






  

 
 
 
 
 
 
 
 
 

INDEPENDENT AUDITORS' REPORT 
 
 
 
His Excellency Kessai Note 
President 
Republic of the Marshall Islands: 
 
 
We have audited the accompanying financial statements of the governmental activities, the aggregate 
discretely presented component units, each major fund, and the aggregate remaining fund information of 
the Republic of the Marshall Islands (RepMar), as of and for the year ended September 30, 2005, which 
collectively comprise RepMar’s basic financial statements as set forth in Section II of the foregoing 
table of contents.  These financial statements are the responsibility of the management of RepMar.  Our 
responsibility is to express an opinion on the respective financial statements based on our audit.  We did 
not audit the financial statements of the Marshall Islands National Telecommunications Authority, 
which represents 23% and 10%, respectively, of the assets and revenues of RepMar’s discretely 
presented component units.  Those financial statements were audited by other auditors whose report 
thereon has been furnished to us, and our opinion, insofar as it relates to the amounts included for the 
Marshall Islands National Telecommunications Authority, is based solely on the report of the other 
auditors. 
 
Except as discussed in the following paragraphs, we conducted our audit in accordance with auditing 
standards generally accepted in the United States of America and the standards applicable to financial 
audits contained in Government Auditing Standards, issued by the Comptroller General of the United 
States.  Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the respective financial statements are free of material misstatement.  An audit includes 
consideration of 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 RepMar’s internal control over financial reporting.  Accordingly, we express no such 
opinion.  An audit also includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the respective financial statements, assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audit and the report of the other auditors provides a reasonable basis 
for our opinion. 
 
The financial statements of the Ministry of Education Head Start Program, Air Marshall Islands, Inc., 
the Kwajalein Atoll Joint Utilities Resources, Inc. and the Marshall Islands Development Bank have not 
been audited, and we were not engaged to audit these financial statements as part of our audit of 
RepMar’s basic financial statements.  The financial activities of the Ministry of Education Head Start 
Program are included in RepMar’s basic financial statements as a governmental fund and represent 1%, 
1% and 3% of the assets, net assets and revenues, respectively, of RepMar’s governmental activities.  
The financial activities of Air Marshall Islands, Inc., the Kwajalein Atoll Joint Utilities Resources, Inc. 
and the Marshall Islands Development Bank are included in RepMar’s basic financial statements as 
discretely presented component units and represent 36% and 23% of the assets and revenues of 
RepMar’s aggregate discretely presented component units. 
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Our discussion and analysis of the Republic of the Marshall Islands (“RepMar”) financial performance 
provides and overview RepMar’s financial activities for the fiscal year ended September 30, 2005.  
Please read it in conjunction with RepMar’s basic financial statements, which follow this section.  Fiscal 
year 2004 comparative information has been included, where appropriate. 
 
FINANCIAL HIGHLIGHTS 
 

• For the fiscal year ended September 30, 2005, RepMar’s total net assets increased by $3.6 
million (or 38.1%) from $9.3 million in the prior year to $12.9 million.  This increase is 
primarily attributable to the recordation of a special item, namely, a determination by the 
Cabinet of RepMar that repayment of a loan payable in the amount of $1.9 million to the 
People’s Republic of China (PRC) was no longer required. 

 
• During fiscal year 2005, RepMar’s expenses for governmental activities were $102.2 million, 

including expenses recorded or payments made or due to the autonomous agencies, and were 
funded in part by $72.6 million in program revenues and $31.3 million in taxes and other 
general revenues.  Both expenses and program revenues were up from fiscal year 2004 by $19.8 
million (or 24.0%) and $16.1 million (or 28.5%), respectively.  The increase in expenses was 
primarily due to a payment of $15 million, being the United States’ FY 2004 and FY 2005 
contributions for the establishment of the Trust Fund.  Increases in revenues were primarily due 
to an increase in Compact funding and grant receipts from the Republic of China. 

 
• For the fiscal year ended September 30, 2005, the General Fund reported charges to general 

fund appropriations (including transfers out) of $36.1 million, $4.1 million in excess of reported 
revenues of $32.0 million.  General fund appropriations were up $5.2 million (or 16.8%) from 
fiscal year 2005 primarily due to an increase in subsidies to component units of $2.7 million (up 
from $1.7 million in 2004 to $4.4 million in 2005) and an increase in transfer out of $0.9 million 
(up from $1.6 million in 2004 to $2.5 million in 2005).  Charges to appropriations, including 
transfers out, of $36.2 million were higher than budgeted amounts of $34.4 million.  
Furthermore, revenues collected of $31.9 million were lower than budgeted amounts of $34.3 
million, resulting in an overall net budgetary deficit for fiscal year 2005 of $4.2 million. 

 
• At September 30, 2005, the General Fund reported a total fund balance deficit of $5.1 million, 

which is an increase of $4.1 million (or 430%) from the prior year deficit of $1.0 million.  This 
negative change in the deficit is primarily attributable to an increase in the deficit of the 
unreserved general fund balance of $2.6 million (or 99.8%). 

 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to serve as an introduction to RepMar’s basic financial 
statements.  RepMar’s basic financial statements comprise three components: 1) governmental-wide  
financial statements, 2) fund financial statements, and 3) notes to the financial statements.  This report 
also contains additional required supplementary information in the form of budgetary schedules, which 
are prepared on the budgetary basis of accounting, and other optional supplementary information, in 
addition to the basic financial statements themselves, which includes combining statements for 
governmental funds and component units. 
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Government-wide Financial Statements 
 
The government-wide statements report information about RepMar as a whole using accounting 
methods similar to those used by private-sector companies.  The statement of net assets includes all of 
the government’s assets and liabilities.  All of the current year’s revenues and expenses are accounted 
for in the statement of activities regardless of when cash is received or paid. 
 
The two government-wide statements report RepMar’s net assets and how they have changed.  Net 
assets - the difference between RepMar’s assets and liabilities - is one way to measure RepMar’s 
financial health or position. 
 

• Over time, increases or decreases in RepMar’s net assets are an indicator of whether its financial 
health is improving or deteriorating, respectively. 

 
• To assess the overall health of RepMar you need to consider additional non-financial factors 

such as changes in RepMar’s tax base, the condition of RepMar’s roads and infrastructure, and 
the quality of services. 

 
The government-wide financial statements of RepMar are divided into two categories: 
 

• Primary government - this grouping comprises governmental activities, which includes most of 
RepMar’s basic services such as education, health, special appropriations, finance, judiciary, and 
general administration.  Compact and other federal grants finance most activities of the primary 
government. 

 
• Discretely presented component units - RepMar includes numerous other entities in its report.  

Although legally separate, these “component units” are important because RepMar is financially 
accountable for them. 

 
Fund Financial Statements 
 
The fund financial statements provide more detailed information about RepMar’s most significant funds 
- not RepMar as a whole.  Funds are accounting devices that RepMar uses to keep track of specific 
sources of funding and spending for particular purposes. 
 

• Some funds are required by Nitijela legislation. 
 

• RepMar establishes other funds to control and manage money for particular purposes (like 
Republic of China Projects Fund) or to show that it is properly using certain grants (like federal 
grants reported in the U.S. Federal Grants Fund). 

 
RepMar has two kinds of funds: 
 

• Governmental funds - Most of RepMar’s basic services are reported in governmental funds, 
which focus on how money flows into and out of those funds and the balances left at year-end 
that are available for spending.  These funds are reported using an accounting method called 
modified accrual accounting, which measures cash and all other financial assets that can readily 
be converted to cash.  The governmental fund statements provide a detailed short-term view of 
RepMar’s general government operations and the basic services it provides.  Governmental fund 
information helps determine whether there are more or fewer financial resources that can be 
spent in the near future to finance RepMar’s programs. 
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Fund Financial Statements, Continued 
 

• Fiduciary funds - RepMar is the trustee, or fiduciary, for other assets that because of trust 
arrangement, can be used only for the trust beneficiaries.  RepMar is responsible for ensuring 
that the assets reported in these funds are used for their intended purposes.  All of RepMar’s 
fiduciary activities are reported in a separate statement of fiduciary net assets and a statement of 
change in fiduciary net assets.  We exclude these activities from RepMar’s government-wide 
financial statements because RepMar cannot use these assets to finance its operations. 

 
 
A FINANCIAL ANALYSIS OF REPMAR AS A WHOLE 
 
Net assets may serve over time as a useful indicator of a government’s financial position.  At the end of 
fiscal year 2005, RepMar’s assets exceeded liabilities by $12.9 million.  However, all these net assets 
are either restricted as to the purpose they can be used for or are invested in capital assets.  RepMar uses 
these capital assets to provide services to citizens; consequently, these assets are not available for future 
spending.  Although RepMar’s investment in its capital assets is reported net of related debt, it should be 
noted that the resources needed to repay this debt must be provided from other sources, since the capital 
assets themselves cannot be used to liquidate the liabilities.  The summary of Net Assets (condensed) 
presented below, with comparable balances for fiscal year 2004, discloses this relationship: 
 

RepMar’s Net Assets 
As of September 30 

   
 2005 2004 
   
Current and other assets $                         64,561,017  $                         64,338,214  
Capital assets                            33,879,300                             28,527,697  

   
Total Assets                            98,440,317                             92,865,911  

   
Long-term liabilities                            63,878,315                            64,653,780 
Other liabilities                            21,657,875                             18,868,682  

   
Total Liabilities                            85,536,190                             83,522,462  

   
Net assets:   

Invested in capital assets,   
 net of related debt                            11,095,515                               3,688,484  
Restricted net assets                            49,336,943                            51,241,153  
Unrestricted net assets                           (47,558,331)                           (45,586,188) 
   
  Total net assets $                         12,904,127  $                           9,343,449  

 
At the end of fiscal year 2005, RepMar’s unrestricted net asset deficiency was $47.6 million, an increase 
of $2.0 million (or 4.3%) from the prior year.  This deficit is the result of having long-term 
commitments that are greater than currently available resources.  Specifically, RepMar did not include in 
past annual budgets the full amounts needed to finance future liabilities arising from Asian Development 
Bank (ADB) and other loans as well as to pay for unused employee leave balances.  RepMar will 
include these amounts in future years’ budgets as they become due.  The bulk of RepMar’s assets lie in 
its Intergenerational Trust Fund, investments (non-capital assets) and long-term liabilities. 
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Changes in Net Assets 
 
For the year ended September 30, 2005, net assets of the primary government increased by $3.6 million, 
an increase of 38.1% from the prior year’s $9.3 million.  This result indicates that RepMar’s financial 
condition, as a whole, improved from the prior year.  For the year ended September 30, 2005, net assets 
of the primary government changed as follows, with comparable amounts for fiscal year 2004: 
 

RepMar’s Changes in Net Assets 
For the Years Ended September 30 

      
   2005  2004 
Revenues:    
 Program revenues:    
  Charges for services $                          8,482,662  $                        8,015,030
  Operating grants and contributions                           36,546,491                          33,533,793
  Capital grants and contributions                           27,502,292                          14,895,999
 General revenues:    
  Taxes                           24,255,202                         21,973,266 
  Grants and contributions not restricted                             4,000,000                            6,280,669
  Fishing rights                             1,355,984                              939,394 
  Ship registry                             1,000,000                           1,000,000 
  Unrestricted investment earnings                                  70,926                              115,725 
  Other                                650,077                            1,139,191
      
  Total revenues                         103,863,634                          87,893,067
      
Expenses:    
 President and Cabinet                             1,707,593                           1,670,929 
 Office of the Chief Secretary                                741,308                           1,050,565 
 Special appropriations                           10,754,933                           5,475,135 
 Council of Iroij                                426,275                              396,417 
 Office of the Auditor-General                                756,884                               604,130 
 Public Service Commission                                430,111                              476,361 
 Office of the Attorney General                                670,852                              642,374 
 Education                           21,768,992                         22,592,027 
 Health and Environment                           17,063,646                         17,297,960 
 Transportation and Communication                             4,342,088                            3,659,671 
 Resources and Development                             1,981,388                           1,062,888 
 Internal Affairs                             3,012,361                           3,212,702 
 Justice                             2,886,550                           3,071,636 
 Finance                             3,623,610                           3,026,431 
 Foreign Affairs and Trade                             3,010,091                           2,894,830 
 Public Works                             1,622,178                           1,927,151 
 Nitijela                             1,640,871                           1,491,693 
 Judiciary                                763,718                               763,139 
 Environmental Protection Authority                                441,988                               356,007
 Nuclear claims related                             3,129,236                           4,564,199 
 Interest on long-term debt                             1,015,763                              856,252 
 Depreciation                             5,174,571                           5,101,599 
 Capital projects                                237,262                               130,497
 Other                           15,000,687                                 64,184
      
  Total expenses                         102,202,956                          82,388,777      
  Excess before special items                             1,660,678                            5,504,290
      
Special items                             1,900,000                                          -
    
Change in net assets $                          3,560,678  $                        5,504,290
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Other expenses in fiscal year 2005, excluding the one-off payment of $15.0 million to establish the Trust 
Fund, consisted of expenses within the Ministry of Finance of $3.6 million, up from $3.0 million (or 
19.7%) in fiscal year 2004, the Ministry of Internal Affairs of $3.0 million, down from $3.2 million (or 
6.2%) in fiscal year 2004, the Ministry of Foreign Affairs and Trade of $3.0 million, up from $2.9 
million (or 4.0%) in fiscal year 2004, the Ministry of Justice of $2.9 million, down from $3.1 million (or 
6.0%) in fiscal year 2004, the Ministry of Resources and Development of $2.0 million, up from $1.1 
million (or 86.4%) in fiscal year 2004, and the Nitijela of $1.6 million, up from $1.5 million (or 10.0%) 
in fiscal year 2004. 
 
RepMar’s revenues from governmental activities, including local revenues, Compact and other grant 
funding, totaled $103.9 million in fiscal year 2005.  The cost of governmental activities totaled $102.2 
million; the excess representing an increase in net assets, before special items, of $1.7 million. 
 
Graphs 1 and 2 below show the major components of revenues and cost of governmental activities. 
 

Graph 1 
RepMar’s Revenue Sources 

For the Year Ended September 30, 2005 
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As in prior years, Compact funding and federal and other grants are the major sources of revenue for 
RepMar, which comprise 62% of the total revenues for fiscal year 2005.  The remaining 38% is 
predominantly comprised of local sourced tax revenues, including income taxes and gross revenue taxes. 

 
Graph 2 

RepMar’s Cost of Governmental Activities 
For the Year Ended September 30, 2005 
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Other expenses that make up a portion of the costs of governmental activities include ministerial 
expenses within the Ministry of Finance ($3.6 million), the Ministry of Internal Affairs ($3.0 million), 
the Ministry of Foreign Affairs and Trade ($3.0 million), the Ministry of Justice ($2.9 million), the 
Ministry of Resources and Development ($2.0 million), and the Ministry of Public Works ($1.6 million). 
 
Graphs 3 and 4 below show a comparison of the major components of revenues and cost of 
governmental activities for fiscal years 2004 and 2005. 
 

Graph 3 
RepMar’s Revenue Sources 

For the Years Ended September 30 
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Graph 4 
RepMar’s Cost of Governmental Activities 

For the Years Ended September 30 
 

0 5 10 15 20 25 30 35 40 45

Other

Depreciation

Trans. & Commun.

Nuclear Claims Related

Special Appropriations

Health

Education

Ex
pe

ns
e 

C
at

eg
or

y

Dollars ($ millions)

2005
2004

 
 

Special appropriation expenses in fiscal year 2005 consisted mainly of subsidies to component units of 
$7.0 million, up from $2.2 million (or 222%) in fiscal year 2004, government utility billings of $1.2 
million, up from $0.9 million (or 31.1%) in fiscal year 2004, and land leases/leased housing of $1.1 
million, up from $1.0 million (or 5.3%) in fiscal year 2004. 
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FINANCIAL ANALYSIS OF REPMAR’S FUNDS 
 
As noted earlier, RepMar uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.  As of the end of fiscal year 2005, RepMar’s governmental funds reported a 
combined fund balance of $44.4 million, which represents a decrease of $3.8 million (or 7.9%) in 
comparison with fiscal year 2004.  This decrease is primarily attributable to a decrease in fund balance 
of the General Fund of $4.1 million.  Of this total combined fund balance, $47.1 million is reserved to 
indicate that it is not available for new spending because it has already been committed: 1) to generate 
income for future operations ($41.3 million); 2) to liquidate contracts and purchase orders of the prior 
period ($4.9 million); or 3) for a variety of other restricted purposes ($0.9 million).  The combined 
unreserved deficit of RepMar’s governmental funds is $2.7 million, a decrease of $0.4 million (or 8.5%) 
from fiscal year 2004.  This deficit will be funded through future budgetary surpluses.   
 
General Fund Budgetary Highlights 
 
During the course of the fiscal year, management and elected officials of RepMar revised the General 
Fund budget.  The revised budget included an increase in overall budgetary appropriations of $0.1 
million.  The primary reason for the up revision was due to an increase in transfers out to the 
Intergenerational Trust Fund of $0.3 million offset by a decrease in budgetary ministerial expenditures 
of $0.2 million.  
 
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets 
 
RepMar’s investment in capital assets for its governmental activities as of September 30, 2005 
amounted to $96.6 million, net of accumulated depreciation of $62.7 million, leaving a net book value of 
$33.9 million.  RepMar’s capital assets include electrical and water infrastructure, roads and bridges, 
vehicles and other machinery and equipment, ships, buildings, and various projects under construction.  
(See table below).  This represents a net increase of $5.4 million (or 18.8%) from fiscal year 2004. 

 
RepMar’s Capital Assets 

September 30, 
(net of depreciation) 

 
 2005 2004  
    
Electrical distribution $                 2,721,667 $                4,082,500  
Office equipment                    1,034,894                   1,435,636  
Buildings                    6,372,613                   6,302,188  
Water infrastructure system                       911,048                   1,366,572  
Roads and bridges                    1,372,722                   1,646,099  
Ships                    6,631,889                   4,295,951  
Other equipment                    4,135,020                   3,001,520  
Heavy equipment                    1,102,574                   1,333,864  
Motor vehicles                       637,331                   1,110,575  
Construction in progress                    8,959,542                   3,952,792  
    
 $               33,879,300 $              28,527,697  
    

 



REPUBLIC OF THE MARSHALL ISLANDS 
 

Management’s Discussion and Analysis 
Year Ended September 30, 2005 

 

- 10 - 

 
Capital Assets, Continued 
 
Major capital asset additions for fiscal year 2005 were as follows: 
 

• Acquisition of ships by the Ministry of Transportation and Communications in the amount of 
$2.6 million. 

 
• Acquisition of motor vehicles and equipment by various RepMar ministries and departments 

in the amount of $2.4 million. 
 
• Ongoing construction in progress of educational facilities in the amount of $3.5 million. 
 

Additional information on RepMar’s capital assets can be found in note 5 to the financial statements. 
 
Long-term Debt 
 
The Government Borrowing Act of 1985 authorizes RepMar to borrow for such purposes as approved 
by the Nitijela.  Since 1991 RepMar has entered into twelve separate loans with the Asian Development 
Bank (See table below).  Long-term debt obligations increased by $2.1 million (or 3.3%) in fiscal year 
2004, net of loan repayments of $0.2 million. 
 

RepMar’s Outstanding Debt 
Asian Development Bank 

September 30, 
 

 2005 2004  
    
Fisheries Development Project $                 3,237,783 $                3,305,645  
Typhoon Rehabilitation                       482,693                      492,914  
Basic Education Project                    7,569,729                   7,724,070  
Majuro Water Supply Project No. 1                       692,865                      707,976  
Health and Population Project                    5,122,633                   5,228,272  
Majuro Water Supply Project No. 2                    8,303,958                   8,303,958  
Public Sector Reform Program                  11,290,181                 11,290,181  
Ebeye Health and Infrastructure Project                    8,953,626                   8,953,626  
Skills Training and Vocational Education Project                    4,923,345                   4,230,647  
Fiscal and Financial Management Program No. 1                    3,815,700                   4,000,000  
Fiscal and Financial Management Program No. 2                    8,388,966                   8,388,966  
Outer Island Transport Infrastructure Project                       350,966                          2,624  
    
 $               63,132,445 $              62,628,879  
    

 
Additional information on RepMar’s long-term debt can be found in note 6 to the financial statements. 
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ECONOMIC FACTORS AND NEXT YEAR BUDGETS AND RATES 
 
The overall state of the Marshall Island’s economy continues to play a large role in developing the tax 
and other revenue budgets for the General Fund of RepMar.  Economic activity picked up in 2005 with 
GDP rising by 3.5%, largely reflecting an expansionary fiscal stance with growth supported from a new 
financial agreement with the United States Government under the Compact of Free Association.  
Inflation is estimated to have risen to an annual rate of 3.5%.  The fiscal position deteriorated in fiscal 
year 2005 to an estimated deficit of 2.4% of GDP, due mainly to actual revenues being lower than 
expected.  Current expenditures did not change significantly but capital spending increased dramatically 
due to a step up in expenditures funded by the Compact under the public infrastructure sector.  
Economic growth of 3.5% to 4% is projected in fiscal years 2006 and 2007, reflecting a continued 
increase in public spending on capital projects.  This growth will be dampened by historically high fuel 
costs and will continue to have negative repercussions for both businesses and consumers.  For fiscal 
year 2006, the Nitijela appropriated a General Fund expenditure budget, including transfers to 
autonomous agencies, of $34.9 that was slightly higher than the $34.3 million for fiscal year 2005.  
Construction activity under the Compact public infrastructure grants continues to gather momentum and 
revenues flowing from this source should partially increase revenues over fiscal year 2006. 
 
 
CONTACTING REPMAR’S FINANCIAL MANAGEMENT 
 
This financial report is designed to provide our citizens, taxpayers, customers and investors and creditors 
a general overview of RepMar’s finances and to demonstrate its accountability for the money it receives.  
If you have questions about this report or need additional financial information, contact the Secretary of 
Finance, P.O. Box D, Majuro, MH 96960.  
 








































































































































































