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May 9, 2011

The Board of Directors
Pohnpei State Housing Authority

Dear Members of the Board:

We have performed an audit of the financial statements of the Pohnpei State Housing Authority (the
Authority) as of and for the year ended September 30, 2010, in accordance with auditing standards
generally accepted in the United States of America (“generally accepted auditing standards”) and have
issued our report thereon dated May 9, 2011.

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 the Authority is responsible.

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, have been described in our engagement letter dated October 14, 2010. 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 the Authority’s basic financial
statements and to disclaim an opinion on the required supplementary information for the year
ended September 30, 2010 in conformity with accounting principles generally accepted in the
United States of America (“generally accepted accounting principles™), in all material respects;
and

J To report on the Authority’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, 2010 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 by management with the
oversight of the Board 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 their responsibilities.

We considered the Authority’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 the Authority’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Authority’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.
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MANAGEMENT JUDGMENTS AND 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 the Authority’s 2010 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 loan losses, which is
determined based upon evaluations of the collectability of loans; 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, 2010, 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 the Authority’s financial
reporting process. Such proposed adjustments, listed in Appendix I, have been recorded in the
accounting records and are reflected in the 2010 financial statements.

In addition, we have attached to this letter, as Appendix II, 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

The Authority’s significant accounting policies are set forth in Note 1 to the Authority’s 2010 financial
statements. During the year ended September 30, 2010, there were no significant changes in previously
adopted accounting policies or their application, except for the following pronouncements adopted by
the Authority:

o GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets, which
addresses whether and when intangible assets should be considered capital assets for financial
reporting purposes.

o GASB Statement No. 53, Accounting and Financial Reporting for Derivative Instruments, which
is intended to improve how state and local governments report information about derivative
instruments - financial arrangements used by governments to manage specific risks or make
investments - in their financial statements.

o GASB Technical Bulletin No. 2008-1, Determining the Annual Required Contribution Adjustment
for Postemployment Benefits, which clarifies the requirements of GASB Statement No. 27,
Accounting for Pensions by State and Local Governmental Employers, and Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than
Pensions, for calculating the annual required contribution (ARC) adjustment.

o GASB Statement No. 58, Accounting and Financial Reporting for Chapter 9 Bankruptcies, which
provides guidance for governments that have petitioned for protection from creditors by filing for
bankruptcy under Chapter 9 of the United States Bankruptcy Code, and establishes requirements
for recognizing and measuring the effects of the bankruptcy process on assets and liabilities, and
for classifying changes in those items and related costs.

The implementation of these pronouncements did not have a material effect on the financial statements
of the Authority.



In March 2009, GASB issued Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions, which enhances the usefulness of fund balance information by providing clearer fund
balance classifications that can be more consistently applied and by clarifying the existing governmental
fund type definitions. The provisions of this statement are effective for periods beginning after June 15,
2010. Management has not evaluated the effect that the implementation of this statement will have on
the financial statements of the Authority.

In December 2009, GASB issued Statement No. 57, OPEB Measurements by Agent Employers and
Agent Multiple-Employer Plans, which amends Statement No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, and Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, and addresses
issues related to measurement of OPEB obligations by certain employers participating in agent multiple-
employer OPEB plans. The provisions of Statement 57 related to the use and reporting of the alternative
measurement method are effective immediately. The provisions related to the frequency and timing of
measurements are effective for actuarial valuations first used to report funded status information in
OPEB plan financial statements for periods beginning after June 15, 2011. Management does not
believe that the implementation of this statement will have a material effect on the financial statements
of the Authority.

In June 2010, GASB issued Statement No. 59, Financial Instruments Omnibus, which updates and
improves existing standards regarding financial reporting of certain financial instruments and external
investment pools. The provisions of this statement are effective for periods beginning after June 15,
2010. Management has not evaluated the effect that the implementation of this statement will have on
the financial statements of the Authority.

CRITICAL ACCOUNTING POLICIES AND PRACTICES

Critical accounting policies are those that are both most important to the portrayal of the Authority’s
financial condition and results and require management’s most difficult, subjective, or complex
judgments, often as a result of the need to make estimates about the effect of matters that are inherently
uncertain. The Authority has not identified any critical accounting policies or practices.

ALTERNATE ACCOUNTING TREATMENTS

We had no discussions with management regarding alternative accounting treatments within generally
accepted accounting principles for policies and practices related to material items, including recognition,
measurement, and disclosure considerations related to the accounting for specific transactions as well as
general accounting policies, related to the year ended September 30, 2010.

OTHER INFORMATION IN THE ANNUAL REPORTS

When audited financial statements are included in documents containing other information such as the
Authority’s 2010 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 the
Authority’s 2010 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.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the
Authority’s 2010 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 2010.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of the Authority’s management about the representations embodied in
the financial statements. Additionally, we have requested that management provide to us the written
representations the Authority is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Appendix III, 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 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 the Authority’s management and staff and had
unrestricted access to the Authority’s senior management in the performance of our audit.

CONTROL-RELATED MATTERS

We have issued a separate report to you, dated May 9, 2011, wherein no matters involving the
Authority’s internal control over financial reporting were considered to be significant deficiencies under
standards established by the American Institute of Certified Public Accountants, and on its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters were
reported. We also noted certain matters that we reported to management of the Authority in a separate
letter dated May 9, 2011.
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This report is intended solely for the information and use of the Board of Directors, management, and
others within the organization, 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 the Authority for their cooperation and assistance during
the course of this engagement.

Very truly yours,

ATy
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APPENDIX III, CONTINUED

b.  Communication from other regnlatory agencies conceming noncompliance
with or deficiencies In financial reporting practices or other matters that conld
have a matenial effect on the financial statements.

4. We believe the effects of anv uncorrected financial statement mi
aggregated by you during the current amndit engasemen
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5. The Authority has not performed a formal risk assessment, inclnding the assessment
of the risk that the financial statements may be materially misstated as a resuit of
frand. However, management has made available to you their understanding about
the nisks of frand in the Authority and do not believe that the financial
staternents are materially misstated as a result of frand.

6. We have no knowledge of any frand or suspected fraud affecting the Aunthority
involving (a) management, (b) employees who have significant roles in internal
control over financial reporting, or (c) others if the framd could have a material
effect on the financial statements.

7. We have no knowledge of any allegations of frand or suspected frand affecting the
Authority received in communications from employees, former employees,

8. There are no unasserted claims or assessiments that legal comnsel has advised s are
probable of assertion and must be disclosed in accordance with Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC)
450, Contingencies (formerly FASB Statement No. 5, Accounting for
Contingencies), except as disclosed i note 5 to the basic financial statements

9. There are no reportable conditions, including significant deficiencies and material
weaknesses, in the design or operation of internal control that could adversely affect
the Authority’s ability to initiate, record, process, and report financial information.

10. We are responsible for compliance with FSM laws, rules and regulations, and
provision of grants and contracts relating to the Authority’s operations. We are
responsible for establishing and maintaining the components of internal control
relating to our activitics in order to achieve the objectives of providing reliable
financial reports, effective and efficient operations, and compliance with laws
regulations. The Authority is responsible for maintaining accounting and
administrative control over revenues, obligations, expenditures, assets, and
liabilities.

11. Management has identified and disclosed to you all laws and regulations that have a
direct and material effect on the determination of financial statement amounts.

Except where otherwise stated below, matters less than $17,600 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 financial statements.

12. Except as lisied in Appendix A, there are no transactions that have not been
properly recorded in the accounting records underlying the financial statemenis.

13. The Awvthority has no plans or intentions that may affect the carrying value or
class:fication of assets and hahilities
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14.  The following, to the extent applicable, have been appropriate
properly recorded, and disclosed in the fimancial statem:

a. Related-party transactions and associated amounts receivable or payable
inclading sales, purchases, loans, transfers, leasing arrangements, and
guarantees (writicn or ozal).

b. Guarantees, whether wriiten or oral, under which the Authority is contingently
liable.

c. Arrangements with financial mnstitu

oﬁleranangem:mxs mvolvmg Gn cash bal:

d.

15. Inpmpmmgﬂmﬁmmai&:ﬁmtsmmﬁmmiymﬂnﬁm management uses
estimates. All estimates have been disclosed in the finaucial statements for which
known information available prior to the issuance of the financial statements
mdscaiesthatboﬁnofﬂaeﬁ)ﬂsmngcnmmm

tisat} possa’bleﬂmt&wes!xmieofthee%&mﬂmﬁmmal
staterments ofa MQAE(HFS sitnation_ or set of cizcumsismces that existed at the
date of the financial statements will change m the near term due to ene or
more fatore confirming events.
b. 'l'%xecﬁ'eciefﬁ&echngewnuldhem&miﬁ&ihe‘ statements
that meet all of the following criteria have been disclosed m the fimancial
statemnents:
a.  The concentration exists at the date of the financial statements.

b. The concentration makes the enterprise vulnerable to the risk of a pear-term
severe rmpact.

c.  Itis at least reasonably possible that the events that could cause the severe
impact will occur in the pear term.

19. There are no:

d.  Violations or possible violations of laws or reguiations whose effects should
be considered for disclosure i the financial statements ox as a basis for
recording a loss contingency.

e.  Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by FASB ASC 450, Contingencies (fosmerly FASB Statement No.
5, Accounting for Contingencies), except as disclosed in note 5 to the basic
financial statements. Furthermore, management 1s of the opanion that the
defauited USDA Rural Development loans in the amownt of $550,428 zre a
Liability of the Pobnpex %CMMM@SMB&WiM&

the U.S. Depariment of Agricalinre for these amoumnts. Accordn
loans and related hability are not recorded by the Amhonty.
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20. The Authority has satisfactory title 1o all owped assets, and there are 5o liens or
encumbrances on such assets por has any asset been pledged as collateral excepi as
disclosed in the financial statements.

21. TheAM&smmpﬂeﬁuqmwm&ofmmuﬁangﬁﬁﬁmg have
an effect on the Snancial statements | the event of poncomplance

22. No department or agency of the Pohupei State Government or the U.S. Federal
Government has reported a material instance of poncompliasce to us.

23. Wemawmafmmmmmdmmmywmymmﬁmmys
internal conirol over financial reporting that occurred doning the Authority’s most
mMywmmmaﬂyaﬁMWsmMymmmﬂy
affect, the Authority’s internal control over financial reporting and we advise you
thalmswhdmsmmﬁm&mmpomﬂmym

24. There have bemmmtﬁ;mbymmgm&whmhmmeﬂmpmwmonsof
local laws or regulations or of contracts applicable to the Authority.

25. Receivables recorded in the financial statements represent valid claims against
debtors forsalmoro&hexckmxgasmsmgmwhfmeﬁepmnww 2010 and have

26. The Authority is responsible for determining and maintainin; ~ ;
ﬂmhmmmmmmmm determine
amounts. Management believes the allowances are adequate to absorb cumently

estimated bad debis in the account balances.

28. The Authority has obligated, expended, received, and used public funds of the
Authority in accordance with the purpose for which such funds bave been
appropriated or otherwise authorized by federal law. mmmm&m

- -

receipt, or use of public funds was in accordance with any hmtations
mandatory directions imposed by federal law.

29. MoneymsmﬂarametsimﬂiedbyﬂmmmmﬁymbdnifofﬁmFM
Government have been properly and legally administered and the acoounting and
recordkeeping related thereto is proper, accurate, and in accordance with law.

30. No evidence of fraud or dishonesty in fiscal operations of programs administered by
the Authority has been discovered.

31. With regard to the fair value measurements and disclosures of certain assets, we
believe that:

a.
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copformaity with GAAP.

c.  No events have cocured subsequent to September 30, 2019 that requires
adjustment o the fair value measurements aad disclosures inclnded 1 the

32. During fiscal year 2010, the Authornity mmplemented the following propouncemenis:

I GASB Statement No. 51, Accowsting and Financial Reporting for Imangible
mmmmmmmmmw
considered capital assets for financial reporting purposes.

2 GASB Statement No. 53, Accotnting and Financial Reporting for Derivative
Immmsmwwmmemmmmmm
repeaimfmmﬁnmabomdﬁmwmm ﬁnmmalanm:genmismed

3 GASB Technical Bulletin No. 2008-1, Determining the Anmual Required
Contribution Adjustment for Postemployment Benefits, which clarifies the
requirements of GASB Statement No. 27, Aammfmgjbrf'eﬁsm by State
and Local Governmental Employers, and Statement No. 45, Accounting and
meml unoﬂmglw&@a’a}mfw Pax!empiq;mm&m;ﬁts Other Than

\culating the anmmal required contribution (ARC) adjustment.

fﬁr9

4 GASB Statement No. 58, Awommgmdﬁ“m
: e ,a*«-a“ nxu».

andmmmnglhccﬂ'ectsofthsbanmw

The implementation of these pronouncements did not have a material effect on the
financial statements.

In March 2009, GASB issued Statement No. 54, FmdBWchm‘tmgmﬂ

meomms&mﬂymmdmdbym@mgﬂwmm
definitions. Thepmvxsmgsofﬁnsstam!ﬁmeeﬁ‘wmfmpamdsbegmmng
after June 15, 2010. Management has not evaluated the effect that the
nnplemexﬁ@onofﬁnssta&memwﬂlhaveontheﬁnamaimmemsofme

Aathority.

In December 2009, GASB issued Statement No. 57, OPEB Measune

easire by
Emmmmmmwmwmmsmm%
Bmeﬁtl’ims%'ﬂmi’mﬂam,

Poﬁemphymﬂﬂmeﬁ&%%?maﬁa&&mmm@ﬁm
measurement of OPEB obligations by certain exaployers pasticipating in agent
multiple-employer OPEB plans. TlxpzmofSwMS?miamdmﬂwnse
andmhagof&eak@mbwmm&ﬁm@dmm'e mm’mé;meiy

Thcmovmcmm@edbﬁmﬁeq&mqmdmzngof re

13l staternents for periods begumeng Manaeers
not bﬁmeﬁmthe: icInertation ﬁ@m@mdm&aﬁ%ﬁm
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