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INDEPENDENT AUDITORS’ REPORT

Her Excellency Dr. Hilda C. Heine
President
Republic of the Marshall Islands

Report on the Financial Statement

We have audited the accompanying financial statement of the Republic of the Marshall Islands (RMI)
Ebeye Water Supply and Sanitation Project (the "Project") jointly financed by the Asian Development
Bank’s Special Fund (Grant Number 0438-RMI (SF)) and the Government of Australia (Grant Number
0439-RMI (EF)), which comprises the statement of revenues, expenditures, and changes in fund
balance for the year ended September 30, 2018, and the related notes to the financial statement.

Management's Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on the financial statement based on our audit. 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 financial statement is
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statement. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statement, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the
entity's preparation and fair presentation of the financial statement in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statement.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
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Opinion

In our opinion, the financial statement referred to above presents fairly, in all material respects, the
results of operations of the Project for the year ended September 30, 2018, in conformity with
accounting principles generally accepted in the United States of America.

Emphasis-of-Matter

As discussed in Note 1 to the financial statement, the financial statement referred to above presents
only the activities of the Project administered by the RMI Ministry of Finance, Banking and Postal
Services and implemented by the Kwajalein Atoll Joint Utilities Resources, Inc. and is not intended
to present fairly the results of other non-Project related operations of the RMI Ministry of Finance,
Banking and Postal Services in conformity with accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter.

Other Matters
Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statement as a whole.
The combining financial statement information on page 7 is presented for purposes of additional
analysis and is not a required part of the financial statement. Such information is the responsibility
of the RMI Ministry of Finance’s management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statement. Such information
has been subjected to the auditing procedures applied in the audit of the financial statement and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statement or to the financial
statement itself, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the combining financial statement
information is fairly stated, in all material respects, in relation to the financial statement as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 24,
2019, on our consideration of the Project’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the effectiveness of the Project’s internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Project’s internal control over financial reporting and compliance.

Dbl SR L

July 24, 2019



REPUBLIC OF THE MARSHALL ISLANDS
EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'S
SPECIAL FUND (GRANT NO. 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NO. 0439-RMI (EF)))

Statement of Revenues, Expenditures, and Changes in Fund Balance
Year Ended September 30, 2018

Revenues:
RMI contributions $ 1,397,435
ADB grant contributions 1,303,392
GOA grant contributions 912,219
Total revenues 3,613,046
Expenditures:
Works 2,709,131
Consulting 506,043
Equipment 397,872
Total expenditures 3,613,046

Changes in fund balance -
Fund balance at beginning of year -

Fund balance at end of year $ -

See accompanying notes to financial statement.
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REPUBLIC OF THE MARSHALL ISLANDS
EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'S
SPECIAL FUND (GRANT NO. 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NO. 0439-RMI (EF)))

Notes to Financial Statement
Year Ended September 30, 2018

Organization

(2)

On September 28, 2015, the Asian Development Bank (ADB) approved to partially fund the
Republic of the Marshall Islands (RMI) Ebeye Water Supply and Sanitation Project (the
“Project”), estimated to cost $19,020,000. The objective of the Project is to improve access
to safe water and to improve sanitation on Ebeye, Kwajalein Atoll in the RMI.

On October 13, 2015, ADB executed two grant agreements with the RMI for the Project as
follows:

o Grant Number 0438-RMI (SF) in the amount of $5,000,000 to be financed by the ADB’s
Asian Development Fund (ADF), which was established in 1973 and provides grants to
ADB’s lower-income developing member countries. Activities supported by the ADF
promote poverty reduction and improvements in the quality of life in the poorer countries
of the Asia and Pacific region.

o Grant Number 0439-RMI (EF) in the amount of $4,000,000 to be financed by the
Government of Australia (GOA). ADB administers this grant in accordance with a
Cofinancing Agreement with GOA.

The remaining estimated costs of the Project of $10,020,000 are to be funded by the RMI.

The RMI Minister of Finance, Banking and Postal Services is designated as the representative
of the RMI for the purposes of the grant regulations. The Project is overseen by a Project
Steering Committee, and the RMI Office of the Chief Secretary is the Project Executing Agency.
The ADB entered into a project agreement with Kwajalein Atoll Joint Utilities Resources, Inc.
(KAJUR) for the purpose of implementing the Project.

The accompanying financial statement is prepared for the year ended September 30, 2018 and
relates solely to those accounting records maintained by the RMI Ministry of Finance, Banking
and Postal Services associated with the Project and does not incorporate any accounts related
to any other departments or agencies of the RMI Ministry of Finance, Banking and Postal
Services.

Summary of Significant Accounting Principles

The financial statement of the Project has been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP), as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting
body for establishing governmental accounting and financial reporting principles. The more
significant of the Project’s accounting policies are described below.

A. Measurement Focus and Basis of Accounting

The Project reports the results of its operations in one governmental fund. A fund is a
separate accounting entity with a self-balancing set of accounts. They are concerned only
with the measurement of financial position and are not involved with measurement of
results of operations. Fund accounting is designed to demonstrate legal compliance and
to aid financial management by segregating transactions related to certain government
functions or activities.
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REPUBLIC OF THE MARSHALL ISLANDS
EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'S
SPECIAL FUND (GRANT NO. 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NO. 0439-RMI (EF)))

Notes to Financial Statement
Year Ended September 30, 2018

Summary of Significant Accounting Principles, Continued

(3)

A.

Measurement Focus and Basis of Accounting, Continued

Governmental funds are used to account for all or most of a government’s general
activities, including the collection and disbursement of earmarked monies (special
revenue funds).

Basis of Presentation

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. All governmental funds are accounted for using a current financial
resources measurement focus. Operating statements of these funds present increases
(i.e., revenues and other financing sources) and decreases (i.e., expenditures and other
financing uses) in net current assets.

The modified accrual basis of accounting is used by all governmental fund types. Under
the modified accrual basis of accounting, revenues are recognized when susceptible to
accrual (i.e., when they become both measurable and available). “Measurable” means
the amount of the transaction can be determined and “available” means collectible within
the current period or soon enough thereafter to be used to pay liabilities of the current
period. Expenditures are recorded when the related liability is incurred.

Estimates

The preparation of financial statements in conformity with GAAP requires management to
make estimates and 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 amounts of revenues and expenditures during the reporting period.
Actual results could differ from those estimates.

Description of the Project

The Project’s key outputs are:

(i)

(ii)

(iii)

(iv)

Secure and safe freshwater supplies — Ebeye’s public water supply system will be
improved and safe freshwater supplied continuously to all households

Effective and efficient sewerage services - The sewerage system on Ebeye will be
upgraded to minimize the frequency and severity of uncontrolled sewage overflows and
to reduce the environmental and health impacts of effluent disposal

Enhanced hygiene awareness and improved hygiene behaviors - A hygiene awareness
and promotion program focusing on women and children, and building upon hygiene
awareness and promotion activities undertaken during project preparation, will be
implemented over the duration of the Project

Secure electricity supply for water and sewerage operations — The power generation
and electrical distribution system on Ebeye will be improved to reduce risks to Ebeye’s
water supply and sewerage systems
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EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'S
SPECIAL FUND (GRANT NO. 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NO. 0439-RMI (EF)))

Notes to Financial Statement
Year Ended September 30, 2018

(3) Description of the Project, Continued
(v) Financial and technical sustainability of KAJUR - A Program will be implemented to help
KAJUR implement its reform strategy to build its financial, technical, and operational
sustainability.
Project expenditures are funded in accordance with the following allocations:
Grant No. Grant No. RMI
Category 0438-RMI (SF) 0439-RMI (EF) Grants Total
Civil Works 37.2% 24.8% 38.0% 100.0%
Equipment and Materials 32.3% 25.8% 41.9% 100.0%
Consulting Services 39.0% 31.2% 29.8% 100.0%
Project expenditures are paid using the Direct Payments method following ADB’s withdrawal
application method.
Project activities are scheduled to be completed by July 13, 2021 or five months before the
expected project closing date of December 31, 2021.
(4) RMI Government Contributions
Under the provisions of the grant agreements, the RMI is required to provide counterpart
funding for the Project aggregating $10,020,000, inclusive of $1,860,000 in taxes and duties
exemption. The RMI’s cash contribution is financed by certain U.S. Department of the Interior
federal grants, awarded and made available to the RMI as the Project progresses. For the year
ended September 30, 2018, the RMI made available $1,397,435 in counterpart funding.
(5) Capital Contributions to KAJUR

In accordance with the ADB grant agreements, grant proceeds are made available by the RMI
to KAJUR for the purpose of financing Project expenditures, although no grant funds are actually
passed through to KAJUR. During the year ended September 30, 2018, KAJUR recorded capital
contributions in the amount of $2,792,744 representing construction work-in-progress for the
Ebeye Water Supply and Sanitation Project as follows:

Grant No. 0438-RMI (SF) $ 1,030,817
Grant No. 0439-RMI (EF) 694,250
RMI grants 1,067,677

$ 2,792,744



REPUBLIC OF THE MARSHALL ISLANDS
EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'S
SPECIAL FUND (GRANT NO. 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NO. 0439-RMI (EF)))

Combining Statement of Revenues, Expenditures, and Changes in Fund Balance
Year Ended September 30, 2018

ADB GOA
Grant 0438 Grant 0439 RMI Total
Revenues:
RMI contributions $ - $ - $ 1,397,435 $ 1,397,435
ADB grant contributions 1,303,392 - - 1,303,392
GOA grant contributions - 912,219 - 912,219
Total revenues 1,303,392 912,219 1,397,435 3,613,046
Expenditures:
Works 977,523 651,682 1,079,926 2,709,131
Consulting 197,356 157,886 150,801 506,043
Equipment 128,513 102,651 166,708 397,872
Total expenditures 1,303,392 912,219 1,397,435 3,613,046
Changes in fund balance - - - -
Fund balance at beginning of year - - - -
Fund balance at end of year $ - $ - $ - $ -

See accompanying independent auditors' report.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENT PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Her Excellency Dr. Hilda C. Heine
President
Republic of the Marshall Islands:

We have audited, in accordance with the 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, the financial statement of the
Republic of the Marshall Islands (RMI) Ebeye Water Supply and Sanitation Project (the “Project”)
jointly financed by the Asian Development Bank’s Special Fund (Grant Number 0438-RMI (SF)) and
the Government of Australia (Grant Number 0439-RMI (EF)), which comprises the statement of
revenues, expenditures, and changes in fund balance for the year ended September 30, 2018, and
the related notes to the financial statement, and have issued our report thereon dated July 24, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statement, we considered the Project’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statement,
but not for the purpose of expressing an opinion on the effectiveness of the Project’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Project’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Project’s financial statement is free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards and which are
described in the accompanying Schedule of Findings and Responses as item 2018-001.
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The Project’s Response to Findings

The Project’s responses to findings identified in our audit are described in the accompanying Schedule
of Findings and Responses. The Project's responses were not subjected to the auditing procedures
applied in the audit of the financial statements and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Dl N

July 24, 2019



REPUBLIC OF THE MARSHALL ISLANDS
EBEYE WATER SUPPLY AND SANITATION PROJECT
(JOINTLY FINANCED BY THE ASIAN DEVELOPMENT BANK'’S
ASIAN DEVELOPMENT FUND (GRANT NUMBER 0438-RMI (SF)) AND
THE GOVERNMENT OF AUSTRALIA (GRANT NUMBER 0439-RMI (EF)))

Schedule of Findings and Responses
Year Ended September 30, 2018

Finding No.: 2018-001
Area: Procurement

Criteria: RepMar’s Procurement Code states the following:

(@) Section 124 - unless otherwise authorized by law, all Government contracts shall be awarded
by competitive sealed bidding.

(b) Section 127 - procurement of goods and services not exceeding $25,000 may be made in
accordance with small purchase procedures promulgated by Repmar’s Policy Office; provided,
however, that procurement requirements shall not be artificially divided so as to constitute a
small purchase under this Section. Small purchase procedures are those relatively simple
and informal methods for securing services, supplies, or other property that do not cost more
than $25,000. RepMar’s Ministry of Finance has previously declared that if small purchase
procedures are used, price or rate quotations shall be obtained from an adequate number of
qualified sources.

(c) Section 128 - a contract may be awarded for a supply, service, or construction item without
competition when it is determined in writing that there is only one source for the required
supply, service, or construction item.

(d) Section 129 - notwithstanding any other provision of this Act, emergency procurement may
be made when there exists a threat to public health, welfare, or safety under emergency
conditions as defined in regulations promulgated by the Policy Office; provided, that such
emergency procurement shall be made with such competition as is practicable under the
circumstances. A written determination of the basis for the emergence and for the selection
of the particular contractor shall be included in the contract file.

Condition: Documentation evidencing compliance with the criteria in contracting a vendor for
independent technical review services was not provided. The total contract price is $137,748 and
total expenditures incurred for the year ended September 30, 2018 are $81,380.

Cause: The cause of the above condition is a lack of planning and adequate internal control policies
and procedures requiring documentation of procurement procedures and compliance with RepMar’s
Procurement Code.

Effect: The effect of the above condition is potential noncompliance with RepMar’s Procurement Code.

Recommendation: We recommend that management establish adequate internal control policies and
procedures requiring compliance with RepMar’s Procurement Code.

Auditee Response and Corrective Action Plan: Management confirms that an established service
agreement for an independent technical review conducted on the Ebeye Water Supply and Sanitation
Project (EWSSP) in 2018 did not (initially) comply with the RMI procurement code. The CU Board
recognized in 2018 that there were possible risks which may negatively impact EWSSP considering
that no independent technical review was ever conducted prior to project implementation.
Management, through KAJUR, was then instructed by the board through the CEO of Combined
Utilities to help ensure that an independent technical review was conducted prior to continuing on
with implementation of EWSSP. Management complied with this directive. A second technical review
followed in 2019 and this time, Management complied with the RMI Procurement Code and an
advertisement for this service was posted in the MI Journal.
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Unresolved Prior Year Findings
Year Ended September 30, 2018

There are no unresolved prior year findings.
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