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Pahnpai Siate Governmeant
Falania Pohnpei FM 55941

Desr Acting Auditor:

I am submilling our responses that you will inseart in our audited reporl. |like o 2ke the
ooporiurnily to hank you and your si=f for the inveluzhle lessons shered on how wes can
improve aur aperations.

The audit is fimely, As you know, we have just completed our strategic plan for the next
ten years, Your audit will be among the tools used to guide us in improving our
gperaions and services o our customers. | hope that the information presented by the
audit will not be used as a stumbling block for PUC aperafions and basis of criticism,

t a base for which we can leam from our wesknesses and try o improve on our
ooeration.

For the last decade, we faced 2 challengs to put back our utility services into & safe,
refmbla and qualily service, & task ihel s nol easy to make. It requires commitments,
understanding, will power gnd of-course speed, which sometimes causes us o
implicate gur gwn internal comirgd issues, something that is unavoidable when you want
to get the utility back on its 7l service. | c2ll the decade, the era of extinguishing forest
fires. Once the foresi fire is contzined, we can do our clean up. Like our operalions,
we have achieved relizble services, it is ime o work on our in-house matters of
concem. Cur sirategic plan has highlighted this issue for uz and we will gladly apply
ol sudit as the first step in implementing that goal.

| thank yvou for your time and understanding.

Sincerely,

X, FLUC Baard of Directors

P.0. BOX C. Kolonia, Federated States of Micronesia 86241
Tel: (691) 320-2374 Fax (691) 320-2422 Email: puc@msil fm



Finding 1. PUC Services not billed to customers
Audiles Response:

s The state auditor has agreed to drop fhis finding from the report after our
review,

Finding 2. Noncompliance to discount policy

Auditee Response:

=  There were imes when bills were not printed on tiime. Oui cashiers apply
discounts to any account that were ¢leared at the Gme of paymenl. We can
only deserbe lhcse instances by posing a scenario. A customer walks in on
the 13" of this month wo pay for his bill. The Bill is $100. The customer pays
90 and gets a $10 discount. Than on the 15™, the next bill was printed but in
our gystem, it was dated on the 12'!', our billing cut off datz. Let's say the bill
iz $100. Because a paymient was received on the 13™ and Ihe bill was printed
at a tatet date, the cashicrs wore fght in giving that dizscount, 1t may seem that
the payment should have been $130 begavse of the billing cul off dale, bul
since the bills were delayed, the system was showing a $100 outstending at
the lime of payment. The problem is not ol the giving of discounis bul the
timing of printing. We have Laken pole of the problem and would make sure
the bills are printed on time, We also experience complains from customers
thal since the receipls can't be delivered the day after the priming they should
bo piven discounts. Yor these instances, we oflen granl discounls, so we den't
tuit out bugineas relalionship with these pood paying customers aver this
trvial issue.

» When a customer decides o ¢legr his ascount at (he time of payment, the age
of arrearz does nol matier. As long as they clear what i showing on the
screen at the time of payinent, they are eligible for discount, even the past
dues are applieat The discount. This should not be 2 noncomplisnce issue.

~---Management is implementing a discount policy that allows eligibility of
Jiscount cven fo past dues iF il payment is made all 2t onee. W also like Lo
repott that the Boatd haz sdopted Lo discontinue the discount in May 2002, so
lhe problems reported would not he a coneern in ke ubure,

* Az Lor customers who allot their payments, their discount will be given al the
lime when refund is requested.

3. Nongompliance o PUC policy on disconnection,

*  The number of delinguency rate has been on the rise and rore than PUC can
handlc in 2 month. This is the result of economi¢ resession and other reasons.



Disconnection wili continuc and (hese delinguent accounts will cvcatwally be
visiled, however time and improvemenl in public relations will play important
roles in PUC's effectivo implementation of the disconnection policy.

The fact that somc government sgencies have owed PUC for many years has
weakened the implementation of the disconnection policy.

PUC has instituted 2 prepayment metering systern {CashPower) and by Tune
2002, 100% of the single-phaze customers will be converted to tho system, The
gystem will sutomatically improve delinquency rale since customers will no
longer accumulale debils and pottion of the their past due armears recoversd
directiy from their purchaso of power vsing the syslem.

PUC concurs thal the acconnts receivable is o critical area to improve and il will
do all means available and foasible to solving the problemn. it will alzo require the
assistancs and suppott of the gavemment, agencies and customers in dealing with
the problen.

The specilic about each case reporied arc being responded [0 in a separate letter to the
audilor.

4. Inaccurate Fuel Bate for Cash Power

&

For the 12 customers alleped Lo have meorreet fugl charges, anly bro customers
(customer #1 & 7 had the incotrect charge. This problem resalicd when the (uel
rate is entered aftor the cffective date of 12" every month. The problem is noted
and the PUC will make sure that the production of the fucl cost charpe and the
cash power billing systcm is updaled before the 12" of every month.

For the rest of the customers cifed, the audits caleulstion did nol take into account
the discounts. We have reproduced these receipts and attached (them to (hiz repott
for analysizs. Weo would appreciate thal the auditor drop these acoounts from the
linding.

5. Opecation Cost Not Considered {Cashpower sale guestion)

Mew technotopies often times will have factory defects, Currently, PUC is
working wilh the manulacturer 1o nake sure the system is prolilem free and
appropriately working for FUC and the customers, We rogard (his loss as cost of
impeovement.

6. Incorrcel Cuslomer’ s Arrear

Chir review revealed that for the seven accounts cited, cusfomer cash power meler



#O7029901001 has a correct arrear balance and should be dropped from thiz hnding.
H07028659527 has a commect arrear batancs and should be dropped From this finding.
RTOPE660673 has a cotroet artear balance and should be dropped from this finding.
HOTO0GE60319 15 2 honest human posting error. The amount in question 13 $61.20 oul
of w1 account balatce of 52,445,355, We will adjust the customer’s acoounit by (s
amaount, '

HOTOZEREI026 is 2 honest human posting error. The amount in question is 5245 cut
of an account balance of $120.27. :

4028661853 is a honest human posling error. The amount in question 13 51.7% 0m
al an account balance of 1,421.35.

ROTO2EGE00S 19 a honest human posting error. The amount in question is $20 oul ol
an account balance of $1,485.32.

Ohur smalysiz is attached fo this report For review. We sagpest that ginca these
findings are a result of an honest humnan posfing emer and iounaterial - that they be
dropped Fronn this audit.

7. Salary Increases nol justified and not budgeted

+ The salary inereases wors approved by the board of directors wilh atl
justifications documenited in the PUC board buginess papets.

« DUC has 2 busincss bo run. It will also continue to expand and improve its
cervices beyond the existing capacity to make sure the futurs has adequate, safi
and relighle utility gervice and is reaching all people of Pohopet. The PUIC must
incur cost to get thers, and among ofher things (hat are imporlant now 1z its human

. Budpet Overron
The budget overren is % result of the following,

+ Fimsl, ot FY 2000 operations, FY 1999 budget was appraved to be the
working budget for Ihe PUC. The approval of the budgct is inciuded in the
 Bodrd s mindles ol Septeniber 1999, PUC wis Gperating at expense reévenuc
level of year 2000, whils the actual budget was prepated for an anticipated
1997 revenuc and expensc level

s  Second, he other variance in the audil was a result of the differonees of cash
basts (Budget) and the Accrual {Audited fingncial statcment tesulks).

+ Thirdly, there were emergency purchases required dunng the year in which
PUC could not posipons dus 1o theit critical natore to the services. These
purchases were approved hy the board, but not amended in the budget.

0. (encral Manager's comniission from collections -



The Board of Diirector's has the prerogative'to set the comemission of the General
Manager according bo the PUC legislation. “The comporation is merely cxcouling
the policy that 1s being =et by the board.

10. inadequate maintenance of meter reading records.

>

PUC concurs to the finding and would make surc thal the meter readets sign the

~ read entry work sheets and initial all correciions and kept and file tho cntry sheels

in 4 scoure place. W alse like (o report Ihat the cashpower is the most effective
way in eliminating meter reading and corrections. By June 2002, this problem of
meter reading will nol be &t issus.

1. Abgence of updaled vehicle registslion

PUC coneurs with the finding and would make sure that the vehicle registration
lisl is updatcd regularly.

12. Fuel Purchases

We reviewed the Dodings and concur that ning [uel purchases were nol stamped
however they were fully paid as evidenced by owr daily collection recap, {see
daily collection recap attsch). We wiall make sure (hat fulure purchases are
starmped.

We will also make sure that the receipts are issued in sequence and kept and file
n & gecure place,

We have reviewed the six mstances where the [uel purchase do nat 1ally with the

~quantity of firel purchase and found all of them to be immaterial, and that were a

restll of & lranspozition emors, We arc hurman beings and we do make lhege Kinds
af mistakes. The mistakes were in cents, with only one case 1o he 32,80, We
suggest thal this ciling bo dropped for the reason that theso arc honest humsan
mistakes and they are (oo small and vnlair 10 be cited as we hadle about 300 to
1,000 tranzactions cack day (510,000 - 30,0001, The citation overa 20 cents
mistake iz really insignificant compare to the volume of eollection we transagl
each day,

13, Base rato adjushﬂ wilhout consultation of the Bosrd of RFPU

ITIC sxhausted its atternpts to consult with the expired but hold-over members of the
Residential Properties and Public 1ntilities Board in December 1995, On Jannary 22,
1996, the Governor informed PUC that he would not make appoinimenis to the RRPU
Board. The PUC Board then proceeded to adopt a new elgctricity tariff on February 9,



1956 10 be effeclive February 12, 1996, “The PUC Board also then adopled a new water
and sewer lan L on Aptil 1, 1996 10 be effcetive June 1996,

o
Plaintiff “sued PUC on July 4, 1998, secking injunclive and declaratory relief
apainst the enforcement of PUC's new taniffs established in February 1924 for olectngity
and Apeil 1996 [or waker and sewer, on the basis that PUC had not compited with the
PLIC law pravision requicing PLIC to consult with the Board of Residential Propetlies and
Public Utilitics (RPPU) prior to adopting any new tariffs. Inils answer, PUC argued thal
it had given the REPU ample time to comment on the propused new tariffs, but that thyt it
waz out of PUC’s contro] that the REPU was then inactive. The Pohnpei Supreme Court
Trial Division issued a judgment on August 15, 1996, declaring PUC’s new L&ri fFs as null
and void for PUC"s failure o obtain the comments of the RPPU prior to adopting the new
wan s in accordance with the PUC taw,

FUIC appealed this judgment on August 15, 1996, and slgo filed-a Molion for Stay of
Cnforcement of Judgment Pending Appeal. The Court ordered on August 26, L1996 that
enforcerent of itz judgment be stayed on the condition that PUC would not apply ils new
tariff to Plaintiff * ., Tn other wonds, all other customers arc subject to the now
tariff while the case is on appesl, 1Attt has therefore been paying 3¢ per kilowralt
hour. The case is still pending with the Appellate Division of the Polmpel State Supreme
Count.

The Governor changed his mind and made appeintiments to the RRPU Board. They
received the confirmation of the Legislature and were swom in on August 27, 1996,
From Septeraber 4 lo 6, 1996, the slatuborily required consuitations bepween the FUC
Board and the RFFU Board took place. A report dated Seplomber 6, 1996 from the
RPPU Board contained eight recommendations for improvement but concluded that the
RPPLI Noard "accepts the now leciricity and water/wastewater rates adopled earlier (his
year by the PUC Board a4 the best available remedy that would enzure eontinued
services,”

(o September 12, 1596, the PUC Board adopted four resolutions: (1) adopting the new
tariifs as of the date of September 12, 1996; (2) adopting the tariffs retroactive to April
1596 for eleciricity and to Juns 1996 for waterfsewer, (3} ratifying the elecirieity tanil
adopted on Ecbnyury 9, 1996 and the watcrisewer tariff adopled on April 1, 1956; and (4)
in the cvent resolutions 2 & 3 are held invalid by & court of competent jurisdiction and
the court ordets PUC ta refund ot credil to PUC customners sums held 1o have been
collected illegally, there is horoby adopted 2 surcharge on the aleglricity and waler/sewer
bills of each customer equal in amount to such sorns ordered refunded or sredited to any
such customer. '

hManagement is considening svenues that could resolve this crisis pnoc 1o a decision by
(he Appellate Division. Management has already submitted o the Legislature a proposal
iat the Legislature cither remove the consultation requirement with RPPU in the PUC
Jaw or charify in the PLIC law that the WUC law supersedes the RPPU law. Managemeont
will continue to work with the Adnuinisteation and the Legislature in this regard.



" 14. Incomplete documentation for eustomer’s complaints, including requests for hook up.

« 1JC concurs with the auditors finding and would make sure the recommendation
are implemented in PUC. These ae being addressed by PUC Corporate Strategic
Plan, which has been adopted by he Boarnd recently, Custamer satisfaction
surveys will bc among the actions laken to improve our customer Service area.

15. Bun —up of custoniers balance.

+ PUC has back up capies of its monthly billing, payment and cunning balance
stored in discs and kept in & safe place everyday. However, we concur Ihat we
cannot 100% rely on back ups so we will try to mainiain some hardeopies
whenever possible and when the cost ¢an allow.

Submited: Maurch 1, 2002




