Deloitte & Touche LLP

361 South Marine Corps Drive
Tamuning, GU 96913-3911
USA

Tel: (671)646-3884

Fax: (671)649-4932
www.deloitte.com

June 30, 2010

His Excellency Emmanuel Mori
President
Federated States of Micronesia:

Dear Mr. President:

We have performed an audit of the financial statements of the governmental activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of
the Federated States of Micronesia (FSM) National Government as of and for the year ended September
30, 2009, in accordance with auditing standards generally accepted in the United States of America and
have issued our report thereon dated June 30, 2010.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of the FSM National Government is
responsible.

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

Our responsibility under auditing standards generally accepted in the United States of America and
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, has been described in our engagement letter dated August 18,
2009. As described in that letter, the objective of a financial statement audit conducted in accordance
with the aforementioned standards is:

o To express an opinion on the fairness of each opinion unit in the FSM National Government’s
basic financial statements and the accompanying supplementary information, and to disclaim an
opinion on the required supplementary information for the year ended September 30, 2009 in
conformity with accounting principles generally accepted in the United States of America
(“generally accepted accounting principles”), in all material respects;

. To express an opinion on whether the supplementary information that accompanies the basic
financial statements is presented fairly, in all material respects, in relation to the basic financial
statements taken as a whole;

o To report on the FSM National Government’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, 2009 based on an audit of financial statements
performed in accordance with the standards applicable to financial audits contained in
Government Auditing Standards; and

. To report on the FSM National Government’s compliance with requirements applicable to each
major program and on internal control over compliance in accordance with the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement (OMB Circular A-
133).

Member of
Deloitte Touche Tohmatsu



His Excellency Emmanuel Mori
President

Federated States of Micronesia
June 30, 2010

Page 2

Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared by management with the
oversight of the Office of the President 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 President of their responsibilities.

We considered the FSM National Government’s internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the FSM National Government’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the FSM
National Government’s internal control over financial reporting. Our consideration of internal control
over financial reporting would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses.

We also considered the FSM National Government’s internal control over compliance with requirements
that could have a direct and material effect on a major federal program 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 OMB Circular A-133. Our audit does not,
however, provide a legal determination of the FSM National Government’s compliance with those
requirements.

ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are ordinarily based on knowledge and
experience about past and current events and on assumptions about future events. Significant
accounting estimates reflected in the FSM National Government’s 2009 financial statements include
management’s estimate of the allowance for uncollectible accounts, which is determined based upon
past collection experience and aging of the accounts, 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, 2009, we are not aware of any significant changes in accounting estimates or in
management’s judgments relating to such estimates.

UNCORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather than absolute, assurance
about whether the financial statements are free of material misstatement, whether caused by error or
fraud. We have attached to this letter, as Appendix Il, a summary of uncorrected misstatements
aggregated by us during the current engagement and pertaining to the latest period presented that were
determined by management to be immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

MATERIAL CORRECTED MISSTATEMENTS
Material misstatements were brought to the attention of management as a result of our audit procedures

and were corrected by management during the current period. We have attached to this letter, as
Appendix I, a summary of misstatements corrected by management.
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SIGNIFICANT ACCOUNTING POLICIES

The FSM National Government’s significant accounting policies are set forth in Note 1 to the FSM
National Government’s 2009 financial statements. During the year ended September 30, 2009, there
were no significant changes in previously adopted accounting policies or their application, except for the
following pronouncements adopted by the FSM National Government:

GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, which establishes standards for the measurement, recognition, and
display of other postemployment benefits expense/expenditures and related liabilities, note
disclosures, and, if applicable, required supplementary information in the financial reports of state
and local governmental employers.

GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation
Obligations, which provides guidance and consistency under which a governmental entity would be
required to report a liability related to pollution remediation.

GASB Statement No. 52, Land and Other Real Estate Held as Investments by Endowments, which
improves the quality of financial reporting by requiring endowments to report their land and other
real estate investments at fair value, creating consistency in reporting among similar entities that
exist to invest resources for the purpose of generating income.

GASB Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and
Local Governments, which improves financial reporting by contributing to the GASB’s efforts to
codify all GAAP for state and local governments so that they derive from a single source.

GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained
in the AICPA Statements on Auditing Standards, which incorporates accounting and financial
reporting guidance previously only contained in the American Institute of Certified Public
Accountants (AICPA) auditing literature into the GASB’s accounting and financial reporting
literature for state and local governments, and addresses three issues from the AICPA’s literature -
related party transactions, going concern considerations, and subsequent events.

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

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the FSM
National Government’s 2009 financial statements.

CONSULTATION WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2009.
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SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH
MANAGEMENT PRIOR TO OUR INITIAL ENGAGEMENT OR RETENTION

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management regarding the application of accounting principles or auditing standards in connection with
transactions that have occurred, transactions that are contemplated, or reassessment of current
circumstances. In our judgment, such discussions or correspondence were not held in connection with
our retention as auditors.

OTHER SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH
MANAGEMENT

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management. In our judgment, such discussions or correspondence did not involve significant issues
requiring communication to the Office of the President.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our judgment, we received the full cooperation of the FSM National Government’s management and
staff and had unrestricted access to the FSM National Government’s senior management in the
performance of our audit.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of the FSM National Government’s management about the
representations embodied in the financial statements. Additionally, we have requested that management
provide to us the written representations the FSM National Government is required to provide to its
independent auditors under generally accepted auditing standards. We have attached to this letter, as
Appendix 111, a copy of the representation letter we obtained from management.

CONTROL-RELATED MATTERS

We have issued a separate report to you, also dated June 30, 2010, containing certain matters involving
the FSM National Government’s internal control over financial reporting that we consider to be material
weaknesses or significant deficiencies under standards established by the American Institute of Certified
Public Accountants, and on its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. We have also issued a separate report to you, also dated June 30,
2010, containing certain matters involving the FSM National Government’s compliance with
requirements applicable to each major program and on internal control over compliance in accordance
with OMB Circular A-133. Although we have included management’s written responses to our
comments contained in those reports, such responses have not been subjected to the auditing procedures
applied in our audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any form of assurance on the appropriateness of the responses or the effectiveness of any
corrective actions described therein.

We have communicated to management of the FSM National Government, in a separate letter also dated
June 30, 2010, other matters that we identified during our audit.
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* * kX Kk X *

This report is intended solely for the information and use of management, the Office of the President,
and others within the organization and is not intended to be and should not be used by anyone other than
these specified parties.

Very truly yours,

ATy
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APPENDIX I1

APPENDIX B - 1
Compact Sector Trust Fund

PRIOR YEAR UNCORRECTED MISSTATEMENTS i
i Assets Liability Income statement

Entry Description Type of Entry| Dr {Cr) Dr (Cr), Dr (Cr)

PAJE <88-1>

Investment Expenditures Known 24,224

Invesiment loss Known 68,751

Invesiments Known (68.751)

Accrued Expense Known (24.224)

To agree FY09 beginning balance to
audited report of FSM Compact Sector
Trust.

Subtotals (68.751)| (24,224) 92,975

The above uncorrected misstatements of the prior year detected in current
year, ara a result of errors and not of fraud or iflegal acts.

i f o
W Oy f“‘f/%’f i

Julj tJiI’ntm[ﬁ_?éistaniSecretary Date
partment of Finance
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APPENDIX I, CONTINUED

APPENDIX B -2
Compact Sector Trust Fund

PRIOR YEAR UNCORRECTED MISSTATEMENTS
Type of Asseals Income statement -
Entry Description Entry Dr (Cr) Dr (Cr)
PAJE <1>.ADB
Expenditures Known 44,657
AR - General Known (73.401)
AR - STATES Known 28,744
To record impact in PY of capilalized
interest.
Subtotals o (44,657) 44,657

The above uncorrected misstatements of the prior year detected
in current year, are a result of errors and not of fraud or iliegal
acts.

oy lly (97‘27@@77 b0/
Ju/lig't Jifnmy, Assistant Secretary Date

artment of Finance
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APPENDIX B - 3
Zovemment Wil

PRIOR YEAR UNCORRECTED MISSTATEMENTS
Assels Liabllity Equity income Statement
Entry Description Type of Entry Or (Cr) Or (Cr) " Dr(Cr) Dr (Cr)
PAJE <1>
Fund Investmant - capital asse!l Known 375,418
Loss on disposal of asset Krown {351,045
Accumutated Depraclation Knowrt 14,627
Supplies Likely 375418
Fund Investment - suppligs | ikaly (375,418)
To resiate PY balance for supplies eroneously capilalized as
infrastructure and recora as supplies The estimatad value of
supplias remaining which Js the N8V.
PAJE <2>
Fund equity - FA - peginning Likely (213.177)
Capital Assel Likaly 213,477
Fund equity - FA - beginning Likeiy 71,05%
Accumuisted Depreciation Likely {71.059)
To record likely arror on difference of capilalized asse! against
axpenariuras
PAJE <3>
Fund equity - FA - begioning Kriown {88,000}
Capital asset Kriown 1,188,000
Accumulated Depreciation Hnown (1,088,000)
Ta recorst untimely recording of boat trgnsfer
PAJE <4>ADB
Loans payable Known 44,657
AR - General Krnown (73.401)
AR - STATES Known 28,744
To record impacl in PY of capitatized inlergst.
PAJE <5> Compact Trost
Investmen! Expendiures Kriawn 24,224
Invesimen! loss Known 68,751
Investmenls Known {68,751)
Accrued Expenss Known (24,224)
To agree FY03 baginning balance to audited report of
FSM Compact Sector Trust.
Subtotals, . . G 127,710 20,433 (241.118) 92975

The above uncorrecled misstalements of the prior year detacled in carrent year, are a resull of errors and not of (raud or
Megal acts.

i oo
/ (= { o/
=y [V )
Jullet Jiminy, Adsistant Secretary Date
Odparimeant 6f Finance

171




APPENDIX I, CONTINUED

APPENDIX A-1
Early Retirement Program Fund

CURRENT YEAR UNCORRECTED MISSTATEMENTS
Type of Entry Assets Income Statement

Entry Description Dr (Cr) Dr (Cr)
PAJE <92-1>
Dus Lo / from other funds Known 139,545
Transfer In Known (139,545}
To record transfer in from GF to cover
fund deficit.
PAJE <92.2>
Expenditure Known 77.846
Transfer in Known (77.846)
To record as expenditure ERP
payments retumed to lhe states.

139,545 (139,545)

The above uncorrected misstatement of the current year is a result of error and not of
fraud or illegal acts.

K”&(I&I{I U/_,:}-/?.S m ﬁ é? -'I -20.1'! {
Juliet Jighmy.‘AsSistant Secretary Dale
Department of Finance
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APPENDIX I, CONTINUED

APPENDIX A-3
ADB Fund

CURRENT YEAR'UNCORRECTED MISSTATEMENTS

Type of Entry Assels Income Statement

Entry Description Dr (Cr) Dr (Cr)
PAJE <1>.ADB
Cash - ADB Known 8.360
Other income Known (8.360)
To close invalid ADB cash account.
PAJE <2> ADB
Expenditures Likely 12,613
AR-General Known (12.613)
To close to expenditure
unaccounted PY loan proceeds,

faosl 4,253

The above uncorrected misstatement of the current year is a result of error and not of

fraud or illegal acts.

Sty

liet Jirhmy, Assistant Secretary
Deparimenl of Finance

(,,/;%&/w
/
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APPENDIX A4
Non Major Fund

CURRENT YEAR UNCORRECTED MISSTATEMENTS
: Type of Entry Other Equity Account
Entry Description ' Dr (Cr)
PAJE <1>.NON MAJOR
Encumbrance Exlrapolated 21.761
Unreserve Fund Exlrapolated (21.761)
To reverse extrapolated error on
encumbrances.

.......... )

The above uncorrected misstatement of the current year is a resulf of error

and not of fraud or illegal acts.

Sy (P

Cé?(et men*y_,Aésistant Secretary

epaniment of Finance

/

4,/:2’? (D

Dale
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APPENDIX A -B
EETRLIE NN S {

PRl YEAR UNCORRECTED MISSTATEMENTS

Lubily | Other Eguily

Y | _Dr(Cr}

PAJE <1>. GF
Tras.itar cut - ERI
Ir ngnt camegs
b oz fransfer Sullo ERPER: o
pay: nls reboned i
a = ERP avestment e;

P - .GF
C IH AT Knawn
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The above uncorrecled missizternents of (e currenl year are 3 rasull of
arrors and not of Jraud or illegal acts.

S e

Jutot limmy, AsStalant Sacretary Date
eo;ﬁ{;ne.’n of Finance
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APPENDIX A -8
Government Wide

PRIOR YEAR UNCORRECT ED MISSTATEMENTS

=

£ntry Description

Type of Entry

Assels Liability -I

Or (G} Dr (Cr) DBr.icn L

PAJE <1> - GLT

Vacation Leave Accrual

Ampunt for relirgrnnnt

To correct accrued annual l2ave

PAJE <2>

Loan Payments

Invesiment eamings

To reflect ERP loan payments raturnad
1o (ha states Inltially pettad against ERP
investment éamings.

PAJE <3>
Cash - BOH ACM
Fishing Fees

To record fishing fees revenue
deposited in-transit from Mizuho ta BOH,
errongzously not recorded as of 83008,

FAJE <4>

Accounts Fayable - 3620

Revenus

To record additional payments for MLFC
loan netled against AP

PAJE <5>

Accounts Payable

Expenditures

Tao ravent back o GF unexpended UN
Embassy funds.

PAJE <6>
Unreserve fund
Cantinuing appropriation

To propose inclusion af the Special
Election appropnation In the continuing
apprapriation per PL 18-05

PAJE <7>

Expendltre - haallh

Expenditre - Foreign Affalrs
Purchase advance

Yo reverse Invalid PO advance

PAJE <8>

Cash

Actounts Payaiila

To reveri back to cash ureleased
checks,

PAJE <a>

Cash - ADB

Other expanse

To close Invalid ADB cash account

PAJE <10>

Expenditures

AR-General

To close 10 expandllure unaccounted PY
lsan preceeds

PAJE <11>

Retainape Payable

Expendiluras

To correct likely arror on relainage
accrual for unesplalined varances

Krimwn
Kritwrn

Hnown
Krigwi

Kinowri
Known

Rnown
Ko

Kngwi
Known

Hrigwn
Known

Known
kKnown

Kaown

Known
Known

Known
Known

Likely
Known

Likely
Likely

90,847
(30.847)

7785
(77,8373

42 000
(42.000)

18.714
(18,7

54 503
(4.203)

503,000
{60.000)

25,710
5,000
(30,710

174,830
(174,920)

6,360
(8.,360)

12,613
(12.613)

127,271
(127,271}

1/2
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