
 

 
 
 
 
 
 
April 14, 2010 
 
 
 
The Board of Directors 
Pohnpei Utilities Corporation 
 
 
Dear Members of the Board: 
 
We have performed an audit of the financial statements of Pohnpei Utilities Corporation (PUC) as of and 
for the year ended September 30, 2009, in accordance with auditing standards generally accepted in the 
United States of America and have issued our report thereon dated April 14, 2010. 
 
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 PUC is responsible. 
 
OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND 
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS 
 
Our responsibility under auditing standards generally accepted in the United States of America, the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States, have been described in our engagement letter dated August 
21, 2009.  As described in that letter, the objective of a financial statement audit conducted in 
accordance with the aforementioned standards is: 
 
• To express an opinion on the fairness of the presentation of PUC’s basic financial statements and 

to disclaim an opinion on the required supplementary information for the year ended September 
30, 2009 in conformity with accounting principles generally accepted in the United States of 
America (“generally accepted accounting principles”), in all material respects; 
 

• To express an opinion on whether the supplementary information that accompanies the basic 
financial statements is presented fairly, in all material respects, in relation to the basic financial 
statements taken as a whole; and 
 

• To report on PUC’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, 2009 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 auditing standards generally accepted in the United States of America and 
Government 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. 
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We considered PUC’s 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 PUC’s internal control over financial reporting.  Accordingly, we do not express an 
opinion on the effectiveness of PUC’s internal control over financial reporting.  Our consideration of 
internal control over financial reporting would not necessarily 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 by 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 PUC’s 2009 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 unearned cash power revenue, which is based on power 
consumption of power by cash power customers; 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, 2009, we are not aware of any significant changes in accounting estimates or in 
management’s judgments relating to such estimates. 
 
AUDIT ADJUSTMENTS AND UNCORRECTED MISSTATEMENTS 
 
As the result of our audit work, we identified matters that resulted in audit adjustments that we believe, 
either individually or in the aggregate, would have a significant effect on PUC’s financial reporting 
process.  Such proposed adjustments, listed in Appendix II, have been recorded in the accounting records 
and are reflected in the 2009 financial statements.  Those proposed adjustments that were not recorded 
by management are also included in the schedule described in the next paragraph. 
 
In addition, we have attached to this letter, as Appendix III, 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 in the aggregate, to the financial 
statements taken as a whole. 
 
SIGNIFICANT ACCOUNTING POLICIES 
 
PUC’s significant accounting policies are set forth in Note 1 to PUC’s 2009 financial statements.  
During the year ended September 30, 2009, there were no significant changes in previously adopted 
accounting policies or their application.  New accounting policies adopted during the year ended 
September 30, 2009 are also set forth in Note 1 to PUC’s 2009 financial statements. 
 
OTHER INFORMATION IN THE ANNUAL REPORTS 
 
To the date of this letter, the 2009 audited financial statements have not been included in documents 
containing other information such as an Annual Report. 
 
DISAGREEMENTS WITH MANAGEMENT 
 
We have not had any disagreements with management related to matters that are material to PUC’s 2009 
financial statements. 
 
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 2009. 
 



 

MANAGEMENT’S REPRESENTATIONS 
 
We have made specific inquiries of PUC’s management about the representations embodied in the 
financial statements.  Additionally, we have requested that management provide to us the written 
representations PUC is required to provide to its independent auditors under generally accepted auditing 
standards.  We have attached to this letter, as Appendix IV, a copy of the representation letter we 
obtained from management. 
 
MAJOR ISSUES DISCUSSED WITH MANAGEMENT PRIOR TO OUR INITIAL 
ENGAGEMENT OR RETENTION 
 
Throughout the year, routine discussions were held or were the subject of correspondence with 
management regarding the application of accounting principles or auditing 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 PUC’s management and staff and had unrestricted 
access to PUC’s senior management in the performance of our audit. 
 
CONTROL-RELATED MATTERS 
 
We have issued a separate report to you, also dated April 14, 2010, containing information regarding our 
consideration of PUC’s internal control over financial reporting and our tests of compliance with certain 
provisions of laws, regulations, contracts and grant agreements. 
 
We have identified, and included in the attached Appendix I, certain control deficiencies related to 
PUC’s internal control over financial reporting and also other matters as of September 30, 2009 that we 
wish to bring to your attention. 
 
The definition of a control deficiency is also set forth in Appendix I. 
 

*  *  *  *  *  *  *  * 
 
This report is intended solely for the information and use of the Board of Directors, management, and 
others within PUC 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 PUC for their cooperation and assistance during the 
course of this engagement. 
 
Very truly yours, 
 



 

APPENDIX I 
 
 
SECTION I – CONTROL DEFICIENCIES 
 
We identified, and have included below, control deficiencies involving PUC’s internal control over 
financial reporting as of September 30, 2009 that we wish to bring to your attention: 
 
1. Post Closing Entries 
 

Comment:  Though the size and number has been reduced compared with the prior year post closing 
adjustments, we still noted a number of post closing adjustments in the current year.  This indicates 
that a more thorough review of the general ledger is required. 
 
Recommendation:  Month-end and year-end closing timetables should be implemented, and review 
of the general ledger should be performed on a timely basis. This was also brought to management’s 
attention in our previous management letter. 

 
2. Analysis of Allowance for Doubtful Accounts 
 

Comment:  PUC does not perform a comprehensive analysis of the allowance for doubtful accounts.  
During the audit, we proposed an additional allowance for doubtful accounts of $530,500 to be 
recorded in the PUC’s financial statements.  Additionally, we noted that PUC does not enforce a 
disconnection policy for water accounts. 
 
Recommendation:  PUC should perform a periodic review of the collectability of its receivables to 
determine that an appropriate allowance, if any, is established.  PUC should consider implementing a 
disconnect policy for past due water accounts. 

 
3. Analysis of Allowance for Inventory Obsolescence 
 

Comment:  PUC does not perform periodic analysis of parts inventory to identify obsolete or non-
useable items.  From a sample of 15 items, four items were identified as having no movement 
(purchases or usage) during the year ended September 30, 2009. 
 
Recommendation:  PUC should implement procedures to perform a periodic analysis of parts 
inventory and should establish an allowance for parts determined to be obsolete or unusable. 

 
4. Inaccurate Peak and Loss Report 
 

Comment:  The Peak and Loss Report for the year ended September 30, 2009 erroneously excluded 
the kwh sold on demand accounts and easy power/cash power vending sales, understating total kwh 
sold by approximately 2.2 million kwh. 
 
Recommendation:  Reports should be reviewed for accuracy. 

 
5. Unearned Cash Power 
 

Comment:  The cash power sales by account summary report for the year ended September 30, 2009, 
which was the basis to estimate unearned cash power revenue, reflected an understatement of 5 
million kwh of total cash power sales for the year.  As a result, unearned cash power revenue as of 
September 30, 2009 was estimated using 2008 data. 

 
Recommendation:  Reports should be reviewed for accuracy. 

 



 

APPENDIX I, Continued 
 
 
6. Stale Dated Checks 
 

Comment:  Stale dated checks totaling $25,384 were included as outstanding checks as of September 
30, 2009. 
 
Recommendation: To strengthen PUC’s internal control over cash, reasons for the non-encashment 
of long outstanding checks should be investigated in a timely manner. 

 
 
SECTION II – OTHER MATTERS 
 
Our observations concerning other matters related to operations and best practices involving internal 
control over financial reporting that we wish to bring to your attention are as follows: 
 
1. Long Outstanding Receivables from Employees  
 

Comment:  At September 30, 2009, $89,737 of $98,874 of accounts receivable – others are deemed 
to be uncollectible.  These receivables are mainly from employees, former employees or former 
board members which have been outstanding for several years.  These receivables have been fully 
provided for. 
 
Recommendation:  Though fully provided with an allowance, management should strengthen its 
collection efforts to ensure that advances to employees are collected in a timely manner. 

 
2. Production and Line Losses 
 

Comment:  For the year ended September 30, 2009, production and line losses remained significantly 
above industry standards at 1.9 million kWh and 6.9 million kWh, (or 5.1% and 18.6% of total 
production), respectively.  Losses may be caused by equipment problems, inefficiencies at generation 
plants or in transmission and distribution, or by theft of service.  Production and line losses for the 
year ended September 30, 2008 approximated 4.7% and 20.5%, respectively. 
 
Recommendation:  PUC should determine the cause(s) of the production and line losses and take 
steps to reduce losses to a more acceptable level.  This was also brought to management’s attention 
in our previous management letter. 

 
3. Bank Reconciling Items 
 

Comment:  The September 2009 savings account reconciliation contains two credit card sales 
($2,199.30 and $3,600.00) that have not been processed by the bank as of March 2010.  Management 
indicated that various discussions had been held with bank personnel at various times; however, the 
informal follow ups have not been documented in writing.  Additionally, the September 2009 
checking account reconciliation includes reconciling items of approximately $3,000 carried over 
from prior year that are identified as “bank errors”.  These items may no longer be recoverable. 
 
Recommendation:  An appropriate level of PUC management should follow up with the bank in 
writing. 

 



 

APPENDIX I, Continued 
 
 
4. Annual Leave 
 

Comment:  Several contract employees used more annual leave hours than earned in FY2009, 
resulting in negative annual leave balances at year-end. 
 
Recommendation: PUC should strengthen controls over monitoring annual leave usage. 

 
5. Segregation of Power and Water Activities 
 

Comment:  The PUC operations comprise both power and water.  The accounting records have 
separately identified certain applicable revenues and expenses.  Given the issues involved in rate 
making and in potential debt financing, it may be appropriate to consider whether additional 
segregation may be of benefit. 
 
Recommendation: We believe that management may wish to consider whether additional 
disaggregation of water and power operations may be beneficial to the Corporation. 

 
6. Perpetual Inventory System 
 

Comment:  The PUC maintains a perpetual accounting of inventory receipts and issuances off 
balance sheet through the MAS 90 inventory module, but inventory movement is recorded in the 
general ledger only at year end based on the physical inventory count. 
 
Recommendation: We recommend that PUC update its inventory balances monthly based on receipts 
and issuances recorded through the inventory module. 

 
 
SECTION II – DEFINITION 
 
The definition of a control deficiency that is established in AU 325, Communicating Internal Control 
Related Matters Identified in an Audit, is as follows: 
 
A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect 
misstatements on a timely basis. A deficiency in design exists when (a) a control necessary to meet the 
control objective is missing or (b) an existing control is not properly designed so that, even if the control 
operates as designed, the control objective is not always met. A deficiency in operation exists when a 
properly designed control does not operate as designed, or when the person performing the control does 
not possess the necessary authority or qualifications to perform the control effectively. 



 

APPENDIX II 
 
 
RECORDED AUDIT ADJUSTMENTS 
 
 

   Assets   Liabilities  Equity 
Profit & 

Loss 
DR  Bad debt expense       530,500  
CR  Allowance for doubtful accounts - water 
CR  Allowance for doubtful accounts - power 

(504,112) 
(26,388)      

 
To adjust allowance for doubtful accounts          
DR  Customer deposit (unearned revenues)    30,000    
CR  Cash power sales 
 

 
    

 (30,000) 
 

To adjust estimated unearned cash power          
DR  Beginning net assets     797  
CR  Miscellaneous expense 
 

 
    

 (797) 
 

To correct unbalanced beginning net assets          



 

APPENDIX III 
 
UNRECORDED AUDIT ADJUSTMENTS 
 
 
 

   Assets   Liabilities  Equity 
Profit & 

Loss 
DR  Cash 7,204    
CR  Liability 
  

(7,204) 
   

To record stale dated checks     
DR  Cash 18,180    
CR  Liability 
  

(18,180) 
   

To record stale dated checks     
DR  Cash 14,611    
CR  Accounts payable 
  

(14,611) 
   

To reclassify unreleased checks to liability account     
DR  Sales    12,692 
CR  Accounts receivable - water 
 

(12,692) 
    

To reconcile receivable balance per G/L to schedules     
DR   Interest expense    5,735 
CR   Interest payable 
  

(5,735) 
   

To accrue interest expense on loans     
DR   Grant receivable 10,000    
CR   Grant revenue 
    

(10,000) 
 

To record subsequent reimbursement in Oct 09     
DR   WIP 20,391    
CR   Accounts payable 
  

(20,391) 
   

To accrue liability at year end     
DR   Receivable from employees 3,688    
CR   Accrued annual leave 
  

(3,688) 
   

To adjust negative annual leave  at year-end     
     
TOTAL KNOWN MISSTATEMENTS 
 

61,382 
 

(69,809) 
   

8,427 
 

     
     
TOTAL LIKELY MISSTATEMENTS - NONE 
 

- 
 

- 
  

- 
 

     
TOTAL 61,382 (69,809)  8,427 
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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. 

We are not aware of any estimates at September 30, 2009 that may change and that the 
effect of the change would be material to the financial statements. 

16. 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 FASB ASC Topic No. 450, Contingencies other than that disclosed 
in the financial statements. 

17. The Corporation 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. 

18. The Corporation has complied with all aspects of contractual agreements that would have 
an effect on the financial statements in the event of noncompliance. 

19. No events have occurred subsequent to September 30, 2009 to the dates of our signatures 
below that require consideration as adjustments to or disclosures in the financial 
statements. 

20. We have disclosed to you that no change in the Corporation’s internal control over 
financial reporting has occurred during the Corporation’s most recent fiscal year that has 
materially affected, or is reasonably likely to materially affect, the Corporation’s internal 
control over financial reporting. 

21. No corporation or agency of the Federal Government, the Pohnpei State Government, or 
the FSM National Government has reported a material instance of noncompliance to us. 

22. We have no intention of terminating our retirement plan or taking any other action that 
could result in an effective termination or reportable event for the plan.  We are not aware 
of any occurrences that could result in the termination of our retirement plan to which we 
contribute. We are of the opinion that the plan does not represent an asset or liability of 
the Corporation. However, in June 2008, we stopped employer contributions to the plan 
until such time as the Corporation’s financial standing improves.  We do not believe that 
this act constitutes a violation of our plan, termination of the plan or a reportable event 
for the plan since we believe that such contributions are discretionary. 

23. We do not plan to make frequent amendments to our pension or other postretirement 
benefit plans. 

24. Provisions have been made to reduce accounts receivable to their estimated net realizable 
value. 
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