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September 14, 2026 
 
 
The Board of Directors  
Pohnpei Utilities Corporation: 
 
We have audited the financial statements of Pohnpei Utilities Corporation (PUC), a component unit of 
the Pohnpei State Government, as of and for the year ended September 30, 2024, and have issued our 
report thereon dated September 14, 2026. Professional standards require that we communicate certain 
matters related to the conduct of the audit to those charged with governance. This letter presents those 
required communications and other matters that we believe will assist the Board of Directors in fulfilling 
its oversight responsibilities for PUC’s financial reporting process. 
 
We appreciate the cooperation and assistance provided by PUC’s management and staff during the 
audit. 
 
Respectfully, 
 
 
 
Tamuning, Guam 
 
cc: Management of Pohnpei Utilities Corporation 
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Our Responsibilities Under Generally Accepted Auditing Standards and Government Auditing 
Standards  
 
Our audit was conducted in accordance with auditing standards generally accepted in the United States 
of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. The objectives of our audit were: 
 

 To express an opinion on whether PUC’s statement of net position as of September 30, 2024, and 
the related statements of revenues, expenses, and changes in net position and cash flows for the 
year then ended are presented fairly, in all material respects, in accordance with accounting 
principles generally accepted in the United States of America; 

 To apply certain limited procedures to the required supplementary information in accordance 
with auditing standards generally accepted in the United States of America; and 
 

 To report on PUC’s internal control over financial reporting and on compliance with certain 
provisions of laws, regulations, contracts, and grant agreements and other matters, based on an 
audit of the financial statements performed in accordance with Government Auditing Standards. 

Our responsibilities include forming and expressing an opinion about whether the financial statements, 
which have been prepared by management with the oversight of the Board of Directors, are presented 
fairly, in all material respects, in accordance with accounting principles generally accepted in the United 
States of America. The audit does not relieve management or the Board of Directors of their 
responsibilities. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on our professional judgment, including our 
assessment of the risks of material misstatement, whether caused by fraud or error. In making those risk 
assessments, we considered internal control over financial reporting relevant to PUC’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 PUC’s 
internal control over financial reporting. Accordingly, we do not express such an opinion. Our 
consideration of internal control was not designed to identify all deficiencies that might be material 
weaknesses or significant deficiencies. 
 
We previously communicated to the Board of Directors the planned scope and timing of the audit, 
including the significant risks identified during audit planning, in our engagement letter dated November 
20, 2025. There were no significant changes to the planned scope or timing of the audit, except as 
otherwise communicated to the Board during the audit. 
 
We issued an unmodified opinion on PUC’s financial statements. We also issued a report on internal 
control over financial reporting and on compliance and other matters in accordance with Government 
Auditing Standards. There were no circumstances that significantly affected the planned form or content 
of our auditors’ reports.  
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Independence 
 
We are required to communicate any relationships between our firm and PUC that, in our professional 
judgment, may reasonably be thought to bear on our independence. We are not aware of any such 
relationships that have not been previously communicated. We have complied with the applicable 
ethical requirements regarding independence and with the independence requirements of Government 
Auditing Standards. As permitted by professional standards, we assisted management in preparing the 
financial statements and related notes based on information provided by management. Management 
accepted responsibility for the financial statements, designated an individual with suitable skill, 
knowledge, or experience to oversee the service, evaluated the adequacy and results of the service, and 
accepted responsibility for the results. We applied appropriate safeguards to reduce any threats to 
independence to an acceptable level. 
 
Significant Audit Matters 
 
Qualitative Aspects of Significant Accounting Practices 
 
Management is responsible for the selection and use of appropriate accounting policies. The significant 
accounting policies used by PUC are described in Note 2 to the financial statements. Except for the 
implementation of the GASB pronouncements described below, no new significant accounting policies 
were adopted and the application of existing significant accounting policies was not changed during 
2024. We noted no significant unusual transactions or transactions for which authoritative guidance or 
consensus was lacking.  
 
During the year ended September 30, 2024, PUC implemented the applicable provisions of GASB 
Statement No. 99, Omnibus 2022, and GASB Statement No. 100, Accounting Changes and Error 
Corrections. The implementation of these statements did not have a material effect on  PUC’s financial 
statements. 
 
Management is evaluating the effects of the following pronouncements that were not yet effective for 
PUC’s fiscal year ended September 30, 2024: 
 

 GASB Statement No. 101, Compensated Absences; 
 GASB Statement No. 102, Certain Risk Disclosures; 
 GASB Statement No. 103, Financial Reporting Model Improvements; 
 GASB Statement No. 104, Disclosure of Certain Capital Assets; and 
 GASB Statement No. 105, Subsequent Events. 

We evaluated the significant qualitative aspects of PUC’s accounting practices, including accounting 
policies, accounting estimates, and financial statement disclosures. We concluded that the significant 
accounting policies are appropriate, adequately disclosed, and consistently applied. 
 
Management Judgment and Accounting Estimates 
 
Accounting estimates are an integral part of the financial statements prepared by management and are 
based on management’s judgments. Those judgments ordinarily are based on knowledge and experience 
about past and current events and assumptions about future events.  
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Significant accounting estimates reflected in PUC’s financial statements include:  
 

 Management’s estimate of the allowance for uncollectible accounts, based on historical collection 
experience and the aging of accounts.  

 Management’s estimate of depreciation expense, based on the estimated useful lives of capital 
assets.  

 Management’s estimate of back-billing receivables and related revenue, which is based on 
available customer usage and billing information, corrected meter data and multipliers, applicable 
utility rates, affected billing periods, and customer payment agreements. 

 
We identified no significant changes in accounting estimates or in management’s judgments relating to 
those estimates during the year ended September 30, 2024. We evaluated the key factors and 
assumptions used to develop the estimates and determined that they were reasonable in relation to the 
financial statements taken as a whole. 

The financial statement disclosures are neutral, consistent, and clear. 
 
Corrected Misstatements and Reclassification Adjustments 
 
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. As a result of our audit 
procedures, we identified certain misstatements that were brought to management’s attention and 
corrected in the 2024 financial statements. The corrected misstatements and reclassifications are 
summarized in Appendices A and B to Attachment II. 
 
Uncorrected Misstatements 
 
Professional standards require us to accumulate misstatements identified during the audit, other than 
those that are clearly trivial, and to communicate uncorrected misstatements to those charged with 
governance. The uncorrected misstatements summarized in Appendix C were presented to 
management. Management concluded that their effects are immaterial, individually and in the aggregate, 
to the financial statements taken as a whole.  In our judgment, the effects of the uncorrected 
misstatements are immaterial, individually and in the aggregate, to the financial statements taken as a 
whole.  
 
Difficulties Encountered in Performing the Audit 
 
We encountered no significant difficulties in dealing with management in performing and completing 
our audit. 
 
Disagreements with Management 
 
For purposes of this communication, 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. No such disagreements arose during our audit. 
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Management Representations 
 
We requested certain representations from management that are included in the management 
representation letter dated September 14, 2026. 
 
Management Consultations with Other Independent Accountants 
 
To our knowledge, management did not consult with other independent accountants regarding the 
application of an accounting principle to PUC’s financial statements or the type of auditor’s opinion that 
might be expressed on the financial statements. 
 
Other Significant Findings or Issues 
 
Except for the matters communicated elsewhere in this letter, there were no other significant financial 
reporting or audit matters discussed, or subject to significant correspondence, with management during 
the audit. The matters discussed with management in the normal course of the audit were not conditions 
of our retention.  
 
Internal Control and Compliance Matters 
 
We issued a separate report dated September 14, 2026, on PUC’s internal control over financial 
reporting and on compliance and other matters based on an audit of the financial statements performed 
in accordance with Government Auditing Standards. 
 
During our audit, we identified certain deficiencies in internal control over financial reporting and other 
matters that are presented in Attachment I for the consideration of the Board of Directors and 
management. 
 
Management’s responsibility for establishing and maintaining internal control over financial reporting 
and the objectives and inherent limitations of internal control are described in Attachment II, which 
should be read in conjunction with this communication. 
 
Restriction on Use 
 
This communication is intended solely for the information and use of the Board of Directors and 
management of the Pohnpei Utilities Corporation and is not intended to be, and should not be, used by 
anyone other than these specified parties. 
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Attachment I—Deficiencies in Internal Control and Other Matters  
 
During our audit, we identified certain deficiencies in internal control and other matters that are 
presented below for the consideration of the Board of Directors and management. These matters provide 
opportunities to strengthen internal controls, improve financial reporting processes, and enhance 
operational practices. 
 
Our audit was not designed to identify all deficiencies in internal control or other matters that may exist. 
Accordingly, additional deficiencies or other matters may exist that were not identified during our audit. 

 
1. Allowance for Uncollectible Accounts 
  
Comment: PUC’s allowance for uncollectible accounts at September 30, 2024, did not adequately 
reflect available customer payment history, aging information, and collection trends. Management 
recorded an audit adjustment of $208,528, to increase the allowance.   

 
Recommendation: PUC should implement a policy requiring at least an annual review of customer 
payment history and collection trends. Adjustments to the allowance should be made in a timely manner 
to ensure receivables are stated at net realizable value throughout the year. 
 
2. Accounts Receivable  
 
Comment: The subsidiary ledger contains significant inactive receivable balances totaling 
approximately $2.80 million as of September 30, 2024, for which an adequate allowance has been 
recorded.. 
 
Recommendation: PUC should formally review these inactive receivable accounts with the Board of 
Directors and determine which balances are uncollectible. A policy for periodic write-off of accounts 
deemed uncollectible should be adopted to maintain an accurate accounts receivable ledger. 
 
3. Bank Reconciliations 

 
Comments: 

a. Untimely Preparation and Submission of Bank Reconciliations  
Bank reconciliation schedules were provided to the auditors on a delayed and piecemeal basis 
between April and June 2026. The significant delay indicates that bank reconciliations were not 
prepared and reviewed on a timely basis. The lack of timely reconciliation and review reduces 
the effectiveness of bank reconciliations as a key control over cash and increases the risk that 
errors, unauthorized transactions, or other discrepancies may not be identified and resolved 
promptly. 
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3. Bank Reconciliations, continued 
 

Comments: (continued) 
b. Lack of Bank Reconciliations and Supporting Documentation  

PUC did not prepare bank reconciliations for certain cash accounts. Management indicated that 
the servicing bank does not issue periodic bank statements for these accounts and that personnel 
obtain account balance information by contacting the bank directly. However, the general ledger 
balances for these accounts were not updated at year-end, and no documented reconciliations 
were prepared to identify, investigate, and resolve the resulting differences. The aggregate bank 
balance for these accounts was $649,077, with an aggregate unreconciled difference of $6,351. 
 
Consequently, differences between the bank-reported balances and the general ledger remained 
unreconciled at year-end. The absence of documented reconciliations and independent 
supporting documentation increases the risk that errors or differences in recorded cash balances 
may not be identified, investigated, and corrected on a timely basis. 
 

c. Inaccurate and Unclear Reconciling Items  
Our review of the bank reconciliations disclosed that certain items included in the reconciliation 
had already been recorded in the general ledger as of September 30, 2024, while other items 
could not be readily traced to the general ledger. Management indicated that certain previously 
recorded items were intentionally retained on the reconciliation for tracking purposes. 
 
The inclusion of previously recorded transactions, unresolved items, and memorandum 
information within the reconciliation reduces the clarity and reliability of the reconciliation 
process. Reconciling items should represent valid differences between the bank balance and the 
general ledger balance as of the reconciliation date and should be supported, investigated, and 
cleared when resolved. Items maintained solely for tracking purposes should be separately 
identified and should not affect the reconciliation calculation. 
 
This condition indicates that controls over the preparation and review of bank reconciliations 
were not sufficient to ensure that reconciling items were valid, properly classified, supported, 
and timely cleared. As a result, errors or unresolved differences in cash balances may not be 
readily identified and corrected. 
 

d. Lack of Monitoring Over Stale-Dated Checks  
Audit procedures identified outstanding and stale-dated checks. Inquiry with management 
confirmed that PUC has not established formal procedures for the periodic review, cancellation, 
reissuance, or other appropriate disposition of stale-dated checks. 

As a result, long-outstanding checks are not routinely evaluated to determine whether they 
remain valid or whether further action is required. The absence of a formal review and 
monitoring process increases the risk that stale-dated checks and the related outstanding 
liabilities may remain on PUC’s records without timely investigation and resolution. 
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3. Bank Reconciliations, continued 
 
Recommendations:  

a. Timely Preparation and Review of Bank Reconciliations 
Require bank reconciliations for all cash accounts to be prepared monthly, preferably within 30 
days after month-end. Each reconciliation should be independently reviewed, approved, and 
dated by an authorized employee. Management should monitor compliance and promptly 
investigate delays. 
 

b. Preparation and Documentation of Bank Reconciliations 
Obtain periodic bank statements or other official account-balance documentation directly from 
the servicing banks for every cash account. When regular statements are unavailable, PUC 
should arrange for written bank confirmations, transaction histories, or other reliable 
documentation. All recorded cash balances should be reconciled to independent bank records, 
and identified variances should be investigated, documented, and resolved promptly. 
 

c. Review and Resolution of Reconciling Items 
We recommend that PUC strengthen its bank reconciliation procedures by requiring all 
reconciling items to be supported, properly classified, and reviewed for validity. Items that have 
already been recorded in the general ledger should be removed from the reconciliation, and 
unresolved items should be investigated and cleared on a timely basis. Information retained 
solely for tracking purposes should be separately identified and excluded from the reconciliation 
calculation. 
 

d. Monitoring of Stale-Dated Checks 
We recommend that PUC establish Board-approved procedures for monitoring and resolving 
stale-dated disbursement checks. The procedures should require periodic review, documented 
follow-up with payees, proper cancellation or reissuance, and restoration of the related liability 
when the obligation remains valid. All actions taken should be properly approved and 
documented. 
 

4. Cash Disbursements  
 
Comment: Based on the procedures performed over the cash disbursements sampled, the transactions 
were generally supported by appropriate documentation, properly authorized, and accurately recorded in 
the accounting records. However, we noted that PUC does not maintain a controlled, sequential 
purchase order numbering process. Purchase order numbers are generated using an Excel-based process 
that does not include controls to ensure that each purchase order is assigned a unique sequential number 
or to identify duplicate or missing numbers. As a result, we identified two separate transactions that 
were assigned the same purchase order number.  
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4. Cash Disbursements, continued 
 
Comment, (continued): Although the duplication did not result in an identified misstatement, the 
absence of a controlled, sequential numbering process represents a deficiency in internal control over 
purchase order issuance and tracking. This condition increases the risk that duplicate or missing 
purchase orders may not be timely identified, transactions may be processed or referenced incorrectly, 
and the completeness and reliability of the purchase order audit trail may be compromised. 
 
Recommendation: We recommend that PUC establish a controlled, sequential purchase order 
numbering process to ensure that each purchase order is assigned a unique number. Management should 
periodically review the purchase order sequence for duplicate or missing numbers and investigate any 
exceptions identified. 
 
5. Revenue  

Comment: Based on the procedures performed, postpaid utility revenue was generally supported by 
appropriate documentation, properly classified, and recorded in the accounting records. However, we 
identified one exception involving postpaid water billing. 
 
The customer’s meter was buried and inaccessible, so PUC carried forward the prior meter reading as 
the current reading. Although PUC continued issuing recurring monthly bills using the $5 minimum 
charge, updated actual readings were not obtained for an extended period. Consequently, the customer 
was billed only the minimum amount rather than the applicable usage-based charges through June 2025. 
The meter was later uncovered, determined to be defective, and replaced in August 2025. 
 
Although this exception was identified in only one account tested, it indicates a control deficiency in 
PUC’s process for identifying, documenting, escalating, and resolving inaccessible or defective water 
meters. Without timely and reliable meter readings, actual consumption and related revenue may not be 
accurately measured and billed.  
 
Recommendation: We recommend that PUC establish and enforce procedures for meters that are 
inaccessible or defective. Meter readers should document the condition and promptly notify the 
appropriate supervisor, while operations personnel should initiate and track work orders for access, 
repair, or replacement. Billing personnel should review accounts receiving repeated $5 minimum 
charges and apply an approved billing or estimation method, consistent with PUC’s tariff, when reliable 
meter readings are unavailable. PUC should also evaluate any resulting underbilling for appropriate 
collection or adjustment. 
 
 
 
 
 
 
 
 
 
 
 



The Board of Directors 
Pohnpei Utilities Corporation  
Page | 10 
 

 
 

6. Subsequent Cash Disbursements 
 

Comment: During subsequent cash disbursement testing, two instances were identified where payments 
processed after year-end indicated that related liabilities existed as of September 30, 2024, but were not 
recorded in the general ledger. 
 

a. Contract Execution Payment  
We reviewed a subsequent payment representing a 50% down payment on a contract valued at 
$799,344. The contract agreement was fully executed in August 2024, and under the terms of the 
agreement, a 50% down payment of $399,672 became due upon execution of the contract. 
 
The payment obligation arose before September 30, 2024; however, the related liability was not 
identified and recorded as part of PUC’s year-end closing process. Management subsequently 
recorded an adjusting journal entry to recognize the liability. 

 
b. Progress Billing  

We also reviewed a subsequent payment supported by an internal payment request dated 
December 20, 2024, and a vendor invoice dated September 3, 2024. Under the contract terms, 
80% of the contract price was payable upon progress billing. 
 
Based on our review of the supporting documentation and inquiry with management, the related 
contract services were fully performed before September 30, 2024. Accordingly, the related 
liability existed at year-end but was not identified and accrued in the general ledger. 
Management subsequently recorded an adjusting journal entry to recognize the liability. 
 
These exceptions indicate that PUC’s year-end accounts payable and cutoff procedures were not 
sufficient to ensure that liabilities arising from executed contracts, vendor invoices, and services 
received before year-end were completely identified and recorded in the proper reporting period. 
This deficiency increases the risk that accounts payable and related expenses or assets may be 
understated at year-end. 
 

Recommendation: We recommend that PUC strengthen its year-end accounts payable and cutoff 
procedures by reviewing outstanding contracts, progress billings, purchase orders, vendor invoices, and 
subsequent payments to identify unrecorded liabilities. All necessary accruals should be recorded in the 
proper reporting period, supported by appropriate documentation, and independently reviewed. 
 
7. General Journal Entry Documentation  
  
Comment: PUC does not have established policies requiring the retention of documentation for 
adjusting journal entries. As a result, there is limited evidence of review, approval, or the underlying 
support for such entries. The absence of documented preparation, support, review, and approval 
increases the risk that unauthorized, inaccurate, or unsupported journal entries may be recorded without 
timely detection. 
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7. General Journal Entry Documentation, continued 
 

Recommendation: To strengthen internal controls and facilitate future audits, PUC should implement 
policies requiring: 

 
1. Retention of signed and dated copies (physical or electronic) of all adjusting journal 

entries by both the preparer and reviewer. 
2. Retention of supporting documentation for each journal entry, including narrative 

explanations for non-recurring or corrective adjustments. 
 

Narrative explanations beyond the entry description in the accounting system (SAGE) are not necessary 
for recurring operational adjustments (e.g., revenue or depreciation). However, they should be 
documented for corrections or unusual transactions. In addition, management should compile an annual 
report of all adjusting entries, organized by date or entry number to verify that postings are complete and 
properly supported. This report should be retained for year-end audit purposes. 
  
8. Advances from Pohnpei State  
  
Comment: Under the memorandum of agreement dated November 16, 2021, PUC was required to remit 
a $150,000 down payment to the State of Pohnpei upon signing, followed by four annual installment 
payments of $150,000 each. As of September 30, 2024, no payments had been made. Management 
indicated that insufficient cash flows during the fiscal year prevented compliance with the payment 
terms. 

 
Recommendation: PUC should develop a repayment plan and, when cash flows allow, ensure 
compliance with the terms of the agreement. Establishing a structured schedule and monitoring 
mechanism will help PUC meet its obligations in a timely manner and maintain good standing with the 
State. 
 
9. Internal Policies and Procedures  
  
Comment: PUC’s accounting policies and procedures manual has not been updated since fiscal year 
1993. As a result, the manual does not reflect current accounting standards, regulatory requirements, or 
PUC’s present operating practices. 

 
Recommendation: PUC should update its accounting policies and procedures manual to align with 
current accounting standards, internal control requirements, and organizational practices. The updated 
manual should be formally adopted by management and communicated to staff to ensure consistency 
and compliance across all financial operations. 
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10. Donated Inventory 
 
Comment: Audit procedures identified inventory received through donations in prior years for which no 
amount was recorded in PUC’s accounting system. Management did not retain sufficient documentation 
to establish the receipt dates and the amounts required under the applicable accounting requirements. 
Management is working to establish the receipt dates, quantities, condition, classification, and 
appropriate measurement of these items. 

 
Recommendation: PUC should establish procedures to document donated inventory upon receipt, 
including the donor, receipt date, description, quantity, condition, applicable measurement basis, and 
supporting valuation evidence. For previously unrecorded donations, management should determine the 
amounts and periods affected, evaluate materiality, and record any required corrections. Donor cost and 
procurement records may provide supporting information but do not necessarily establish the 
appropriate amount for recognition by PUC.   
 
11. Inventory Count 
 
Comment: During PUC’s annual FY24 inventory count, eight items observed during PUC’s generation 
department had count differences. Recounts were performed, and revised quantities were 
communicated to management. In PUC’s final inventory listing, one difference was corrected and 
seven remained uncorrected. The remaining differences were immaterial to PUC’s inventory as a whole. 
 
Recommendation: PUC should consider enhancing count support personnel for the generation 
department. PUC should require documented investigation and resolution of all count differences, 
approved adjustments to the inventory records, and independent verification that approved adjustments 
have been posted to the final inventory listing. 
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Attachment II—Management’s Responsibility for Internal Control 
 
Management is responsible for establishing and maintaining effective internal control over financial 
reporting. In fulfilling this responsibility, management must make estimates and judgments to assess the 
expected benefits and related costs of internal control policies and procedures. 
 
The objectives of internal control over financial reporting are to provide reasonable, but not absolute, 
assurance regarding the reliability of financial reporting and the preparation of financial statements in 
accordance with accounting principles generally accepted in the United States of America. Internal 
control includes policies and procedures that: 
 
 pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 

transactions and dispositions of PUC’s assets; 
 provide reasonable assurance that transactions are recorded as necessary to permit preparation of 

financial statements in accordance with generally accepted accounting principles and that receipts 
and expenditures are made only in accordance with authorizations of management and the Board of 
Directors; and 

 provide reasonable assurance regarding prevention, or timely detection, of unauthorized 
acquisition, use, or disposition of PUC’s assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal control may not prevent or detect misstatements. Projections 
of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions or that the degree of compliance with established policies 
and procedures may deteriorate. 
 
 
 
 
 
 
 
 
 


































