
 

 
 
 
 
 
 
June 28, 2017 
 
 
 
The Board of Directors 
FSM National Government Employees’ Health Insurance Plan 
 
 
Dear Members of the Board: 
 
We have performed an audit of the financial statements of FSM National Government Employees’ 
Health Insurance Plan (the Plan), a component unit of the FSM National Government, as of and for 
the year ended September 30, 2016, 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 28, 2017. 
 
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 Plan is responsible. 
 
We wish to thank the staff and management of the Plan for their cooperation and assistance during 
the course of this engagement. 
 
Very truly yours, 
 
 
 
 
 
 
 
 
cc:  To Management of FSM National Government Employees’ Health Insurance Plan 
 
 

Deloitte & Touche LLP 
361 South Marine Corps Drive 
Tamuning, GU  96913 
USA 
 
Tel:  +1 (671) 646-3884 
Fax:  +1 (671) 649-4265 
 
www.deloitte.com 



 

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 September 29, 2016.  As 
described in that letter, the objective of a financial statement audit conducted in accordance with 
the aforementioned standards are: 
 
• To express an opinion on whether the statement of net position of the Plan as of September 

30, 2016 and the related statements of revenues, expenses and changes in net position and of 
cash flows for the year then ended September 30, 2016 (the “financial statements”), are 
presented fairly, in all material respects, in accordance with accounting principles generally 
accepted in the United States of America (“generally accepted accounting principles”) and 
perform specified procedures on the required supplementary information for the year ended 
September 30, 2016. 

 
• To report on the Plan’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, 2016 based on an audit of financial statements performed in 
accordance with the standards applicable to financial audits contained in Government Auditing 
Standards. 

 
Our responsibilities under generally accepted auditing standards include forming and expressing an 
opinion about whether the financial statements that have been prepared with the oversight of 
management and the Board of Directors are presented fairly, in all material respects, in conformity 
with generally accepted accounting principles.  The audit of the financial statements does not 
relieve management or the Board of Directors of their responsibilities. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on our judgment, including 
the assessment of the risks of material misstatement of the financial statements, whether caused 
by fraud or error.  In making those risk assessments, we considered internal control over financial 
reporting relevant to the Plan’s preparation and fair presentation of the financial statements in 
order to design audit procedures that were appropriate in the circumstances but not for the purpose 
of expressing an opinion on the effectiveness of the Plan’s internal control over financial reporting.  
Accordingly, we do not express an opinion on the effectiveness of the Plan’s internal control over 
financial reporting. Our consideration of internal control over financial reporting was not designed 
to identify all deficiencies in internal control over financial reporting that might be significant 
deficiencies or material weaknesses. 
 
ACCOUNTING ESTIMATES 
 
Accounting estimates are an integral part of the financial statements prepared 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 Plan’s 2016 financial statements include 
management’s estimate of the unbilled medical claims, which is determined based upon 
management’s estimates of the ultimate net cost of all claims incurred through the financial 
statement date, and management’s estimate on the allowance for uncollectible accounts, which is 
determined based upon past collection experience and aging of the accounts.  During the year 
ended September 30, 2016, 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 
 
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 that we believe, either individually or in the aggregate, would have a significant 
effect on the Plan’s financial reporting process.  Such proposed adjustments, listed as Appendix A 
to Attachment I, have been recorded in the accounting records and are reflected in the 2016 
financial statements. 
 
In addition, listed in Appendices B and C to Attachment I, are summaries of uncorrected 
misstatements aggregated by us during the current engagement and pertaining to the latest period 
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 
 
The Plan’s significant accounting policies are set forth in Note 2 to the Plan’s 2016 financial 
statements.  During the year ended September 30, 2016, there were no significant changes in 
previously adopted accounting policies or their application, except for the following 
pronouncements adopted by the Plan: 
 
• GASB Statement No. 72, Fair Value Measurement and Application, which addresses accounting 

and financial reporting issues related to fair value measurements and requires entities to 
expand their fair value disclosures by determining major categories of debt and equity 
securities within the fair value hierarchy on the basis of the nature and risk of the investment.  
The implementation of this statements resulted in additional disclosures about fair value 
measurements, the level of fair value hierarchy, and valuation techniques.   

 
• GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State 

and Local Governments, which eliminates two of the four categories of authoritative GAAP that 
exist under the existing hierarchy prescribed by Statement No. 55.  The two categories that will 
remain under the new standard are (1) GASB Statements and (2) GASB technical bulletins and 
implementation guides in addition to AICPA guidance that the GASB clears.  The 
implementation of this statement did not have a material effect on the financial statements. 

 
• GASB Statement No. 79, Certain External Investment Pools and Pool Participants, addresses for 

certain external investment pools and their participants the accounting and financial reporting 
implications that result from changes in the regulatory provisions referenced by previous 
accounting and financial reporting standards.  Those provisions were based on the Investment 
Company Act of 1940, Rule 2a7.  Rule 2a7 contains the Securities and Exchange Commission’s 
regulations that apply to money market funds and were significantly amended in 2014.  The 
implementation of this statement did not have a material effect on the financial statements. 

 
In June 2015, GASB issued Statement No. 73, Accounting and Financial Reporting for Pensions and 
Related Assets That Are Not Within the Scope of GASB Statement No. 68, and Amendments to 
Certain Provisions of GASB Statements No. 67 and No. 68, which aligns the reporting requirements 
for pensions and pension plans not covered in GASB Statements No. 67 and No. 68 with the 
reporting requirements in Statement No. 68.  The provisions in Statement No. 73 are effective for 
fiscal years beginning after June 15, 2016.  Management has yet to determine whether the 
implementation of this statement will have a material effect on the financial statements. 
 
In June 2015, GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit 
Plans Other Than Pension Plans, which replaces Statements No. 43, Financial Reporting for 
Postemployment Benefit Plans Other Than Pension Plans, as amended, and No. 57, OPEB 
Measurements by Agent Employers and Agent Multiple-Employer Plans, and addresses financial 
reporting requirements for governments whose employees are provided with postemployment 
benefits other than pensions (other postemployment benefits or OPEB).  The provisions in 
Statement No. 74 are effective for fiscal years beginning after June 15, 2016.  Management has yet 
to determine whether the implementation of this statement will have a material effect on the 
financial statements. 



 

SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 
 
In June 2015, GASB issued Statement No. 75, Accounting and Financial Reporting for 
Postemployment Benefits Other Than Pensions, which replaces the requirements of Statements No. 
45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pensions, as amended, and No. 57, OPEB Measurements by Agent Employers and Agent Multiple-
Employer Plans, and provides guidance on reporting by governments that provide OPEB to their 
employees and for governments that finance OPEB for employees of other governments.  The 
provisions in Statement No. 75 are effective for fiscal years beginning after June 15, 2017.  
Management has yet to determine whether the implementation of this statement will have a 
material effect on the financial statements. 
 
In August 2015, GASB issued Statement No. 77, Tax Abatement Disclosures, which requires 
governments that enter into tax abatement agreements to disclose certain information about the 
agreements.  The provisions in Statement No. 77 are effective for fiscal years beginning after 
December 15, 2015.  Management does not believe that the implementation of this statement will 
have a material effect on the financial statements. 

 
In December 2015, GASB issued Statement No. 78, Pensions Provided through Certain Multiple-
Employer Defined Benefit Pension Plans, which addresses a practice issue regarding the scope and 
applicability of Statement No. 68, Accounting and Financial Reporting for Pensions.  The provisions 
in Statement No. 78 are effective for fiscal years beginning after December 15, 2015.  Management 
does not believe that the implementation of this statement will have a material effect on the 
financial statements. 

 
In January 2016, GASB issued Statement No. 80, Blending Requirements for Certain Component 
Units - an amendment of GASB Statement No. 14, which improves financial reporting by clarifying 
the financial statement presentation requirements for certain component units.  The provisions in 
Statement No. 80 are effective for fiscal years beginning after June 15, 2016.  Management does 
not believe that the implementation of this statement will have a material effect on the financial 
statements. 

 
In March 2016, GASB issued Statement No. 81, Irrevocable Split-Interest Agreements, which 
improves accounting and financial reporting for irrevocable split-interest agreements by providing 
recognition and measurement guidance for situations in which a government is a beneficiary of the 
agreement.  The provisions in Statement No. 81 are effective for fiscal years beginning after 
December 15, 2016.  Management does not believe that the implementation of this statement will 
have a material effect on the financial statements. 

 
In March 2016, GASB issued Statement No. 82, Pension Issues - an amendment of GASB 
Statements No. 67, No. 68, and No. 73, which addresses issues regarding (1) the presentation of 
payroll-related measures in required supplementary information, (2) the selection of assumptions 
and the treatment of deviations from the guidance in an Actuarial Standard of Practice for financial 
reporting purposes, and (3) the classification of payments made by employers to satisfy employee 
(plan member) contribution requirements.  The provisions in Statement No. 82 are effective for 
fiscal years beginning after June 15, 2016.  Management does not believe that the implementation 
of this statement will have a material effect on the financial statements. 
 
We have evaluated the significant qualitative aspects of the Plan’s accounting practices, including 
accounting policies, accounting estimates, and financial statement disclosures and concluded that 
the policies are appropriate, adequately disclosed, and consistently applied by management. 
 



 

OTHER INFORMATION IN THE ANNUAL REPORTS OF THE PLAN 
 
When audited financial statements are included in documents containing other information such as 
the Plan’s 2016 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 
Plan’s 2016 Annual Report and will inquire as to the methods of measurement and presentation of 
such information. If we note a material inconsistency or if we obtain any knowledge of a material 
misstatement of fact in the other information, we will discuss this matter with management and, if 
appropriate, with the Board of Directors. 
 
DISAGREEMENTS WITH MANAGEMENT 
 
We have not had any disagreements with management related to matters that are material to the 
Plan’s 2016 financial statements. 
 
OUR VIEWS ABOUT SIGNIFICANT MATTERS THAT WERE THE SUBJECT OF CONSULTATION 
WITH OTHER ACCOUNTANTS 
 
We are not aware of any consultations that management may have had with other accountants 
about auditing and accounting matters during 2016. 
 
SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH 
MANAGEMENT PRIOR TO OUR RETENTION 
 
Throughout the year, routine discussions were held, or were the subject of correspondence, with 
management regarding the application of accounting principles or auditing standards in connection 
with transactions that have occurred, transactions that are contemplated, or reassessment of 
current circumstances.  In our judgment, such discussions or correspondence were not held in 
connection with our retention as auditors. 
 
SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT 
 
In our judgment, we received the full cooperation of the Plan’s management and staff and had 
unrestricted access to the Plan’s senior management in the performance of our audit. 
 
MANAGEMENT’S REPRESENTATIONS 
 
We have made specific inquiries of the Plan’s management about the representations embodied in 
the financial statements.  Additionally, we have requested that management provide to us the 
written representations the Plan 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, also dated June 28, 2017, on the Plan’s internal control 
over financial reporting and on its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements and other matters, which was based on the audit performed in 
accordance with Government Auditing Standards.  Although we have included management’s 
written responses to our comments contained in that report, such responses have not been 
subjected to the auditing procedures applied in our audit of the financial statements and, 
accordingly, we do not express an opinion or provide any form of assurance on the appropriateness 
of the responses or the effectiveness of any corrective actions described therein. 
 
We have also communicated to management, in a separate letter also dated June 28, 2017, certain 
control deficiencies and other matters that we identified during our audit. 
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June 28, 2017

Deloitte & Touche
P.O. Box 753
Kolonia, Pohnpei 9694t

We are providing this letter in connection with your audits of the statements of net position
of the FSMNG Employees' Health Insurance Plan (the Plan), a component unit of the
Federated States of Micronesia National Government, as of September 30, 2016 and 2015,
and the related statements of revenues, expenses, and changes in net position and cash
flows for the years then ended, for the purpose of expressing an opinion as to whether the
financial statements present fairly, in all material respects, the financial position, results of
operations, and cash flows of the Plan in conformity with accounting principles generally
accepted in the United States of America (GAAP).

We confirm that we are responsible for the following:

a. The preparation and fair presentation in the basic financial statements of financial
position of the Plan in conformity with GAAP

b. The design, implementation, and maintenance of internal controls:

. Relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error

. To prevent and detect fraud.

c. The review and approval of the financial statements and related notes and
acknowledge your role in the preparation of this information. Specifically, we
acknowledge that your role in the preparation of the financial statements was a matter
of convenience rather than one of necessity. We have reviewed the financial
statement preparation assistance provided by you and acknowledge that the financial
statements are prepared in accordance with GAAP. Our review was based on the use
of the financial statement disclosure checklist for stand-alone business-type activities
obtained from the Government Finance Officers Association. Additionally, we agree
with the recorded adjustments included in Appendix A.

Certain representations in this letter are described as being limited to matters that are
material. Items are considered material, regardless of size, if they involve an omission or
misstatement of accounting information that, in light of surrounding circumstances/ makes
it probable that the judgment of a reasonable person relying on the information would be
changed or influenced by the omission or misstatement.

ATTACHMENT I



we confirm, to the best of our knowledge and belief, the following representations marle toyou during your audits.

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

a. Net position components (net investment in capital assets; restricted; and
unrestricted) are properly classified and, if applicable, approved.

b. Deposits and investment securities are properly classified in category of custodial
credit risk.

c. Capital assets, including infrastructure assets, are properly capitalized, reported,
a nd, if a p plica ble, de p reciated ,

d. Required supplementary information is measured and presented within
prescribed guidelines.

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

f. Expenses have been appropriately classified in or allocated to functions andprograms in the statement of activities, and allocations have been made on a
reasonable basis.

g. Revenues are appropriately classified in the statement of activities.

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

3. The Plan has made available to you:

a. All minutes of the meetings of the Board
recent meetings for which minutes have
were held on the following dates:

of Directors or summaries of actiorrs of
not yet been prepared. Board meetings

October 7-8,2075
July 7-8, 2076

November 23-27, 2075 June ZO-24, 2016
August 4-5,2076 September 15-16, 201.6

March 30, 2077November 27-25, 2016 March l-3, 2077

b. All financial records and related data for all financial transactions of the plan andfor all funds adminlstered by the Plan, The records, books, and accounts, asprovided to You, record the financial and fiscal operations of all funds
administered by the Plan and provide the audit trail to be used in a revielv of
accountability. Information presented in financial reports is supported by the
books and records from which the financial statements have been prepared.

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

4. There has been no:

a. Action taken by the Plan management that contravenes the provisions of federal
laws and Federated States of Micronesia's (FSM) laws and regulations or of
contracts and grants applicable to the plan.

ATTACHMENT I, CONTINUED



7.

5.

6.

B.

9.

10,

b' communications with other regulatory agencies concerning noncompliance withor deficiencies in financial repoiting piact-ices or other matters that could have amaterial effect on the financial statements.

we believe the effects of any uncorrected financial statement misstatementsaggregated by you during the current audit .ngug"runt and pertaininj to the latestperiod presented are immaterial, 
.both inaiviiuJliy ano in tr," ugg.Lgut", to thefinancial statements taken as a whole. n summiiy o'r srcrr uncorrected misstatementshas been attached as Appendix B.

we believe the effects of the uncorrected financial statement misstatements detectedin the current year that relate to the prior year pr"r"nt"d, when combined with thosemisstatements aggregated by you durin6 tn" prior-y"u," audit engagement andpertaining to the prior year presented, ar6 i..aterial,' uotn inJivid;;[i and in theaggregate, to the financial statements for the year ended septemoei-io, zots takenas a whole' A summary of such uncorrected misstatements has been attached asAppendix C.

we understand Incurred but Not Reported (IBNR) and subsequent disbursements weretested using statistical or other sampling teinniqres and that certain errors inrecording IBNR as of September 30, zoto-, were found by you in 1-re-iample itemsselected' The effect of the factual errors identified has been corrected or included inthe summary of uncorrected misstatements attached to this letter as Appendix B. wealso understand that to estimate the total amount of errors in IBNR, a mathematicalprojection of the likely errors has begn computed, which results in a potentialunderstatement of $34,322 of IBNR at septemoer jci, 2016. onty aooitional testingand verification by either the Plan or you would produce a more accurate estimate ofthe errors within accounts payable. s'uch potential overstatement is not included aspart of Appendix B. Based on our judgment of the materiality of the oversiatement, webelieve the effects of such poteniial unrecorded errors, as well as the effects whenconsidered with the items in Appendix B, are immaieiiat to the financial statementstaken as a whole.

The Plan has not performed a formal risk assessment, including the assessment of therisk that the financial statements may be materiatti misstated as a result of fraud.H-owever, management has made avaiiable to you inlir understanding about the risksof fraud in the Plan and do not believe that the financial statemen[s are materiallymisstated as a result of fraud.

we have no knowledge of any fraud or suspected fraud affecting the plan involving:

c. Management

d' Employees who have significant roles in internal control over financial reporting

e' others, where the fraud could have a material effect on the financial statements.

we have no knowledge of any allegations of fraud or suspected fraud affecting thePlan financial statements communicated oy emptoyels, former emproyees, anarysts,regulators, or others.

There are no unasserted claims or assessments that we are aware or that legalcounsel has advised us are probable of assertion and must be disclosed in accordancewith GASB codification of Governmental Accounting inJ-ninun.ial Reporting standards("GASB codification") Section c].,o, craims and rudjme:itts.

11.
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12' Significant assumptions used by us in making accounting estimates are reasonable.
13' we are responsibie for compliance.with state, FSM and federal laws, rules andregulations, including compliance with the proviiions of grants and contracts relatingto the Plan's operations' we are responsible for establishing and maintaining thecomponents of internal contro_l relating to our activities in order to achieve theobiectives of providing reliable financial ieporti, erfective ana enicLnt operations, andcompliance with laws and regulations. The' ptun is responsible for maintaining

::::il *% ,il01,,,[f;Iinistrative 
control over revenues, obrisations, expendituresl

14' we have disclosed to you all deficiencies in the design or operation of internal controlover financial reporting identified as part or our evaluation, including separatelydisclosing to you all such deficiencies'that are significant deficiencies or materialweaknesses in internar contror over financiar repoiting.

15' Management has identified and disclosed to you ail raws and regulations that have adirect and material effect on the determination oi financial statement amounts.
16' No organizations were identified that meet the criteria established in GASB codificationSection 2roo, Defining the Financiar Reporting iriitv.
Except where otherwise stated below, matters less than $31,400 collectively are notconsidered to be exceptions that require disclosure for the pripo* of the followingrepresentations' This amount is not necessarily indicative of amounts that would requireadjustment to or disclosure in the financial statements.

77 ' Except as listed in Appendices B and c, there are no transactions that have not beenproperly recorded in the accounting records underlying the financial statements.

1B' The Plan has no plans or intentions that may affect the carrying value or classificationof assets and liabilities.

19. Regarding related parties:

a' we have disclosed to you the identity of the Plan's related parties and all therelated party rerationships and transactions of which we are aware.

b' To the extent applicable, related parties and all the related-party relationshipsand transactions, incruding sares, purchases, roans, transfers, reasingarrangements, and guarantees (written or oral) have been appropriatelyidentified, properly accounted for, and disclosed in the financial statements.
20' In preparing the financial statements in conformity with GAAP, management usesestimates' All estimates have been disclosed in the financiat siatements for whichknown information.available prior to the issuance of the financial statements indicatesthat both of the following criteria are met:

a' It is at le.ast reasonably possible that the estimate of the effect on the financialstatements of a condition, situation, or set of circumstances that existed at thedate of the financial statements will change in the near term aue to one or morefuture confirming events.

b' The effect of the change would be material to the financial statements.
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2t. There are no:

a' Instances of identified or suspected noncompliance with laws and regulallionswhose effects should be considered when prepiring the financial statements.

b' Known actua.l or possible litigation and claims whose effects should be consideredwhen preparing the financiaistatements that have not been disclosed to you andaccounted for and discrosed in accordance with GAAP.

c' other liabilities or gain or loss contingencies that are required to be accrued ordisclosed by GASB codification SectiJn c5o, claims and Judgments, except asdisclosed in Note 6 to the financial statements.

The Plan has satisfactory title to all owned assets, and there are no liens; orencumbrances on such assets nor has any asset been pledged as collateral.

The Plan has comp.lied with all aspects of contractual agreements that may have aneffect on the financiar statements in the event of noncompriance.

No department or agency of the Plan has reported a material instance ofnoncompliance to us.

Regarding required supplementary information :

a' we confirm that we are responsible for the required supplementary informationr

b' The required supplementary information is measured and presented in accordancewith GASB codification section 2200, comprehensiie Annual Financiat Report

c' The methods of measurement and presentation of the supplementary informaltionhave not changed from those used in the prior puiioO

Receivables recorded in the financial statements represent valid claims against debtorsfor sales or other charges arising on or before the balance sheet date and have beenappropriately reduced to their estimated net rearizable varue.

Quantitative and qualitative information regarding the allowance for doubtful accountshas been properly discrosed in the financiarltaterients.

we have no intention of--terminating our retirement plan or taking any other actionthat could result in an effective terriination or reportlbte event roi tnJ pian. we arenot aware of any occurrences that could result in the termination of our retirementplan to which we contribute.

During fiscal year ended September 30, 2016, the plan
pronouncements: implemented the following

22.

23.

25.

24.

26.

27.

28,

29.

' GASB statement No. 72, Fair varue Measurement and Apprication, whichaddresses accounting and financial reporting lsiues related to fair valuemeasurements and requires entities to expand their fair value disclosures bydetermining major categories of debt uno 
"quitv 

ieiurities within the fair valuehierarchy on the basis of the nature and risk of the investment. Theimplementation of this statement resulted in additional disclosures to be madeabout fair value measurements, the level of fair vaiue hierarchy, and valuatrontechniques.
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30.

' GASB statement No. 76, The_ Hierarchy of Generalty Accepted AccountingPrinciples for state and Local_Governmenfs, which eliminates two of the fourcategories of authoritative GAAP that exist under the existing hierarchyprescribed by Statement No. 55. The two categories that will remain under thenew standard are (1) GASB Statements and (z) Cnse tecnntcai Luletins andimplementation guides in addition to AICPA guidance that the GASB clears. Theimplementation of this statement did not ha-ve a material effect on the financialstatements.

o GASB Statement No. 79, Certain External Investment pools and pool participttnts,
which addresses for certain external investment pools and thair p;rticipants theaccounting and financial reporting implications that result from changes in theregulatory provisions referenced by previous accounting and financial reportingstandards' Those provisions were based on the Inveitment company Act ofL940, Rule 2a7. Rule 2a7 contains the securities and Exchange commission,sregulations that apply to money market funds and were rigniriiu-;ly amended in2074' The implementation of this statement did not have a material effect on thefinancial statements.

In lune 2015, GASB issued Statement No. 73, Accounting and Financiat Reporting forPensions and Related Assets That Are Not within the scope of GASB sfatement No.68, and Amendments to Certain Provisions of GASB Statements No. 67 and No. 68,which aligns the reporting requirements for pensions and pension ptans not covered inGASB statements No. 67 and No. 68 with the reporting requirements in statement No.68' The provisions in statement No. 73 are efiectivJ for'fiscal v"u.r' belinning afterJune 15, 2016' Management has yet to determine whether the implemln[ation of thisstatement will have a material effect on the financial statements.

In June 2075, GASB issued Statement No. 74, Financial Reporting for postemptoyment
Benefit Plans other Than Pension Pla-ns, which replaces Statements No. 43, FinancialReporting for Postemptoyment Benefit Plans other Than pension plans, as amended,and No' 57, )PEB Measurements by Agent Employers and Agent Muttipte-EmplctyerPlans, and addresses financial reporiing requiriments foi governments whoseemployees are provided with postemployment'benefits other than pensions (otherpostemployment benefits or OPEB). The provisions in Statement No. 74 are effectivefor fiscal years beginning after June 15, 2016. Management has yet to determinewhether the implementation of this statement will have a material effect on thefinancial statements.

In June 2075, GASB issued Statement No. 75, Accounting and Financial Reporting forPostemployment Benefits other Than Pensions, which replaces tne requirements ofStatements No. _45, _ 
Accounting and Financial Reporting by Emptoyers forPostemployment Benefits other Than pensions, as amended, and No. 57, opEBMeasurements by Agent Emptoyers and Agent tviultiple-rmpbyer plans, and providesguidance on reporting by governments thJt provide opEB to [nei, 

"rpioy"", and forgovernments that finance OPEB for employees of other governments. The provisignsin Statement No. 75 are effective roi riicat years beginning after June L5,2017.Management has yet to determine whether the implementation of this statement willhave a material effect on the financial statements.

In August 2015, GASB issued Statement No.77, Tax Abatement Disclosures, whichrequires governments that enter into tax abatement agreements to disclose certaininformation about the agreements. The provisions in itatement No. 77 are effectivefor fiscal years beginning after December 15, 2015. Munug"r"nt does not believethat the implementation of this statement will have a material effect on the financialstatements.

31.

32.

33.
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34. In December 2015, GASB issued sta-tement No. 78, Pensions provided through ce,rtainMultiple-Employer Defined Benefit Pension Plans,'*ni.rr aoaressei-a practice issueregarding the scope and applicability of statement No. 68, Accounting and Fina,ncialReporting for Pensions. The provisions in Statement No. 78 are effective for fiscalyears beginning after December 15, 2015. Management does not believe that theimplementation of this statement will have a -material 
effect on the finarncialstatements.

In January 2076, GASB issued Statement No. 80, Blending Requirements for certaincomponent rJnits - an amendment of GASB itatement No. 14, which improvesfinancial reporting by clarifying the financial statement presentation requirements; forcertain component units. The provisions in Statement No. B0 are effective for fiscalyears beginning after June 15, 2016. Management does not believe that theimplementation of this statement will have 5 material effect on the financialstatements.

In March 20L6, GASB issued Statement No. 81, Irrevocable split-Interest Agreements,which improves accounting and financial *po.ting- fo. irrevocable split-interestagreements by providing recognition and measurerient guidance for situations inwhich a government-is a beneficiary of the agreemlnt. The provisions in statementNo' B1 are effective for fiscal years beginninglfter December 15, 2016. Managementdoes not believe that the impiementation oflhis statement will have a material effecton the financial statements,

In March 2016, GASB issued Statement No. 82, pension -Issues - an amendment ofGASB statements \o.67, No' 68, and No.73, whici addresses issues regarding (1)the presentation of payroll-related measures in required supplementary information,(2) the selection of assumptions and the treatment of deviations from the guidance inan Actuarial Standard of Practice for financial reporting purposes, and (3) theclassification of payments made by employers to satisfy employee (plan member)contribution requirements' The provisions in Statement No. 82 are effective for fiscalyears beginning after June 15, 2016. Management does not believe that theimplementation of this statement will have 5 material effect on the financialstatements.

The Plan is responsible for determining and maintaining the adequacy of the allowancefor doubtful accounts receivable, as well as estim-ates used to determine suchamounts' Management believes the allowances are adequate to absorb currenlyestimated bad debts in the account balances.

The Plan is a party to various legal proceedings, the ultimate impact of which is notcurrently predictable' Therefore, no liability has been recorded in the plan,s financialstatements due to management's inability to predict the ultimate outcome of theseproceedings.

The Plan carries vehicle insurance to cover its potential risks. The plan is substantiallyself-insured for all other risks. Management is of the opinion that no material losseshave been sustained as a result of this practice.

During the years ended september 30,2016 and 2015, the congress of the FSMNational Government (FSMNG) appropriated g80,000 to the plan f5r the purpose ofpartially paying outstanding accounts payable of the plan, of which $73,055 and g0remain uncollected as of september 30, 2016 and 2015, respectivery. The g73,055receivable at September 30, 2016 is being disputed and collection is dependent uponcompletion of a reconciliation between the plan and FSMNG. The plan,s financialstatements do not reflect any adjustments that may result that may impact the
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42.

43.

recoverability of this asset.

At September 30, 201'6, construction in-progress (CIP) of g323,000 represents capiialized
costs incurred on Healthcare Information Management Systems CIp project which was not
successfully implemented in FY2016. Management has determined that this cIp will be
continued and is valid as of September 30, 2016.

The Plan's financial statements have been prepared in conformity with GAAp, which
contemplates the continuation of the Plan as a going concern. However, the plan has
sustained operating losses in recent years and as of September 30, 2016, the plan hasa negative current ratio. Furthermore, at September 30, 20L6, a deficit unrestricted
net position of $797,720 exists at that date. Management believes actions pres,ently
being undertaken to improve the Plan's operating requirements in the implementiation
of a "5-Year Strategic Plan 2Ol4-2OtB", which established specific objectives urp toyear 2018, The goal of the strategic plan is to strengthen the Plan's finjncial solvency
and operational efficiency, and increase enrollment oi the plan.

No events have occurred subsequent to September 30, 2016, but before June 28,2017, the date the financial statements were available to be issued that require
consideration as adjustments to or disclosures in the financial statements.

44.
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# Name Debit Credit
1 AJE To adjust allowance for doubtful accounts.

2350 Bad Debts 79,830.00
175 Allowance for Doubtful accounts 79,830.00

79,830.00 79,830.00
To adjust allowance for doubtful accounts.

1 CAJE To accrue additional premium receivables.
224 Premium Receivable 39,203.87
1001.01 Pohnpei State Premium 540.97
1001.05 National Agencies Health Premium 38,662.90

39,203.87 39,203.87
To accrued additional premium receivables.

2 AJE To record IBNR reserve.
2009 Medical claims - reserve 105,000.00
304 IBNR - reserve 105,000.00

105,000.00 105,000.00

# Name Debit Credit
1 RJE To reclass due from FSM Treasury.

172 DT Other receivables 73,055.00
350 Due to/from FSM Treasury 73,055.00

73,055.00 73,055.00
To reclass due from FSM Treasury.

Audit Adjustments

Financial Statement Reclassification Entries

APPENDIX A - POSTED ADJUSTMENTS AND FINANCIAL STATEMENTS RECLASSIFICATION ENTRIES
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Income Statement
Revenue

Misstatement Type of Assets Liabilities Net Position Expenses
Descritpion Mistatement Dr (Cr) Dr (Cr) Dr (Cr) Dr (Cr)

1. To accrue unrecorded medical expenses. Extrapolated (34,322) 34,322

2. To reclassify to proper C&CE account. Factual 0

0 (34,322) 0 34,322

Balance Sheet

APPENDIX B - UNPOSTED AUDIT ADJUSTMENTS 
ATTACHMENT I, CONTINUED



Income Statement
Revenue

Misstatement Type of Assets Liabilities Net Position Expenses
Descritpion Mistatement Dr (Cr) Dr (Cr) Dr (Cr) Dr (Cr)

1. To record medical services incurred pertaining to prior years. Factual (9,655) 9,655

2. To record medical services incurred pertaining to prior years. Factual (52,667)     52,667                    

0 (62,322) 0 62,322

Balance Sheet

APPENDIX C - PRIOR YEAR ERRORS IDENTIFED IN THE CURRENT YEAR
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