
 
 
 
 
 
 
 
 
 
 
 
 
June 15, 2012 
 
 
 
The Board of Directors 
Chuuk Public Utility Corporation 
 
 
Dear Members of the Board of Directors: 
  
We have performed an audit of the financial statements of the Chuuk Public Utility Corporation (the 
“CPUC”) as of and for the year ended September 30, 2011, in accordance with auditing standards 
generally accepted in the United States of America (“generally accepted auditing standards”) and have 
issued our report thereon dated June 15, 2012. 
 
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 CPUC 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 (“generally accepted government auditing standards”), have been described in our engagement 
letter dated September 13, 2011, a copy of which has been provided to you.  As described in that letter, 
the objectives of an audit conducted in accordance with the aforementioned standards are to: 
 
 Express an opinion on the fairness of the presentation of CPUC’s basic financial statements, and to 

disclaim an opinion on the required supplementary information for the year ended September 30, 
2011, in conformity with accounting principles generally accepted in the United States of America 
(“generally accepted accounting principles”), in all material respects; and 

 
 Report on CPUC’s internal control over financial reporting and on its compliance with certain 

provisions of laws, regulations, contracts, and grants and other matters for the year ended 
September 30, 2011 based on an audit of financial statements performed in accordance with the 
standards applicable to financial audits contained in generally accepted government auditing 
standards. 

 
Our responsibilities under generally accepted auditing standards and generally accepted 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 CPUC’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 CPUC’s internal control over financial reporting.  Accordingly, we do not express 
an opinion on the effectiveness of CPUC’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. 
 
MANAGEMENT JUDGMENTS AND 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 ordinarily based 
on knowledge and experience about past and current events and on assumptions about future events.  
Significant accounting estimates reflected in CPUC’s 2011 financial statements include management’s 
estimate of allowance for doubtful accounts, which is determined based on past collection experience 
and aging of the accounts; and management’s estimate of depreciation expense, which is based on 
estimated useful lives of the respective fixed assets.  During the year ended September 30, 2011, we are 
not aware of any significant changes in accounting estimates or in management’s judgments relating to 
such estimates. 
 
AUDIT ADJUSTMENTS, RECLASSIFICATIONS 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.  As the result of our audit work, we identified matters that resulted in audit adjustments and 
account reclassifications that we believe, either individually or in the aggregate, would have a significant 
effect on CPUC’s financial reporting process.  Such proposed adjustments and reclassifications, listed in 
Appendix A to Attachment I, have been recorded in the accounting records and are reflected in the 2011 
financial statements.   
 
In addition, attached to Attachment I as Appendices B and C, summaries of uncorrected misstatements 
aggregated by us during the current engagement and pertaining to the latest and prior 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 
 
CPUC’s significant accounting policies are set forth in note 2 to CPUC’s 2011 financial statements.  
During the year ended September 30, 2011, there were no significant changes in previously adopted 
accounting policies or their application, except for the following pronouncements adopted by CPUC: 
 
 GASB 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. 

 
 GASB 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.   

 
 GASB Statement No. 59, Financial Instruments Omnibus, which updates and improves existing 

standards regarding financial reporting of certain financial instruments and external investment 
pools.   

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



SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 
 
In December 2010, GASB issued Statement No. 60, Accounting and Financial Reporting for Service 
Concession Arrangements, which addresses how to account for and report service concession 
arrangements (SCAs), a type of public-private or public-public partnership.  The provisions of this 
statement are effective for periods beginning after December 15, 2011.  Management does not believe 
that the implementation of this statement will have a material effect on the financial statements of 
CPUC. 
In December 2010, GASB issued Statement No. 61, The Financial Reporting Entity: Omnibus, which is 
designed to improve financial reporting for governmental entities by amending the requirements of 
Statements No. 14, The Financial Reporting Entity, and No. 34, Basic Financial Statements—and 
Management’s Discussion and Analysis—for State and Local Governments, to better meet user needs 
and address reporting entity issues that have come to light since those Statements were issued in 1991 
and 1999, respectively. The provisions of this statement are effective for periods beginning after June 
15, 2012.  Management does not believe that the implementation of this statement will have a material 
effect on the financial statements of CPUC. 

In December 2010, GASB issued Statement No. 62, Codification of Accounting and Financial 
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which is 
intended to enhance the usefulness of its Codification by incorporating guidance that previously could 
only be found in certain Financial Accounting Standards Board (FASB) and American Institute of 
Certified Public Accountants (AICPA) pronouncements. The provisions of this statement are effective 
for periods beginning after December 15, 2011.  Management does not believe that the implementation 
of this statement will have a material effect on the financial statements of CPUC. 

In July 2011, GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of Resources, 
Deferred Inflows of Resources, and Net Position, which establishes guidance for reporting deferred 
outflows of resources, deferred inflows of resources, and net position in a statement of financial 
position.  The provisions of this statement are effective for periods beginning after December 15, 2011.  
Management does not believe that the implementation of this statement will have a material effect on the 
financial statements of CPUC. 

In July 2011, GASB issued Statement No. 64, Derivative Instruments: Application of Hedge Accounting 
Termination Provisions (an amendment of GASB Statement No. 53), which will improve financial 
reporting by state and local governments by clarifying the circumstances in which hedge accounting 
continues to be applied when a swap counterparty, or a swap counterparty’s credit support provider, is 
replaced. The provisions of this statement are effective 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 CPUC. 
 
ALTERNATIVE 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, 2011. 
 
DISAGREEMENTS WITH MANAGEMENT 
 
We have not had any disagreements with management related to matters that are material to CPUC’s 
2011 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 2011. 
  



OTHER INFORMATION IN THE ANNUAL REPORTS 
 
When audited financial statements are included in documents containing other information such as 
CPUC’s 2011 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 CPUC’s 
2011 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. 
 

MAJOR ISSUES DISCUSSED 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 CPUC’s management and staff and had unrestricted 
access to CPUC’s senior management in the performance of our audit. 

 
MANAGEMENT’S REPRESENTATIONS 
 
We have made specific inquiries of CPUC’s management about the representations embodied in the 
financial statements.  Additionally, we have requested that management provide to us the written 
representations CPUC 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 June 15, 2012, on CPUC’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 upon the audit performed in accordance with 
Government Auditing Standards.  Within that report, we noted a certain matter that was considered to be 
a significant deficiency under standards established by the American Institute of Certified Public 
Accountants.  Although we have included management’s written response to our comment contained in 
the report, such response has not been subjected to the auditing procedures applied in our audit of the 
basic financial statements and, accordingly, we do not express an opinion or provide any form of 
assurance on the appropriateness of the response or the effectiveness of any corrective actions described 
therein.   
 
We have also issued a separate report to you, also dated June 15, 2012, involving CPUC’s compliance 
with requirements applicable to each major program and on internal control over compliance in 
accordance with OMB Circular A-133.   
 
We have identified, and included in Attachment II, certain control deficiencies related to CPUC’s 
internal control over financial reporting as of September 30, 2011 that we wish to bring to your 
attention. 
 
The definition of a control deficiency is also set forth in Attachment II. 
 

  



*  *  *  *  *  *  *  * 
 
This report is intended solely for the information and use of the management, the Board of Directors, 
and others within CPUC, and is not intended to be and should not be used by anyone other than these 
specified parties. 
 
Very truly yours, 
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ATTACHMENT II 
 
 
SECTION I – CONTROL DEFICIENCIES 
 
We identified the following control deficiencies involving CPUC’s internal control over financial 
reporting as of September 30, 2011: 
 
(1) Cash Collections 
 

Comment: Of thirty four cash summaries and deposit slips examined, six overages or shortages 
were noted as follows: 

 
 

No. 
Cash Collection 
Per Deposit Slip Cash Summary Difference 

1 27,396.47  27,391.46  5.01  
2 9,314.57  9,313.31  1.26  
3 5,641.88  5,596.89  44.99  
4 18,886.99  18,886.95  0.04  
5 7,867.77  7,867.70  0.07  
6 31,362.15  31,352.15  10.00  
       $      61.43 

 
Overages and shortages were recorded two to fourteen times and three to eight times, respectively, 
per month.  Total overages and shortages recorded during the year were $2,041 and $2,642, 
respectively, compared to prior year overages and shortages of $14,190 and $8,421, respectively.   
 
Recommendation:  Overages and shortages have been significantly reduced compared to prior 
year.  We recommend that CPUC continue to strengthen its controls over this process given the 
number of the above exceptions. 

 
(2) Meter Change Outs  
 

Comment:  Of thirty four traditional meters examined, one (Account no. 89244979) provided 
negative meter readings since January 2011.  It was represented that this condition occurred due to 
meter malfunction.  We were informed that a meter change out has been requested but has not 
been acted upon and as such, the customer has not been billed. 
 
Recommendation:  CPUC should investigate this matter and should consider billing the customer 
for estimated usage.  Additionally, CPUC should monitor open requests to minimize errors in 
meter readings, billings and adjustments. 

 
(3) Inactive Bank Accounts  
 

Comment: Three bank accounts totaling $1,314 have been inactive for more than a year. Also, 
monthly bank statements have not been received. It appears that the accounts are no longer active.  
 
Prior Year Status:  This matter is reiterative of a condition identified in our prior year audit of 
CPUC. 
 
Recommendation: Management should investigate these accounts and make appropriate 
adjustments. 

 



ATTACHMENT II, CONTINUED 
 
 
SECTION I – CONTROL DEFICIENCIES, CONTINUED 
 
(4) Payroll 
 

Comment: Of thirteen payroll transactions tested, evidence supporting annual leave taken for one 
employee (Check no. 028154) and evidence supporting overtime hours incurred for one employee 
(Check no. 028060) could not be located.   
 
Recommendation: Documents supporting payroll charges should be properly filed. 

 
(5) Fuel Production Costs  
 

Comment:  Our examination of the fuel production costs indicated an overstatement of $25,112 
which could have resulted from an understatement of recorded fuel purchases due to timing 
differences.  
 
Recommendation:  Management should consider implementing monthly procedures to reconcile 
fuel purchases.   

 
(6) Federal Grants  

 
Comment:  In 2011, CPUC used a portion of restricted funds for working capital purposes.  As of 
September 30, 2011, $359,589 had been so advanced.  The grantor advised CPUC to set aside 
funds monthly for repayment at the end of the grant term (September 2012).  As of September 30, 
2011, funds have not been set aside by CPUC. 
 
Recommendation:  CPUC should consider establishing a separate account and formulate a plan to 
allow for repayment of the advance. 

 
(7) Bank Reconciliation   

 
Comment:  The September 30, 2011 bank reconciliation indicated $2,106 of unidentified 
reconciling items dated in August 2011. 
 
Recommendation:  Bank reconciling items should be promptly addressed and adjusted. 
 

(8) Construction in Progress  
 

Comment:  Construction in progress as of September 30, 2011 includes the Pole Hardening Project 
(the Project) which has been outstanding for several years.  The project has passed its extended 
completion deadline of October 11, 2006 and no additional extension was subsequently obtained. 
 
Prior Year Status:  This matter is reiterative of a condition identified in our prior year audit of 
CPUC. 
 
Recommendation: Management should evaluate the feasibility of the Project’s completion.  
Furthermore, it should determine whether an asset impairment charge may be necessary as 
required by Government Accounting Standards Board Statement No. 42.  

 
(9) Accounts Payable Others   
 

Comment:  Invoices supporting $12,337 in the Accounts Payable Others account could not be 
located. 
 
Recommendation:  Procedures over document safekeeping should be strengthened.  



ATTACHMENT II, CONTINUED 
 
 
SECTION I – CONTROL DEFICIENCIES, CONTINUED 
 
(10)  Billing Adjustment Approval  
 

Comment:  Billing adjustments are not consistently reviewed and approved by management prior 
to recording.  
 
Prior Year Status:  This matter is reiterative of a condition identified in our prior year audit of 
CPUC. 
 
Recommendation:  CPUC should strengthen controls over the review and approval of billing 
adjustments. 

 
(11)  Closing Process 

 
Comment:  Analyses of significant general ledger balances are not performed on a regular basis 
resulting in numerous post-closing adjustments. 
 
Recommendation:  CPUC may want to consider the following in its closing process: 

 
- Develop and utilize a monthly closing procedures checklist by general ledger account with all 

necessary responsibilities assigned to appropriate personnel levels. 
 
- Develop standard closing entries. 
 
- Perform timely reconciliations and analyses of all significant accounts.  Such reconciliations 

and analyses should be documented and reviewed by management with significant variances 
analyzed and resolved. 

 
- Consider developing an accounting policies and procedures manual.  In the event of employee 

turnover, the manual will provide management with increased assurance that transactions are 
properly recorded and accounting policies and procedures are consistently followed.  

 
 
SECTION II – DEFINITION 
 
The definition of a deficiency that is established in AU 325, Communicating Internal Control Related 
Matters Identified in an Audit, is as follows: 
 
A 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) a properly 
designed control does not operate as designed, or (b) the person performing the control does not possess 
the necessary authority or qualifications to perform the control effectively. 
 




