
MARSHALLS ENERGY COMPANY, INC.

REPORT ON THE AUDIT OF
FINANCIAL STATEMENTS IN ACCORDANCE

WITH OMB CIRCULARA-133

YEAR ENDED SEPTEMBER 30,2OO3



! - . l cn I { r  I .  To ! .h .  LL iJ
16 l  ;ou ih  Mnr  no  DrYe
Tamunin . l ,  Gr .n r  169 l l  l ! l  r

I e l  i 6 7 1 t 6 4 6  l 8 8 l
F ; r : 1 6 7 l  l  t 4 9  1 9 l l

Deloitte
Touche
Tohmatsu

Board of Directors
Marshalls Energy Company, Iac.:

f,e-fye ayli1ea the -accg1np31yrn_g statements of net assets of the Marshalls Energy Company, lnc.
lY-E_t )' q component unrt of the fenublic of the Marshall Islands, as of Septemler fO,)OOf unO2002, and the related statements ofrevenues, expenses and changes in o"t *iit. -a .*h flows forthe years then ended. These financial statements are rhe responsilbility of MEC's111-ue"11.nt. Ou1.responsibility is to express an opinion on these financial stafements bised on our audGl 

-

We conducted ow audits in accordance with auditing standards generally accepted in the UnrtedStates of America and the standards appticable to- financial iuaitr 
"6niuin,id-ln" 

Government
Auditing -Standards, issued by, the Comp&oller General of the United States. Those standardsrequire that we plan and perform the iudit to obtain reasonable iusurance about wtrettre. thehnanclal statements are fiee of material misstatement. An audit includes examining, on a test basis,evidence supporting the amounis and disclosures in the financial statements. 

-An-au?ii 
atso incluOesassessing the accounting-princip_les used and significant estimates made by11-ue.."ni. as well asevaluatlng fiIe overalt tlnanclal statement presentation. We believe that oui audits provide areasonable basis for our opinion.

Lr our.opinion, the lnancial statements referr^ed-to^above present fairly, in all material respects, thefinancial_position oiMEC as of September 30, 2003 ana )ooz, and th'e'results oi ii. op"iution. unarts cash flows for the years then ended in conformity with accounting p.i""ifr"r g"n"t-uily acceptedin the United States of America.

As described in note 2 to the accompanlng financial statements, MEC adopted the provisions ofGovemmental Accounting Standards Board'icesgl Statement No. li,-acsi[ Firorl"i[j'sror"*"rr,
and Management s Dtscussion and Analysis for State and Local Governments.

The Management's Discussion_and Analysis on pages 3 and 4 is not a required part of the basicfinancial starements but is supplementary-informaiio"n required u/cnbe 
- -ii" 

t iu'.lpp"h.a ."rttnllmlleo procedures. whrch conslsted pnnctpally of inquiries of management regarding 
'the 

methodsof measurement and presentation of the reQuirid suppiementary infofi;iio". r:;;.":f we did notaudit the information and express no opinion on it. 
^ ̂
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our audits were conducted for the purpose. of forming an opinion on the basic financial srarementsof MEC taken as a whole. The accom$_anfing Scheo e-of Re""nu"r, e*plnr", unJtil-g", ,o N"tAssets bv source for the year ended-sqiteriber:0, zoor @1ge-i;) jr"G;;;o*riiiu.por", oradditional analvsis and is- not ̂ a. requirei part or iire 
-uusr" 

rrnancral statements of MEC. Thisschedule is theiesponsibilitv ofthe ;-;gJ;"rt ;f ir.iEl] su"t irrrormotion rru"i"L'ruu;""t"a tothe auditing procedures applied in our aud'it;f t[e i;si;];nanciar statements and, in our oprnion, isfairly stated in all material respects *tt"n .onriJ"i"J-in i"tutlon to the basic financial sratementstaken as a whole.

In accordance with Government Auditing.Standards, we have also issued a report dated December18' 2003' on our consideration of MEC's"int"-ui .o"t ol ;;";fi;;i;ia;dfi; il ffi 
"sts 

of itscompliance with certain provisions. of laws, r.gutaiioni,-"orrt acts, and grants. That report ls anintegral part of an audit p-erformed it u""ordut 
"?-*ith"doJernment 

Auditing Standards and shouldbe read in conjunction with this report in consiaenng itrJ.esults ofour audit.

[g-,lLWJ-rtF
December 18,2003

- 2 -



MARSHAILS ENERGY COMPAITY, INC.
Management's Discussion and Analysis

This section of the Marshalls Energy company's (MEC) annual financial report presents
ow discussion and analysis of MEC's financial performance for the year that ended on
september 30,2003 . Please read it in conjunction with the financial statements, which
follow this section. The following table summarizes the financial condition and
operations of MEC for fiscal years 2003 nd 2002.

Utility plant, net
Current assets
Other assets

Liabilities and Net Assets
Long-term debt, net
Current portion of long+erm debt
Other current liabilities
Net assets

Revenues, Expenses, and Changes in Net Assets
Utility operations:
Operating revenues
Operating expenses

Net operating loss from utility operations

Nonutility operations :
Operating revenues
Operating expenses

Net operating income from nonutility operations

Nonoperating income (expense) :
Compact funding
Interest expense

Net nonoperating income (expense)

lncrease in net assets

$ t3,047,044
5,300,473

69,531

_s___&11z{1g_
9,78t,020

458,581
2,377,3s9
5,800,088

_q___LU1Zq!_

$ 8,872,780
11,140,788

(2,268,008)

9,614,251
7,946,979

1,667,272

1,866,667
(669,343)

t3,641,708
4,593,253

78.627

$ 18 ,313,588

10,234,294
431,240

2,444,554
5,203,500

18,313,588

8,289,970
9,13s,99s

(846,02s)

7,960,120
6,140.018

820102

t,866,667
(764,650)

1,102,0t71,197,324

$ 596,588

- 3 -
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MARSIIALLS ENERGY COMPA}ry, INC
Management's Discussion and Analysis, Continued

Financial Ilighlights

The operating loss from utilig operations increased 81,421,983 in FY 2003 compared
to FY2002

. Although net operating revenues of $8.8 million u/ere up 7% from FY -02,
operating margins were eroded by historically high fuel costs of $7.19 million, up
25Yo from FY-O2.Fuel costs. The increase in revenues is attributed to the first full
fiscal year of the tariff increase set in May 2001 for commercial and govemment
customers.

Nonutilig, rcvenues increased 22%from FY-02

o Wholesale fuel and gas sales of $9.34 million compared to FY-02's $7.66 million.
This revenue source represented 5l%o of MEC's total revenue but skyrocketing
fuel costs also eroded gross margins. The gross profit from these sales at $1.95
million compares to a $2.13 million gross profit in FY-02.

Accounts Receivable increased 21 %from FY- 02

. Accounts Receivable increased to $4,858,589 compared to Fy-02's $4,007, g?1
an increase of 27Vo. The largest single factor attributed to the increase is the
RepMar account which is $848,120 compared to FY-02's $589,981 an increase of
44o/o. Management acknowledges that it is dependent on RepMar and its affiliates
to pay for actual services rendered. Should RepMar not pay for services rendered
MEC will have to consider discontinuing suppiying the service and or increasing
the rates charged for electricity and fuei.

^



MARSHALLS ENERGY COMPANY, INC.

Statements of Net Assets
September 30. 2003 ar:d 20O2

ASSETS

Utility plant:
Electric plant in service
Construction work in progress

Total utility piant

Less accumulated depreciation and amortization

Net utility plant

Other assets:
Nonutility property, net

Current assets:
Cash and cash equivalents

Accounts receivable:
Electricity
Affiliates
Other

Total accounts receivable

Less allowance for uncollectible accounts

Net accounts receivable

Materials and supplies

Prepayments

Total current assets

Total assets

See accompanying notes to financial statements.

2003

$ 19,104,392

19,t04,392

(6.0s7.348)

13.047.044

7 1 3 . 3 1 0

3,075,538
1,424,890

358.161

4,858,589

(2.136.4't5)

2.722.r14

1.834.668

10 1Rr

5 100 471

$ 18rUf&A

2002

$ 18,675,056
20.000

18,695,056

(5.053.348)

13.641.708

19  6 ' 11

6t7.345

2,793,137
1,053,766

160.968

4,007,87 |

(.1.856.023)

2 .151.848

1.784.400

39.660

4_s93.2s3

$ 18J11188



MARSHALLS ENERGY COMPANY, INC.

Statements of Net Assets, Continued
September 30, 2003 and 2002

LIABILITIES AND NET ASSETS

Net assets:
Inveshnent in capital assets, net ofrelated debt
Unresficted

Total net assets

Commitment and contingency

Long-term debt:
RUS mortgage notes less current maturities

Current liabilities:
Current maturities of long-term debt
Accounts payable
Payable to affiliates
Accrued taxes
Other current and accrued liabilities

Total current liabilities

Total net assets and liabilities

See accompanfng notes to financial statements.

2003

$ 2,876,974
2.923.1t4

5.800.088

2002

$ 3,054,801
2-148.699

5.203.500

9.781.020

458,581
2,020,733

90,348
175,368
q o  q r o

2.835.940

s 18.417.048

r0.234.294

431,240
2,r20,7s0

171,051
82,s36
70.2t7

2.8'75.794

$ l3Jl3l88
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MARSHALLS ENERGY COMPANY, INC,

Statements ofRevenues, Expenses and Changes in Net Assets
Years Ended September 30, 2003 and,2002

Utility operations:
Operating revenues

Operating expenses:
Cost ofpower
Admini strative and general
Distribution operations
Depreciation and amortization
Consumer accounts
Taxes
Dishitrutiou rnaintenance

Totai operating expenses

Operating loss from utility operations

Nonutility operations :
Operating revenues:

Fuel and gas sales
Other

Total operating revenues

Operating expenses:
Cost of sales
Other

Total operating oxpenses

Operating income fiom nonutility operations

Operating income (loss)

Nonoperating income ( expense ):
LOmpact nrndtng
Ilterest expense

Total nonoperating income (expense), net

Change in net assets

Net assets at begiruring of year

Net assets at end ofyear

See accompanying notes to financial statements.

2003 2002

$ 8.872.780 $ 8.289.970

7,192,439
t,23t,636
1,083,620
1,020,586

282,463
188,505
141.539

11.140.788

(2.268.008)

9,341,83 8
272.413

9.6t4.251

7,384,t11
s62.868 -

7.946.979

1.667.272

(604.'736)

1,866,667
(669.343)

r_19'7 -324

596,588

s.203.s00

$ -r-800J88

{  7 r t  < { <
t,033,'773

748,373
997,333
l r o  { ? ,
160,058
r44.371

o  t  1 <  o o <

(846.025)

7,660,469
,oo 6s r

'7.960.t20

5,530,080
609.938

6.140.018

t.820.t02

9'74.077

t,866,667
(764.6s0)

r.r02.017

2,076,094

3.127.406

s l203tQ0
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MARSHALT,S ENERGY COMPANY, INC.

Statements of Cash Flows
Years Ended September 30.2003 altd 2002

Cash flows from operating activities:
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to employees for services
Miscellaneous activities, net

Net cash (used for) provided by operating activities

Cash flows from noncapital financing activities:
Cash received from Compact Fundi
Net repayment under banl credit line agreement
Inter€st paid on short-term borrowings

Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Proceeds from disposal ofcapital assets
Principal paid on long-term debt
Interest paid on long-term debt

Net cash used for capital and related financing activities

Net_increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end ofyear

Reconciliation ofoperating income (loss) to net cash (used for)
provloec by operatlng actrvltles:
Operating income (loss)
Adjustrnents to reconcile change in net assets to net cash
(used lor) provided by operating activities:
uepreclatlon and arnorttzatton
Provision for uncollectible accounts receivable
(Incrcase) decrease in assets:

Accounts receivable:
Electicity
Affiliates
Other

Materials and supplies
Prepayments

Increase (decrease) in liabilities:
Accounts payable
Payable to affiliates
Accrued taxes
Other current and accrued liabilities

Net cash (used for) provided by operating activities

See accompanying notes to financial statements.

2003

$ 17,361,889
(ls,357,226)
(r,875,632)

(338.505)
(209.474)

1,866,667

t.866.667

(476,70r)
10,749

(42s,933)
(669.343\

0.56r.228\

95,965
617.34s

$,__ Jl3l10

2002

$ 16,13s,634
(r3,243,s30)
(1,636,3r4)

@84.220)'t7t.570

t,866,667
(1,200,000)

176 45  5 \

590.212

(312,s97)

(406,901)
(688.19s)

1.407.693)

$ ____617.345

$ (600,736)

r,069,7t3
282,463

(284,413)
(371,t24)
(r97,r93)
(50,268)

q )'7q

(100,017)
(80,703)
92,832
20.693

$ ___l2oega)

$ 974,077

1,044,646
? r a  5 1 t

(362,835)
6t,620

253,077
(439,6r4)
(1 1,860)

(96s,144)
(70,s76)
(24,43e)
(16.914)

$ _J1Jt1!
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2003 and,2002

(l) Oreanization

The Marshalls Energy Company. Inc. (MEC) was granted a corporate charter bv the Cabinet
of the Republic of the Marshll Islands (RepMarl oi February z,'lgg4. MEC's principal lines
of business are predominantly the generation and transmission'of electricity aia tfr6 Uryiri
and selling ofpetroleum prodlcts. Other lines ofbusiness include the rentd i,fequipmenfand
accommodation facilities. The principal markets for the generation and transmission ofelectricity are -governm€nt agencies, buiinesses and residentif customers tocateC on ttre atotts
of Majuro and Jaluit. Petroleum products are sold primarily to foreign -A Ao-"iti. Irtri"g
vessels-

MEC's articles of incorporation have authorized the issuance of 100,000 shares of$l parvalue common stock. RepMar owns 75,000 of these shares and MEi retains the remaining
25,000 shares in heasury. - These amor.rnts are included in restricted 

".i 
^."t, in ttr"accompanying statements of net assets.

An exclusive franchise t9 ,cgnstruct, maintain and oper49 a_dlstribution system for fumishingelectrical power'rithin yajurg Alo]ll',ry Branted-to MEC by R"pM;';;il;"t, s, tsssl
Lil:tlll-":r:1*-RepMar lees_ed to MEC, for-a nominal amount, a l2_megawan power plant, aslx mlllion gallon capacity fuel storage-facility, electrical transmissiorisystems and relatedtacrlltres on MaJuro Atoll. The term of both the lease and the franchise is for a fifty yearperiod comrnencing on December 1, 1996.

Pursuant to cabinet Minute c.M. 162(93), RepMar leased to MEC, for a nominal amount, thenght to operate -and mana^ge the power generating and distribution systen 
-in 

iatuit etoleffective November t, 1993. The ierm of the lease"is lor a nny yeai pJrioo co--_niarcing onDecember 1, 1996.

Through cabinet action in october, z!-o_0, .naN,!q contracted MEC to develop, operate andmaintain power generation systems on Wotje Atoll.

MEC's financial statements are incorporated into the general purpose financial statements ofRepMar as a component unit.

The accounting policies of MEC conform to accounting principres generafiy accepted in theunited states of America as appricable to gju"mme"ntl eniities.- specificalry froprietarytunds. Govemmental Accountin! Standards "q"*qc^aSel 
Si;;;i N;. 7d, 1'"";;**sand Financial Reporting for proprietary Funds and' other 

'Governmental 
ti,iiii- iiii ur"rropnetary fund Accounting, requires that proprietary activities apply all applicable GASBpronouncements as well as Statements and Interirretations issued Uy ine f inariiat e..ou",r"gStandards Board (FASB). Accounting principle's eoira $inions.'and Accounti-ne n...u..tBulletins of the committee on lcco-unting proc.durei ir:;;; ;;;;b;i"* r.r"":".i., :0,

-1989. MEC has implemented GASB 20-and elected not to apply FASB Statements andInterpretations issued-after November 30, 19g9.

ificant Accounting Policies

- 9  -



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2003 and 2OO2

(2) Summarv of Sisrificant Accountine Policies, Continued

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to- make 

-estimites 
ani

assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
arnounts of revenues and expenses during the reporting period. Actual results could'differ
from those estimates.

Basis of Accountine

Proprietary fiuds are accounted for on a flow of economic resources measurement focus.
With this measurement focus, all assets and liabilities associated with the ooeration of the
fund are included in the statements of net assets. Proprietary fund op"rafing statements
present increasef and decreases in net total assets. The accrual basis of aCcountiig is utilized
by proprietary frrnds. Under this method, revenues are recorded when earned un? exo".rses
are recorded at the time liabilities are incurred.

Cash and Cash Equivalents

For purposes of the statements of net assets and cash flows, cash and cash equivalents is
defined as cash on hand, cash held in demand accounts, and time certificatei of deposit
maturin-g,within _nlngty d?ys. As of September 30, 2003 ̂ td 2002, cash and cash equivaients
are $113,310 and $617,345, respgclively, and the corresponding bank balances are $i,663,397
gq ^$ Ll8-4r918,,respectively. Of the barik balance arnount is of September 30, 2003.and
2002, $1,660,806 and $1,468,943, respectively, are maintained in frnaniial institutions subject
to^ Federal D.eposit Insurance corporation (FDIC) insurance. As of september 30, 2003 ind
?022: \artk deposits. in tie, amount of $100,000 and $100,994, respectivily, are FDic insured.
ME_C 99es not require collaleralization of its cash deposits; thereiore, d$osit levels in excess
of FDIC coverage are uncollateralized.

Receivables

All receivables are due from government agencies, businesses and individuals located within
the Republic of the Marshall Islands and arJ interest free and uncollateralized. The allowance
for uncollectible accounts is stated at an amount ri/hich management believes will be adequate
to absorb possible los.ses on accounts receivable that maynecome uncollectible based on
evaluations of the collectibility of th€se accounts and prior collection experience. The
allowance is established through a provision for bad debts charged to expense.

Materials and Supplies

Fuel and_supplies are valued at th-e lower of cost (firsfin, first-out) or market (net realizable
value)' Rulk fuel inventories held on consignmeni for power plant use and for'resale are not
reflected in the accompanying statements ofnet assets.

1 0 -



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30. 2003 utd 2002

L2) Sumnarv of Simificant Accountine Policies. Continued

Plant and Nonutility Propertv

Plant and nonutility- property are stated at cost. Depreciation ofplant and nonutility property
and amortization of leasehold land and residences are calculateci on the straisht-l;ne mdttroi
based on the estimated useful lives of the respective assets. The estimatedluseful lives of
these assets are as follows:

20 years
3 - 10 years
2 - 4 yeus

20 years
20 years
l0 years
20 years

3 - 5 years

Co_sts pertaining to _distribution_ and -line supplies are expensed during the year of installation
as MEC considers the estimated useful lives of these supflies to be leJs than one year.

New Accountine Standards

GASB has issued statement No. 34, Basic Financial statements - and. Manasement's
Discussion and Analysis -^ for state and Local Governments, which was subSquently
amended b_y statement No.37, Basic Financial statements and. Management's Discussibn and
{ylysis for state a71/ I,ocal Gouertments, and modified by Staiement No. 3g, certatn
Financial statement Disclosures. These statements establish financial reporting standards for
gcvernmental entities which -require that management's discussion ind aialysis of the
financial activities be included with the basic firiancial statements and notes and modifies
certain other financial statement disclosure requirements. MEC is required to adopi Gass
statement No. 34, as amended by GASB statement No. 37, and certain provision. [,r casg
Statement No. 38 in fiscal year 2003.

J9_ qqn&"'" to .the requiremenls of GASB 34, the following changes have been made to
MEC's financial statements for fiscal years 2003 and 2002:

' Retained earnings have been reclassified into the following net assets categories:

' Inyestmgt in. capital assets; capital assets, net of accumulated depreciation and
related debt, plus construction oi improvement ofthose assets.

' Unrestricted; net assets that are not subject to extemally imposed stipulations.
unrestricted net assets may be designaied for specific purpbr.r by'action of
management or the Roard of Directors or may otherwise Ue liriritea by contractual
agreements with outside parties.

' The statement ofcash flows has been presented using the direct method.

Power plant engines
Plant and machinery
Vehiclcs
Leasehold improvements
Residences
Fences and seawalls
Leasehold land
Fumiture and fixtures

-  1 1 -
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2O03 utd.2002

(3) Materials and Supolies

Materials and supplies at September 30,2003 a d,2002, consist ofthe following:

2003

Distribution and power plant supplies
LUOnCants
Fuel

2003
September 30,

2002 Additions Retirements 
' 

iOOZ

$ 14,720,739 $ $ -
1,416,381 196.526
191,9:q 71,s.73 (67,365\
356.059 2t4.905
548,284 _
37 |,702
330,000
150,833 8,697

174.206
tg.?12.192. - 4e6Ju -l3r:esr
#++!4?P 04q2,113) s6.6t7
r r ,  /uu, r j )  (573.0t2)  (  10.748)

2o.oo0 
' 

25.966 r45 R66l
II?20135 s__t-:d.uo-.r $,jldfi;

2001 Additions Rettements 
september 30,

$ 1,683,194 $ 1,602,911
113,011 162,801
38.463 18.688

$ 1334-668 $ 1J84.4!Q

2002

13,700,335
20.000

s 14,720,739
t,612,901

785,266
570,964
548,284
371,702
330,000
164,530

174.206
19,278,598
(6.162.023)
13,116,575

$ 13-t-t6t75

s 14,720,739
1,416,381

781,05 8
356,059
548,284
37 |,702
330,000
150,833

(4) Capital Assets

capital assets activity for the years ended September 30, 2003 and 2002, was as follows:

Utility Plant:
Power plant ensines
Plant and machir:erv
v enrcles
Leasehold inqrrovements
Residences 

-

Fences and seawalls
Leasehold land
Fumiture and fixtures

Nonutility Plant:
LPG terminal

Less accumulated depreciation

Construction work-in-progress

Utility Plant:
Power plant engines
Plant and maclinerv
ve cles
Leasehold irprovements
Residances
Fences and seawalls
Leasehold land
Fuminre and fixtures

Nonutility Plant:
LPG terminal

Less accumulated depreciation

Construction work-in-progress

$ - $ _
9,438

136,367 (35,000)
5,500

2'7 ,923
98,826

14,543

--nz,sgl
( 1.044.646)

(7 s2,049)
20.000

s r4,720,739
1,406,943

6'79,691
350,559
520,36r
272,876
330,000
136,290

174.206
18,591,665
(4.139.281)
t4,452,384

$ t4-452.3_84

-l:spoo-ool
'15 00n

I t

$ _17feQ49)



MARSHALLS ENERGY CoMPA].IY, INC.

Notes to Financial Statements
September 30, 2003 utd 2002

(5) Taxes Pavable

Pwsuant to the Income Tax Act of 1989, as amended by the Income Tax Amendment Act of
1991, sales of electricity by public utility companies'are exempt from gross revenue tax.
Accordingly,_ MEC is required -to pay gross reveirue tax on all revenue wift the exception of
electricity sales at the rate of 3Yo. As of September 3,0, 2003 and,20o2, MEC is ti^able forgross revenue tax to RepMar amounting to $145,357 and $60,230, respectively.

Pursuant^to_the Import Duties Act of 1989, as amended !V the Import Duties (Amendment)
Act^of 1996,^no import duty shall be levied on residual fiiel oils and diesel oii imported by
{}C 1tgJ1 f9r 1f9 Ru+o." of power generation. MEC is, however, required io ply impoft
lylV- on .0,*, qil_1rypo*eg. fol resale subject to certain exemptions. As of Sepieriber'30,
2003 and 2002, MEC is liable for import duty to RepMar amouirting to $30,01 r fia $zz!o6,respectively.

(6) Notes Pavable

2003

On November 18, 1997, MEC entered into a loan apreement
yi1h thg Federal Financing Bant( (FFB) in the ailount of
$12.5 million for the construction of a new power plant. with
loan repayments guaranteed by the Rural- Utilities Service
(RUS). MEC is required to submit drawdown reouests ro
RUS for approval of loan advances. Interest rates arE
calculated based on the FFB rates at the date of the loan
advances and range from 5.497:o to 7 .25%o per annum.
lryftpg! and interest are payable in quarterly insiallments of
$273,770 through January 2, 2018. The morisage notes have
been rmconditionally guaranteed by RepMar, 

-under 
which

RepMar will make debt service payments to RUS in the
event of default by MEC, and have been collateralized bv a
leasehold mortgage and security agreement over the assetjof
MEC. These notes are subject-to certain coverage ratio
requlrements. MEC is not in compliance with theie ratio
requirements as ofSeptember 30,2003 arld 2002. $ 10.239.601

4 5 R  5 R 1

$ q 7Rr n?n

2002

$ 10,665,534

431_240

s 10,234.294

Less current installments

Long-term debt

- 13 -



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2003 and 2002

Future repa)'rnent commitments are as follows:

Year ending
September 30,

2004
2005
2006
2007
2008

2009-2013
201+2018

Principal

$ 458,s81
488,981
388,r24
550,388
724,230

3,57t,347
4.057.950

$ ra23gJql

Interest

$ 636,517
606,115
433,196
559,987
629,3s9

1,904,131
6 0 r . 5 1 1

$ 5Jf0315

Total

$ 1,09s,098
1,095,096

82r,320
1,110,375
1,353,589
5,47s,478
4.659.461

$ 1l-6l0rtu

(7) Related Partv Transactions

MEC is. wholly-owned_by R?Mq and- is therefore affiliated with all RepMar-owned and
ilf]:,-:g *Jiti"s. RepMar subscribes for ̂ ete-ctriciry generared by MEC and is charged for
elecrnclty. rsage based on a tariff rate of $0. l2 cents per kilowatt hour for monthly bi-ils less
than 500 kjlowatt hours,-o_r $0.16 cents per kilowatt irour for bills greaiei itt^lbo kilowatt
hours' ln addition. BepMar purchases hrel from MEC at the sam-e commercial terms and
condltrons as attorded to third parties. MEC's receivables from related parties are afforded
more favorable payment terms than those extended to unrelated parties.

Total transactions for the. years -ended September 30, 2003 and. 2002, and the related
receivables from and payables to affiliates, are as follows:

RepMar
lvlajuro Water and Sewer Company, lnc.
Marshall Islands Social Security
Administration
Majuro Resort, Inc.
Other

RepMar
|lajuro Water and Sewer Company, lnc.
Marshall Islands Social Security
Administration
Majuro Resort, lnc.
Other

Revenues

$ 1,885,006
280,069

34,501
289,258
790.278

83279JJ2

ExDenses

$ 490,713
18,533

244,213
8,096

130.691
$ _392246

$ 848,120
247,836

2,169
50,302

276.463
$!21.890

Pavables

$ 31,423

5 R  q ? 5

$ _90J48

Revenues

$ 1,547 ,220
201,249

34,880
294,211
744.347

$ 2 .821.907

- 1 4 -

Expenses

$ 487,s46
1  1 5 '

2'79,128
3,635

85.923
s _ J59lE4

$ 589,981
17r ,627

5,550
50,465

236.143
$ 1J53J66

Pavables

$  101,994

69,057

s  171 .051



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30. 2003 arrd 2002

(7) Related Partv Transactions. Continued

On October 20,2000, the Cabinet of RepMar approved MEC as the contract manager for the
construction of a power plant, power distribution and cable facility on Wotje Atoll in the
amount of $2,023,800. The Cabinet further approved the establishment of an escrow account
to facilitate the receipt and disbursement of funds relating to this project. During the year
ended September 30,2002, MEC received $1,117,850 from RepMar relating to this project.
The unexpended amount of $92,724, payable to RepMar at September 30, 2002, was
disbwsed during fiscal year 2003.

For the years ended September 30, 2003 afi, 2002, MEC received Compact Section 214(a)
Funding of $1,866,667 each ,vear, passed through RepMar. Management believes that MEC
will not continue to receive such firnding after fiscal year 2003.

As of September 30, 2003 and 2O02, MEC maintained a demand deposit account with an
affiliated financial institution, arnounting to 52,592 and $i15,095, respectively. MEC had a
loan payable to an a{Fliated financial institution amounting to $1,200,000, which was paid in
tuil on July 4, 2002.

(8) Commitrnent and Contineencv

Commitment

MEC purchases petroleum products from Mobil Oil Micronesia, Inc. (Mobil) on a
consignment basis whereby Mobil continues to hold ownership and title to the product while
it is held in storage at the MEC terminal storage tanks. Title and risk on the product remains
with Mobil until the product passes the boundary of the MEC terminal. The value of
consignment petroleum products as of September 30, 2003 and 2002 is approximately
$2,035,781 and $2,283,316, respectively. MEC assumes responsibility for the proper and safe
storage/trandling of the product while under MEC storage. However, MEC carries insurance
coverage on such consignment inventories.

Contineency

Management of MEC acknowledges that it is currently dependent on RepMar and its affiliates
to pay for actual services rendered in order to maintain MEC as a going concem. Should
RepMar and its afhliates choose to discontinue payment for services rendered, MEC
management may have to consider altemative me:tsures includhg, among other possibilities,
an increase in electricity and fuel rates to maintain MEC as a going concem.

(9) Risk Manasement

MEC is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; enors and omissions, injuries to employees; and natural disasters. MEC has elected to
purchase commercial insurance from independent third parties for the risks ofloss to which it
is exposed. Settled claims from these risks have not exceeded commercial insurance coverage
for the oast three vears.

- 15 -



Ei!q::'

MARSHALLS ENERGY COMPANY, INC.

Schedule of Revenues, Expenses and
Changes in Net Assets by Source
Year Ended September 30. 2003

(With comparative information foi the year ended September 30,2002)

r ad. Admin _ Tolah
Gdcntion Distr$ution Cortr&ts Farrn Jalun Wotje MEC-ca! isranon _iS, _!!g,

3 -  t  -  s  -  s8,918,636 S _ S _ 5423,202 S -  r9,141.E36 57.660.469- (7,284,573) (99,538) _ (7 j81. l l l )  (5.530.0E0)

_ t,614,063 323,664 - t,957,727 2.t303A9
a,174,t50 9,103 88,7t0 8t7 8.872,7S0 8J89,970

4,690 36,t78 22,201 MA,ta7 22,82t t,9a0 1,538 34,819 272,4t3 299,651

a,77A,a4O 45.2a1 22,200 l.la225\ ltt,slt 2,797 t25,202 34,At9 I l,tO2,92O l0,72O,OlO

Costofsal6

Cmss Drolit on sal6

Elfitic and scwicc billhss

Salaric!, Parcs ,nd bcncfir'
Repain and supDlics

Bad d.bt!

OtEcc

Staff trainins

Othcr pcrsonncl cosls
Tnvel
taundly ad uniforns

Toi.l o?criring cip€ru.s

ODd"tirs ircomc (losr)

NonormtinE in@mc (e$crr.):

Tol.l mropcEtins incoD.

C!?xge in r€t asscts

4,942,223
916,9E3 444.557 5,400 46.31I
91t,225 055,241 I t9,564

l4E,9E9 - 5,051212 4.2rs.743
239,509 E,53t 37,543 505358 2230.192 I.815-976
52,96t 303 32,352 E9360 t,922,008 t.462.609

E10,256 102,076
zat,949

a9,z4l 32366

- 33,642 10,8t7

- 27,310 4335
532 20,04 t

t02,577

362 9.944

4t, lE9 84,298 
-

6,925 5.A47

,s,to" n,ir, ,
15,0?6 1,540

,  170 372
r40 2,a74

f5,485 91,437 t,069,113 1,U4,644
- 5 !,1 282,463 329,512
- 244322 2AA322 234,949

2.947 6,E93 t63,134 155,960
83 106,023 E4.539 336,705 120,792

- t42,577 EA297
49,3E1 49,1a7 75,6a2

- 1,7t4 32,074 56,866 69,4E6
- 32,032

- t9,2t6 49,55E 27,8E0
230 t,525 21,t85 22,246

3,050 3,050 ll,80t

10,491 t0,49t 990l3.ll4 3J74 _ 2,473 42 - , zo,roo y,zog zz,tli

8,095,929 I,t38,355 5,400 332,9t I 4A9,682 g28g t96,334 1,235,156 \1,703,656 9,145,933

682,91f (1,291,074) 16,800 r,449,339 (l7s.l5l) (6,492) l2E,86E (1,200,937) (600,736) s,14,077

f.E66.667 , 1,E66,667 1,a66,667(669.343) (669,341) (764,650)

1.197,J24 - 
r,r9i,324 t,1oz,otl

5r ,EE0,235 $(1,293,074) 5 l6,E0O S1,449J39 r  (378,151) S (6,492) I  l2E,86S J (1,200,91?) s 596,5EE $2,0?6,094

See accompanying independent auditors, report.
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