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INDEPENDENT AUDITORS’ REPORT

Honorable Phillip Muller
Minister of Health
Republic of the Marshall Islands:

Report on the Financial Statements

We have audited the accompanying financial statements of the Marshall Islands Health Fund, a
governmental fund of the Republic of the Marshall Islands, which comprise the balance sheets as of
September 30, 2014 and 2013, and the related statements of revenues, expenditures, and changes in
fund balance for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements 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 these financial statements based on our audits. We
conducted our audits 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 statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor'’s judgment, including the
assessment of the risks of material misstatement of the financial statements, 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 statements 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 statements.

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



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Marshall Islands Health Fund as of September 30, 2014 and 2013, and the
results of its operations for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis of Matter - Reporting Entity

As discussed in Note 1 to the financial statements, the financial statements referred to above present
only the Marshall Islands Health Fund and are not intended to present fairly the financial position and
results of operations of the Republic of the Marshall Islands in conformity with accounting principles
generally accepted in the United States of America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 29,
2015, on our consideration of the Marshall Islands Health Fund’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is 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 internal control over financing reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
the Marshall Islands Health Fund’s internal control over financial reporting and compliance.

D SR

May 29, 2015



Cash

Receivables:
Contributions
Affiliate
Employees

Prepayments
Other assets

LIABILITIES AND FUND BALANCE

MARSHALL ISLANDS HEALTH FUND

September 30, 2014 and 2013

ASSETS

Balance Sheets

Liabilities:
Accounts payable

Medical claims payable
Payable to affiliates

Total liabilities

Contingency

Fund balance:
Non-spendable:
Prepaid amounts
Committed for:
Health services

Total liabilities and fund balance

See accompanying notes to financial statements.

2014 2013

140,809 $ 427,634
1,300,133 1,699,195
2,060,569 1,765,558
9,955 14,071
3,370,657 3,478,824
22,659 46,260

15,106 -
3,549,231 3,952,718
100,571 80,461
811,453 1,062,610
1,737,367 1,318,591
2,649,391 2,461,662
22,659 46,260
877,181 1,444,796
899,840 1,491,056

3,649,231 $ 3,952,718




MARSHALL ISLANDS HEALTH FUND

Statements of Revenues, Expenditures, and Changes in Fund Balance

Years Ended September 30, 2014 and 2013

Revenues:
Basic Health Fund collections
Supplemental Health Fund collections
Other

Total revenues

Expenditures:
Off-island care
Off-island travel
Professional and consulting fees
Other medical charges
On-island care
Administrative:
Salaries and wages
Collection fees
Travel
Utilities
POL
Repairs and maintenance
Rentals
Supplies and materials
Training
Insurance
Communications
Capital outlays
Professional fees
Other administrative charges

Total expenditures
Excess of revenues over expenditures

Other financing uses:
Contributions to RepMar's Health Care Revenue Fund
Contributions to RepMar's General Fund

Net change in fund balance

Fund balance at beginning of year

Fund balance at end of year

See accompanying notes to financial statements.

2014 2013
$ 6,709,069 $ 6,867,299
636,231 628,318
3,305 1,477
7,348,605 7,497,094
2,420,513 2,925,975
752,455 635,500
197,760 185,010
152,070 62,519

124,064 -
311,799 291,907
200,000 200,000
56,125 56,286
45,597 34,546
20,927 29,703
19,861 23,687
16,848 15,300
15,448 37,334
14,385 16,719
12,287 12,423
9,757 14,982
9,164 24,732
- 11,000
18,835 47 559
4,397,895 4,625,182
2,950,710 2,871,912
(3,517,500)  (3,187,649)

(24,426) -
(3,541,926)  (3,187,649)
(591,216) (315,737)
1,491,056 1,806,793
$ 899,840 $ 1,491,056
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MARSHALL ISLANDS HEALTH FUND

Notes to Financial Statements
September 30, 2014 and 2013

Reporting Entity

(2)

The Marshall Islands Health Fund (the Fund), a governmental fund of the Republic of the
Marshall Islands (RepMar), was established pursuant to the Marshall Islands Health Fund Act of
2002. The Fund was established to provide, pay, or reimburse all or a determined portion of the
cost of basic health care obtained at a local health care facility, or as an approved off-island
medical referral, or as emergency off-island medical care.

The accompanying financial statements relate solely to those accounting records maintained by
the Fund, and do not incorporate any accounts related to RepMar’s Ministry of Health or any
other departments or agencies of RepMar that may be accounted for by RepMar’s Treasury. The
Fund is considered to be a blended component unit (governmental fund type - special revenue
fund) of RepMar and is governed by a seven-member Board.

Summary of Significant Accounting Policies

The accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (GAAP) as applied to governmental
units. The Governmental Accounting Standards Board (GASB) is the recognized standard-
setting body for establishing governmental accounting and financial reporting principles. The
more significant of the Fund’s accounting policies are described below.

Measurement Focus and Basis of Accounting

The Fund reports its financial position and the results of 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.
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. With this measurement focus, only current assets and current
liabilities generally are included on the balance sheet. Operating statements of these funds
present increases (i.e., revenues and other financing sources) and decreases (i.e., expenditures
and other financing uses) in fund balance.

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. For this purpose, the Fund
considers revenues to be available if they are collected within 90 days of the end of the current
fiscal period. Expenditures are recorded when the related fund liability is incurred. Significant
revenues susceptible to accrual include quarterly contributions from employers and employees as
well as premiums for health benefit plans collected by the Ministry of Health.
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MARSHALL ISLANDS HEALTH FUND

Notes to Financial Statements
September 30, 2014 and 2013

Summary of Significant Accounting Policies, Continued

Budget

An annual appropriated budget has not been formally adopted on a legal basis or a basis
consistent with GAAP. Accordingly, a budget to actual presentation is not required or presented.

Cash

The deposit and investment policies of the Fund are governed by 3 MIRC 7, Investments of
Public Funds, and 11 MIRC 1, Financial Management. Custodial credit risk is the risk that in the
event of a bank failure, the Fund’s deposits may not be returned to it. Such deposits are not
covered by depository insurance and are either uncollateralized or collateralized with securities
held by the pledging financial institution or held by the pledging financial institution but not in the
depositor-government’s name. The Fund does not have a deposit policy for custodial credit risk.

For the purposes of the balance sheets, cash is defined as cash in checking and savings
accounts. As of September 30, 2014 and 2013, the carrying amounts of the Fund’s total cash
were $140,809 and $427,634, respectively, and the corresponding bank balances were $201,151
and $458,688, respectively. Of the bank balances, $128,483 and $385,946, respectively, are
maintained in a financial institution subject to Federal Deposit Insurance Corporation (FDIC)
insurance. As of September 30, 2014 and 2013, bank deposits in the amount of $128,483 and
$250,000, respectively, were FDIC insured. Bank deposits of $72,668 and $72,742, respectively,
are maintained in a financial institution not subject to depository insurance. The Fund does not
require collateralization of its cash deposits; therefore, deposit levels in excess of FDIC insurance
coverage are uncollateralized. Accordingly, these deposits are exposed to custodial credit risk.

Receivables

Contributions receivable are due from the Marshall Islands Social Security Administration
(MISSA), which collects contributions from employers located within the Republic of the Marshall
Islands for the benefit of the Fund for a fixed fee of $200,000 per year effective from October 1,
2009. The Fund has not recorded an allowance for doubtful accounts and has not recorded bad
debt expense.

Compensated Absences

The Fund recognizes expenditures for annual leave and sick leave when leave is actually taken.
Accordingly, unused annual leave and sick leave are not included as an obligation within the
balance sheet unless such leave is expected to be liquidated with expendable available financial
resources, at which time expenditures and related fund liabilities would be recognized.
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MARSHALL ISLANDS HEALTH FUND

Notes to Financial Statements
September 30, 2014 and 2013

Summary of Significant Accounting Policies, Continued

Fund Balance

Fund balance classifications are based on the extent to which the Fund is bound to honor
constraints on the specific purposes for which amounts in those funds can be spent and are
reported under the following fund balance classifications:

o Non-spendable - includes fund balance amounts that cannot be spent either because it is
not in spendable form or because of legal or contractual constraints.

o Restricted - includes fund balance amounts that are constrained for specific purposes which
are externally imposed by providers, such as creditors or amounts constrained due to
constitutional provisions or enabling legislation.

o Committed - includes fund balance amounts that are constrained for specific purposes that
are internally imposed by the government through formal action of the highest level of
decision making authority and does not lapse at year-end.

o Assigned - includes fund balance amounts that are intended to be used for specific
purposes that are neither considered restricted or committed.

o Unassigned includes negative fund balances in other governmental funds.

Restricted/committed amounts are spent first when both restricted and unrestricted fund balance
is available unless there are legal documents/contracts that prohibit doing this. In addition,
committed, then assigned, and lastly unassigned amounts of unrestricted fund balance are
expended in that order.

A formal minimum fund balance policy has not been adopted.
Taxes

The Government of RepMar imposes gross receipts tax of 3% on revenues. The Fund is
specifically exempt from this tax.

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.
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MARSHALL ISLANDS HEALTH FUND

Notes to Financial Statements
September 30, 2014 and 2013

Summary of Significant Accounting Policies, Continued

New Accounting Standards

During the year ended September 30, 2014, the Fund implemented the following
pronouncements:

o GASB Statement No. 66, Technical Corrections - 2012, which enhances the usefulness of
financial reports by resolving conflicting accounting and financial reporting guidance that
could diminish the consistency of financial reporting. The implementation of this statement
did not have a material effect on the accompanying financial statements.

o GASB Statement No. 67, Financial Reporting for Pension Plans, which revises existing
guidance for the financial reports of most pension plans. The implementation of this
statement did not have a material effect on the accompanying financial statements.

o GASB Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, which requires a state or local government guarantor that offers a
nonexchange financial guarantee to another organization or government to recognize a
liability on its financial statements when it is more likely than not that the guarantor will be
required to make a payment to the obligation holders under the agreement. The
implementation of this statement did not have a material effect on the accompanying
financial statements.

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions,
which revises and establishes new financial reporting requirements for most governments that
provide their employees with pension benefits. The provisions in Statement 68 are effective for
fiscal years beginning after June 15, 2014. Management does not believe that the
implementation of this statement will have a material effect on the financial statements of the
Fund.

In January 2013, GASB issued Statement No. 69, Government Combinations and Disposals of
Government Operations, which improves accounting and financial reporting for state and local
governments' combinations and disposals of government operations. Government combinations
include mergers, acquisitions, and transfers of operations. A disposal of government operations
can occur through a transfer to another government or a sale. The provisions in Statement 69
are effective for fiscal years beginning after December 15, 2013. Management has not yet
determined the effect of implementation of this statement on the financial statements of the Fund.

In November 2013, GASB issued Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date - an amendment of GASB Statement No. 68, which
addresses an issue regarding application of the transition provisions of Statement No. 68,
Accounting and Financial Reporting for Pensions. The issue relates to amounts associated with
contributions, if any, made by a state or local government employer or nonemployer contributing
entity to a defined benefit pension plan after the measurement date of the government’s
beginning net pension liability. The provisions in Statement 71 are effective for fiscal years
beginning after June 15, 2014. Management does not believe that the implementation of this
statement will have a material effect on the financial statements of the Fund.
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MARSHALL ISLANDS HEALTH FUND

Notes to Financial Statements
September 30, 2014 and 2013

Risk Management

(4)

The Fund is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. The Fund has
elected to purchase commercial insurance from independent third parties for the risks of loss to
which it is exposed. Settled claims resulting from these risks have not exceeded commercial
insurance coverage in any of the past three fiscal years.

Related Party Transactions

(5)

The Fund is a governmental fund of RepMar and is therefore affiliated with all RepMar-owned
and affiliated entities. The Health Care Revenue Fund is a governmental fund of RepMar
established by the Nitijela for the purchase of drugs, medical supplies and equipment and the
provision and administration of other health services. Receivables from and payables to affiliates
as of September 30, 2014 and 2013, are as follows:

2014 2013
Receivables Payables Receivables Payables

RepMar:
Health Care Revenue Fund $ - $1,695,931 $ - $ 1,301,402
General Fund 28,087 28,556 3,606 3,604
MISSA 2,032,482 12,880 1,761,952 13,585

$ 2,060,569 $ 1,737,367 $ 1,765,558 $1.318,591

Receivable from MISSA represents contributions collected by MISSA unremitted to the Fund at
September 30, 2014 and 2013.

Contributions to RepMar’s Health Care Revenue Fund during the years ended September 30,
2014 and 2013 were $3,517,500 and $3,187,649, respectively, representing 55% of collections of
the Basic Health Benefits Plan. Payable to RepMar’s Health Care Revenue Fund represents
unremitted contributions at September 30, 2014 and 2013.

During the year ended September 30, 2014, the Fund transferred $24,426 to the General Fund in
accordance with Public Law 2013-20 for the purpose of funding the operations of the Office of the
Auditor General.

Contingency

The Fund receives substantially all of its funding from MISSA through collections of the Fund’s
Basic Health Benefits Plan. A significant reduction in the level of this funding, if this were to
occur, may have an effect on the Fund’s programs and activities.
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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 STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Honorable Phillip Muller
Minister of Health
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 statements of the Marshall Islands
Health Fund, which comprise the balance sheet as of September 30, 2014, and the related statement
of revenues, expenditures and changes in fund balance for the year then ended, and the related notes
to the financial statements, and have issued our report thereon dated May 29, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Marshall Islands
Health Fund’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 statements, but not for the purpose of expressing an opinion on the effectiveness of the
Marshall Islands Health Fund’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Marshall Islands Health Fund’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. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

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.

10



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Marshall Islands Health Fund’s financial
statements are 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 no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

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 SR E

May 29, 2015
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MARSHALL ISLANDS HEALTH FUND

Unresolved Prior Year Findings
Year Ended September 30, 2014

There were no unresolved prior year findings from prior year audits of the Marshall Islands Health
Fund.
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