant Accounting Policies 
 

A. Basis of Accounting 
For purposes of this report, certain accounting procedures were followed which help 
illustrate the expenditures of the individual programs.  All expenses and capital outlays are 
reported as expenditures on the accrual basis of accounting. 

 
B. Reporting Entity 

The State of Pohnpei, for purposes of the basic financial statements, includes all of the funds 
of the primary government as defined by Governmental Accounting Standards Board 
(GASB) Statement 14, "The Financial Reporting Entity." 

 
C. Subgrantees 

Certain program funds are passed through the State to subgrantee organizations.  The 
Schedule of Expenditures of Federal Awards does not contain separate schedules disclosing 
how the subgrantee outside of the State's control utilizes these funds. 

 
D. Indirect Cost Allocation 

The State does not receive any indirect cost allocation and does not charge indirect costs 
against federal programs. 

 
 E. CFDA #15.875 

CFDA #15.875 represents the Office of Insular Affairs (OIA), U. S. Department of the 
Interior.  Funding from this source is subject to varying rules and regulations since OIA 
administers the Compact of Free Association, which is a treaty, and is not a federal program.  
The Compact is comprised of various funded programs, each with separate compliance 
requirements.  To maximize audit coverage of OIA funding, the OIG has recommended that 
programs administered under CFDA #15.875 be grouped by like compliance requirements 
and such groupings be separately evaluated as major programs. 








































