
 
 
 

 

BURGER ∙  COMER ∙  & ASSOCIATES  
C E R T I F I E D  P U B L I C  A C C O U N T A N T S  

 
 
 
November 6, 2025 
 
 
Honorable Stevenson A. Joseph  
Governor, State of Pohnpei  
Federated States of Micronesia  
 
 
Dear Governor Joseph:  
 
We have audited the financial statements of the governmental activities, the business-type activities, the 
aggregate discretely presented component units, and each major fund of the State of Pohnpei (the State) 
for the year ended September 30, 2023 (the “Financial Statements”), in accordance with auditing standards 
generally accepted in the United States of America (generally accepted auditing standards) and have issued 
our report thereon dated November 6, 2025, which contained a qualified opinion with respect to GASB 
70 noncompliance related to a lack of recognition for a liability associated with a guaranteed debt 
obligation.  
 
The comments in this letter will assist you in fulfilling your obligations in providing oversight of financial 
reporting and disclosure processes for which the management of the State is responsible. 
 
This letter is intended solely for the information and use of the State’s management, the Office of the 
Governor, the Office of the National Public Auditor, federal award agencies, pass-through entities and 
others within the State and is not intended to be and should not be used by anyone other than these 
specified parties. However, this report is also a matter of public record.  
 
We extend our gratitude to the staff and management of the State for their cooperation and assistance 
during this engagement.  
 
Respectfully, 
 
 
 
Burger Comer Associates, LLC 
 
 
 
cc: The Management of the State of Pohnpei 
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Our Responsibility Under Generally Accepted Auditing Standards and Generally Accepted 
Government Auditing Standards  
 
Our responsibilities under (1) generally accepted auditing standards, (2) 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) (generally accepted auditing standards 
and generally accepted government auditing standards are collectively referred to herein as the “Auditing 
Standards”) and (3) the audit requirements of the Title 2 U.S Code of Federal Regulations part 200, 
uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (the 
Uniform Guidance) has been described in our initial engagement contract dated January 12, 2023. As 
described in the contract, the objectives of an audit conducted in accordance with the auditing standards 
and the Uniform Guidance are:  
 

 To express an opinion on the fairness of the State’s financial statements and the accompanying 
supplementary information, in relation to the financial statements as a whole, as of and for the year 
ended September 30, 2023, in accordance with accounting principles generally accepted in the 
United States of America (generally accepted accounting principles), in all material respects, and 
to perform specified procedures on the required supplementary information for the year ended 
September 30, 2023; 
 

 To express an opinion on whether the supplementary information that accompanies the financial 
statements, including the Schedule of Expenditures of Federal Awards, is fairly stated, in all 
material respects, in relation to the financial statements as a whole;  

 
 To report on the State’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, 2023, based on an audit of financial statements performed in accordance with 
generally accepted government auditing standards; and  
 

 To express an opinion on the State’s compliance with requirements applicable to each major 
program and report on the State’s internal control over compliance in accordance with the Uniform 
Guidance.  

 
Our responsibilities under the Auditing Standards and the Uniform Guidance including forming and 
expressing an opinion about whether the financial statements that have been prepared with the oversight 
of management and the Office of the Governor 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 Office of the Governor 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 judgement, 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 consider internal control over financial reporting relevant to the State’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 State’s internal control over financial reporting.  
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Our Responsibility Under Generally Accepted Auditing Standards and Generally Accepted 
Government Auditing Standards, continued  
 
Accordingly, we do not express an opinion on the effectiveness of the State’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.  
 
We also considered the State’s internal control over compliance with requirements that could have a direct 
and material effect on major federal programs in order to determine our auditing procedures for the 
purpose of expressing our opinion on compliance and to test and report on internal control over compliance 
in accordance with the Uniform Guidance. Our audit does not, however, provide a legal determination of 
the State’s compliance with those requirements. 
 
Significant Audit Matters 
 
Qualitative Aspects of Accounting Practices  
 
Management of the State is responsible for the selection and use of appropriate accounting policies. The 
significant accounting policies used by the State are described in Note 1 to the financial statements. Apart 
from the implementation of new GASB Statements highlighted below, no new accounting policies were 
adopted, and the application of existing policies was not changed during 2023.  
 
We noted no transactions entered into by the State during the year for which there is a lack of authoritative 
guidance or consensus. All significant transactions have been recognized in the financial statements in the 
proper period. 
 
During the year ending September 30, 2023, the State implemented the following pronouncements:  
 

 GASB Statement No. 91, Conduit Debt Obligations. 
 GASB Statement No. 94, Public-Private and Public-Public Partnerships and Availability 

Payment Arrangements.  
 GASB Statement No. 96, Subscription – Based Information Technology Arrangements. 
 Certain required provisions of GASB Statement No. 99, Omnibus 2022. Particularly:  

o Provisions relating to the clarification of GASB Statement No. 87.  
o Provisions relating to the clarification of GASB Statement No. 94.  
o Provisions relating to the clarification of GASB Statement No. 96. 
o Provisions relating to the modification of accounting and reporting guidance for the 

termination of hedges as established in GASB Statement No. 53, Accounting and 
Financial Reporting for Derivative Instruments. 

 
The implementation of these statements did not have a material effect on the financial statements.  
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Significant Audit Matters, continued 
 
Qualitative Aspects of Accounting Practices, continued:  
 
Management of the State is currently evaluating the future impact of adopting the following upcoming 
GASB statements: 
 

 Certain provisions in GASB Statement No. 99, Omnibus 2022. Particularly those relating 
to: 

o Modifications to the guidance in GASB Statement No. 70, Accounting and 
Financial Reporting for Nonexchange Financial Guarantees.  

o Guidance on the classification and reporting of derivative instruments within the 
scope of GASB Statement No. 53, Accounting and Financial Reporting for 
Derivative Instruments.  

 GASB Statement No. 100, Accounting Changes and Error Corrections.  
 GASB Statement No. 101, Compensated Absences.  
 GASB Statement No. 102, Certain Risk Disclosures. 

 
We have evaluated the significant qualitative aspects of the State’s accounting practices, including 
accounting policies, accounting estimates and financial statement disclosures and concluded that the 
policies are appropriate, adequately disclosed, and constantly applied by management.  
 
Management Judgement 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 judgements are ordinarily based on knowledge and 
experience about past and current events and on assumptions about future events. Significant accounting 
estimates reflected in the State’s financial statements include management’s estimates of the allowance 
for uncollectible accounts, which is determined based upon 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 capital assets. During the year ended September 30, 2023, we are not aware of any 
significant changes in accounting estimates or in management’s judgements relating to such estimates.  
 
The financial statement disclosures are neutral, consistent, and clear.  
 
Audit Adjustments and Reclassifications 
 
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 a result of our audit work, we identified matters that resulted in audit adjustments that we believe, 
either individually or in aggregate, would have a significant effect on the State’s financial reporting 
process.  
 
Such adjustments and reclassifications, listed in Appendix A and B to Attachment II, were brought to 
the attention of management as a result of our audit procedures and were corrected by management during 
the current period and are reflected in the 2023 financial statements.  
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Difficulties Encountered in Performing the Audit  
 
We encountered no significant difficulties in dealing with management in performing and completing our 
audit. 
 
Corrected and Uncorrected Misstatements  
 
Professional standards require us to accumulate all known and likely misstatements identified during the 
audit, other than those that are clearly trivial, and communicate them to the appropriate level. Appendix 
C to Attachment II includes a listing of uncorrected misstatements that were presented to management 
during our audit. Management has determined that their effects are immaterial, both individually and in 
the aggregate, to the financial statements taken as a whole. The uncorrected misstatements or the matters 
underlying them could potentially cause future period financial statements to be materially misstated, even 
though, in our judgment, such uncorrected misstatements are immaterial to the financial statements under 
audit.  

 
Disagreements with Management  
 
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or 
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial 
statements or the auditor’s report. We are pleased to report that no such disagreements arose during the 
course of our audit. 
 
Management Representations  
 
We have requested certain representations from management that are included in the management 
representation letter dated November 6, 2025. 
 
Management Consultations with Other Independent Accountants  
 
In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application 
of an accounting principle to the State’s financial statements or a determination of the type of auditor’s 
opinion that may be expressed on those statements, our professional standards require the consulting 
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge, 
there were no such consultations with other accountants. 
 
Basis for Qualified Opinion on Governmental Activities 
 
As more fully described in Note 12 to the financial statements, the State has not recorded a liability for a 
nonexchange financial guarantee for discretely presented component unit debt. In our opinion, accounting 
principles generally accepted in the United States of America require that a liability be recognized when 
the State will be required to make a payment on the guarantee. The effects of this departure on the 
governmental activities of the State are not reasonably determinable.  
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Other Audit Findings or Issues  
 
We discussed a variety of matters, including certain applications of accounting principles and auditing 
standards, with management; however, these discussions occurred in the normal course of our professional 
relationship and our responses were not a condition to our retention. We have identified various significant 
deficiencies in the State’s internal control during our audit which are included in our separately issued 
report on the State’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. 
 
Control Related Matters 
 
We have identified, and included in Attachment I, certain deficiencies and other matters related to the 
State’s internal control over financial reporting as of September 30, 2023, that we wish to bring to your 
attention.  
 
A description of the responsibility of management for establishing and maintaining internal control over 
financial reporting and of the objectives of and inherent limitations of internal control over financial 
reporting, is set forth in the attached Attachment II and should be read in conjunction with this report.  
 
Non-Audit Services 
 
We were involved with the preparation of the State’s financial statements. We have documented our 
assessment of management’s ability to effectively oversee the non-audit or non-attest services that were 
performed. The audited entity has designated an individual to oversee the non-audit or non-attest services. 
Accordingly, we noted no issues with respect to the State’s designated individual regarding their: 
knowledge, skills, or ability to oversee the non-audit or non-attest services. Because our involvement with 
the preparation of the State’s financial statement is a significant threat to our independence under 
Government Auditing Standards, we believe the following safeguards have reduced this threat to an 
acceptable level:  
 

 As a component of our engagement quality control review, the financial statements were 
reviewed by senior level BCA personnel not otherwise involved in the audit.  

 As a component of our engagement quality control review, the financial statements were 
reviewed by a BCA partner not otherwise involved in the audit.  

 All adjusting entries that were proposed by BCA were first reviewed and approved by the 
management of the State.  

 The financial statements and all its components were provided to management of the State 
for review and approval.  

 The financial statements are based on the State’s trial balance, derived from accounting 
records maintained by the State, and the State has certified representations to its accuracy 
and completeness.  
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Restriction on Use 
 
This information is intended solely for the information and use of the Governor and management of the 
State and is not intended to be, and should not be, used by anyone other than these specified parties. 
 
Attachment I—DEFICIENCIES AND OTHER MATTERS 
 
We identified the following deficiencies and other matters involving the State’s internal control over 
financial reporting as of September 30, 2023: 
 
No. 1 – Fundware System Interruption 
 
Comment: The State’s Fundware accounting system experienced a technical outage from May 9 to May 
24, 2023 (approximately 14 days, including twelve working days). During this period, critical financial 
processes such as payroll, accounts payable, cash collections, and receipts had to be handled manually by 
the Treasury. Transactions were later entered into the system once it was restored. Audit procedures were 
adjusted to scrutinize the completeness of the general ledger during and after this downtime. In reviewing 
the records, it was noted that duplicate check numbers were issued across several of the State’s bank 
accounts. Upon investigation, it was confirmed that although check numbers were reused, each instance 
pertained to a legitimate and distinct payment (i.e., no actual duplicate payment occurred). However, the 
occurrence of duplicate check numbers indicates a weakness in internal controls. Specifically, the audit 
identified the following instances of duplicate checks: 
 

 General Fund checking account: fifty-one (51) duplicate check numbers were observed in May 
2023 and September 2023. 

 Sector (grant) Fund checking account: eleven (11) duplicate check numbers were observed in 
May 2023 and September 2023. 

 Payroll account: twenty-two (22) duplicate check numbers were issued for payroll allotment 
checks in November 2022 and January 2023, and an additional twenty-seven (27) duplicate check 
numbers were issued for employee payroll checks in the same two months. 
 

Recommendation: The State should strengthen controls over check issuance to prevent duplicate check 
numbers. All checks should be numbered sequentially with no gaps or repeats. Management should 
implement a routine review of check logs or registers to promptly identify any breaks in sequence or 
reused check numbers. In addition, personnel who prepare and review bank reconciliations must verify 
the completeness and continuity of check sequences as part of each reconciliation. Any irregularities in 
sequencing should be investigated and resolved immediately. By enforcing strict sequential numbering 
and review, the State will improve the accuracy of its disbursement records and reduce the risk of errors 
in cash management. 
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No. 2 – Bank Reconciliation Process 
 
Comment: An examination of the State’s bank reconciliation process revealed several issues in how 
reconciling items are handled. The State’s Treasury staff maintain a section in the monthly bank 
reconciliation schedules for items identified during reconciliation that have not been posted to the general 
ledger. Our review and inquiries noted the following: 
 

 Some reconciling items were not recorded in the general ledger because of missing supporting 
documentation; these items were later corrected by management. 

 Certain items labeled as “bank errors” on the reconciliation were in fact traceable to the bank 
statements and the general ledger without discrepancy, contrary to the State’s notation. 
Management subsequently removed these misclassified items from the reconciliation. 

 A number of stale-dated outstanding checks and unreleased checks (checks prepared but not 
disbursed) as of September 30, 2023 had not been investigated or adjusted during the 
reconciliation. These were later adjusted by management. 

 Furthermore, we conducted a focused review of outstanding checks and noted: 
o Incomplete documentation for obligations: Two outstanding checks were linked to 

obligation documents that were not fully completed or approved. 
o Stale dated check without support: One particularly stale check (approximately $62,000) 

was carried on the outstanding list without supporting documentation. Inquiry with 
Treasury staff indicated that the system showed this check was voided in March 2024, but 
no explanation was available for the voided check. We confirmed through bank statements 
(up to March 2024) that the check never cleared the bank. This check did not have a 
material impact on the General Fund cash balance as of 9/30/2023, but the lack of 
documentation and unexplained voiding is a concern regarding the adequacy of the bank 
reconciliation review and monitoring process. 
 

Recommendation: The State should improve its bank reconciliation procedures to ensure all reconciling 
items are promptly addressed and properly documented. Key steps include: 
 

 Thorough Review: Each monthly bank reconciliation schedule must be carefully reviewed by 
management. Before sign-off, verify that all entries (deposits in transit, outstanding checks, errors, 
etc.) are valid and have appropriate support. Any item lacking documentation should be 
investigated immediately, with adjustments posted to the general ledger as needed. 

 Year-End Cleanup: As part of the year-end closing process, identify and adjust for stale, voided, 
or unreleased checks. Old outstanding checks that will not be cashed should be voided or written 
off in the general ledger to prevent an understatement of cash. Establish a formal policy for the 
maximum length a check can remain outstanding before action is taken (e.g., 6 months) and adhere 
to it. 

 Continuous Monitoring: Implement a process to continuously monitor long-outstanding checks, 
wire transfers, and deposits. A designated staff member should routinely follow up on items 
outstanding for an extended period and clear them as appropriate. 

 Policy and Training: Provide guidance to accounting staff on handling common reconciliation 
issues. Ensure that what might be labeled as “bank errors” truly are bank errors, and train staff to 
obtain needed documentation so that legitimate transactions are recorded timely rather than left as 
open reconciling items. 
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No. 2 – Bank Reconciliation Process, continued 
 
Recommendation, continued:  
 

 Final Audit Preparation: Before finalizing the trial balance and providing schedules for audit, 
investigate any significant or unusual reconciliation items and make necessary correcting entries. 
By doing so, the State will present auditors with reconciled balances that accurately reflect all 
known transactions. 
 

No. 3 – Accounts Receivable/Unearned Revenue Accruals (Fund 21) 
 
Comment: Audit procedures for accounts receivable noted that no year-end accrual adjustments were 
recorded for Fund 21. Such was subsequently corrected through audit adjustment. Fund 21 is associated 
with certain federal funds, and its receivables or unearned revenues should be reviewed for accruals at 
year-end.  
 
Recommendation: The State’s management should annually review and reconcile Fund 21 accounts 
receivable or unearned revenue with the records of the underlying agencies and grantors. Once 
reconciliations are completed and accurate balances are determined, management should record any 
necessary accrual adjustments at year-end with corresponding reversal entries in the new fiscal year, if 
applicable. Going forward, implementing an annual accrual review for all significant grant funds will help 
capture receivables, revenues, and unearned revenues in the correct period. Each year-end the State should 
consider: (1) confirming receivable and unearned revenue balances with counterparties or subsidiary 
ledgers, (2) post accrual entries for revenue earned (or adjust for any amounts not earned), and (3) reverse 
those entries in the subsequent period as appropriate.  
 
No. 4 – Cash Disbursement Testing (General and Nonmajor Funds) 
 
Comment: Tests of cash disbursements in both the General Fund and selected Nonmajor Funds uncovered 
documentation and approval deficiencies. The specific issues noted were: 
 

 General Fund Disbursements: Out of a sample of 29 General Fund disbursements tested, 5 
transactions lacked complete supporting documentation (such as missing check stubs, invoices, or 
requisition forms). In addition, one transaction’s accounts payable voucher did not have the 
authorizing signature of the Accounts Payable Manager, as required, and another transaction had 
a mismatch between the obligation number on the supporting documents and the obligation 
number recorded in the general ledger. These errors suggest lapses in following standard payment 
procedures and record-keeping. 

 Nonmajor Funds Disbursements: Out of 56 disbursement transactions sampled from various 
Nonmajor Governmental Funds, 4 transactions had missing or unavailable supporting documents. 
Furthermore, 2 transactions showed a discrepancy between the check number recorded in the 
check register and the check number on the bank statement. (These two instances correspond to 
the duplicate check number issue discussed in Comment No. 1.) Although no duplicate payments 
were actually made, the inconsistency in check numbers was not detected during the reconciliation 
process, increasing the risk that errors or irregularities could go unnoticed. 
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No. 4 – Cash Disbursement Testing (General and Nonmajor Funds), continued 
 
Comment, continued: 
 
These findings point to weaknesses in the State’s disbursement controls, including inadequate document 
retention, insufficient review for completeness of payment packets, and lack of cross-checks for data 
consistency. Notably, some of the documentation issues may have been exacerbated by operational 
disruptions, for example, we understand that the State’s Treasury office relocation during the year may 
have contributed to difficulties in locating certain records. 
 
Recommendation: The State should strengthen internal controls over cash disbursements to ensure that 
all payments are properly supported and authorized. We recommend the following actions: 
 

 Complete Documentation and Approval Verification: Require a thorough review of each 
disbursement packet (requisition, purchase order, invoice, receiving report, etc.) by Accounts 
Payable personnel to confirm that all necessary supporting documents and approvals are present 
before a check is issued. If any documentation is missing, the payment should be put on hold until 
the required support is obtained. Enforce the policy that all payment vouchers carry the signatures 
of the responsible officials (e.g., the Accounts Payable Manager, fund certification, department 
heads, as applicable). The Accounts Payable department should have a checklist or control in place 
that flag vouchers lacking required signatures so they can be corrected prior to disbursement. 

 Check Sequence Monitoring: Incorporate a routine procedure to review the check register for 
any breaks in check number sequence or other anomalies before month-end closing. The staff 
preparing bank reconciliations should verify that check numbers in the ledger align with bank 
statement entries, which would catch issues like the mismatched check numbers noted in the 
Nonmajor Funds sample. 

 Post-Transaction Monitoring: Establish a periodic internal audit of filed disbursement records. 
For example, on a quarterly basis, randomly select a sample of payments from earlier in the year 
and verify that each has a complete set of supporting documents, proper approvals, and correct 
general ledger coding. This post-transaction review can be performed by finance staff not involved 
in day-to-day processing. Any deficiencies found should be reported and remedied. We 
acknowledge that the temporary disarray caused by the Treasury office’s relocation may have 
contributed to some missing documents; however, implementing this monitoring control should 
help identify and correct such gaps going forward. 
 

No. 5 – Lease Management and Documentation 
 
Comment: The State of Pohnpei administers a significant number of public land leases. As of September 
30, 2023, there were approximately 162 commercial land leases in total (including both active leases and 
leases in inactive or lapsed status). Audit procedures and inquiries identified several issues in the 
management and documentation of these leases: 
 
Out of the 162 leases, 81 leases were within our audit scope for detailed review. The remaining 81 leases 
were not reviewed in depth for various reasons. Many of those not reviewed either expired and continued 
on a month-to-month basis without formal renewal, were short-term or pending renewal, or lacked 
available documentation (e.g., an executed copy of the lease agreement). 
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No. 5 – Lease Management and Documentation 
 
Comment, continued:  
 
Among the 81 active leases examined, 33 leases (all originally executed in prior years) were missing the 
required signature of a Court of Lands judge on the lease agreements. Additionally, 4 of these leases did 
not have the signature of the State’s Governor, which is also required for proper execution. These signature 
omissions call into question the formal authorization of those lease contracts. 
 
More broadly, we observed areas of lease administration that warrant improvement: 
 

 Timing discrepancies: Some lease agreements showed significant gaps between the date of the 
last required signature (execution date) and the start date of the lease term or its non-cancellable 
period. Such delays suggest that leases may not have been finalized in a timely manner, which 
could lead to legal ambiguities. 

 Lapsed leases with continuing payments: In certain cases, leases had expired (the fixed term had 
lapsed) yet the State continued to receive rent payments without a formally executed renewal or 
extension in place. We could not readily determine the exact number of leases in this situation. 
Holdover provisions exist and are allowable in the State’s land lease agreements, however they 
should be subject to enhanced administrative oversight and the outstanding number of all leases 
under holdover status should be known and continuously tracked in a lease registry. The State’s 
(lessor) consent to allowing a lease to be holdover status should be clearly documented in a lessees 
file.  

 Outdated lessee information: Some leases have not been updated to reflect changes in the lessee. 
For example, there were cases where the original lessee had passed away, and members of the 
decedent’s family or estate were making the rent payments. However, no official lease assignment 
or amendment was executed to transfer the lease to the new payor/responsible party. This lack of 
updated documentation could create disputes or difficulties in enforcement. 

 
These findings indicate that the State’s lease records and controls are not fully adequate. Missing 
authorizations and incomplete documentation can undermine the enforceability of lease agreements and 
complicate the State’s ability to account for and manage lease revenues in compliance with accounting 
standards (e.g., GASB’s standards on leases). 
 
Recommendation: The State should take steps to strengthen oversight and record-keeping for land leases: 
 

 Ensure Proper Authorization: All new leases and lease renewals must be executed in accordance 
with legal requirements. This means obtaining all necessary signatures, including the Governor’s 
approval and the Court of Lands judge’s certification, on each lease agreement. The execution 
process should be reviewed for any lease currently lacking such signatures, and corrective action 
(such as re-execution or ratification of the lease) should be taken to legitimize those agreements. 
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No. 5 – Lease Management and Documentation 
 
Recommendation, continued:  
 

 Maintain Complete Lease Documentation: The State should ensure that every lease arrangement 
is supported by a written lease agreement. For any active lease where the original document is 
missing, efforts should be made to locate it; if it cannot be found, the State should consider re-
documenting the agreement with the lessee. In situations where a lease term has expired but the 
lessee remains in possession (month-to-month holdovers), the State should either execute a formal 
extension/renewal or document the interim arrangement in writing. If external circumstances (such 
as pending legal issues or land disputes) delay a renewal, the responsible office should record an 
explanatory note in a master lease registry. This registry should be updated at least quarterly to 
track the status of each lease, including notes on any delays or special conditions. 

 Update Lessee Information: Implement a procedure to update lease agreements when there is a 
change in the party responsible for lease payments. For example, if an original lessee is deceased 
and an heir or estate representative continues the payments, an official lease assignment or 
amendment should be executed to reflect the new responsible party. Keeping lessee information 
up-to-date in the documentation will protect the State’s interests and clarify rights and obligations. 

 Improve Lease Accounting and Monitoring: The State should consider utilizing specialized 
lease management software or tools to better track lease agreements and related financial 
information. A modern system, in line with GASB Codification Section L20 would facilitate 
compliance by providing automation to the calculation and monitoring of lease receivables, 
deferred inflows, and lease revenue. If acquiring new software is not immediately feasible, the 
State should at least maintain comprehensive internal spreadsheets or schedules on an annual basis 
that detail: (1) all payments received for each lease (by lessee, amount, and date, and land parcel); 
(2) any receivables or outstanding balances, including noting if any special payment agreements 
or temporary waivers are in place; and (3) the current payment status of each lease (e.g., up-to-
date, in arrears, under payment plan). Management should regularly review these schedules to 
ensure completeness and accuracy. 
 

Improving controls in these areas may help the State enhance both the financial reporting accuracy for 
leases and the legal enforceability of its lease contracts. Strengthening lease management should also help 
the State comply with applicable accounting standards and improve oversight of public land use. 
 
No. 6 – Capital Assets: Acquisition Date and Receiving Procedures 
 
Comment: The audit revealed that the State’s current practice for recording capital asset acquisitions does 
not always align with the actual receipt or in-service date of the assets. Specifically, when a new capital 
asset is recorded in the accounting system, the State uses the purchase order (PO) date as the asset’s 
acquisition date, rather than the date the asset was received and put into service. This practice can lead to 
two main issues: 
 

 Depreciation Misstatements: Using the PO date (which could be earlier than the receipt date) 
may cause depreciation to start earlier than it should. Over time, this could result in misstatements 
of depreciation expense and accumulated depreciation balances, since the asset’s useful life in the 
records would not match the actual period, it was in service. 
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No. 6 – Capital Assets: Acquisition Date and Receiving Procedures, continued 
 
Comment, continued:  
 

 Timing Differences in Asset Recognition: There may be a mismatch between when assets are 
recorded on the books and when the State actually gains control of them. An asset might be ordered 
(PO date) in one fiscal period but delivered in another. Recording it as of the PO date could mean 
the asset (and related depreciation) is recognized in the wrong period, affecting the accuracy of 
financial reporting for capital assets. 
 

Additionally, we noted that communication between departments is an issue as various allottee 
departments do not consistently notify the Finance Department in a timely manner when they receive 
capital assets that were ordered. Without prompt notification, Finance may be unaware that an asset is 
placed in service, further contributing to delays or errors in recording the correct in-service date. 
 
Recommendation: The State should revise its capital asset accounting policies to record assets based on 
the actual date of receipt or the date the asset is placed into service, rather than the purchase order date. 
Implementing this change will require: 
 

 Enhanced Interdepartmental Coordination: The Procurement Office and the receiving 
departments (allottees) must promptly communicate with the Finance/Accounting Department 
when assets are delivered. One approach could be requiring a “received date” field on purchase 
orders or asset acquisition forms that the receiving department must fill in and return to Finance 
as soon as the asset is physically received and accepted. 

 System or Process Modifications: If the current asset management system is not flexible enough 
to use a received date, consider modifications or manual procedures at year-end. For instance, 
Finance staff could adjust the recorded acquisition dates of major assets to reflect the in-service 
date before finalizing depreciation calculations. Over the longer term, the State may evaluate 
upgrading its asset management system to better accommodate these needs. 

 Training and Policy Communication: Clearly communicate to all departments the importance 
of recording accurate in-service dates. Departments should understand that recording a capital 
asset is not complete until Finance knows the item is received and operational. Providing training 
or written guidelines can help ensure that those responsible for asset management follow the new 
procedures. 

 
By using the actual receipt date as the capitalization date, the State will improve the accuracy of its 
financial statements ensuring depreciation starts when the asset is actually in use and maintain better 
control over its capital asset inventory. This change will also bring the State into closer alignment with 
accounting best practices and standards for asset management. 
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No. 7 – Capital Assets: Donated Assets Documentation 
 
Comment: During the audit, we found that the State lacked proper documentation for a donated capital 
asset (an ambulance) that was recorded in the current fiscal year. Specifically, the State capitalized a 
donated ambulance at an estimated value of $47,000, but there was no supporting documentation to 
substantiate who donated the asset, the date of the donation, or how the $47,000 value was determined. 
This situation highlights a control gap because GASB Statement No. 33 – Accounting and Financial 
Reporting for Nonexchange Transactions requires that donated capital assets be recorded at their fair value 
as of the date of donation. Proper accounting for donated assets necessitates identifying the donation 
timely, obtaining or estimating the fair market value at receipt (often through an appraisal or documented 
market evidence), and retaining documentation such as donor letters or agreements. The absence of these 
procedures can lead to incorrect asset values on the books and lack of audit trail for how those values were 
derived. Moreover, not maintaining records of donor and date can complicate compliance with any donor-
imposed restrictions or acknowledgments. 
 
Recommendation: The State should strengthen its procedures for receiving and recording donated assets 
to ensure full documentation and appropriate valuation. The improved process should include: 
 

 Formal Acceptance and Approval: Implement a formal donated asset intake form or checklist 
that must be completed whenever the State receives a donated property (vehicle, equipment, etc.). 
This form should capture the donor’s name and contact information, the date of donation, a 
description of the asset, and the intended use or any restrictions associated with the donation. It 
should be reviewed and approved by the relevant department head and forwarded to Finance. 

 Fair Value Determination: Establish a method for determining the fair market value of donated 
assets at the time of receipt. Depending on the asset, this could involve obtaining an independent 
appraisal, using published price guides or market values for similar assets, or documentation from 
the donor on the asset’s historical cost or value. The basis for the valuation should be documented 
(e.g., an appraisal report or comparable sales data) and retained in the asset records. 

 Documentation Retention: Require departments to maintain and submit all supporting 
documentation for donated assets to the Finance Department. This includes: the donation letter or 
transfer agreement from the donor, any valuation reports or price estimates obtained, and evidence 
of the asset’s receipt (such as a signed delivery receipt or condition report upon delivery). These 
documents should be filed with the capital asset register as proof of how the asset was recognized 
and valued. 

 Training and Awareness: Provide guidance or training to department managers and 
administrative staff about the procedures for handling donated assets. Emphasize that donations 
must be treated with the same level of documentation and control as purchased assets. Departments 
should understand that without proper paperwork, Finance will not record the donated asset. 
Periodic reminders (for example, at year-end or during budget meetings) could help keep this 
requirement salient. 

 
By implementing these measures, the State will ensure that all donated assets are accurately recorded at 
fair value in compliance with GASB standards and that a clear audit trail exists for each donated item. 
This will improve financial reporting and accountability for gifts and contributions of capital assets. 
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No. 8 – General Fund Payroll Testing 
 
Comment: During our substantive testing of General Fund payroll transactions, we noted several 
instances where required supporting documentation was incomplete, inconsistent, or not properly 
authorized. Specifically: 
 

 Personnel Action Forms (PAFs): Eighteen (18) of fifty-two (52) PAFs did not include required 
leave accrual information. In addition, one (1) of these PAFs lacked the Budget Officer’s 
certification of fund availability. We were advised that fund availability had been reviewed; 
however, the signature was omitted due to oversight. 

 Timekeeping Records: For eighteen (18) employees, timekeeping documentation was incomplete 
or did not reconcile. Issues noted included missing employee timecards, unclear or illegible 
timekeeping records, and master timesheet hours that did not agree to the underlying timecards. 

 Leave Authorization: For eight (8) employees, we identified issues related to leave approval and 
compensation, including leave recorded or paid without documented approval, compensatory 
leave exceeding the amount authorized, leave credited despite insufficient or negative accrued 
leave balances, and approved leave paid as regular hours. 
 

These conditions reflect weaknesses in the review, authorization, and retention of payroll-related 
documentation. Inconsistent timekeeping practices and incomplete personnel records increase the risk of 
payroll errors, improper or unsupported payments, and misclassification of labor costs. 
 
Recommendation: We recommend that management strengthen internal controls over personnel actions, 
timekeeping, and leave administration. At a minimum: 
 

 Require that all PAFs be fully completed including leave accrual data and all required approvals 
prior to processing any personnel action. 

 Ensure all departments and divisions follow consistent timekeeping procedures and maintain 
complete, legible, and reconcilable timecards to support hours reported on master timesheets. 

 Reinforce supervisory review and approval of all leave requests and implement controls preventing 
the payment or posting of unapproved leave or leave taken in excess of available balances. 

 Establish periodic monitoring by the Personnel and Labor Office, Budget Office, and Payroll 
Division to confirm that payroll documentation is complete, accurate, and properly authorized. 
 

Implementation of these measures may help ensure the accuracy and completeness of payroll records, 
promote compliance with established personnel policies, and reduce the risk of unauthorized or erroneous 
payroll disbursements. 
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No. 9 – Payroll System Controls: Adding New Employees 
 
Comment: The State’s payroll system lacks adequate application controls to prevent or detect 
unauthorized additions of new employees. Under the current design, there is no automated mechanism 
that limits who can create a new employee record or that requires an independent review/approval of new 
entries in the system. This means, in theory, a user with access to the payroll module could add a fictitious 
or ineligible person to the payroll without proper oversight. Such a control weakness elevates the risk of 
payroll fraud (e.g., “ghost employees”) and payroll errors, as it relies solely on manual procedures to catch 
improper additions. 
 
Recommendation: The State should revise its payroll system procedures and permissions to ensure that 
only authorized HR personnel can add new employees to the system. Specifically: 
 

 Restrict User Access: Configure the payroll application so that the ability to create or reactivate 
employee records is limited to the Personnel, Labor and Manpower Division (PLMD) or a 
similarly authorized HR function. Regular payroll clerks or other non-HR staff should not have 
system rights to add new employees. This separation of duties will ensure that hires are vetted and 
approved through HR channels before they appear in payroll. 

 Monitor Changes: In addition to new additions, restrict and log any changes to critical fields in 
employee records (such as banking info, pay rates, status). Ensure that changes are reviewed by a 
second person or included in an audit trail that management reviews. While this goes beyond just 
adding employees, it complements the control environment by preventing one individual from 
unilaterally making fraudulent changes. 

 Require Supporting Documentation: Establish a policy that any new employee entry into the 
system must be backed by proper documentation (e.g., an approved Personnel Action Form, offer 
letter, or contract). The system or process should include a step where a supervisor in HR reviews 
the documentation and formally approves the creation of the payroll record. Ideally, the payroll 
system could have a workflow for approval of new entries, or if not, a manual log of new additions 
should be reviewed by management periodically. 

 Periodic Reconciliation: The Payroll Department should perform a regular reconciliation of the 
payroll master list to authorized HR records. For example, on a monthly or quarterly basis, Payroll 
can obtain a list of active employees from the HR department and compare it to the list of 
employees being paid. Any discrepancy (an employee on payroll not on the HR list, or vice versa) 
should be investigated immediately. This will help detect any unauthorized entries that slipped 
through. 

 
By implementing these controls, the State may significantly reduce the risk of unauthorized or fraudulent 
payroll entries. The goal is to have HR be the gatekeeper for who is in the system, and to have checks in 
place so that only legitimate, approved employees are paid. This will bolster confidence in the integrity of 
the payroll system. 
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No. 10 – Timely Updating of Personnel Status (Terminations) 
 
Comment: The audit noted a lack of effective controls to ensure that inactive or terminated employees 
are promptly removed or updated in the State’s personnel and payroll records. Currently, there is no 
centralized mechanism to guarantee that when an employee resigns, retires, or is otherwise terminated, 
the information is communicated and processed in the payroll system in a timely manner. Several factors 
were identified that contribute to delays or errors in updating personnel status: 
 

 Delayed Final Payments: Sometimes final salary payments or benefit payouts to departing 
employees are slow to be resolved. Until those are cleared, departments might delay formally 
reporting the termination to the central HR (PLMD) or keep the employee “active” in the system 
to process the final pay, which can lead to confusion. 

 Contract Renewals and Extensions: In cases of employees on fixed-term contracts, if contract 
renewals are processed late, the system’s records of termination dates might not be updated in 
time. For example, an employee’s contract ends on paper, but a renewal is pending; without prompt 
entry of the new contract dates, the system could reflect an inaccurate termination date or even 
terminate an employee who is still working under an extension. Conversely, if a contract is not 
renewed, failure to update that status means the individual could erroneously remain marked as 
active. 

 Clerical or Data Entry Errors: There have been instances of simple mistakes e.g., entering the 
wrong termination date or failing to mark an employee as terminated in the HR system which 
result in an employee erroneously appearing on active payrolls. 

 
The absence of a control to reconcile personnel changes means an increased risk of payroll errors, such as 
continuing to pay someone who is no longer employed, or misreporting the number of active employees. 
It also complicates workforce management and budgeting. 
 
Recommendation: The State should implement procedures to periodically verify the roster of active 
employees and promptly update any changes in employment status. Steps to consider: 
 

 Regular HR-Payroll Reconciliation: On a regular schedule (for example, monthly or quarterly), 
the Personnel Division (HR) and the Payroll Division should perform a joint review of all 
employees listed as active. The purpose is to ensure that each person on the payroll is indeed a 
current employee, and that anyone who has left State service is accurately reflected as inactive in 
both HR and payroll systems. This could be done by comparing a list of active employees in the 
HR database with the list of employees who received pay in the most recent pay periods. Any 
discrepancies (employees who appear on one list and not the other) must be investigated and 
resolved immediately. 

 Strengthen Notification Procedures: Require that departments notify the central HR (PLMD) 
immediately when an employee is terminated or resigns. This can be reinforced through a formal 
policy or even automated: for instance, when a department processes a final timesheet or clearance 
for an employee, an electronic alert could be sent to HR. The HR department, in turn, should have 
a checklist to ensure that payroll is notified and the employee’s status is updated in the system by 
a certain deadline (e.g., within 1-2 days of termination). 

 
 
 



Those Charged with Governance Letter - State of Pohnpei 
Page | 18 
 

 

 
No. 10 – Timely Updating of Personnel Status (Terminations) 
 
Recommendation, continued: 
 

 Use of System Reports and Tools: Leverage the capabilities of the State’s information systems 
to spot anomalies. Under the current accounting information system (AIS) the State might consider 
using EMPL2 reports to track termination dates and compare such to actual transactions in a 
PYDIST.L54 report to determine the adequacy of any transactions occurring after termination 
dates. If the new AIS under review has similar reports such should be used for these purposes. If 
not, the State may consider consulting its IT department for customization of needed reports.  

 Data Integrity Checks: Institute a practice of double-checking critical data fields related to 
employment status. For example, whenever a termination date is entered or changed in the system, 
have a second person review it for accuracy. If the new AIS under review has workflow 
capabilities, use them to require an approval step for personnel status changes. 

 Documentation for Exceptions: In some cases, there may be legitimate reasons to keep an 
employee marked as active for a short period post-termination (such as to issue a final payment). 
If so, these cases should be documented, and a clear follow-up date should be set to ensure the 
status is changed once the final transaction is done. Maintaining notes or explanations in the system 
for any unusual status situations will assist in audits and reviews. 

 
By regularly verifying active employees and improving the flow of information between departments, the 
State can prevent situations where former employees remain on the payroll system erroneously. Improved 
coordination between the Personnel office and Payroll office, supported by IT tools, will strengthen this 
aspect of internal control and reduce the risk of improper payments to ex-employees or reporting 
inaccuracies. 
 
No. 11 – Compensated Absences (Annual and Sick Leave) 
 
Comment: The State’s policies allow employees to accumulate annual leave up to a maximum cap (240 
hours), while sick leave can accrue without a specified financial liability since unused sick leave is not 
paid out. Our review of the compensated absences records as of September 30, 2023 identified several 
control issues: 
 

 Excess Annual Leave: At year-end, two employees had accrued annual leave balances exceeding 
240 hours, the maximum allowed by policy. This indicates that the system or oversight did not 
prevent or timely identify over-accrual of leave for these employees, potentially resulting in 
liabilities beyond policy limits. 

 Negative Annual Leave Balances: 292 employees had negative balances of annual leave (i.e., 
they had taken more leave than they had accrued), totaling an overdrawn amount of approximately 
$67,176 in aggregate. Such negative leave situations effectively mean these employees were paid 
for leave time they had not yet earned. The State’s management has noted that these negative 
balances were corrected after discovery, but their occurrence points to weaknesses in leave 
tracking controls. 
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No. 11 – Compensated Absences (Annual and Sick Leave), continued 
 
Comment, continued: 
 

 Negative Sick Leave Balances: 421 employees were carrying negative sick leave balances as of 
year-end. This is a significant number, though it reflects improvement compared to the prior year 
(when 656 employees had negative sick leave balances). Since the State does not treat sick leave 
as an accrued financial liability (unused sick leave is not paid out), these negative balances do not 
directly misstate liabilities; however, they are symptomatic of record-keeping issues. In 
recalculating some sick leave records, management found instances where the system’s ending 
sick leave balances did not reconcile with the underlying detailed leave logs. Such discrepancies 
could be due to manual errors or system limitations, but importantly, they pose a potential fraud 
or abuse risk. If employees are allowed to take sick leave beyond their earned balance, they could 
effectively receive pay for time they are not entitled to, resulting in unauthorized overpayments. 
Even if those overages are later corrected, the initial lack of control can be exploited. 

 
Recommendation: To strengthen management of compensated absences, the State should implement the 
following improvements: 
 

 Enforce Annual Leave Caps: Configure the payroll/HR system to automatically cap annual leave 
accrual at 240 hours per employee. Once an employee reaches the cap, the system should prevent 
further accrual until the balance is reduced (or handle it according to policy, such as forfeiting or 
rolling into another category if allowed). Additionally, HR or Payroll should run quarterly reports 
on leave balances to identify any employee who exceeds, or is about to exceed, the cap and ensure 
corrective action is taken (such as notifying the employee and supervisor, or converting excess to 
leave without pay if policy dictates). Communicate clearly to all employees and supervisors that 
annual leave will not continue to accrue beyond 240 hours, so they can plan leave usage 
accordingly. 

 Prevent Negative Annual Leave: Strengthen controls to prohibit employees from taking more 
annual leave than they have accrued. The leave request and approval system should check an 
employee’s current leave balance before approving leave hours; if approving leave would result in 
a negative balance, either prevent the approval or require high-level authorization with a plan for 
how the deficit will be resolved. The payroll system should similarly reject or flag any time 
reported that would put the balance negative. Regular monitoring is needed: for instance, include 
negative leave balance checks in each pay period’s processing routine. If a negative balance is 
discovered, investigate the cause (e.g., data entry error, oversight in approval) and correct it 
immediately. Supervisors should be held accountable for ensuring their staff do not run negative 
balances without proper authorization. 
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No. 11 – Compensated Absences (Annual and Sick Leave), continued 
 
Recommendation, continued: 
 

 Address Sick Leave Record Discrepancies: Even though sick leave is not capped by a payout, 
the State should reduce the incidence of negative sick leave as well. Policies can be instituted such 
as not allowing sick leave to go negative beyond a certain threshold (or at all) without senior 
approval. Improve the accuracy of sick leave record-keeping by periodically reconciling the leave 
recorded in the central system with departmental records or timesheets. Where the system is found 
to be out of sync with actual leave taken, correct those records and identify what caused the 
discrepancy (for example, was there a manual adjustment not entered system-wide?). Consider 
implementing periodic audits of leave records focusing on sick leave to catch errors. If many 
employees have negative sick leave due to an ongoing practice (like allowing advanced sick leave), 
management should evaluate that practice and implement guidelines to control it. 

 Mitigate Fraud Risks Related to Leave: Introduce additional oversight to detect and prevent 
abuse of leave. One idea is to set up an automated alert in the system for any employee who, for 
instance, uses more than 80 hours of sick leave in a short period or whose sick leave balance goes 
negative. Such alerts could prompt HR to review the situation for potential misuse. Provide 
training or guidance to managers on how to review leave reports for their staff – managers should 
routinely check that leave taken by employees is properly recorded and that no one is receiving 
pay for leave they have not earned. As a deterrent, the State could implement a policy of secondary 
review for any employee with unusual leave patterns (for example, HR could review the records 
of anyone with a negative leave balance or excessive leave usage). In cases where an employee’s 
leave usage is flagged, require a higher level of approval for any further leave until the issue is 
resolved. 

 
No. 12 – Journal Voucher (JV) Controls 
 
Comment: Journal vouchers are used by the State to record non-routine or adjusting entries in the general 
ledger. We identified several deficiencies in the way journal vouchers were controlled and documented in 
FY2023: 
 

 Missing Documentation: Seven (7) journal vouchers, totaling approximately $70,120, had no 
supporting documentation on file. While this dollar amount is not material to the financial 
statements, the absence of support means we could not independently verify the purpose or 
propriety of those adjustments. Every journal entry should be justified by an explanation and 
evidence (e.g., calculations, source documents), so undocumented JVs represent a breakdown in 
controls and transparency. 
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No. 12 – Journal Voucher (JV) Controls 
 
Comment, continued, 
 

 Sequence and Coding Gaps: The journal vouchers are expected to be coded in sequence with a 
prefix indicating the fiscal year (for example, entries for FY2023 should be numbered like 
V23XXXX). However, our review found that the sequence was not tightly maintained: there were 
23 gaps in the numerical sequence of FY2023 JV codes. Additionally, some JVs appeared to have 
been mis-numbered or mis-filed by year: 12 JVs with “V23” prefixes were entries belonging to 
FY2022, and 6 JVs with “V23” codes were for FY2021. Moreover, 17 expected JV numbers in 
the 2023 sequence could not be located at all – they did not correspond to any entry in FY2023 or 
the prior years (management is investigating whether these numbers were skipped, voided, or 
otherwise mishandled). Such irregularities complicate the audit trail and could potentially hide 
unrecorded or unauthorized entries if not investigated. 

 Unassigned JVs: There were seven transactions in the general ledger that had no JV reference 
code assigned. These included one large inter-fund transfer of $501,410 (from the CIB General 
Fund to the CIB Payroll Fund) and several smaller adjusting entries totaling $9,373. The lack of a 
JV code suggests these entries bypassed the normal JV logging process, making it harder to trace 
to an approval, or supporting document. 

 Frequent Corrections: We observed that a number of JVs were actually corrections of prior JVs, 
sometimes with multiple layers of correction. For example, JV V230281 (which was intended to 
reimburse the General Fund) was subsequently corrected three times by JVs V230330, V230333, 
and V230344. While adjustments are sometimes necessary, the prevalence of back-and-forth 
correcting entries indicates issues with getting entries right the first time or possibly unclear 
instructions leading to errors. We noted that many of these correcting entries were authorized by 
individuals who have since left or been replaced, implying that historical practices may have been 
less stringent. This underscores the need for stronger controls to prevent such iterative corrections. 

 
Overall, the journal voucher process as documented for FY2023 shows weaknesses in control over 
numbering, record-keeping, and review. Without sequential integrity and complete documentation, the 
State faces a risk that errors or inappropriate entries could occur and not be readily detected. 
 
Recommendation: The State’s Department of Treasury and Administration (DOTA) has begun 
addressing JV control issues, and we recommend continuing to reinforce those efforts with specific actions: 
 

 Ensure Complete and Sequential Recording: All journal vouchers should be recorded in the 
accounting system with their unique JV reference in a designated field (e.g., the “Reference 1” 
column). This practice makes it easy to filter and sort ledger data by JV number and detect any 
gaps. Perform a sequence check at least annually (preferably at year-end, before closing the books) 
to identify missing or out-of-order JV numbers. If a JV number is skipped or missing, determine 
why: Was it never used, was the entry erroneously not logged, or was the entry posted in a different 
period under the wrong number? All gaps should be accounted for (e.g., documented as voided or 
corrected). 
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No. 12 – Journal Voucher (JV) Controls, continued 
 
Recommendation, continued: 
 

 Enforce Fiscal Year Prefix Usage: Adhere strictly to the convention that the JV numbering prefix 
corresponds to the fiscal year of the entry. If an entry is being made in October for the prior fiscal 
year’s adjustment, it should carry the prior year’s code (e.g., “V22” if adjusting FY2022) or 
otherwise be clearly indicated as a prior period entry. Misleading coding (like an FY2023 code on 
an FY2022 entry) should be avoided because it confuses the record. Implement checks during the 
posting process – for instance, require that JV entries include the fiscal year in their description, 
and have a supervisor verify that the coding makes sense for the date of the entry. 

 Require Supporting Documentation for Every JV: No journal voucher should be approved or 
posted without adequate supporting documentation. DOTA should formalize what constitutes 
sufficient support: at minimum, a brief memo or form explaining the reason for the JV, along with 
any calculations or source documents (invoices, schedules, etc.) that justify the amounts. Continue 
the use and proper authorization of JV control forms by preparers and reviewers. File all JV support 
in an organized manner (e.g., by JV number) so that any entry can be readily pulled for review. 
Auditors and internal reviewers should be able to pick any JV and find a clear explanation and 
backup. 

 Improve Review and Training: Journal voucher accountants (and any staff who prepare JVs) 
should be trained to exercise greater diligence. Emphasize that they must fully understand each 
entry’s purpose and ensure the accounts involved are correct before posting. A second-level review 
by a senior accountant or controller should be required for non-standard or complex JVs. Also, if 
multiple correcting JVs are observed, take that as a learning opportunity: analyze why the initial 
entry was wrong and address that root cause (be it a knowledge gap, a typo, or miscommunication) 
to prevent recurrence. 
 

These recommendations may assist the State with enhancing the reliability, transparency, and 
completeness of its general ledger and its journal voucher documentation.  
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No. 13 – Federal Grants: Fund 20 SEFA Program Codes 
 
Comment: Fund 20 is used by the State to record expenditures of federal awards passed through from the 
FSM National Government (FSMNG). During the audit, a reconciliation was performed between the 
State’s records and the FSMNG’s records of these federal programs. The reconciliation identified two 
main issues: 
 

 Some federal programs in the State’s accounting records were associated with incorrect or outdated 
Assistance Listing Numbers (ALNs) (formerly known as CFDA numbers) or program titles. In 
other words, the coding in Fund 20 for certain grants did not match the official ALN information.  

 There were various misclassifications of expenditures in the State’s Schedule of Expenditures of 
Federal Awards (SEFA) that had to be reclassified to align with FSMNG’s categorization. These 
reclassifications did not change the total amount of federal expenditures reported, but they indicate 
that some expenses were initially recorded under the wrong program codes or titles and needed 
adjustment for reporting purposes. In summary, while total federal spending was correct, its 
breakdown by program was initially inaccurate. This suggests that when grants were recorded, 
either the wrong program code was used or changes in grant identifiers (like ALNs) were not 
updated in the State’s system.  

 
Recommendation: The State should institute more robust controls and periodic checks for its federal 
grant coding to ensure ongoing accuracy. Key steps include: 
 

 Annual Verification of ALNs: At least once a year (ideally at the start of the fiscal year or when 
new grants are awarded), the State’s grant accounting staff should verify all active grant program 
codes and titles against the federal government’s official listings (such as SAM.gov). If an ALN 
(Assistance Listing Number) has changed or if the State’s ledger uses a placeholder or old number, 
it should be updated to the correct current number. This practice will ensure that the financial 
system’s data aligns with federal award information. Documentation from grant award letters or 
federal databases should be maintained to support the accuracy of codes used. 

 Quarterly Reconciliations with FSMNG: The State should hold regular (e.g., quarterly) 
reconciliation meetings with FSM National Government officials. In these meetings, both parties 
can compare grant expenditure records program by program. Any differences in program 
classification or coding can be identified early and corrected in the State’s books well before the 
annual SEFA preparation. This ongoing alignment will make the year-end process smoother and 
reduce the risk of errors. 

 Training and Guidance: Provide training to finance personnel on the importance of accurate 
grant coding. Staff should be familiar with reading federal grant award documents to extract the 
correct ALNs and other identifiers. Consider creating a reference list or database of all federal 
grants the State has, including their ALNs, and official names so that everyone uses consistent 
codes. 

 Review Before SEFA Finalization: When preparing the SEFA at year-end, implement a review 
step where someone not involved in day-to-day grant entry (for example, an internal auditor or a 
senior accountant) cross-checks the programs and ALNs listed in the SEFA against external 
sources (grant agreements, SAM.gov) to ensure accuracy. This should catch any remaining 
misclassifications in time. 
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No. 13 – Federal Grants: Fund 20 SEFA Program Codes, continued 
 
Recommendation, continued: 
 
By taking these actions, the State may enhance the accuracy of its federal grant reporting. Correct ALNs 
and program codes are crucial for accountability and compliance, as they affect federal oversight and the 
Single Audit process. Proactive reconciliation and verification will prevent the need for after-the-fact 
reclassifications and ensure that both the State and FSMNG maintain consistent records of grant 
expenditures. 
 
No. 14 – Compliance Signoffs on Requisitions and Vouchers 
 
Comment: In reviewing the State’s expenditure approval forms (such as purchase requisitions, travel 
authorizations, and miscellaneous payment vouchers), we noted a control design issue: the forms do not 
include a designated signature line for a departmental fiscal officer or grants compliance officer. Typically, 
good practice for organizations with decentralized departments is to have someone at the department level 
(e.g., an accountant or grants manager in the department) review financial documents for accuracy and 
compliance with budgets or grant terms before the department head approves the expenditure. In the 
State’s current forms, the only signatures might be the requestor, the department director (allottee director), 
and central approval (Finance or DOTA), with no explicit field for the department’s fiscal specialist. This 
means that a key internal control – the review by someone knowledgeable about the department’s finances 
or grant requirements – could be bypassed or is happening informally without documentation. 
Consequently, a director might approve a payment without a clear indication that it was first vetted for 
compliance by their financial support staff. 
 
Recommendation: The State should update its standard forms and procedures to incorporate a 
department-level fiscal/grant compliance review prior to final approval. Concretely, this would involve: 
 

 Form Redesign: Modify purchase requisition forms, travel authorization forms, and 
miscellaneous payment vouchers to add a signature line (or check box with name) for the 
department’s fiscal officer or grant specialist. This could be labeled, for example, “Reviewed by 
Department Fiscal/Grants Officer,” with a line for date and signature. The placement should be 
before the department director’s signature. 

 Policy Implementation: Formalize the requirement that no expenditure request reaches the 
Director’s desk without this preliminary sign-off. Issue an internal memo or update to the Financial 
Management Regulations instructing that department heads should look for the fiscal officer’s 
signature before they sign. If the form comes without it, it should be sent back for that review. 

 Training and Communication: Ensure that all departments understand the purpose of this 
control. Departmental fiscal officers should be trained on what they need to check (for example, 
availability of funds, correctness of account coding, compliance with grant terms, completeness of 
supporting documentation, etc.) when they sign off. Directors should be briefed that this added 
signature is for their protection as well, providing assurance that someone has vetted the request. 

 Central Finance Acknowledgment: At the State (DOTA) level, when Finance receives these 
documents for processing, they should verify that the new departmental review signature is 
present. Over time, if consistently enforced, this will become a routine expectation and strengthen 
the overall approval workflow. 



Those Charged with Governance - State of Pohnpei 
Page | 25 
 

 

 
No. 14 – Compliance Signoffs on Requisitions and Vouchers, continued 
 
Recommendation, continued: 
 
Implementing this additional signatory step will give directors clearer evidence that each request has been 
pre-reviewed by a knowledgeable staff member. It also adds an extra layer of control for the State’s 
Finance Department, as they will know that departmental compliance checks (budget availability, grant 
allowability, etc.) have been performed. This should reduce errors, omissions, or non-compliant 
expenditures and ultimately enhance the State’s internal control over disbursements. 
 
No. 15 – Cash Receipt Ledger Coding 
 
Comment: When analyzing the State’s cash receipt processes, we found that the accounting entries for 
cash collections do not incorporate the receipt number as part of the transaction description or reference 
in the general ledger. In practice, each official receipt issued for collections (tax payments, service fees, 
etc.) has a unique receipt number. Ideally, that number should be recorded in the accounting system to 
link the deposit entry to the specific receipt. However, in the State’s system, none of the three reference 
fields for a transaction are populated with the receipt identifier when cash receipts are recorded. This 
makes it cumbersome to trace a particular receipt from the ledger, as one has to rely on dates and amounts 
alone, rather than a unique reference.  
 
Additionally, the deposit clearing account and the revenue accounts cannot be easily cross-referenced on 
a per-receipt basis without that identifier. In other words, if Treasury wants to ensure that all receipts were 
properly deposited and recorded to revenue, the process is manual and time-consuming due to the lack of 
a common reference number in the ledger entries. This is largely a system usage issue rather than a 
fundamental error, but it impacts efficiency and the audit trail quality. 
 
Recommendation: The State should consider adjusting its cash receipt recording procedures so that the 
receipt number is included in the ledger entry for each transaction. Possible actions to implement this: 

 System Input Change: If the accounting software allows, configure one of the reference or 
description fields to accept the cash receipt number at the time of data entry. For example, when 
Treasury staff record a batch of revenue, they should enter “Receipt #123456” (or a similar format) 
in the description for each line item corresponding to that receipt. This way, when looking at the 
revenue account or the deposit clearing account in the ledger, one can see exactly which receipt it 
ties to. 

 Training for Collection Officers: Instruct the cashiers or collection officers who prepare deposit 
slips or accounting entries on how to include the receipt number in the entry. This might be as 
simple as typing it into the system’s memo field for each receipt. Emphasize the importance of 
consistency (e.g., always using a standard format like “CR#XXXXXX” where XXXXXX is the 
number) so that searches and filters in the ledger will work. 

 Reconciliation Process Improvement: With receipt numbers in the ledger, Treasury staff can 
generate reports filtered or sorted by those numbers. This will simplify monthly reconciliations 
between the cash receipts log and the general ledger. For instance, one could quickly identify if 
any receipt numbers are missing in either record or trace a discrepancy by receipt number rather 
than by date and amount alone. 
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No. 15 – Cash Receipt Ledger Coding, continued 
 
Recommendation, continued:  
 
Overall, embedding the cash receipt number in ledger entries will make the State’s revenue recording 
more transparent and easier to manage. It connects the front-end receipt process with the back-end 
accounting record, in any future audits or internal reviews, an auditor can pick a sample of receipt numbers 
from the receipt book and directly search the ledger for those references, streamlining the verification 
process. 
 
No. 16 – Travel Expense Processing Timelines 
 
Comment: The State’s Financial Management Regulations prescribe clear timelines for the processing of 
travel advances and the subsequent travel vouchers. Specifically, travelers must submit a travel expense 
report (travel voucher) to the Department of Treasury and Administration (DOTA) within 10 working 
days after the end of their travel. DOTA then has 10 working days from receipt of the voucher to inform 
the traveler if the travel advance exceeded actual expenses (i.e., if the traveler owes money back to the 
State) or if the traveler is due a reimbursement (if actual expenses exceeded the advance). If the traveler 
owes money (an over-advance situation), they are required to repay the government within 20 working 
days from the notification date. If the traveler is owed additional reimbursement, DOTA should pay that 
amount within 10 working days of voucher submission. These rules are designed to promptly settle travel 
accounts. 
 
Our audit of FY2023 travel transactions found issues with how these timelines were documented and 
potentially followed: 
 

 Unclear Voucher Submission Dates: We observed that many travel vouchers lacked a reliably 
documented date of when they were submitted to DOTA. Some vouchers had a handwritten or 
stamped date in the upper corner, but in several cases this date was absent or did not align with 
other dates on the form (such as the traveler’s signature date or the department director’s approval 
date). In some instances, a traveler or approving official signed the voucher but left the date blank. 
This made it difficult to verify whether the submission was within the required 10-day window 
after travel. 

 Difficulty in Tracking DOTA’s Response Time: Because of the inconsistent or missing 
submission dates, we could not easily determine if DOTA notified travelers of over-advances or 
issued reimbursements within the prescribed 10 working days after receiving the vouchers. For 
example, if a traveler returned on October 1 and should submit by October 15, but we do not know 
when DOTA actually received the form, we cannot confirm if DOTA’s notification (or 
reimbursement) was sent out by the expected deadline. Essentially, the starting point for the clock 
was not well documented. 
 

During FY2023, the State began to address this issue by introducing a “received” stamp. We saw evidence 
that some vouchers were stamped with the date they were received by DOTA, which is a good practice to 
clearly mark the submission date. However, this was not yet uniformly applied to all samples we reviewed. 
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No. 16 – Travel Expense Processing Timelines, continued 
 
Recommendation: To ensure compliance with travel expense processing timelines and improve 
transparency, the State should consistently enforce the following practices: 
 

 Date Stamp on Receipt: DOTA’s Travel Unit should date-stamp every travel voucher upon 
receipt. The stamp should be placed in a standard location on the form and indicate the exact date 
(and ideally time) the voucher package was received. This will serve as the official submission 
date. All staff who handle incoming travel vouchers must be trained to perform this step 
immediately. 

 Complete Signature Dating: Instruct all individuals involved in approving travel vouchers 
(travelers, department heads, and DOTA officials) to date their signatures. A signature without a 
date is not very useful for establishing when that approval happens. Having all signatories date 
their approvals provides a clear timeline of the voucher’s progression. DOTA can reinforce this 
by returning any voucher that has undated signatures or by not finalizing processing until dates are 
obtained. 

 Monitor Turnaround Compliance: With a received date clearly marked, DOTA should 
internally track the 10-day response requirement. For instance, set up a simple log or system where 
each received voucher’s due date (for notification or reimbursement) is recorded. DOTA 
management can then monitor this log to ensure staff meet the deadlines. If a particular case cannot 
be settled within 10 working days (perhaps due to missing info or disputes), that should be 
documented with reasons. 

 Reminders and Enforcement: Remind travelers and supervisors of their obligation to submit 
travel reports within 10 days of travel completion. This could be done through an updated travel 
policy memo or by including a reminder in the travel advance paperwork given to travelers before 
their trip. Ensuring prompt submission helps DOTA meet its timelines as well. 

 Audit Trail for Notifications: When DOTA notifies a traveler of an amount due (over-advance) 
or processes a reimbursement, they should document the date of that action on the voucher or in 
an attached communication. This way, if ever reviewed, one can see travel end date, submission 
date, notification/reimbursement date, and repayment date (if applicable). Maintaining this 
complete trail will show compliance (or highlight issues) clearly. 
 

By consistently using a received date stamp and enforcing dating of all signatures, the State will have a 
much clearer record of the travel voucher process. This will enable verification that the Financial 
Management Regulations’ timelines are being followed. Moreover, it will help identify where delays are 
occurring (if any) so that management can take corrective action, ensuring travelers settle their accounts 
and the State recovers funds or pays reimbursements in a timely manner. 
 
No. 17 – Contractual Advances and Deliverables 
 
Comment: During the audit, we noted instances where the State had outstanding advance payments to 
contractors that remained in the books without timely reconciliation. These were identified and corrected 
via audit adjustments during FY2023. Specifically, the State had made advance payments on certain 
contracts (for projects or services), but due to insufficient documentation of contract performance, those 
advances had not been cleared (matched with delivered goods/services) in a timely manner.  
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No. 17 – Contractual Advances and Deliverables, continued 
 
Comment, continued:  
 
In essence, money was paid out in advance, and the contractors may have completed the work or delivered 
the goods, but the State lacked proper records (such as completion certificates or acceptance documents) 
to confirm that the contract terms were met.  
 
As a result, the advances lingered as assets on the State’s accounts when they should have been recognized 
as expenses (if deliverables were received) or recovered (if contracts were unfulfilled). The root cause 
appears to be that at the time of contract execution and advance payment; the agencies did not put in place 
a strong mechanism to track and document the fulfillment of the contract deliverables tied to those 
advances. This led to “stale” advances that had to be cleaned up after the fact. 
 
Recommendation: State agencies that issue advance payments on contracts must implement stricter 
controls to track deliverables and clear advances. At a minimum, the following should be in place: 
 

 Deliverables Tracking: For each contract involving an advance, the overseeing agency 
(department managing the contract) should maintain a deliverables/milestone log. This log lists 
each deliverable or phase of the contract, the expected completion date, and the person responsible 
for confirming completion. When an advance is given, it should be tied to specific milestones or 
deliverables. The agency must follow up by the due date to obtain evidence that the deliverable 
was completed. 

 Documentation of Completion: Require formal documentation when contractual obligations are 
fulfilled. For example, if an advance is given for a construction project phase or for a consultant’s 
services, the project manager responsible should produce or obtain a completion certificate, report, 
or similar document indicating that the work was done satisfactorily and on what date. This 
document should be forwarded to the Finance Office to support releasing the advance from the 
accounting records (i.e., recognizing the expense).  

 Conditional Release of Advances: Link the liquidation of the advance in the accounting system 
to the receipt of the above documentation. The Finance/Accounts Payable department should not 
expense an advance without confirmation from the project agency that the corresponding goods or 
services were received. If year-end is approaching and the advance is still outstanding, Finance 
should inquire with the agency about its status, and if deliverables are incomplete, consider 
carrying the advance forward with proper disclosure and documentation. 

 Policy and Procedures: The State should update its contracting and financial policies to clearly 
state that advances require monitoring. This includes defining who is responsible for verifying 
completion (e.g., the project manager or a contract administration unit) and within what timeframe. 
For instance, if an advance covers the first half of a project, the policy might require verification 
of completion within 30 days of the expected milestone before any further payment or before 
clearing the advance. If the contractor does not deliver, the policy should outline steps for 
recoupment of the advance or other remedies. 

 Oversight and Audit: Management should periodically review outstanding advances (perhaps 
quarterly) to ensure they are justified. An advance that has been on the books for an extended 
period should prompt an inquiry. Compliance and finance staff can also test a sample of advances 
to see if documentation of deliverables is present. 
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No. 17 – Contractual Advances and Deliverables, continued 
 
Recommendation, continued:  
 
By requiring proper documentation of contract performance and tying it to the financial treatment of 
advances, the State will ensure that advances are only converted to expenses when supported by evidence 
of delivered value. This should improve financial accuracy (no more lingering advances that should be 
expenses) and safeguard public funds by holding contractors accountable to their deliverables before funds 
are fully expended. 
 
No. 18 – Other General Disbursement Control Issues (Grants Funds) 
 
Comment: In addition to the major findings already described, our audit procedures noted several 
miscellaneous internal control deficiencies in the processing of cash disbursements, particularly within 
the State’s grant-funded programs. These issues, while individually not material, point to gaps in 
adherence to established procedures. Specifically, we observed: 
 

 Missing Approvals on Grant Fund Vouchers: In our tests of Fund 20 (federal grants fund) 
disbursements, three travel expense vouchers were processed without the signature of the DOTA 
Finance Director, as required. The relevant obligations (Nos. 349757, 349758, and 354129) lacked 
this ultimate approval. The Finance Director’s sign-off is a required final control step, its absence 
implies it was either bypassed or there was an oversight and failure to sign.  

 Account Coding and Asset Identification Error: In a Fund 10 transaction we examined 
Obligation No. 354860, which involved purchasing a replacement strut for a Department of Health 
& Social Services vehicle, we found two issues: (1) The purchase requisition authorized the 
expenditure under account 8228, but the payment was ultimately recorded in the general ledger 
under account 8225. There was no documentation explaining why the expense was moved to a 
different account; and (2) The requisition and supporting documents did not reference a fixed asset 
or vehicle identification number for the item, making it unclear which State vehicle the part was 
for. Without that reference, it is difficult to link the purchase to the State’s asset inventory or ensure 
the part is recorded as an improvement to the correct vehicle, if capitalizable. 

 Unsigned Contract Extension: In our review of Fund 21 disbursements, we examined two 
payments (Obligations No. 298201 and 299573) related to a contract for a medical professional. 
These payments fell under a contract extension covering the period January 2023 to September 
2023. The contract in question was a recurring one, but the latest renewal lacked the formal 
approval signature of the DOTA Director. Processing payments on an incompletely authorized 
contract is a compliance lapse. 

 Data Entry Mistake in Program Coding: Another Fund 21 transaction (Obligation No. 349658) 
revealed a data entry error during the encumbrance stage. The controlling documents for this 
transaction indicated it should be charged to Program 37100. However, when staff entered the 
encumbrance into the system, they mistakenly used Program 37134, and this error was not 
corrected during the final payment process. Staff proceeded to issue the payment aligned with the 
original (incorrect) encumbrance. The amount involved was small ($144), but the misclassification 
went unnoticed in the normal process. This indicates that review procedures did not catch an 
obvious inconsistency between the intended coding on the supporting document and the actual 
coding in the system. 
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No. 18 – Other General Disbursement Control Issues (Grants Funds), continued  
 
Comment, continued: 
 
Each of these issues suggests an area where internal controls or adherence to procedures can be improved, 
even if the immediate financial impact was minor. Left unaddressed, they could lead to larger problems 
or signify a lax control environment in the handling of disbursements in special funds. 
 
Recommendation: To address the above deficiencies and strengthen overall disbursement controls, we 
recommend the State implement the following improvements: 
 

 Enforce Required Approvals: No disbursement from grant funds should be processed without 
all necessary signatures. In particular, for travel and other grant-related vouchers (Fund 20 or 
similar), the DOTA Finance Director’s approval must be obtained and evidenced on the voucher 
before payment. Accounts Payable should be instructed to check for this signature (and any other 
required approvals) as a standard step. If a voucher is missing an approval, it should be returned 
or escalated rather than paid. The Finance Director (or an authorized delegate) should periodically 
sample processed vouchers to ensure compliance with this requirement. 

 Improve Account Coding Discipline: Maintain consistency between authorized account codes 
on requisitions and the accounts used in recording the expense. If, for any reason, an expense needs 
to be charged to a different account than originally indicated, the change should be documented 
with a brief justification and approved by a supervisory official. In the example of the vehicle part 
(Obligation 354860), if Supplies (8225) was more appropriate than POL (8828), a note to that 
effect (e.g., “account code adjusted by Finance for correct classification”) should be attached to 
the voucher. This creates a trail explaining deviations. Additionally, the State should remind 
departments to accurately identify related assets on purchase documents. For any purchase of parts 
or equipment for State assets, require inclusion of the asset ID or tag number on the requisition or 
payment voucher. This helps link expenditures to the correct asset, aiding in asset management 
and accounting (e.g., distinguishing maintenance expense vs. capital improvements). 

 Contract Compliance Checks: Before processing payments on contracts or contract extensions, 
verify that the contract is fully signed and executed. The absence of the DOTA Director’s signature 
on the medical professional’s contract extension (January–September 2023) should have been 
caught either by fund certification or accounts payable as a last resort. To prevent such issues, the 
responsible department should have a checklist for contract payments: confirm that a current, 
signed contract (or amendment) covering the service period is on file. If not, halt payment and 
obtain the proper approvals. It may also be worthwhile for the State to centralize tracking of 
contract approvals and maintain a registry of contracts and their approval status, so that any 
extension not properly authorized is flagged. 
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No. 18 – Other General Disbursement Control Issues (Grants Funds), continued  
 
Recommendation, continued: 

 
 Strengthen Data Entry and Review Procedures: Implement a secondary review of coding for 

transactions, especially when processing encumbrances and payments. In the case of Obligation 
349658, had there been a reviewer verifying that the program code in the system matched the code 
on the obligation document, the discrepancy could have been corrected before issuance of the 
check. We suggest that for each payment batch, a supervisor or senior accountant review a sample 
of transactions to compare key fields (like program/fund codes, amounts, payees) against 
supporting documents. Even though the $144 error was small, a similar mistake on a larger 
transaction could misallocate funds. Additionally, provide refresher training to staff on the 
importance of accurate data entry and attentiveness to detail, since preventing errors at the source 
is the best control. If the State implements a new AIS, ensure it has validation rules or at least 
easily viewable fields to cross-check such coding. 
 

By tightening these controls and ensuring adherence, the State may reduce the risk of unauthorized 
expenditures and misclassification of expenses. Each of these recommendations targets a lapse observed 
during our general testing, and collectively they should contribute to a more robust internal control 
environment for disbursements across all funds. In summary, all payments should be properly approved, 
correctly coded, and fully documented before release. Strengthening oversight in these areas will improve 
compliance with policies and safeguard the State’s assets. 
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