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INDEPENDENT AUDITORS' REPORT

Board of Directors
Marshalls Energy ComPanY, Inc.:

We have audited the accompanfng statements of net assets of the Marshalls Energy ̂ Company, -lnc'

iMEO; ; ;;;il".'i ,nit 
"r'il'"'n"?''uri. "r 

in" Mi'*il] ]:l-dt' 
as of September 30' 2004 and 2003'

and the related statements ot revenues, expenses ano cnanges in net assets and cash flows for the years

th."";r,il;. 
- 

ines" nnon"iii 
-;;i;;tt 

are the resfonsibilitv of MEC's m'rnagement' our

i".ponrifrifity ir to express an opinion on these financial statemenls based on our audlts'

We conducted our audits in accordance with auditing standards senerally accepted in the united States

of America an<i the stan<laiJr"' ^ppfi""Ui" io irnun"iaf auditi contained in Government Auditing

Stanclarcls, issued by tf-r" Coln-pt oil5i'denerJ of the United States' Those standards require that we

;i;";;fi"r# tlie au<lit to'obtain reasonable assurancc about whether the financial statements are

free of material misstatementl m'r,Oli i""itaes examining, on a test basis, evidence supporting the

amounts and disclosures in tfre nnu"ciaf itatements. en aulit also includes assessing.the accounting

;;i;;;;l;r;r;- unJ iig"in"unt 
'.tii.ut"" 

made by manasement, as well as evaluating the overall

financral statement present"u"". W" U"iWi that oui auclitslrovide a reasonable basis for ortr opinion'

In our opinion, the f inancial  s lctements referred to above prcsent la i r ly.  in al l  mater ial  respects '  thc
'n"^""irf'p"rliiln 

of MEC ^r 
"itS.pt".U"t 

30,2004 and 20b3, and the results of its.operations and its

;;;;'fl;*" for the years th* ;;d"ii;;;nfo#lty with accouniing principles generallv accepted in the

United States of America.

The Management,s Discussion and Analysis .on pages 3 through.5. is not arequired part of the basic

financial statements but ts ;;pplementary infoimation requiied by the Govemmental Accounlrng

Standards Board. We h"t" .;;iiJ';;-;;#limited procedures, which consisted principally of inquiries

of managernent regardrng thc'methods of mersttremcnt and presenlat ion of  the required strpplementrry

in lormrr ion. I lowiver,  we cl i t l  not audi t  the informat ion and express no oplnron on l t '

orrr : r r :d i ts rvere condrrctecl  lbr  the purpose of forming-an opinion on the basic. f inancial  s latements of

t AgC tnt"' as a whole. 
.1n" 

"""on-'p"nying 
Schedule oif R"u"nues, Expenses and Changes in Net Assets

ilv S1"ii" f- the year *qJS;;i.;!,9t':lc',zoO1 [:age. 17) is.presented for purposes of additional
analvsis ancl rs not a '."qurrrl pirt 

"i 
ift" basic fininci"ial stitements of MEC. This schedule is the

:"i;i"".i;iiii"';i';.-;;;;-;;i;i-J MEC. Such information has been subjected^ to the auditing

;;:lffi# ;'ppftii; ;r;;t""dt, of the basic financial statements and, in our opinion, is fairlv stated in all

matcrial resDects when 
"onrtO.r.a 

in relation to the basic financial statements taken as a whole'

Deloi t te Tou.he Tohmatsu



In accordance wilh Government Auditing Standards, we have also issued our repolt dated Jenuary,l.l'

;0d;;;;';;;.oniiJ.iuiion oiMpc'r'intemal control over financial-repo ing and our tests of its

comoliance and other matters. The purpose ofthat report is to describe the scope ofour testing, and not

i;;i";il;;';;inion on the intemaiconLrol over financial reporting or on comp-liance That report is an

l",i'"r^i *n'#;;;;Jii p"rlo*..1 in accordance wilh cov'ernmeit Auditing Standards and should be

,eod"in 
"bttiun"tion 

with this report in considering the results ofour audit'

D,l..J.\&ttF
January 1 i, 2005



MARS}IALLS ENERGY COMPANY' INC'

Nlana[emcnt 's Discussion and Analysis
Y6ar Ended SePtember 30,2004

Marshalls Energy Company (MEC) herewith_ plesents a discussion and analysis of the company's

;ffi;;i;i;"i;""" Jii;"e ti,. n;it;.", 
"na"'a 

on September 30,2004.1t is to be read in conjunction
with the financial statements following this sectton'

FINANCIAL IIIG}ILIGHTS

MEC,s net assets r]ecreased by $1,841,43i to $3,958,657 in 2004 from $5,800,088 in 2003-compared to

an increase of $596,588 ,n 2OO:. This decrease occuned despite .an increase in total revenue of

6'i ,;3 8,;il .lmpur.d to ZOOi"n"vemre earned fiom power generation decreased by $253,241 flom

Hs.8li.zsg in jdrj: to se,ors,i:91, i004. other operiting Rdvenue, which_w1s^mainlv fiom extemal

i,i;i '"iir, tiii*-";;'ii $iSdl;tr6, "i 
zo"z" r'"'*'gs,atqifl in 2003 to $11,505,e67 in 2004' rotal

Expenses for power g"n"rutror,^in"r**a uv 
'soss,zoz 

,' ot^6ok, fto^ sl1 ,152,722 in 2003 to $ 1 1 ,848,489
"t"'5oij+. 

rrri.1. a"rfG - ir";; l; Gl;tdea cost of nret in 
"xc"ts 

of 41%o for the vear' ln summary'

total revenue increased by 91"^;;;;^iot"f "*p"tt"t 
lncreased by 13%, resulting in the decrease in net

assets.

FINANCIAL ANALYSIS OF MEC

The Statement. of Net Assets and the Statement of Revenues, Expenses and Changes in Net Assets

oi""ialr "r 
fiaication of ME"C;s financial conclition. MEC's net assets reflects the difference between

i;;i ;;l;-^"d otal liabilities. An in"."ur" in net assets over time normally indicates an irtprovement

in financial condition.

The Summary Statement of Net Assets for MEC is presented below:

2004

s,37 9,612
12,27 6,109

2003

5,300,4'13
13 ,  r  16 ,575

Current and Othcr Assets

Capital Assets
'I'otal Assets

Cuncnt Liabilities

Non-current Liabilities

Total Liabilities

Net Asscts:

lnvested in Capital Assets

Unrestricted

Total Net Assets

17,656,381 t 8,4t  7,048

4,405,685
9,292,039

2,835,940
9,7 81,020

13,691 ,124 t2,616,9 60

2,49s,689
1,462,968

2,816,914
2,923,\ 14

3,958,6s1 5,800,088

Total assets clecreased by $760,66? or 4Yo from $18,417,048 in 2003 to $17,656,381 in 2004 The

ntaioritv of the decrease rs shoivn as an increase in Accumulated Depreciation of $1,090,312 from

i;:;;;h;; -iooi t" Si,zi-,tss i" j004 offsct by-an-increase in total Accounts Receivable of
ii3?4ib0 1;triiiabilities i"."jm.a 

-uy 
Si,oao,io+ o.'g%_f.orn $12,6'16,960 in 20o3 to $13,691,724 in

)60+. fh" majority of t6" in"i.ur" i" ioun'd in Accounts Payable which incr.eased from $2,020,733 in

2003 lo $3,41i,4.16. tnis nuo" ,1oinly due to the purchases oi fuel and lube oils from Mobil for August

^ri S.pt""iU.. 
'Ucing 

unpaicl at ig'h September 20b4. The accounts have subsequently been paid.



MARSHALLS ENERGY COMPANY, INC.

Management's Discussion and Atralysis
Year Ended September 30, 2004

A summary of MEC's Statement of Revenues, Expenses and Changes in Net Assets is presented below:

2004 2003
Revcnues:

Utility Revenue
Non-Utility Revenue

Total Operating Revenue
Expenses:

Utility Expenses
Non-Utility Expenses

'I'otal Operating Expenses

Capital Contributions/Compact Funding
Less lnterest Expense

Change in Net Assets $ 0.841-4-tl) s _196J88

$12,000,000

$10,000,000

$8,000,000

$6,000,000

$4,000,000

$2,000,000
( n

UtilitY Revenue Cost of Po!'!,er Non-Util i ty
Revenue

Cost of Non-
Util i ty Sales

$ 8,619,539 $ 8,872,780
11.505.967 9.614.251

20.125.506 18.487.031

11,848,489 11,152,722
9.655.826 7.935.045

21.504.315 t9.087.767

1'13,994
636.616

1,866,667
669.343

The Statement of Revenue, Expenses and Changes in Net Assets identifies the various revenue and
expense items that contributed io the change in ne! afsel!. As indicated above, MEC's total revenues
inireased by $1,638,47s or 9ok from $18,487,031 in 2003 to q?0,1251199 in ?qry Eleclricitv billings
experienced a minor decrease of $253,241 or 3% from $8,872,780 in 2003 to 58'619,539 in 2004. Non-
Ut i l i ty revenue. which is basical ly fuel  sales, increased by $i ,891,716, or 20Yo, to $11,505,967 in 2004.
I\ 2d16, Compact funding in the amount of $1,866,667 was received whereas none was received in
2004. A capitai contributidn of $1?3,994 was received fiom RepMar for the construction of the Namdrik
power plant in 2004.

The graphic below shows the major components ofrevenue for 2004 compared with 2003 and 2002:

-Iotal expenses increased by $2,416,548 or l3% from 919,087,'767 in 2003 to $21,504,315 in 2004. The
major contributing factor was the increase in the landed cost of fuel. The remaining expenses were
relatively stable showing minor increases and decreases for the year. This reflects management's
commitment to maintain tisht and effective control over both expenses and cash flow.



MARSHALLS ENERGY COMPANY' INC.

Management's Discussion and Analysis
Year Ended September 30, 2004

The following graphic shows the major components ofoperating expenses for 2004 compared with 2003
and2002:

Admin & General Dlstr ibutlon oepreclailon

CAPITAL ASSETS

Total Capital Assets before depreciation increased by $195,688 through the acquisition ofmiscellaneous
plunt -i equipment amounting to $77,185, motoi vehicles of $83,887 and building additions at the
hongtong p6wLr plant of $70,028 and the disposal of motor vehicles of$35,432. The net Provision for
leoieciaii6n increased bv $1,090,312 in 2004. This, together with the abovementioned acquisitions and
disbosals, and constnrction in progress of$54,758, gives a decrease in Net Capital Assets of$839,866.

ECONOMIC FACTORS

MEC will continue to monitor operating expenses and maintain tight fiscal constraints and control over
utility receivables in order to improve-cash colleclioqs and the net asset po_sition. MEC, as a viable
otrgoing concem, will continue to 

-be 
dependent on the financial support of RepMar in the form of:' -u) 

compensation by RepMar for the cost of actual services plovided,
b) the collection oflong outstanding ulility receivables, and
c) contlnulng lmprovemenls rn operauons.

Even though there was a moderate in increase in electricity tariffs effective 1" January 2005, the above
measures ire essential to enable MEC to maintain the relatively low rates for electricity that the
Marshall Islands enjoy.

ADDITIONAL IIINANCIAL INFORMATION

This discussion and analysis is designed to provide MEC's customers and other interested parties with
an ovewiew of the company's opeiations and financial condition. Should the reader have^questions
regarding the information includ6d in this report, or wish to request additional financial information,
pl6ase c-ontact the Marshalls Energy Company, lnc. General Manager at P.O. Box 1439, Majuro,
Marshall Islands, MH96960.



MARSHALLS ENERGY COMPANY, INC.

Statements of Net Assets

September 30, 2004 and 2003

2004 2003ASSETS

Utility plant:

Electric plant in servtce

Consfruction work in Progress

Total utility Plant

Less accumulated depreciation and amortization

Net utilitY Plant

Other assets:
Nonutility proPertY, net

Curent assets:

Cash and cash equivalents

Accounts receivable:

ElectricitY
Affiliate s

Other

Total accounts receivable

Less allowance for uncollectible accounts

Net accounts receivable

Materials and supPlies

P repaj"rnen ts

Total curent assets

Total assets

See accompanying notes to frnancial statements.

1 A  ) q )  L ) 4

54,7 58
$ 19,104,392

19,347,182 19,104,392

(7,142,048) (6,0s7,348)

12,205,134 13,047 ,044

11  ,515 69 ,531

109,863 7 1 3 , 1 1 0

2,794,094
1,472,448

966,237

3,075,53 8
1 A)4 !.qO

35  8 ,161

5,232,179

(2,292,s30)

4,8 5 8,5 89

(2,136,475)

2,722,114) qao ) 4()

1 ,7 07 ,048 1,834,668

22,5t2. 30,3 81

5,379,672 5,100,473

$  17 ,656 ,381  $  18 ,417 ,048



MARSHALLS ENERGY COMPANY' INC.

Statements of Net Assets, Continued

Septernber 30, 2004 and 2003

LIABILITIES AND NET ASSETS

Net assets:
Investment in capital assets, net ofrelated debt

Unrestricted

Total net assets

Commitment and contingencies

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 currenl and accrued liabilities

Total current liabilrties

Total ne1 assets and liabilities

See accompanying notes to financial statements

2004 2003

2,495,689
1,462,968

2,876,914
2,923,114

3,9s8,6s7 5,800,088

9,292,039 9,781,020

488,981
3,4t2,436

58,7 45
60,016

385,507

458 ,5  8 l
2,020,733

90,348
175,368
90 ,910

4,405,685 2,835,940

$  17 ,656 ,381  $  18 ,417 ,048



MARSHALLS ENERGY COMPANY' INC.

Statemcnts ofRevenues, Expenses and Changes in Nct Assets

Years Ended Seplember 30, 20Q4 and 70Q3

2004 2003

8,619,539 $ 8,872,780Utility operations:
Operating revenues

Operating exPenses:
Cost ofPower
Administrative and general

Depreciation and amortizatron

Distribution operatlons

Consumer accounts

Taxes
Distribution maintenance

Total operating exPenses

Operating loss from utility operahons

Nonutility operahons:
Operattng revenues:

Fuel and gas sales
Other

Total oPerattng revenues

Operating exPenses:
Cost of sales
Other

Total oPeratlng expsnses

Operating income from nonutility operations

OPerating loss

Nonoperatin g income (exPense):

Compact funding
lnterest expense

Total nonoperating (expense) income, net

Capital contributions

Change in net assets

Net assets at beginning of Year

Net assets at end ofYear

See accompanying notes to financial statements'

I  1 ,505 ,967 9,614,251

7,907,035
1,259,536
1,084,201
1,003,522

274,237
226,151
93,807

7,192,280
t,231,43',1
I ,020,586
1,083,373

282,463
201,044
141,539

1 r,848,489

(3,228,9s0)

11 ,314,817
1 9 1 , 1 5 0

|  1  1 S )  1 ) )

(2,279,942)

9 ,341  ,83  8
272,413

9,168,423
487,403

9,655,826

7 ,384,i \ r
550,934

1 ,935,045

1 , 8 5 0 , 1 4 1 1,679,206

(1 .178,809) (600,736)

(636,616)

(636,6t6) ).,197 ,374

113,994

(1 ,841 ,431 )

s,800,088

$ 3,9s8,657 $ s,800,088

I ,866,661
(669,343)

596,5 88

5,203,500



MARSHALLS ENERGY COMPANY, INC.

Statements of Cash Flows

Years Ended September 30, 2004 and 2003

Cash flows from operating activities:

Cash received from customers

Cash pa1'rnents to suppliers for goods and services

Cash payments to employees for services

Net cash provided by (used for) operating activities

Cash flows from noncapital ltnancing activities:

Cash received from ComPact Funds

Net cash provided by noncapital financing activities

Cash florvs from capital and related financing activities:

Capital contributions
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 (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning ofyear

Cash and cash equivalents at end ofyear

I{econciliation of operating loss to net cash provided by (used for)

operating activities:

Operating loss
Acljustments to reconcile operating loss to net cash provided by

(used for) operating activities:
Depreciation and amortization

Provision for uncollectible accounts receivable

(Increase) decrease in assets:

Accounts receivable:
ElectricitY
Affil iates
Other

M ater ia ls  and suppl ies
Prepayrnents

lncrease (decrease) in liabilities:

Accounts payable

Payable to affiliates
Accnted taxes

Other current and accnted liabilities

Net cash provided by (used for) operating activities

See accompanying notes to financial statements.

2004 2003

19,624,364 $ 17,634,303
(16,457,423) (1s,968,14s)
(1,968,407) (1,81s,632)

1 ,198 ,534 (20e,474)

1,866,667

1,866,667

173,994
(28s,878)

5 ,100
(4s 8,581)

(476,701)
10,749

(42s,933)
(636,616) (669,343)

(1,201,981) (1,s61,228)

(3,447)
713,310

95,965
6t7,345

$ 709,863$  7 1 3 , 3 1 0

$ (1,378,80e) $

1,12s,029
)'74 ) 1'1

158 ,877
(47,ssB)

(608,076)
127 ,620

t ,869

1,391,703
(31 ,603)

(11s,3s2)
294,597

(600,73 6)

1 ,069,713
282,463

(284,4r3)
(371,t24)
(  l  97,1 93)
(50,268)

9,279

( 100,01 7)
(80,703)
92,832
z0,693

1 ,198 ,534  $ t ) og a'l4\



MARS}IALLS ENERGY COMPANY' INC.

Notes to Financial Statements
September 30,2004 and 2003

(1) Orsanization

The Marshalls Energy Company, Inc. (MEC) was granted a corporate charter by the cabinet of

the Republic of the jilarJail i.iina= tirepVir) on"February 2. i984...Y.ECIs PTlciPal 
lines o[

tuiin"ir are predominanlly the generation and_ transmission of electricity and the buying and

selljns of peiroleum prod"ucts. bther lines of business include lhe rental of equipment and-

"".".i."ai1"r 
iiiifiii"r. The principal markets for the generation. and lransmission of

electricity ur" gou.-*.nt agencies, businesses and residential customers located on the atolls of

M;il;;, j"ilit;"4 Wotje. P"etroleum products are sold primarily to foreigrr and domestic fishing

vessels.

MEC's articles of incorporation have authorized the issuance of 100,000 shares of $1 par yal99

"o*,1on 
stock. RepM'ar owns 75,000 of these shares and MEC retains the remaining 25,000

rfrot"r in treasury. ihese amounts are included in unrestricted net assets in the accompanyng

statements of net assets.

An exclusive fianchise to construct, maintain and operate a distribution system for fumislrng

"f ""tri"oi-po*"t 
within Majuro Atoll was granted to MEC by_ -RepMar on March 8, 1983.

Simlltane6usly, RepMar leaied to MEC, for a-nominal amount, a 12-megawatt power p-lant,.a six

;iiili;ibr';ipuiity nr"t storage faciiity, electrical transmission systems and r^elated facilities

on uu1,i.o Atofi. Tire term of"both thir- lease and the fianchise is for a fifty year period

commencing on December 1, 1996.

Pursuant to cabinet Minute c.M. 162(93), RepMar leased to MEC, for a nominal amount, the

.igtrt to op"rute and manage the power generating and distribution system in Jaluit Atoll effective

N"ou".Ud. 1, 1993. The ierm oithe leise is for a fifty year period commencing on December i,

1996 .

Through Cabinet action in October 2000, RepMar contracted MEC to develop, operate and

maintain power generation systems on Wolje Atoll.

MEC's financial statements are incorporated into the general purpose financial statements of

RepMar as a component unlt.

(2) Summarv of Significant Accountine Policies

The accounting policies of MEC conform to accounting principles generally accepted in the

United States df A-".i"u as applicable to govemmental entities, specifically proprietary funds.

Governmental Accounting siandards Boird (GASB) Statement No. 2],_Accounting and

Financial lleporting for- Proprietary Funds and Other Governmental Entities thal Use
proprietttry Funtl ,trciounting,' requires that proprietrry cclivities. apply all applicahlc GASB
pronouncements as well as Statements and lnterpretations jssued by the Financial Accounting'standards 

Board (FASB), Accounting Principles Board Opinions,_ and Accounting Research
Bulletins of the Committee on Accounting Procedures issued on or before November 30, 1989.

MEC has implemented GASB 20 and eledted not to apply FASB Statements and Interpretations
issued after November 30, 1989.

MEC considers utility and nonutility revenues and costs that are directly related to utility and

nonutility operations io be operating revenues and expenses. Revenues and expenses related to

financing and other activities are reflected as nonoperating.

1 0



MARSHALLS ENERGY COMPANY' INC.

Notes to Financial Statements
SePtember 30,2004 and 2003

GASB issued Statement No' 34, Basic Financial.statements - and ManaTenenti ?:::l:::: #;;j;,i::;;3;;';;';,;;L';;; t'i"iiii,i',ini* xq::"!::31':1rv,1i::,9"'lyv":11'1T,1*l;!i7i!"'i,"'fi",#,i;;i'ii';,;;;,;;;i ;;;;;;:"!':"ii ii'cu'sioi ona !::'l'::l::!j:'7i:'l^:,?::t
A;;,'i;;;,i;:";;';ffii#;;v Si"t.*"i1 No' 38, cernin Financil!. f'::f,f.::t..Pi:fi?::i,?:;
ff#';i#;L#;r#iiJh ft#"iJi"po.tine rtundirds for govemmental entities which require
t#I?;;ilil'sd;;;;il;*-Junuiv'li o? rt'" financial a-cr,ivities-b:^l':t;.d*:lth,i*':::l:
it,#;iil-#rrr' ria"'""t"r 

--o 'rnoain", 
certain other financial statement disclosure

l 1

requirements.

To conform to the requlrements ofGASB 34, retained earnings are presented in the following net

asset categories:

. Investment incaprtalassets;capi talassets,netofaccumulateddepreciat ionandrelated
debt, plus construction or improvement ot those asseis'

' U n r e s t r i c t e d ; n e t a s s e t s t h a t a r e n o t s u b j e c t - t o e x t e m a l l y i m p o s e d . s t i p u l a t i o n s '
Unrestricted n.t irr"i, ;;t il designatid for specific. purposes.by action of

manasement or the Board o'f Directors-or may otherwise b; limited by contractual

agreements with outside Parties'

Estimates

The preparation of financial statements in conformity with accounting principles generally

;;;;ri;d-;'Til; u.i;J si;;-oi A-r.i"u-r"quires- management to make estimates and

il#il";; tfrui uff."t the reported-amounti-of assets and liabilities and disclosure of c-ontingent

ilil;J1l;biliti"r ut tfr" dalte of the financial statements and th^e reported amounts of revenues

""J"*p.r*i 
a"ring the reporting period. Actual results could differ from those estimates.

Basis of Accountine

Pronrietary l-unds are accountecl for on a flow of economic resources measurement focus' With

ili#;;;'1#;;i;;;, ;if;"t' und liubiliti.' associaled with the operation of the.tund are

i""f"O.a it ttt" statements of net assets. Proprietary fund operating s!?Jeqel'ts present rncreases

""d 
a""i.^"i i"net total urr"t* ir,. accruaibasis oi accouirting is utilized by proprietary funds'

Under this method, ."u.n,r"r'-" *"oiata *n.n eamed anrl eip"ns"t 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 clstr equivalents .is defined

;r";J';;;;;,";;J h;il ln-a"*u"o accounts, and time certificates of deposir mlrlring within

"i".t" 
arut. ,qt of Septembii3o, jOO+ anO 2003, cash and cash e9yiy9]-c1ts. rre 5709'863 and

i$; i j : iOi;; ' ; ; ; t i ;" I t ;  ;J ihe correspondinB lqnk balances are sl '812'81t and sl '663' le7'
i " r " . i t iu " fu .  b fbank6" l "nc" t -u to iS6ptemUEr30,2004and2003,$ l ,810,2 l9ant l$ l -660 '806 '
; ; i l ; ; ; ; i i ,  ; ; ; ; ;" ; i ; ;d in one f inancial inst i tut ion subject to Federal Deposit. Insurance

comoration (FDIC) insurance. Ai of September 30,2004 and 2003,.bank dep^osits in the amount

;ifid0;ffib'u|,'iiii| i*"t"6. MEC'does not require collateralization of its cash deposits;

tn"i.foti. a"potit levels in excess of FDIC coverage are uncollateralized'



MARSHALLS ENERGY COMPAI,IY' INC.

Notes to Financial Statements
September 30, 2004 and 2003

Receivables

A11 receivables are due from govemment agencies, iusinesses and individuals located within the

ii"p*fi" 
"i 

ttt" Marshall Isdrds ;d are i;terest-ffee and uncollateralized. The allowance for

""J"fi".titi. 
r"counts is stated at an amount which management believes will be adequate to

absorb oossible losses on aicounts receivable that may become uncollectible based on

evaluations of the collectibility of these accounts and prior collection expenence. lneallowance

is established through a provision for bad debts charged to expense'

Materials and Supplies

Fuel and suDplies are valued at the lower of cost (first-in, first-out) or market (net realizable

""L""il-SJ'k'fu.1 
inventories held on consignment for power plant use and for resale are not

refleited in the accompanying statements ofnet assets'

Plant and Nonutilitv ProPertv

plant and nonutility property with a cost that equals or exceeds $500 are capitalized. Srrch assets

u." ,tut"d at cost. bepreciition of pt'.'t and nonutility property and amortization,of_leasehold
iana ana residences are calculated ori the straight-line meihod baied on the estimated useful lives

.fifr",*p..ti"" asiets. The estimated useful lives of these assets are as follows:

20 years
3 - 10 years
2 - 4 years

20 years

10 years
20 years

3 - 5 years

costs pertaining to distribution and line supplies are expensed during the year ofinstallalion as

trtgd iontiO.trihe estimated useful lives of these supplies to be less than one year'

New Accountins Standards

For fiscal year 2005, MEC will be implementinq-Q{Sn Statement No 40' -Dep-osit und

Tru"rtmerr Risk Disclosures (an amendment of GASB Statem€nt No._ 3) and GASB Statement

io.-[2,-i"iiiiting and Finaicial Reporting for Impairment of Capital As,sets n"7 f.. !!-!.!ror""
ie"oviries. MEi has not evaluated' the firincial'statement'impact of the implementatjons of

GASB Statement Nos. 40 and 42

Reclassifications

certain reclassifications have been made to the 2003 financial statements in order to confotm

with the 2004 presentation.

Power plant engines
Plant and machinerY
Vehicles
Leasehold improvements
Residences
Fences and seawalls
Leasehold land
Furniture and fixtures

12



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
Sentember 30' 2004 and 2003

Materials and supplies at September 30,2004 and 2003, consist ofthe following:

2004

Distribution and power plant supplies
Lubricants
Fuel

Utiliry Plant:
Power plant engines
Plant and machinery
Vehicles
Leasehold improvements
Residences
Fences and seawalls
Leasehold land
Furniture and fixtures

Nonutility Plant:
LPG terminal

Less accumulated depreciation

Construction work-in-progress

-O r t " b - I ,  
% ,

2003 Additions Retir€ments 2004

t,576,046
73,717
\ 1  ) ) \

1.707.048

2003

$ 1 ,683,194
1 1 3 , 0 1 1

lR  /6?

$ 1,834i68

(4) Capital Assets

Capitalassetsactivi tyfortheyearsendedSeptember30,2004and2003'wasasfol lows:

$ 14,720,739 $
1,612,907

78s,266
s70,964
548,284
371,702
330,000
164,530

t'7 4.206
19,278,598
(6.162.023)
13,116,575

$ l3-L1_6,5?5 $

6t,587
83,887
70,048

l,r)iz

7.656
231,120

(1.125.029)
(893,e0e)

54.7 58
1839,1i1)

$

(3s,432)

QS,qn)
14 -117

(715)

$ _ 1?,15) $

s 14,720,739
1,6'7 4,494

833,12r
641,012
548,284
311,'102
330,000
l'/2,412

I  81 .862
19,4'7 4,286
('7.2s2.33s)
12,221,951

s4 75R
)2216J.0e

2002 Additions

s 14,720,139 $ -
1,416,381 196,526

781,058 11,5'13
356,059 214,905
548,284
3',7 |,702
330,000

13,697

Reliremcnts 2003

util i ty Plantr
Power plant engines
Plant and machinery
Vehicles
Leasehold improvements
Residences
Fences and seawalls
Leasehold land
Furniture and fixtures

Nonutility Plant:
LPG terminal

Less accumulated depreciation

Constntction work-in-progress

150,833

174.206
t8,849,262
(5 .148.92',7)
13,700,335

20.000
$112015

496,',701
(1.069.?13)

(573,012)
25.866

$ Js47Jl!)

(61,36s)
56.617

(10,748)
(45.866)

$ tt6.6l4j

$ -

(67 ,365)

$ t4,120,739
1,6\2,907

7 85,266
s10,964
548,284
3'11,',702
330,000
164,530

l7 4.206
19,2'/ 8,598
(.6.162.023)
1 3 , 1 1 6 , 5 7 5

$ 13Jrj!5

l 3



MARSHAI-LS ENERGY COMPANY, INC.

Notes to Financial Statements
Seotember 30, 2004 and 2003

(5) Taxes Payable

Pursuant to the lncomeTaxActo f lg8g,asamendedbythe lncome{axAmendmentActo f
isgl,-;d".'of iiectricity by.public utility companies are exempt fiom.gross revenue tax.

Accord ing ly ,MECisrequ i red . topaygossrevenuetaxona l l revenuewi th theexcept ionof
electricity sales at the ttG;%. it^ 9! -S9ptt-p;1 .l.O' Z!O+ and 2003' MEC is liable for gross

;;;;;;;;* to RepMar amounting to $40,461 and $145,357 ' respectively'

pursuant to the lmport Duties Act of 1989, as amended bv the Import Duties (Amendment) Act

;i'itfi; ;" i;p;ri a"tv ,r,"ir"u" r"riea .n rgryfga] tuel'oils and diesel oil imported by MEC
solely lbr the purpose Jf l'"rv"i g"""i"tion . MEC is, however' re-quired.to p^ay import duty on

ai.r"i 
"iLi-p,r1t"& 

to. r.rit" subj"ect to certain exempiions. As of SiPtember 30'2004 and 2003'

frABC i, fiuUfu fo. ilnport OutV to hepMar amountingio $ 19,55 5 and $30,011' respectively'

(6) Notes Payable
2004

9,181,020

488.981

9292fi9

2003

$ 10,239,601

4 5 R  5 R t

$ 9J8L020

On November 18, 199'7 , MEC entered into a loan agreement
*ith tfr. Federal-Financing Bank (FFB) in the amouni of

$12.5 million for the construction of a new power p.lant'

with loan repayments guaranteed -by the. Rural Ulilities
Service (RUS). MEC is requlred to submlt drawoown
requests io RUS for approval of loan advances' lnterest
.otl. ur. calculated bas6d on the FFB rates at the date of the

loan advances and range from 5 49Yo to 1 .25Yo .per aynrum'
Frincipal and interest ire payable 11 quarterly installments
of $2i3,170 through January 2,2018. The mortgage notes
have been uncond=itionally guaranteed by RepMar, -under
which RepMar will make debt servicc payments to KUb ln

the event of delau)t by MEC, and have been collateralized
by a leasehold mortgage and security agreement over the
assets of MEC. These notes are subJect to certaln coverage
rat io requirements.  MEC is not in compl iance with lhese
ratio requirements as of September 30,2004 and 2003'

Less current installments

Long-term debt

Long{erm debt changed during the years ended September 30,2004 and 2003:

2004 -
Balance

October1.2003 Additions

$ _9J31,020 $ :

Balance
Seotember 30. 2004

$ 9292'0.3e

Reductions

$ 4&8-981

2003
Balance

October1.2002 Addi t ions

s 1p23A294 $:

Balance
September 30. 2003

$ 9J81,020

Reductions

q d 5 ' l  , ld

1 4



MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30,2004 and 2003

(6) Notes Payable. Continued

Future repayment commitments are as follows:

V e e r  c n d i n o

2005 $
2006
2001
2008
2009

2010-2014
201 5-201 8

$

Principal Interest

488,981 $  606,11s
388,124 433,196
550,388 559,987
724,230 629,3s9
628,047 467,046

3,802,085 1,673,393
3.199.165 365.203

9J8L020 g 4J3!29e

Total

1,095,096
82t,320

1 , 1 1 0 , 3 7 s
1,353,589
1,095,093
5,47 5,478
I 5/<4 16R

14J1L119

(7) Related Party Transactions

MEC is wholly-owned by RepMar and is therefore affiliated with all RepMar-owned and
affiliated entities. RepMar subscribes for electricity generated by MEC and is charged for
electricity usage based bn a tariff rate of $0.12 cents per kilowatt hour for monthly bills less than
500 kilowatt hours, or $0.16 cents per kilowatt hour for bills greater than 500 kilowatt hours. In
addition, RepMar purchases fuel from MEC at the same commercial terms and conditions as
afforded to third parties. MEC's receivables from related parties are afforded more favorable
pa)nnent terms than those extended to unrelated parties,

Total transactions for the years ended September 30,2004 and 2003, and the related receivables
fiom and payables to affiliates, are as follows:

2004
Revenues Expenses Receivables Payables

R e p M a r  $ 1 , 9 6 3 , 6 3 4 $  6 5 3 , 5 1 8  $  s 3 1 , 3 3 6 $  1 , 3 6 6
Majuro Water and Sewer Company, Inc. 195,060 33,773 312,548
Marshall Islands Social Securitv
Administration
Majuro Resort, Inc.
Other

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

24,658 267,494 1,828
277,093 246 86,944
7 47 .929 54.336 Ls7 .138

$ 32933J4 $ 1J09.367 $ 1J90J94

2003

57,37_9

$ _53J45

Revenues

$ 1 ,885,006
280,069

34,501
289,258
790.278

$3g9Jt2

l 5

Expenses

$ 490,713
18,533

244,213
8,096

1 30.691
$ _8e2246

2,r69
50,302

2'.76.463
q 1  d?4 Rqn

5 R  O r  5

Receivables Payables

$ 848,120 $ 31,423
24'7,836

$ _90J48



For the years ended September 30, 2004 and.2003'

i.oMut irnounting to $[73,994 and $0, respectively'

Fo r theyearendedSep tember30 ,2003- ,MECrece ivedCompac tSec t i on2 l4 (a ) fund ingo f
$1,866,667, passeA ti'ougr,'iieprvr;. $;i funding is no longer available to MEC effective fiscal

year 2004.

As of Septemb et 30, 2004 and 2003, MlC -maintained a demand deposit account with an

affiliated hnancial institution, amounting to $2,592'

(8) Commitment and Contingency

Commitment

MECpurchasespe t ro leumproduc ts f romMob i | . o j lM ic rones ia , Inc . (Mob i | )on .acons ignmen t
i;;;;h"t;by M"tii 

"""iiir"r-t"-toij 
own".ship,and title to the product while it is held in

storase at the MEC termin;i;;"g"^t."kr. titl" und..itk on the produit remains with Mobil until

;#;?ffi;'i;;"; ii; b";J;;v%rtr," MEC terminal. rhe value of consignmenlpgqgl?T
ild,;il; ""iS;i","ilr.l-0; iooa i]-'a -2003 is approximately $1,03-0,332.and $2'035'781'
i;r";;ii;.1y. tufei'urru,n"ri"lpo^iUilityi":theproiirandsafestorage/handlingoftheproduct
;hil. ;rd;. rrlEC rtor"g.. 

-gi*.u"t, 
tilBc ..ii.i insurance coverage on such consignment

lnvenlones.

Conringencv

ManagementofMECacknowleclgesthat i t iscurrent lydependentonRepMaranditsaff i l iatesto
p"V i& 

""tr"f 
services rindered fi orcler to maintain if,IEC us a going.co,ncem. Should RepMar

Lnd its affiliates choose to discontinue payment for sewices rendered, MEC management may

tou" to consider utt"-aiiv" 
- 
-easures' including, among other possibilities, an increase in

eiectricity and fuel rates to maintain MEC as a going concem'

(9) fusk Manasement

MEC is exposed to various risks of loss related to torts; theft o'f, -damage to.,.and destruction of
'"Jr"tr; 

.."ir 
"ra 

o-6rionr, inj uries .to. employees;. anrl natural disasters. MEC has elected to

;;r;h;r" commercial in;;;";* fro; indepeirdent third parties for the risks of Ioss to which it is

il;;ffi t;iii;;;l;r lrom these risks have not exce-eded commercial insurance coverrge lor

the past three Years.

(10) Subsequent Event

MARSHALLS ENERGY COMPANY' INC.

Notes to Financial Statements
Seotember 30'2004 and 2003

MEC received capital contributions fiom

on December 11,2004,1he cabinet endorsed an increase in electricity tariffrates effective

Januarv 1, 2005.

1 6
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