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INDEPENDENT AUDITORS’ REPORT 
 
 
 
Mayor James Matayoshi 
Rongelap Atoll Local Government 
Republic of the Marshall Islands: 
 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of the governmental activities, each major 
fund, and the aggregate remaining fund information of the Rongelap Atoll Local Government 
(RALGOV), as of and for the year ended September 30, 2013, and the related notes to the financial 
statements, which collectively comprise RALGOV’s basic financial statements as set forth in Section 
II of the foregoing table of contents. 
 
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. 
 
Auditor’s Responsibility 
 
Our responsibility is to express opinions on these financial statements 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 
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 opinions. 

Deloitte & Touche LLP 
361 South Marine Corps Drive 
Tamuning, GU  96913-3973 
USA 
 
Tel:  +1 (671) 646-3884 
Fax:  +1 (671) 649-4265 
 
www.deloitte.com 
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Summary of Opinions 
 

Opinion Unit Type of Opinion 
Governmental Activities Qualified 
General Fund Unmodified 
Resettlement Trust Fund Unmodified 
Local Distribution Authority Fund Qualified 
Resettlement Phase One Fund Qualified 
Claims Trust Fund Unmodified 
Aggregate Remaining Fund Information Unmodified 

 
Basis for Qualified Opinions on the Governmental Activities, the Local Distribution 
Authority Fund, and the Resettlement Phase One Fund 
 
Because of inadequacies in RALGOV’s accounting records, we were unable to form an opinion 
regarding an investment of $300,000 recorded by the governmental activities and the Local 
Distribution Authority Fund.  In addition, as discussed in Note 3B to the financial statements, 
RALGOV reports its investment in Aquaculture Technologies of the Marshall Islands, Inc., a 51%-
owned corporation, at cost.  In our opinion, accounting principles generally accepted in the United 
States of America require that all majority-owned subsidiaries be accounted for as consolidated 
subsidiaries.  Due to the lack of audited financial statements of the corporation, the effect of that 
departure from accounting principles generally accepted in the United States of America on the 
accompanying financial statements of the governmental activities and the Resettlement Phase One 
Fund are not reasonably determinable. 
 
Qualified Opinions 
 
In our opinion, except for the effects of the matters described in the "Basis for Qualified Opinions 
on the Governmental Activities, the Local Distribution Authority Fund, and the Resettlement Phase 
One Fund" paragraph, the financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental activities, the Local Distribution 
Authority Fund, and the Resettlement Phase One Fund of the Rongelap Atoll Local Government as 
of September 30, 2013, and the respective changes in financial position thereof for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 
 
Unmodified Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the General Fund, the Resettlement Trust Fund, the Claims Trust 
Fund, and the aggregate remaining fund information of the Rongelap Atoll Local Government as of 
September 30, 2013, and the respective changes in financial position for the year then ended in 
accordance with accounting principles generally accepted in the United States of America. 
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Other Matters 
 
Required Supplementary Information  
 
Management has omitted the Management’s Discussion and Analysis that accounting principles 
generally accepted in the United States of America requires to be presented to supplement the 
basic financial statements.  Such missing information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board (GASB) who considers it 
to be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context.  Our opinion on the basic financial 
statements is not affected by this missing information.  The Schedule of Revenues, Expenditures, 
and Changes in Fund Balance - Budget and Actual - General Fund and notes thereto, as set forth in 
Section III of the foregoing table of contents, is not a required part of the basic financial 
statements but is supplementary information required by the GASB.  This supplementary 
information is the responsibility of the management of RALGOV.  We have applied certain limited 
procedures, which consisted principally of inquiries of management regarding the methods of 
measurement and presentation of the supplementary information.  However, we did not audit such 
information and we do not express an opinion on it. 
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated July 3, 
2018, on our consideration of RALGOV’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 financial reporting or on compliance.  That report is an integral part 
of an audit performed in accordance with Government Auditing Standards and should be considered 
in assessing the results of our audit. 
 
 
 
 
July 3, 2018 
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Current assets:
Cash and cash equivalents 230,991$          
Time certificate of deposit 1,120
Receivables, net of allowance for uncollectibles of $1,163,614 254,791
Prepaid items 24,372              

Total current assets 511,274            

Noncurrent assets:
Investments 1,004,011         
Restricted assets:
   Investments 36,788,717       
Capital assets:
  Nondepreciable capital assets 3,552,701         
  Other capital assets, net of accumulated depreciation 6,390,744         

Total noncurrent assets 47,736,173       

Total assets 48,247,447$     

Current liabilities:
  Current portion of notes payable 18,317$            
  Accounts payable 182,142            
  Interest payable 5,632                
  Other liabilities and accruals 51,167              

      Total current liabilities 257,258            
Noncurrent liabilities:

Notes payable, net of current portion 895,324            
Loan payable 5,326,000         

Total liabilities 6,478,582         

Commitments and contingencies 

Net investment in capital assets 9,943,445          
Restricted for:
   Nonexpendable:
      Claims 22,910,968
   Expendable:
      Resettlement 7,669,315
      Claims 424,180
      Other 100,000
Unrestricted 720,957            

      Total net position 41,768,865       

      Total liabilities and net position 48,247,447$     

See accompanying notes to basic financial statements.

RONGELAP ATOLL LOCAL GOVERNMENT

Statement of Net Position
September 30, 2013

ASSETS

LIABILITIES

NET POSITION
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Program
Revenues Net (Expenses)
Operating Revenues and 
Grants and Changes in

Expenses Contributions Net Position

Functions/Programs
Government activities:

Council 24,884$                      -$                           (24,884)$                    
Education 101,117                      -                            (101,117)                    
Finance 245,887                      -                            (245,887)                    
Health and sanitation 58,889                       -                            (58,889)                      
Office of the Mayor 468,051                      -                            (468,051)                    
Phase 1 - engineering 43,898                       -                            (43,898)                      
Public safety 88,828                       -                            (88,828)                      
Social services 261,782                      80,522                       (181,260)                    
Transportation and communication 96,451                       -                            (96,451)                      
Resettlement program 1,227,579                   20,000                       (1,207,579)                 
Fish farming 350,000                      -                            (350,000)                    
Nuclear claims related 1,687,012                   -                            (1,687,012)                 
Rongelap bungalows 103,122                      -                            (103,122)                    
Unallocated interest - long-term debt 180,330                      -                            (180,330)                    

4,937,830$                 100,522$                    (4,837,308)                 

General revenues:
   Investment earnings 672,427                      
   Other 145,599                      

      Total general revenues 818,026                      
Contributions from permanent fund 1,385,812                   

      Total general revenues and contributions 2,203,838                   

      Change in net position (2,633,470)                 

Net position at the beginning of the year 44,402,335                 

Net position at the end of the year 41,768,865$               

See accompanying notes to basic financial statements.

RONGELAP ATOLL LOCAL GOVERNMENT

Statement of Activities
Year Ended September 30, 2013

mailto:-@sum('GW%20Worksheet'!AN22:AN29)#
mailto:-@sum('GW%20Worksheet'!AN22:AN29)#
mailto:-@sum('GW%20Worksheet'!AN22:AN29)#
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Capital
Projects Permanent

Local Other
Resettlement Distribution Resettlement Claims Governmental

ASSETS General Trust Authority Phase One Trust Funds Total

Cash and cash equivalents 59,136$    -$            125,774$      38,204$      -$                 7,877$          230,991$       
Time certificate of deposit -            -              1,120           -             -                   -               1,120             
Investments 55,067      -              310,750        638,194      -                   -               1,004,011      
Receivables, net 156,974    9,235          1,279           57,808        27,604              1,891            254,791         
Prepaid items 19,572      -              -               -             -                   4,800            24,372           
Due from other funds 166,392    -              -               -             -                   140               166,532         
Restricted assets:
   Investments -            8,573,721   -               -             28,214,996       -               36,788,717     

457,141$   8,582,956$  438,923$      734,206$    28,242,600$     14,708$        38,470,534$  

LIABILITIES AND FUND BALANCES

Liabilities:
  Accounts payable 82,419$    -$            14,743$        74,201$      -$                 10,779$        182,142$       
  Other liabilities and accruals 28,027      -              -               23,140        -                   -               51,167           
  Due to other funds -               -              -               166,532      -                   -                   166,532         

      Total liabilities 110,446    -              14,743          263,873      -                   10,779          399,841         

Fund balances:
  Nonspendable 55,067      -              310,750        638,194      -                   -               1,004,011      
  Restricted -            8,582,956   113,430        28,242,600       -               36,938,986    
  Committed 100,000    -              -               -             -                   -               100,000         
  Unassigned 191,628    -              -               (167,861)     -                   3,929            27,696           

      Total fund balances 346,695    8,582,956   424,180        470,333      28,242,600       3,929            38,070,693    

      Total liabilities and fund balances 457,141$   8,582,956$  438,923$      734,206$    28,242,600$     14,708$        

Amounts reported  for governmental activities in the statement 
of net position are different because:
     Capital  assets used in governmental activites are not financial
     resources and, therefore, are not reported in the funds 9,943,445      

     Long-term liabilities, including notes payable, are not due and
     payable in the current period and therefore are not reported in
     the funds. The liabilities include:

Notes payable (913,641)$     
Loan payable (5,326,000)    
Accrued interest payable (5,632)          

(6,245,273)    

Net position of governmental activities 41,768,865$  

See accompanying notes to basic financial statements.

RONGELAP ATOLL LOCAL GOVERNMENT

Balance Sheet
Governmental Funds
September 30, 2013

                       Special Revenue                        
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Capital
Projects Permanent

Local Other
Resettlement Distribution Resettlement Claims Governmental

General Trust Authority Phase One Trust Funds Total
Revenues:
  Federal and other grants 80,522$        -$            -$              20,000$         -$              -$               100,522$        
  Dividends and interest -               297,764       -                -                603,184         -                 900,948          
  Net change in the fair value of
    investments -               474,463       -                -                972,404         -                 1,446,867       
  Other 56,897         2,127           47,092           -                1,864             41,610            149,590          

      Total revenues 137,419        774,354       47,092           20,000           1,577,452      41,610            2,597,927       

Expenditures:
  Current:

  Council 24,884         -              -                -                -                -                 24,884            
  Education 101,117        -              -                -                -                -                 101,117          
  Finance 245,162        -              725                -                -                -                 245,887          
  Health and sanitation 58,889         -              -                -                -                -                 58,889            
  Office of the Mayor 452,652        -              -                -                -                 452,652          
  Phase I - Engineering 36,478         -              -                -                -                -                 36,478            
  Public safety 88,828         -              -                -                -                -                 88,828            
  Social services 260,520        -              -                -                -                -                 260,520          
  Transportation and 
      communication 93,651         -              -                -                -                -                 93,651            
  Resettlement program 64,992         -              -                1,130,949      -                -                 1,195,941       
  Fish farming -               350,000       -                -                -                -                 350,000          
  Nuclear claims related -               -              1,687,012      -                -                -                 1,687,012       
  Investment management -               86,717         15,210           -                191,640         -                 293,567          
  Rongelap Bungalows -               -              -                -                -                103,122          103,122          

  Debt service -               -              -                49,993           132,189         -                 182,182          

      Total expenditures 1,427,173     436,717       1,702,947      1,180,942      323,829         103,122          5,174,730       

      Excess (deficiency) of revenues
        over (under) expenditures (1,289,754)   337,637       (1,655,855)     (1,160,942)     1,253,623      (61,512)           (2,576,803)      

Other financing sources (uses):
  Operating transfers in 1,502,593 -              -                1,450,645 -                59,960            3,013,198       
  Operating transfers out -               (1,986,356)   (966,882)        (59,960)         -                -                 (3,013,198)      

      Total other financing sources
        (uses), net 1,502,593     (1,986,356)   (966,882)        1,390,685      -                59,960            -                 

      Net change in fund balances 212,839        (1,648,719)   (2,622,737)     229,743         1,253,623      (1,552)             (2,576,803)      

Fund balances at beginning
  of year 133,856        10,231,675  3,046,917      240,590         26,988,977    5,481              40,647,496     

Fund balances at end of year 346,695$      8,582,956$  424,180$       470,333$       28,242,600$  3,929$            38,070,693$   

See accompanying notes to basic financial statements.

RONGELAP ATOLL LOCAL GOVERNMENT
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
Year Ended September 30, 2013

                       Special Revenue                        
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Net change in fund balances - total governmental funds (2,576,803)$   

Governmental funds report capital outlays as 
expenditures. However, in the statement of activities, the 
cost of those assets is allocated over their estimated 
useful lives and reported as depreciation expense.  For the 
current year, these amounts consist of:

      Capital outlays, net of disposals 378,242$    
      Depreciation expense (436,761)     

(58,519)         

The issuance of long-term debt (e.g. bonds, lease) 
provides current financial resources to governmental 
funds, while repayment of principal of long-term debt 
consumes the current financial resources of governmental 
funds.  Neither transaction has any effect on net position.  
For the current year, these amounts consist of:

      Repayment of USDA loans              4,280 

Some expenses reported in the statement of activities do 
not require the use of current financial resources and, 
therefore, are not reported as expenditures in 
governmental funds. For the current year, these activities 
consist of:

      Change in accrued interest payable (2,428)           

Change in net position of governmental activities (2,633,470)$   

See accompanying notes to basic financial statements.

RONGELAP ATOLL LOCAL GOVERNMENT

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds

to the Statement of Activities
Year Ended September 30, 2013



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Notes to Financial Statements 
September 30, 2013 
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(1) Organization 
 
 The Rongelap Atoll Local Government (RALGOV) was established pursuant to Public Law 

1981-2, the Local Government Act of the Republic of the Marshall Islands (RepMar), and 
operates under the Constitution of the Rongelap Atoll Local Government.  RALGOV is 
governed by an elected mayor and a thirteen-member council. 

 
(2) Summary of Significant Accounting Policies 
 

The accompanying financial statements of RALGOV have been prepared in accordance 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 
recognized standard-setting body for establishing governmental accounting and financial 
reporting principles.  The more significant of RALGOV’s accounting policies are described 
below. 

 
A. Government-Wide Financial Statements 

 
The Statement of Net Position and the Statement of Activities report financial 
information on all of the non-fiduciary activities of RALGOV.  For the most part, the 
effect of interfund activity has been eliminated from these statements.  RALGOV’s 
activities are defined as governmental activities, which are supported by 
intergovernmental revenues and other non-exchange revenues. 

 
The Statement of Net Position presents all of RALGOV’s non-fiduciary assets and 
liabilities, with the difference reported as net position.  Net position is reported in three 
categories: 

 
• Net investment in capital assets consists of capital assets, net of accumulated 

depreciation and reduced by outstanding balances for bonds, notes and other debt 
that are attributed to the acquisition, construction or improvement of those assets. 

 
• Restricted net position - nonexpendable consists of permanent funds in which 

donors or other outside sources have stipulated that the principal is to be 
maintained inviolate and in perpetuity, and invested for the purpose of producing 
present and future income, which may either be expanded or added to the 
principal. 

 
• Restricted net position - expendable consists of resources in which RALGOV is 

legally or contractually obligated to spend resources in accordance with restrictions 
either externally imposed by creditors, grantors, contributors, and the like, or 
imposed by law. 

 
• Unrestricted net position consists of net position, which does not meet the 

definition of the two preceding categories.  Unrestricted net position often is 
designated, (for example, internally restricted), to indicate that management does 
not consider them to be available for general operations. 

 
The Statement of Activities demonstrates the degree to which the direct expenses of 
given functions or segments are offset by program revenues.  Direct expenses are those 
that are clearly identifiable within a specific function or segment.  Program revenues 
include charges to customers or applicants who purchase, use, or directly benefit from 
goods, services, or privileges that are restricted to meeting the operational or capital 
requirements of a particular function.  Taxes and other items not meeting the definition 
of program revenues are, instead, reported as general revenue. 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Notes to Financial Statements 
September 30, 2013 
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(2) Summary of Significant Accounting Policies, Continued 
 

B. Fund Financial Statements 
 
The fund financial statements present a balance sheet and a statement of revenues, 
expenditures, and changes in fund balances for RALGOV’s major funds.  Major individual 
governmental funds are reported as separate columns in the fund financial statements 
pursuant to GASB reporting standards. 
 
RALGOV reports its financial position and results of operations in funds, each of which is 
considered a separate accounting entity.  The operations of each fund are accounted for 
with a set of self-balancing accounts that comprise its assets, liabilities, fund equity, 
revenues and expenditures/expenses.  Transactions between funds within a fund type, if 
any, have not been eliminated. 
 

 C. Measurement Focus and Basis of Accounting 
 

Government-Wide Financial Statements: 
 
The government-wide financial statements are reported using the economic resources 
management focus and the accrual basis of accounting.  Revenues are recorded when 
earned and expenses are recorded when a liability is incurred, regardless of the timing 
of related cash flows.  Grants and similar items are recognized as revenue as soon as all 
eligibility requirements imposed by the provider have been met. 
 
Amounts reported as program revenue include 1) charges to customers or applicants for 
goods, services, or privileges provided, 2) operating grants and contributions, and 3) 
capital grants and contributions.  Internally dedicated resources are reported as general 
revenues rather than as program revenues.  General revenue is derived from taxation, 
investment income and other fees that are not allocated to specific programs. 
  
Governmental Fund Financial Statements: 
 
Governmental fund financial statements account for the general governmental activities 
of RALGOV and are reported using the current financial resources measurement focus 
and the modified accrual basis of accounting.  Revenues are recognized as they become 
susceptible to accrual; when they are generally both measurable and available.  
Revenues are considered to be available when they are collectible within the current 
period or soon enough thereafter to pay liabilities of the current period.  For this 
purpose, RALGOV considers revenues to be available if they are collected within 90 days 
of the end of the current fiscal period. 
 
Miscellaneous revenues from other financing sources are recognized when received in 
cash because they are generally not measurable until actually received.  Investment 
earnings are recorded as earned, since they are both measurable and available.  
Investments and related investment earnings are recorded at fair value.  Fair value is 
the amount at which a financial instrument could be exchanged in a current transaction 
between willing parties, other than in a forced or liquidation sale.  Expenditures 
generally are recorded in the period in which the related fund liability is incurred, as 
under accrual accounting.  However, debt service expenditures, as well as expenditures 
related to compensated absences and claims and judgments, are recorded only when 
payment is due. 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Notes to Financial Statements 
September 30, 2013 
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(2) Summary of Significant Accounting Policies, Continued 
 
 C. Measurement Focus and Basis of Accounting, Continued 
 

Governmental Fund Financial Statements, Continued: 
 
GASB Statement No. 34, Basic Financial Statements - and Management’s Discussion and 
Analysis - For State and Local Governments, as amended by GASB Statement No. 37, 
Basic Financial Statements - and Management’s Discussion and Analysis - For State and 
Local Governments: Omnibus, sets forth minimum criteria (percentage of the assets, 
liabilities, revenues or expenditures/expenses for either fund category or the 
governmental and enterprise funds combined) for the determination of major funds.  
Major individual governmental funds are reported as separate columns in the fund 
financial statements.  RALGOV reports the following major funds: 
 
General Fund - This fund is the primary operating fund of RALGOV.  It is used to account 
for all governmental transactions, except those required to be accounted for in another 
fund. 
 
Resettlement Trust Fund - a special revenue fund that accounts for United States 
Congress appropriations under United States Public Law 99-239 and 102-154, and which 
were paid and distributed in accordance with an agreement between the Government of 
the United States, the Government of the Republic of the Marshall Islands and RALGOV 
to assist in the resettlement of Rongelap Atoll by the people of Rongelap. 
 
Local Distribution Authority Fund - a special revenue fund that accounts for funds 
received under the Rongelap Claims Trust Fund and which are distributed by RALGOV to 
the people of Rongelap based on an approved distribution scheme. 
 
Resettlement Phase One Fund - a capital projects fund that accounts for funds received 
from the Resettlement Trust Fund under the agreement between the United States 
Department of the Interior and RALGOV regarding Phase I activities for the resettlement 
in Rongelap Atoll. 

 
Claims Trust Fund - a permanent fund that accounts for funds received under Article II, 
Section 4, of the agreement between the Government of the United States and the 
Government of the Republic of the Marshall Islands for the implementation of Section 
177 of the Compact of Free Association (the Compact).  In accordance with Article II, 
Section 8, of the Compact, RALGOV executed the Rongelap Claims Trust Agreement.  
Under the agreement, the Claims Trust Fund received a total of $37,500,000 over a 
period of 15 years as compensation for loss or damage to property and person of the 
people of Rongelap.  The final payment was received on October 2001.  Pursuant to 
Section 7.2(2) of the Agreement, after the final payment is received, the Claims Trust 
Fund is required to distribute annually to the people of Rongelap, through the Local 
Distribution Authority, between 15% and 70% of its net income.  The remaining 30% to 
85% shall be retained and added to the corpus of the Claims Trust Fund.  In addition, 
pursuant to Section 8.1 of the trust agreement, RALGOV may also invade up to 3% of 
the corpus of the Claims Trust Fund.  Such invasion may occur in the event of an 
unforeseen natural disaster or other similar circumstance, as determined by the sole 
discretion of RALGOV, in order to prevent hardship to the people of Rongelap.  An 
invasion of the corpus shall not occur more frequently than once every three years.  On 
June 9, 2009, RALGOV executed an amended trust agreement whereby the annual 
distribution payment to the people of Rongelap shall be $2,663,000.  In the event that 
the value of the corpus of the Claims Trust Fund falls below $20,000,000, the annual 
distribution payment shall be reduced to $1,331,500.  All other terms and conditions of 
the initial trust agreement remain. 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Notes to Financial Statements 
September 30, 2013 
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(2) Summary of Significant Accounting Policies, Continued 
 

 D. Cash and Cash Equivalents and Time Certificates of Deposit 
 
Cash and cash equivalents include cash held in demand accounts as well as short-term 
investments with a maturity date within three months of the date acquired by RALGOV.  
Deposits maintained in time certificates of deposit with original maturity dates greater 
than three months are separately classified on the statement of net position/balance 
sheet. 
 

E. Investments 
 
Investments and related investment earnings are recorded at fair value.  Fair value is 
the amount at which a financial instrument could be exchanged in a current transaction 
between willing parties, other than in a forced or liquidation sale. 

 
An investment of 20% or more of the voting stock of an investee is presumed to give 
the investor significant influence.  Under the equity method, the investor records, as 
earnings or loss, its proportionate share of the investee’s earnings or loss. 

 
F. Receivables 

 
 Receivables consist of amounts advanced to individuals, on an unsecured basis, 

substantially all of whom are situated in the Republic of the Marshall Islands.  
Receivables are stated net of estimated allowances for uncollectible accounts, which is 
determined based upon past collection experience and aging of the accounts.  
Reimbursements due to RALGOV for expenditures on federally funded reimbursement 
and grant programs are included as receivables on the governmental fund balance 
sheet. 

 
Receivables as of September 30, 2013, for the primary government’s individual major 
governmental funds, including applicable allowance for uncollectible accounts, are as 
follows: 
 
   Local   Other 
  Resettlement Distribution Resettlement Claims Governmental 
 General Trust Authority Phase One Trust Funds Total 
Receivables: 
   Employee $   95,753 $      -       $     9,324 $   29,220 $    -       $ 1,891 $   136,188 
   Loans -       350,000 400,000 -       -       -       750,000 
   Federal agencies   -       -       -       132,516 -       -       132,516 
   Interest -       9,235 -       -       24,166 -       33,401 
   Other 134,698      -         35,379 188,760   3,438 4,025    366,300 
 230,451 359,235 444,703 350,496 27,604 5,916 1,418,405 
Allowance for  
uncollectible accounts (73,477) (350,000) (443,424) (292,688)          -  (4,025) (1,163,614) 

 $ 156,974 $     9,235 $     1,279 $   57,808 $ 27,604 $ 1,891 $   254,791 
 

G. Prepaid Items 
 

Certain payments made to vendors or persons for services reflect costs applicable to 
future accounting periods and are recorded as prepaid items in both the government-
wide and governmental fund financial statements. 
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(2) Summary of Significant Accounting Policies, Continued 
 
H. Interfund Receivables/Payables 

 
During the course of its operations, RALGOV records transactions between individual 
funds for goods provided or services rendered.  Receivables and payables resulting from 
transactions between funds are classified as “due from other funds” or “due to other 
funds” on the combined balance sheet. 
 
Interfund receivables/payables have been eliminated from the statement of net position. 

 
I. Restricted Assets 
 
 Certain assets of RALGOV are classified as restricted assets because their use is 

completely restricted by trust agreements, loan agreements, or enabling legislation.  
Specifically, investments recorded in the Resettlement Trust Fund and the Claims Trust 
Fund of $8,573,721 and $28,214,996, respectively, are restricted by trust agreements 
in that they are not available to be used in current operations. 
 

J. Capital Assets 
 

Capital assets, which include property, plant and equipment and infrastructure assets 
(e.g. roads, docks, airports, water catchments, and other similar items), whether 
purchased or constructed, are recorded at historical cost.  Asset acquisitions of $5,000 
and above are capitalized.  Depreciation is provided over the estimated useful lives of 
the assets through use of the straight-line method.   
 
The estimated useful lives of these assets are as follows: 

 
 Airport and dock  30 - 40 years 
 Roads  30 years 
 Buildings/facility and improvements  5 - 10 years 
 Other equipment  3 years 
 Motor vehicles  3 years 
 Office equipment  3 years 
 Furniture and fixtures  1 -   3 years 

 
K. Deferred Outflows of Resources 

 
In addition to assets, the statement of net position will sometimes report a separate 
section for deferred outflows of resources.  This separate financial statement element 
represents a consumption of net position that applies to a future period and so will not 
be recognized as an outflow of resources (deduction of net position) until then.  RALGOV 
has no items that qualify for reporting in this category. 

 
L. Interfund/Intrafund Transactions 

 
As a general rule, the effect of interfund activity has been eliminated in the government-
wide statements. Exceptions to this rule are: 1) activities between funds reported as 
governmental activities and funds reported as business-type activities and 2) activities 
between funds that are reported in different functional categories in either the 
governmental or business-type activities column.  Elimination of these activities would 
distort the direct costs and program revenues for the functions concerned. 
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(2) Summary of Significant Accounting Policies, Continued 
 

M. 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/expenses during the 
reporting period.  Actual results could differ from those estimates. 

 
N. Compensated Absences 

 
RALGOV 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 governmental funds balance sheet. The estimated accumulated 
amount of unused sick leave at September 30, 2013 is presently not determinable. 

 
O. Deferred Inflows of Resources 

 
In addition to liabilities, the statement of net position will sometimes report a separate 
section for deferred inflows of resources.  This separate financial statement element 
represents an acquisition of net position that applies to a future period and so will not be 
recognized as an inflow of resources (additions to net position) until then.  RALGOV has 
no items that qualify for reporting in this category. 

 
P. Fund Balances 

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

 
 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. 
 

 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. 

 
 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. 
 

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

 Unassigned - includes negative fund balances in other governmental funds. 
 
RALGOV has a general policy to first use restricted resources for expenditures incurred 
for which both restricted and unrestricted (committed, assigned, and unassigned) 
resources are available.  When expenditures are incurred for which only unrestricted 
resources are available, the general policy of RALGOV is to use committed resources 
first, followed by assigned, and then unassigned.  The use of restricted/committed 
resources may be deferred based on a review of the specific transaction. 
 
A formal minimum fund balance policy has not been adopted. 
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(2) Summary of Significant Accounting Policies, Continued 
 

Q. New Accounting Standards 
 
During fiscal year 2013, RALGOV implemented the following pronouncements: 

 
• GASB Statement No. 60, Accounting and Financial Reporting for Service Concession 

Arrangements, which addressed how to account for and report service concession 
arrangements (SCAs), a type of public-private or public-public partnership that 
state and local governments are increasingly entering into.  The implementation of 
this pronouncement did not have a material effect on the accompanying financial 
statements.  

 
• GASB Statement No. 61, The Financial Reporting Entity: Omnibus, which improved 

financial reporting for governmental entities by amending the requirements of 
Statements No. 14, The Financial Reporting Entity, and No. 34, Basic Financial 
Statements - and Management’s Discussion and Analysis - for State and Local 
Governments, to better meet user needs and address reporting entity issues that 
have come to light since those Statements were issued in 1991 and 1999, 
respectively.  The implementation of this pronouncement did not have a material 
effect on the accompanying financial statements.  

 
• GASB Statement No. 62, Codification of Accounting and Financial Reporting 

Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, 
which enhanced the usefulness of its Codification by incorporating guidance that 
previously could only be found in certain Financial Accounting Standards Board 
(FASB) and American Institute of Certified Public Accountants (AICPA) 
pronouncements issued on or before November 30, 1989, which does not conflict or 
contradict GASB pronouncements.  GASB Statement No. 62 superceded GASB 
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and 
Other Governmental Entities That Use Proprietary Fund Accounting.  The 
implementation of this pronouncement did not have a material effect on the 
accompanying financial statements. 

 
In April 2012, GASB issued 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 provisions of this statement are effective for periods beginning after December 15, 
2012.  Management does not believe that the implementation of this statement will have 
a material effect on the financial statements of RALGOV. 
 
In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans, 
which revises existing guidance for the financial reports of most pension plans, and 
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 67 are effective for 
financial statements for periods beginning after June 15, 2013.  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 RALGOV. 
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(2) Summary of Significant Accounting Policies, Continued 
 

Q. New Accounting Standards, Continued 
 

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 does not believe that the implementation of this 
statement will have a material effect on the financial statements of RALGOV. 

 
In April 2013, GASB issued 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 provisions in Statement 69 are effective for fiscal years 
beginning after June 15, 2013.  Management does not believe that the implementation 
of this statement will have a material effect on the financial statements of RALGOV. 

 
(3) Deposits and Investments 

 
GASB Statement No. 40 addresses common deposit and investment risks related to credit 
risk, concentration of credit risk, interest rate risk and foreign currency risk.  As an element of 
interest rate risk, disclosure is required of investments that have fair values that are highly 
sensitive to changes in interest rates.  GASB Statement No. 40 also requires disclosure of 
formal policies related to deposit and investment risks. 

 
RALGOV does not have formal deposit and investment policies.  Investments in Resettlement 
Trust Fund and Claims Trust Fund are governed by their respective trust agreements. 
 
A. Deposits 
 

Custodial credit risk is the risk that in the event of a bank failure, RALGOV’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.  RALGOV does not have a deposit policy for custodial credit risk. 

 
As of September 30, 2013, the carrying amount of the RALGOV’s total cash and cash 
equivalents and time certificates of deposit were $232,111 and the corresponding bank 
balances were $330,322.  Of the bank balance amounts, $314,266 is maintained in 
financial institutions subject to Federal Deposit Insurance Corporation (FDIC) insurance.  
As of September 30, 2013, bank deposits in the amount of $250,000 were FDIC insured.  
Bank deposits of $16,056 are maintained in financial institutions not subject to 
depository insurance.  RALGOV 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. 
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(3) Deposits and Investments, Continued 
 

B. Investments 
 
As of September 30, 2013, investments at fair value are as follows: 
 

 Resettlement Trust Fund: 
 Fixed income    $    2,833,158 
 Cash management    1,246,241 
 Domestic equities    4,296,416 
 Foreign equities         197,906 
 
          8,573,721 
 
Claims Trust Fund: 
 Fixed income       6,289,158 
 Cash management    2,221,765 
 Domestic equities    12,850,262 
 Foreign equities       634,588 
 Private equity    6,085,266 
 Other         133,957 

        28,214,996 

       $ 36,788,717 
 

Custodial credit risk for investments is the risk that in the event of the failure of the 
counterparty to the transaction, RALGOV will not be able to recover the value of 
investment or collateral securities that are in the possession of an outside party.  
RALGOV’s investments are held and administered by trustees in accordance with various 
trustee agreements.  Based on negotiated trust and custody contracts, all of these 
investments were held in RALGOV’s name by RALGOV’s custodial financial institutions at 
September 30, 2013. 
 
Credit risk for investments is the risk that an issuer or other counterparty to an 
investment will not fulfill its obligations. 

 
Interest rate risk is the risk that changes in interest rates will adversely affect the fair 
value of debt instruments.  RALGOV does not have a formal investment policy that limits 
investment maturities as a means of managing its exposure to fair value losses arising 
from increasing interest rates. 

 
Concentration of credit risk for investments is the risk of loss attributed to the 
magnitude of an entity’s investment in a single issuer.  GASB Statement No. 40 requires 
disclosure by issuer and amount of investments in any one issuer that represents five 
percent (5%) or more of total investments for RALGOV.  As of September 30, 2013, 
there were no investments in any one issuer that exceeded 5% of total investments. 
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(3) Deposits and Investments, Continued 
 

B. Investments, Continued 
 

As of September 30, 2013, the Resettlement Trust Funds’ investment in debt securities 
was as follows: 
 

 Moodys                           Investment     Maturities    (In years)    
 Credit Less   Greater 
 Rating than 1 1 to 5 6 to 10 than 10 Fair Value 

 
US Treasury Obligations AAA $      -       $ 1,347,435 $   104,460 $      -       $ 1,451,895 
Corporate notes AA1 -       69,182  104,955 -       174,137 
Corporate notes AA3 -       145,907  -      -       145,907 
Corporate notes A1 -       249,400 -      -       249,400 
Corporate notes A2 -       143,070 -      -       143,070 
Corporate notes  A3 -       322,135 99,755 -       421,890 
Corporate notes  BAA1        -          140,512     106,347        -          246,859 
 

   $      -       $ 2,417,641 $  415,517 $      -       $ 2,833,158 
 
As of September 30, 2013, the Claims Trust Funds’ investment in debt securities was as 
follows: 
 
 Moodys                   Investment           Maturities          (In years)      
 Credit Less   Greater 
 Rating than 1 1 to 5 6 to 10 than 10 Fair Value 

 
US Treasury Obligations AAA $        -       $ 2,201,194 $   606,025 $      -       $   2,807,219 
Corporate notes AA1 -       -      203,291 -       203,291 
Corporate notes AA2 -       131,447  -       -       131,447 
Corporate notes AA3 -       265,950  -       -       265,950 
Corporate notes A1 -       334,615 133,893 -       468,508 
Corporate notes A2 -       134,491 134,908  -       269,399 
Corporate notes A3 -       597,998 199,509 -       797,507 
Corporate notes BAA1 -       136,051 209,504  -       344,555 
Corporate notes BAA2 -       131,511 -       -       131,511 
Foreign bonds AA2 -       267,346 -       -       267,346 
Foreign bonds AA3 -       133,342 -       -       133,342 
Foreign bonds A1 -       133,997 -       -       133,997 
Foreign bonds A2 -       133,944 -       -       133,944 
Foreign bonds A3      -          200,142          -            -          200,142 

 
  $        -       $ 4,802,028 $ 1,487,130 $      -       $ 6,289,158 

 
  General Fund: 
 

RALGOV holds an investment in a life insurance contract, which is recorded at fair value.  
As of September 30, 2013, the cash surrender value of this life insurance contract is 
$55,067.  In addition, RALGOV holds a 49.1% ownership equity in Rongelap Tourism 
Company, Inc. (RTCI), which engages in tourism activities in the Republic of the 
Marshalls Islands.  The investment is accounted for on the equity method.  RTCI ceased 
operations in February 2006 following significant losses from prior years.  At September 
30, 2013, RALGOV’s investment in RTCI amounted to $0. 
 
Local Distribution Authority Fund: 

  
 RALGOV holds a 25% equity ownership in Atoll Marine Aquaculture (AMA), which 

engages in the export of live aquaria in the Republic of the Marshall Islands to 
international markets and which is considered a related party as the Mayor is a member 
of the Board of Directors.  As of September 30, 2013, the investment in AMA of 
$300,000 is accounted for on the equity method. 
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(3) Deposits and Investments, Continued 
 

B. Investments, Continued 
 
Local Distribution Authority Fund, Continued: 

  
 In addition, RALGOV owns 1,000 shares of common stock of Marshall Islands Service 

Corporation, which provides all aspects of service activities in the Marshall Islands. As of 
September 30, 2013, the investment is accounted for at cost in the amount of $10,000 
since the fair market value is not readily available. 

 
 Finally, RALGOV holds an equity ownership in AcionMobile, Inc., a Nevada corporation, 

which engages in communications activities.  As of September 30, 2013, the investment 
is accounted at cost in the amount of $750 since the fair market value is not readily 
available. 

 
Resettlement Phase One Fund: 
 
 RALGOV holds 40.4% of outstanding preferred stock and 13.27% of outstanding 
common stock in Ajejdrikdrik Inc., which engages in consumer loan services in the 
Republic of the Marshall Islands and which is considered a related party as the Mayor is 
a member of the Board of Directors.  As of September 30, 2013, the investment is 
accounted for at cost in the amount of $587,090 since the fair market value is not 
readily available.   
 
In addition, RALGOV holds 51% equity ownership in Aquaculture Technologies of the 
Marshall Islands, which specializes in raising and sale of fish delicacies for both the 
domestic and Hawaiian markets and which is considered a related party as the Mayor is 
a member of the Board of Directors.  As of September 30, 2013, the investment is 
accounted for at cost in the amount of $51,104 since the fair market value is not readily 
available.       

 
(4) Loans Receivable 

 
As of September 30, 2013, loans receivable of the primary government are summarized as 
follows: 

 
Resettlement Trust Fund: 
 
Loan receivable from Aquaculture Technologies of the Marshall Islands, 
Inc., no formal terms and conditions of repayment, uncollateralized.  
This note has been fully provided for in the allowance for uncollectible 
accounts.  $ 350,000 
 
Local Distribution Authority Fund: 
 
Note receivable from AcionMobile, Inc., dated January 8, 2010 in the 
amount of $400,000, due January 8, 2012, interest at 12% per annum 
payable annually, with principal due at maturity, uncollateralized.  This 
note has been fully provided for in the allowance for uncollectible 
accounts.    400,000 
 
 $   750,000 
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(5) Interfund Receivables and Payables 
 
Receivables and payables between funds reflected as due to/from other funds in the 
combined balance sheet at September 30, 2013, are summarized as follows: 
 
     Receivable Fund                   Payable Fund                                     Amount      
   
General Resettlement Phase One $ 166,392 
Other governmental funds  Resettlement Phase One       140 
 
  $ 166,532 
 

(6) Capital Assets 
 

 Capital asset activities for the year ended September 30, 2013, are as follows: 
 Balance   Balance 
 October   September 
   1, 2012   Additions Retirements   30, 2013    
 
Airport and dock $   5,030,372 $          -       $      -       $   5,030,372 
Roads 2,393,680 -       -       2,393,680 
Buildings/facility and improvements 2,566,420 -       -       2,566,420 
Motor vehicles 425,279 56,944 -       482,223 
Other equipment 1,509,354 -       -       1,509,354 
Office equipment 23,566 -       -       23,566 
Furniture and fixtures          8,647        -            -               8,647 
 
 11,957,318 56,944 -       12,014,262 
Less accumulated depreciation (5,186,757) (436,761)       -       (5,623,518) 
 
 6,770,561 (379,817) -       6,390,744 
Construction in Progress   3,231,403  321,298      -         3,552,701 
 $ 10,001,964  $   (58,519) $      -       $   9,943,445 
 
Depreciation expense was charged to functions/programs as follows: 
 
 Phase-1 Engineering $     7,420 
 Transportation and communication 2,800 
 Social services 1,262 
 Resettlement program 409,880 
 Office of the Mayor   15,399 
 
   $ 436,761 

 
(7) Notes Payable 
 
 Represents notes payable for housing loans obtained by eligible Rongelapese under RALGOV 

housing projects with the United States Department of Agriculture’s Rural Development 
Program.  Individual Rongelapese were named as borrowers but RALGOV is ultimately liable 
for loan repayment.  Promissory notes are payable in 32 to 35 years with interest rates 
between 4.875% and 6.38% per annum. 

 
 The change in notes payable during the year ended September 30, 2013, is as follows: 
 

Balance  
October 1, 2012 

 
Additions 

 
Payments 

Balance 
September 30, 2013 

Due Within 
12 months 

     
$    917,921 $         - $     4,280 $    913,641 $     18,317 
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(7) Notes Payable, Continued 
  

Annual loan repayments to maturity for principal and interest are as follows: 
 
 Year ending 
 September 30, Principal Interest Total 
 
 2014 $   18,317 $   53,491 $      71,808 
 2015 19,327 52,481 71,808 
 2016 20,279 51,529 71,808 
 2017 21,659 50,149 71,808 
 2018 22,977 48,831 71,808 
 2019 - 2023 137,497 260,711 398,208 
 2024 - 2028  184,749 135,123 319,872 
 2029 - 2033 224,926 112,067 336,993 
 2034 - 2038 204,715 44,226 248,941 
 2039 - 2043 33,058 11,792 44,850 
 2044   26,137        1,580      27,717 
  $ 913,641 $ 821,980 $ 1,735,621 

 
(8) Loan Payable 
 
 In 2010, RALGOV entered into a $5,326,000 term loan agreement with a bank for the purpose 

of funding claim beneficiary payments to eligible Rongelapese in lieu of liquidating securities 
of the Claims Trust Fund.  The loan is secured by a first priority lien over future earning and 
distribution payments made from the Claims Trust Fund.  In 2012, RALGOV renegotiated the 
terms of the term loan agreement, which bears interest at a fixed rate of 2.44% per annum, 
due in quarterly installments commencing April 1 and principal due at maturity on December 
9, 2013 (see Note 13). 

 
 The change in loan payable during the year ended September 30, 2013, is as follows: 
 

Balance  
October 1, 2012 

 
Additions 

 
Payments 

Balance 
September 30, 2013 

Due Within 
12 months 

     
$ 5,326,000 $          - $          - $ 5,326,000 $          - 

 
(9) Transfers In/Out 
 
 Operating transfers in/out for all major fund types, for the year ended September 30, 2013, 

are as follows: 
 

   Transfer Transfer 
 Fund Recipient       Out             In        

 
Resettlement Trust Resettlement Phase One $ 1,450,645 $ 1,450,645 
Resettlement Trust General 535,711 535,711 
Local Distribution Authority General 966,882 966,882 
Resettlement Phase One Other governmental funds      59,960       59,960 
 
       $ 3,013,198 $ 3,013,198 
 
Transfers are used to 1) move revenues from the fund that enabling legislation or budget 
requires to collect them to the fund that enabling legislation or budget requires to expend 
them, 2) use unrestricted revenues collected in the General Fund to finance various programs 
accounted for in other funds in accordance with budgetary authorizations, and 3) record 
reductions in interfund loans for amounts that are not expected to be repaid. 
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(10) Fund Balances 
 

Classifications of fund balances comprise a hierarchy based primarily on the extent to which a 
government is bound to observe constraints imposed upon the use of the resources reported 
in governmental funds.  The following table enumerates the fund balance classifications: 

 
   Local   Other 

  Resettlement Distribution Resettlement Claims Governmental 
 General Trust Authority Phase One Trust Funds Total 

Nonspendable: 
  Life insurance contract $  55,067 $        -       $     -       $      -       $          -       $     -       $       55,067 
  Atoll Marine Aquaculture -       -       300,000 -       -       -       300,000 
  Marshall Islands Service Corporation -       -       10,000 -       -       -       10,000 
  AcionMobile, Inc.  -       -       750 -       -       -       750 
  Ajejdrikdrik, Inc. -       -       -       587,090 -       -       587,090 
  Aquaculture Technologies of the Marshall 
    Islands, Inc. -       -       -       51,104 -       -       51,104 
Restricted: 
  Claims -       -       113,430 -       28,242,600 -       28,356,030 
  Resettlement -       8,582,956 -       -       -       -       8,582,956 
Committed: 
  Rongelap Museum 100,000 -       -       -       -       -       100,000 
Unassigned 191,628          -           -       (167,861)          -          3,929       27,696 

 
 $ 346,695 $ 8,582,956 $ 424,180 $  470,333 $ 28,242,600 $    3,929 $ 38,070,693 

 
(11) Commitments and Contingencies 

 
Continuing Appropriation: 
 
On December 28, 2008, RALGOV entered into an agreement with the Government of RepMar 
whereby RepMar provided funding in the amount of $100,000 for the construction of the 
Rongelap Museum.  As of September 30, 2013, construction of the museum has yet to 
commence. 

 
 Lease Commitments: 
 
 RALGOV entered into land lease agreements with various landowners for its office building 

and Rongelap Museum in Majuro Atoll and Rongelap Bungalows in Rongelap Atoll.  Lease 
terms range from 10 years to 26 years, with options to renew. 
 

 Future minimum rental payments are as follows: 
 
 Year ending 

                     September 30, 
  
 2014 $   11,600 
 2015 11,600 
 2016 11,600 
 2017 11,600 
 2018 11,600 
 2019 - 2023 58,000 
 2024 - 2028 43,500 
 2029 – 2033 18,400 
 2034 – 2038 12,000 
 2039 – 2043 12,000 
 2044 – 2048 12,000 
 2049 – 2053 12,000 
 2054 – 2058 12,000 
 2059 - 2062     9,600 
 
  $ 247,500 
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(11) Commitments and Contingencies, Continued 
 
 Questioned Costs: 
 
 RALGOV receives Compact Section 177 federal funds for its distribution to eligible individuals.  

Federally assisted funds can be subject to financial and compliance audits to ascertain if 
federal and other laws and guidelines have been followed.  Cumulative questioned costs of 
$4,096,329 have been set forth in prior year Single Audit reports of RALGOV.  The ultimate 
disposition of these questioned costs can be determined only by final action of the grantor 
agency.  Therefore, no provision for any liability that may result upon resolution of this 
matter has been made in the accompanying financial statements. 

 
 Litigation: 
 
 RALGOV is a party to an action filed on February 8, 2007 in the High Court of the Marshall 

Islands concurring rights to a leasehold interest in Rongelap Atoll, claims for rental payments 
from and after December 16, 2005.  The suit also seeks a sublease where RALGOV is to 
provide, in the first year, over $14 million to the claimant and a total of $38 million, over the 
lease term of 25 years.  However, the case was dismissed in 2015 due to lack of prosecution. 

  
(12) Risk Management 
 
 RALGOV 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.  
RALGOV has elected to purchase commercial insurance from independent third parties for the 
risks of loss to which it believes it to be exposed with the exception of its properties and 
projects in Rongelap Atoll, for which RALGOV believes it is more economical to manage its 
risk internally.  Settled claims have not exceeded this commercial coverage in any of the past 
three years.  Additionally, no material losses have resulted from RALGOV’s risk management 
activities during the years ended September 30, 2013, 2012 and 2011. 

 
(13) Subsequent Event  
 

On December 9, 2013, RALGOV renegotiated the loan payable to bank of $5,326,000 with 
interest of 2.447% per annum and extended the maturity date to December 9, 2015.  
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Variance with
Final Budget -

Positive
Original Final Actual (Negative)

Revenues:
Federal and other grants 79,192$      79,192$      80,522$       1,330$       
Other 33,781        33,781        56,897         23,116       

      Total revenues 112,973      112,973      137,419       24,446       

Expenditures:
  Salaries and employee benefits 746,303      746,303      647,362       98,941       
  Travel 115,000      115,000      56,119         58,881       
  Rental and charters 32,250        32,250        9,993          22,257       
  Utilities 72,000        72,000        40,678         31,322       
  Equipment 15,000        15,000        29,295         (14,295)      
  Supplies 20,000        20,000        22,697         (2,697)        
  Supplemental food program 60,000        60,000        94,546         (34,546)      
  Donations 60,000        60,000        100,193       (40,193)      
  Scholarships and training 50,000        50,000        54,185         (4,185)        
  Maintenance 40,000        40,000        47,054         (7,054)        
  Representations 42,000        42,000        40,145         1,855         
  Legal and professional fees 70,000        70,000        40,619         29,381       
  Land lease -             -             109,000       (109,000)    
  Insurance -             -             10,654         (10,654)      
  Housing and other allowances -             -             34,200         (34,200)      
  Miscellaneous 52,200        52,200        90,433         (38,233)      

      Total expenditures 1,374,753   1,374,753   1,427,173    (52,420)      

      Deficiency of revenues under expenditures (1,261,780)  (1,261,780)  (1,289,754)   (27,974)      

Other financing sources:
  Operating transfers in 1,261,780   1,261,780   1,502,593    240,813     

Net change in fund balance (deficit) -$           -$           212,839$     212,839$    

See accompanying notes to required supplementary information - budgetary reporting

RONGELAP ATOLL LOCAL GOVERNMENT

Schedule of Revenues, Expenditures and Changes in Fund
Balance - Budget and Actual - General Fund

Year Ended September 30, 2013

           Budgeted Amounts         
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RONGELAP ATOLL LOCAL GOVERNMENT 
 

Notes to Required Supplementary Information - Budgetary Reporting 
September 30, 2013 

 
 

Budgetary Information 
 

The RALGOV constitution provides for the Executive Committee to introduce into the council, 
the proposed budget for the Fiscal Year effective October 1.  The budget includes estimates of 
the proposed expenditures for all the funds and the sources of funds.  The Executive members 
of the RALGOV Council review and recommend changes to the proposed budget during the 
budget deliberation prior to presentation to the Council.  RALGOV council meeting holds public 
hearing/s during which the council presents to the constituents the proposed budget for the 
coming fiscal year.  After all of the feedbacks are heard, the council en banc amends if 
necessary, and then approves the budget through an ordinance duly enacted by the Local 
Government Council. 
 
The Appropriation Ordinance for fiscal year 2013, Ordinance No. 2013-01, was passed by the 
Council on September 14, 2012.  Formal budget integration is employed as a management 
control device during the year for all funds.  The Executive Council has the authority to 
reprogram budgeted estimates in accordance with the RALGOV Constitution.  All annual 
appropriations lapse at fiscal year-end unless otherwise specified in the Ordinance.  
Supplemental appropriations may occur throughout the year.  Unexpended encumbrances at 
each fiscal year end are carried forward until they are expended or canceled without further 
ordinance for the matter.  
 
Encumbrance accounting has not been utilized by the General Fund. 
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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 

 
 
 
Mayor James Matayoshi 
Rongelap Atoll Local Government 
Republic of the Marshall Islands: 
 
 
We have audited, 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, the financial statements of 
the governmental activities, each major fund, and the aggregate remaining fund information of 
the Rongelap Atoll Local Government (RALGOV), as of and for the year ended September 30, 
2013, and the related notes to the financial statements, which collectively comprise RALGOV's 
basic financial statements, and have issued our report thereon dated July 3, 2018.  Our report 
includes a qualification regarding inadequacies in RALGOV’s accounting records and an 
investment in a majority-owned subsidiary not consolidated. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered RALGOV'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 opinions on the financial 
statements, but not for the purpose of expressing an opinion on the effectiveness of RALGOV’s 
internal control.  Accordingly, we do not express an opinion on the effectiveness of RALGOV’s 
internal control. 
 
Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies and therefore, material weaknesses or significant 
deficiencies may exist that were not identified.  However, as described in the accompanying 
Schedule of Findings and Questioned Costs, we identified certain deficiencies in internal control 
that we consider to be material weaknesses. 
 
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.  We consider the deficiencies described 
in the accompanying Schedule of Findings and Questioned Costs as items 2013-001 through 
2013-005 and 2013-008 to be material weaknesses. 

Deloitte & Touche LLP 
361 South Marine Corps Drive 
Tamuning, GU  96913-3973 
USA 
 
Tel:  +1 (671) 646-3884 
Fax:  +1 (671) 649-4265 
 
www.deloitte.com 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether RALGOV’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 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 Questioned 
Costs as items 2013-006 and 2013-007. 
 
RALGOV’s Responses to Findings  
 
RALGOV's responses to the findings identified in our audit are described in the accompanying 
Schedule of Findings and Questioned Costs.  RALGOV'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. 
 
 
 
 
 
July 3, 2018 
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL 
PROGRAM; REPORT ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT 

ON SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY 
OMB CIRCULAR A-133 

 
 
 
Mayor James Matayoshi 
Rongelap Atoll Local Government 
Republic of the Marshall Islands: 
 
Report on Compliance for Each Major Federal Program 
 
We have audited the Rongelap Atoll Local Government’s (RALGOV’s) compliance with the types 
of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that could have a direct and material effect on each of 
RALGOV’s major federal programs for the year ended September 30, 2013.  RALGOV’s major 
federal programs are identified in the summary of auditors’ results section of the accompanying 
Schedule of Findings and Questioned Costs.   
 
Management’s Responsibility 
 
Management is responsible for compliance with the requirements of laws, regulations, contracts, 
and grants applicable to its federal programs. 
 
Auditors’ Responsibility 
 
Our responsibility is to express an opinion on compliance for each of RALGOV’s major federal 
programs based on our audit of the types of compliance requirements referred to above. We 
conducted our audit of compliance in accordance with auditing standards generally accepted in 
the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about RALGOV’s compliance 
with those requirements and performing such other procedures as we considered necessary in 
the circumstances.   
 
We believe that our audit provides a reasonable basis for our opinion on compliance for each 
major federal program.  However, our audit does not provide a legal determination of RALGOV’s 
compliance. 

Deloitte & Touche LLP 
361 South Marine Corps Drive 
Tamuning, GU  96913-3973 
USA 
 
Tel:  +1 (671) 646-3884 
Fax:  +1 (671) 649-4265 
 
www.deloitte.com 
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Basis for Qualified Opinion on Each Major Federal Program 
 
As described in item 2013-006 in the accompanying Schedule of Findings and Questioned Costs, 
RALGOV did not comply with requirements regarding allowable costs/cost principles that are 
applicable to its Compact of Free Association Section 177 (CFDA # 15.875) major program.  
Compliance with such requirements is necessary, in our opinion, for RALGOV to comply with the 
requirements applicable to that program. 
 
Qualified Opinion on Each Major Federal Program 
 
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion 
paragraph, RALGOV complied, in all material respects, with the types of compliance 
requirements referred to above that could have a direct and material effect on each of its major 
federal programs for the year ended September 30, 2013. 
 
RALGOV’s responses to the noncompliance findings identified in our audit are described in the 
accompanying Schedule of Findings and Questioned Costs.  RALGOV’s responses were not 
subjected to the auditing procedures applied in the audit of compliance and, accordingly, we 
express no opinion on the responses. 
 
Report on Internal Control Over Compliance 
 
Management of RALGOV is responsible for establishing and maintaining effective internal control 
over compliance with the types of compliance requirements referred to above.  In planning and 
performing our audit of compliance, we considered RALGOV’s internal control over compliance 
with the types of requirements that could have a direct and material effect on each major federal 
program to determine the auditing procedures that are appropriate in the circumstances for the 
purpose of expressing an opinion on compliance for each major federal program and to test and 
report on internal control over compliance in accordance with OMB Circular A-133, but not for 
the purpose of expressing an opinion on the effectiveness of internal control over compliance.  
Accordingly, we do not express an opinion on the effectiveness of RALGOV’s internal control over 
compliance. 
 
Our consideration of internal control over compliance was for the limited purpose described in 
the preceding paragraph and was not designed to identify all deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies and therefore, material 
weaknesses or significant deficiencies may exist that were not identified.  However, as discussed 
below, we identified certain deficiencies in internal control over compliance that we consider to 
be material weaknesses.  
 
A deficiency in internal control over compliance exists when the design or operation of a control 
over compliance does not allow management or employees, in the normal course of performing 
their assigned functions, to prevent, or detect and correct, noncompliance with a type of 
compliance requirement of a federal program on a timely basis. A material weakness in internal 
control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance, such that there is reasonable possibility that material noncompliance with a type of 
compliance requirement of a federal program will not be prevented, or detected and corrected, 
on a timely basis. We consider the deficiencies in internal control over compliance described in 
the accompanying Schedule of Findings and Questioned Costs as item 2013-006 to be material 
weaknesses. 
 
RALGOV's responses to the internal control over compliance findings identified in our audit are 
described in the accompanying Schedule of Findings and Questioned Costs.  RALGOV’s responses 
were not subjected to the auditing procedures applied in the audit of compliance and, 
accordingly, we express no opinion on the responses. 
 
The purpose of this report on internal control over compliance is solely to describe the scope of 
our testing of internal control over compliance and the results of that testing based on the 
requirements of OMB Circular A-133. Accordingly, this report is not suitable for any other 
purpose. 
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Report on Schedule of Expenditures of Federal Awards Required by OMB A-133 
 
We have audited the financial statements of the governmental activities, each major fund, and 
the aggregate remaining fund information of the Rongelap Atoll Local Government (RALGOV) as 
of and for the year ended September 30, 2013, and the related notes to the financial 
statements, which collectively comprise RALGOV's basic financial statements.  We issued our 
report thereon dated July 3, 2018, which report was qualified with respect to inadequacies in 
RALGOV’s accounting records and an investment in a majority-owned subsidiary not 
consolidated.  Our audit was conducted for the purpose of forming opinions on the financial 
statements that collectively comprise the financial statements.  The accompanying Schedule of 
Expenditures of Federal Awards is presented for purposes of additional analysis as required by 
OMB Circular A-133 and is not a required part of the financial statements.  Such information is 
the responsibility of management and was derived from and relates directly to the underlying 
accounting and other records used to prepare the financial statements. The information has 
been subjected to the auditing procedures applied in the audit of the financial statements and 
certain additional procedures, including comparing and reconciling such information directly to 
the underlying accounting and other records used to prepare the financial statements or to the 
financial statements themselves, and other additional procedures in accordance with auditing 
standards generally accepted in the United States of America.  In our opinion, the Schedule of 
Expenditures of Federal Awards is fairly stated in all material respects in relation to the financial 
statements as a whole. 
 
 
 
 
 
July 3, 2018 
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CFDA# Agency/Program

 Prior Year Fund 
Carried Over 

October 1, 2012 
 Net Earnings on 

Funds 
 Federal 

Expenditures 

 Available Funds 
September 30, 

2013 

U.S. Department of the Interior
Funds passed through the Republic of the
Marshall Islands:

15.875    The Agreement between the Government of the 
   United States and the Government of the Marshall Islands
   for the Implementation of Section 177 of the Compact
   of Free Association 26,988,977$       1,577,452$         323,829$            28,242,600$       

Of funds received per the agreement between the Government of the United States and the Government of the Marshall Islands for the
implementation of Section 177 of the Compact of Free Association, the cumulative amount of $28,242,600 remains invested in the
Rongelap Claims Trust Fund, a permanent fund of RALGOV.  Funds expended during the year ended September 30, 2013, are
represented by fund manager fees of $191,640 and interest expense of outstanding loan of $132,189. 

See accompanying notes to schedule of expenditures of federal awards.

RONGELAP ATOLL LOCAL GOVERNMENT

Schedule of Expenditures of Federal Awards

Year Ended September 30, 2013
Compact of Free Association, Public Law 99-239
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RONGELAP ATOLL LOCAL GOVERNMENT

Schedule of Expenditures of Federal Awards
U.S. Federal Grants

Year Ended September 30, 2013

CFDA# Agency/Program

 Accrued 
(Deferred) 
Balance at 

September 30, 
2012 

 Federal 
Cash 

Receipts and 
Adjustments 

 Federal 
Expenditures 

 Accrued 
(Deferred) 
Balance at 
September 
30, 2013 

U.S. Department of Agriculture 
Fund passed through the Republic of the
Marshall Islands:

10.582    Commodity Assistance Program -$                 80,522$        80,522$          -$             

U.S. Department of the Interior
Fund passed through the Republic of the
Marshall Islands:

15.875    Rongelap Atoll Tourism Promotion Project (5,876)$            -$             -$                (5,876)$        

Direct award:
15.875 Rongelap Visitors Compound Project 138,392           -               -                  138,392        

       Total U.S. Department of the Interior 132,516$         -$             -$                132,516$      

U.S. Department of Energy
Direct award:

81.XXX    Environmental Monitoring Support Plan -$                 16,500$        16,500$          -$             

       TOTAL U.S. FEDERAL GRANTS 132,516$         97,022$        97,022$          132,516$      

See accompanying notes to schedule of expenditures of federal awards.
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Notes to Schedule of Expenditures of Federal Awards 
Year Ended September 30, 2013 
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(1) Scope of Audit 
 
 The Rongelap Atoll Local Government (RALGOV) is a governmental entity governed by its 

own Constitution.  All significant operations of RALGOV are included in the scope of the 
OMB Circular A-133 audit (the “Single Audit”).  The U.S. Department of the Interior has 
been designated as RALGOV's cognizant agency for the Single Audit.   
 
a. Programs Subject to Single Audit 

 
The accompanying Schedule of Expenditures of Federal Awards presents each Federal 
program related to the following agencies: 
 
 U.S. Department of Agriculture 
 U.S. Department of Energy 
 U.S. Department of the Interior 

 
b. Section 177 of the Compact of Free Association (the Compact) 

 
RALGOV is the subrecipient of funds received through Section 177 of the Compact of 
Free Association from the Republic of the Marshall Islands (RepMar).  These funds 
must be distributed in accordance with the agreement concerning procedures for the 
implementation of United States economic assistance, programs and services 
provided in the Compact of Free Association between the Government of the United 
States and the Government of the Marshall Islands, dated July 31, 1986.  It has been 
determined these funds are not subject to general U.S. federal requirements such as 
OMB’s Circular A-87 and Circular A-102, but rather must be expended in compliance 
with local laws and regulations and Compact intent. 

 
(2) Summary of Significant Accounting Policies 
 

Basis of Accounting 
 
Expenditures reported on the Schedule of Expenditures of Federal Awards are reported on 
the modified accrual basis of accounting, consistent with the manner in which RALGOV 
maintains its accounting records.  All expenditures and capital outlays that represent the 
federal share are reported as expenditures.  The information in the Schedule of 
expenditures of Federal Awards is presented in accordance with the requirements of OMB 
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. 
 
Matching Costs 

 
Matching costs, i.e., the nonfederal share of certain program costs, are not included in the 
accompanying Schedule of Expenditures of Federal Awards. 
 
Indirect Cost Allocation 

 
RALGOV has not entered into an approved indirect cost negotiation agreement covering 
fiscal year 2013.  RALGOV did not charge federal programs for indirect costs during fiscal 
year 2013. 
 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Schedule of Findings and Questioned Costs 
Year Ended September 30, 2013 
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Section I - Summary of Auditor’s Results 
 
Financial Statements 
 
1. Type of auditors’ report issued:       Qualified 

 
Internal control over financial reporting: 

 
2. Material weakness(es) identified?     Yes 

 
3. Significant deficiency(ies) identified?     None reported 
 
4. Noncompliance material to the financial statements noted?   Yes 
 
Federal Awards 
 

Internal control over major programs: 
 
5. Material weakness(es) identified?     Yes 
 
6. Significant deficiency(ies) identified?     None reported 
 
7. Type of auditors’ report issued on compliance for major programs: Qualified 
 
8. Any audit findings disclosed that are required to be reported in  

accordance with section 510(a) of OMB Circular A-133?   Yes 
 

9. RALGOV’s major programs were as follows: 
 

CFDA # Name of Federal Program 
  

15.875 Economic, Social and Political Development of the 
Territories and the Freely Associated States: 

     Section 177 of the Compact of Free Association 

 
10.       Dollar threshold used to distinguish between Type A and Type B  

      Programs:         $ 300,000  
 

11.       Auditee qualified as a low-risk auditee?     No 
 

Section II - Financial Statement Findings 
 
 Finding   
 Number                               Findings                               
 
2013-001 Cash and Investments   
2013-002 Distributions   
2013-003 Employee Advances and Other Receivables   
2013-004 Loan Receivable   
2013-005 Investments/Loan Receivable 
2013-006 Distributions 
2013-007 Legal Services/Procurement 
2013-008 Minutes of Council Meetings 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Schedule of Findings and Questioned Costs, Continued 
Year Ended September 30, 2013 

 
 

- 36 -  

Section III - Federal Award Findings and Questioned Costs 
 
 Finding       Questioned 
 Number  CFDA #                               Findings                                                Costs 
 
2013-006 15.875 Allowable Costs/Cost Principles  $966,882 
 



RONGELAP ATOLL LOCAL GOVERNMENT 
 

Schedule of Findings and Questioned Costs, Continued 
Year Ended September 30, 2013 
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Finding No.:  2013-001 
Area:   Cash and Investments 
 
 
Criteria:  In accordance with Council Resolutions 2010-01 and 2010-05, RALGOV authorized the 
purchase of 25% of the shares of Atoll Marine Aquaculture (AMA) at a cost of $300,000.  
Furthermore, Council resolution 2010-05 indicates that AMA agreed to provide RALGOV an 
investment rate of return of at least 10% per annum.  RALGOV has collateralized a bank loan for 
AMA with a time certificate of deposit in accordance with Council Resolution 2010-06, which 
indicates that AMA agreed to pay RALGOV interest in the amount of 4.42% per annum for the use 
of RALGOV’s time certificate of deposit. 
 
Condition:  RALGOV acquired a 25% equity interest in AMA for $300,000.  RALGOV’s investment in 
AMA was supported by a stock certificate indicating 100,000 shares of common stock, which 
equates to $100,000 based on a par value of $1.00 per share per AMA’s articles of incorporation.  
No explanation was available supporting the $200,000 variance.  RALGOV has provided unaudited 
financial statements of AMA for the year ended September 30, 2013. Based on those financial 
statements, the $200,000 variance was not recorded as additional paid in capital and an 
investment loss of $174,060 should be recorded.  Furthermore, RALGOV has not received dividends 
from AMA that equate to an investment rate of return of at least 10% per annum on RALGOV’s 
equity investment of $300,000.  RALGOV has not received or recorded interest income from AMA 
for the use of RALGOV’s time certificate of deposit as of September 30, 2013.  Finally, Council 
Resolution 2010-06 indicates that all AMA assets will be pledged to RALGOV as security for 
RALGOV’s time certificate of deposit.  No formal procedures appear to have been initiated to 
document the pledge of AMA assets.   
 
Cause:  The cause of the above condition is the lack of evidential documentation supporting the 
$200,000 variance, the absence of accounting for the investment on the equity method, and the 
lack of an agreement between RALGOV and AMA formalizing the documented arrangement. 
 
Effect:  The effect of the above condition is a scope limitation resulting in an opinion modification 
on investments and a potential loss or an impairment of RALGOV assets and the lack of maximizing 
RALGOV’s investment rate of return on assets.  Currently, the interest rate on RALGOV’s time 
certificate of deposit collateralizing AMA’s bank loan is 0.58% per annum in comparison with 6% 
per annum offered by another financial institution.  
 
Recommendation:  We recommend that RALGOV document the $200,000 variance and account for 
the investment on the equity method.  Further, we recommend that RALGOV formalize the above 
arrangements in a written agreement and require that agreed-upon investment rates of return be 
adhered to. 
 
Prior Year Status: The lack of evidential documentation supporting the $200,000 variance as well 
as the lack of a formal agreement between RALGOV and was reported as a finding in prior single 
audits as items 2010-004, 2011-001 and 2012-001.   
 
Auditee Response and Corrective Action Plan: As response to the Finding no. 2013-1 and the 
corresponding recommendation, RALGov met a couple of times with AMA management demanding 
the interests on collateralized AMA loan at Bank of Guam, and dividends relating to the Investment. 
 
AMA’s claim is that the 100,000 shares, $1.00 per share par value, was issued to RALGov with a 
premium of $2.00 per share, which made RALGov’s total investment cost of $300,000.00.  AMA 
agreed to issue replacement stocks certificate worth the actual investment of RALGov clearly 
specifying both the par value and issuance price.  A reconstruction of RALGov claims from AMA, to 
possibly increase RALGov’s ownership shares was proposed by AMA but which RALGov rejected and 
believed that is not the best solution to resolve the issue at hand.  
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Schedule of Findings and Questioned Costs, Continued 
Year Ended September 30, 2013 
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Finding No.:  2013-002 
Area:   Distributions 
 
 
Criteria:  Financial Management Act, Section 10 requires that RALGOV maintain a check register 
detailing acknowledgment of receipt of check vouchers by the recipient.  In addition, names and 
numbers of shares should agree to the Distribution listing; otherwise, changes should be supported 
by application of name change or birth/death certificates.  Moreover, rate per share should be 
based on $300,000 less $5,000 divided by 3,920 shares (for regular quarterly payment) or 
$300,000 divided by 3,920 shares (for special quarterly payments). 
 
Condition:  Tests of seventy-five (75) distribution payments noted the following in relation to 
compliance with above criteria: 
 

1. Twenty claims checks did not have a signature on the check register evidencing the 
recipient's actual receipt.  
 

2. Seven did not have a birth certificate or identification document on file to verify the 
recipient's age allowing them to receive the food distribution.  
 

3. Two were not supported by a check register for quarterly food distributions detailing 
acknowledgement by the recipient.    
 

4. Four noted a change in the number of shares but were not supported by adequate 
documentation. 
 

Cause:  The cause of the above condition is a potential lack of adequate controls over per capita 
and food distribution payments.  
 
Effect:  The effect of the above condition is a potential inability to determine whether the 
designated payees actually received per capita and food distribution payments and whether the per 
capita and food distribution payments were executed in accordance with prescribed policies and 
procedures.  
 
Recommendation: We recommend that management obtain written authorization and that such be 
kept on file before per capita and food distribution checks are released to anyone other than the 
designated payee.   In addition, we recommend that the designated payee, upon receipt, 
acknowledge receipt of the disbursement in writing.  Furthermore, we recommend that 
management document the eligibility of recipients of food distribution payments by obtaining a 
copy of valid documentation such as birth certificate, passport or drivers’ license. 
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Year Ended September 30, 2013 
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Finding No.:  2013-002, Continued 
Area:   Distributions 
 
 
Prior Year Status: The potential lack of adequate controls over per capita and food distribution 
payments was reported as a finding in prior single audits as items 2010-002, 2011-002 and 2012-
002. 
 
Auditee Response and Corrective Action Plan: RALGov agrees that proper written authorization 
should be obtained and kept on file for checks released to anyone other than the designated 
payees; and RALGov finance office disbursement list should be properly acknowledged and signed 
by the authorized receiver / payee.  All requests for payee change name in any case are being 
required to be done in writing, by the actual payee only or his / her authorized representative. 
 
RALGov already obtained some copies of valid identifications and documents from some of Food 
Distribution eligible recipients to support eligibility; and is continuing to complete the aforesaid 
supporting documents. 
 
Ralgov’s disbursement in-charge started to strictly implement proper and authorized receiving of 
the checks back in the late part of FY2014; to ensure that only payees themselves or their 
authorized person would receive the checks.  Improvement on this particular aspect can be noticed 
from FY2015 onwards. 
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Finding No.:  2013-003 
Area:   Employee Advances and Other Receivables 
 
 
Criteria:  Effective internal control necessitates that employee advances and other receivables be 
collected in a timely manner to facilitate efficient governmental operations and minimize possible 
losses through noncollection. 
 
Condition:   
 

1. At September 30, 2013, RALGOV recorded the following employee advances and other 
receivables: 

 
  Employee 

Advances 
 Other 

Receivables 
  

Allowance 
 General Fund $ 95,753  $ 134,698  $   (73,477) 
 Resettlement Phase One Fund $ 29,220  $ 321,864  $ (292,688) 
 Local Distribution Authority Fund $   9,324  $   35,379  $   (43,424) 
       

2. One receivable arose from which RALGOV paid for, on behalf of an employee, a $890 dining 
set. 
 

3. One employee had an outstanding balance of $11,418 but the payroll deduction is $200 per 
year.  The payroll deduction is not adequate to settle the outstanding receivable. 
 

4. A former project manager had an advance of $22,000 anticipating a new project to allow 
repayment. No project materialized and the receivable was not collected. Accordingly, an 
allowance for uncollectible accounts was established. 
 

5. Accounts receivable were not timely reconciled including incorrect presentation of individual 
creditors. 
 

6. No documentation was present to support that RALGOV performs a periodic allowance 
assessment. 

 
Cause:  The cause of the above condition is the lack of adequate internal control governing proper 
approval of advances and enforcement of timely collection and monitoring of receivables. 
 
Effect:  The effect of the above condition potentially impacts RALGOV's ability to facilitate efficient 
government operations due to noncollection of outstanding employee advances and other 
receivables. 
 
Recommendation:  We recommend that RALGOV implement collection procedures over outstanding 
employee advances and other receivables.  Furthermore, we recommend that RALGOV establish 
formal policies approved by the Executive Council over employee advances. 
 
Auditee Response and Corrective Action Plan: As for now, RALGov Finance Department has already 
collected on most of long outstanding advances, we are able to increase collections by imposing 
regular Bi-weekly, Quarterly, and Yearly deductions.  Controls to minimize and/or limit advances 
from employees & other check recipients are being implemented to improve funds proper 
utilization.  A separate advances monitoring schedule is now being maintained by RALGov 
Accountant for proper monitoring. 
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Finding No.:  2013-004 
Area:   Loan Receivable 
 
 
Criteria:  In accordance with the Agreement between the Government of the United States and the 
Government of the Marshall Islands for the Implementation of Section 177 of the Compact of Free 
Association (the “Agreement”), the Rongelap Local Distribution Authority shall receive and 
distribute, invest, or otherwise expend proceeds from the Claims Trust Fund.  Such shall be in 
accordance with customary law and traditional practice of the Marshall Islands, the Constitution of 
the Republic of the Marshall Islands, and this Agreement.  RALGOV authorized the investment of 
$4,726,000 in loan proceeds collateralized by Claims Trust Fund investments in time certificates of 
deposit with interest rates higher than the loan interest rate (2.46% per annum) and in higher 
yielding securities such as stocks and bonds in accordance with Council Resolution 2010-01. 
 
Condition: In 2010, RALGOV acquired a $5,000 equity interest in AcionMobile, Inc., a Nevada 
corporation, and entered into an unsecured $400,000 loan with that corporation with interest at 
12% per annum for a period of two years maturing on January 8, 2012.  As of September 30, 
2013, the equity share was valued at $750 after sale of 85% of the shares originally acquired. 
 
No interest has been received by RALGOV per this agreement and repayment of the loan has not 
occurred as of September 30, 2013.  This agreement does not appear to meet the criteria outlined 
in Council Resolution 2010-01.  Based on the Nevada Secretary of State website, this corporation’s 
business license has been revoked.  This unsecured loan was provided with an allowance of 
$400,000 as of September 30, 2013.  As the $750 equity interest is not considered material to the 
financial statements, no audit adjustment was proposed. 
 
Cause:  The cause of the above condition is entering into an unsecured loan with AcionMobile, Inc., 
which does not appear to meet investment guidelines outlined in Council Resolution 2010-01. 
 
Effect:  The effect of the above condition is potential noncompliance with the Agreement and 
Council Resolution 2010-01.  
 
Recommendation:  We recommend that RALGOV comply with requirements per the Agreement and 
Council Resolution 2010-01. 
 
Prior Year Status: The potential noncompliance with the Agreement and Council Resolution     
2010-01 was reported as a finding in prior single audits as items 2010-005, 2011-004 and 2012-
004. 
 
Auditee Response and Corrective Action Plan: RALGov commits to be more cautious in entering 
future investments and on the validity of all the relevant documentations and agreements, to avoid 
instances like that of AcionMobile, Inc. 
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Finding No.:  2013-005 
Area:   Investments/Loan receivable 
 
 
Criteria:  Generally accepted accounting principles (GAAP) requires that an investment of more 
than 50 percent of the voting stock of an investee should lead to a presumption that, in the 
absence of evidence to the contrary, an investor has the ability to control the activities of an 
investee and thus be consolidated and presented as a single economic entity.  In addition, effective 
internal control necessitates that transactions be adequately documented and approved. 
 
Condition:  During the year ended September 30, 2013, RALGOV paid $51,104 and acquired a 51% 
equity interest in Aaquaculture Technologies of the Marshall Islands, Inc. (ATMI).  RALGOV has 
accounted for this equity investment at cost since audited financial statements were not available 
to assist RALGOV in accounting for such on the consolidation basis of accounting.  In addition, 
RALGOV provided a $350,000 loan to ATMI from the Resettlement Trust Fund.  Loan 
documentation, including Executive Council minutes evidencing approval of the loan, have not been 
provided.  Accordingly, we were unable to verify the contents and underlying terms and conditions 
of the loan. 
 
Cause:  The cause of the above condition is the lack of audited financial statements of ATMI and 
the lack of internal control policies on maintenance of documents supporting the authorization and 
Council approval of RALGOV financial transactions. 
 
Effect:  The effect of the above condition is a departure from GAAP resulting in an opinion 
modification on investments and an inability to ascertain repayment terms and conditions of the 
loan resulting in a proposed audit adjustment to recognize a corresponding allowance for 
uncollectible accounts. 
 
Recommendation:  We recommend that RALGOV account for the investment in ATMI on the 
consolidation basis of accounting and maintain appropriate source documentation evidencing the 
approval of this financial transaction as well as the repayment terms and conditions of the ATMI 
loan. 
 
Auditee Response and Corrective Action Plan: On RALGov’s annual budget meeting held on the first 
week of September 2013, at Riwut Corner, Majuro; the Executive Committee approved to extend 
support to ATMI funding thru loans and other grant outsourcing.  An initial $350,000 loan from RTF 
was approved and was drawn from the trust fund in favor of ATMI, in September 30, 2013.  Related 
document to support the loan extended to ATMI was duly signed and acknowledged by ATMI 
authority.  RALGov plans to record its investment in ATMI using consolidation basis of accounting 
as soon as ATMI’s financial statements are available, in compliance to the generally accepted 
accounting standards.  
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Finding No.:  2013-006 
Federal Agency: U.S. Department of the Interior 
CFDA Program: 15.875 Compact of Free Association, Section 177 
Area:   Distributions and Allowable Costs/Cost Principles 
Questioned Costs: $966,882 
 
 
Criteria:  Section 4.1 of the Amended Trust Agreement states that the Trustee, as instructed by the 
Rongelap Local Distribution Authority, shall distribute fund payments sufficient to enable the 
Rongelap Local Distribution Authority to continue to provide annual compensation to the 
beneficiaries of the Trust. 
 
Condition:  During the year ended September 30, 2013, a $966,882 transfer out of the Local 
Distribution Authority was utilized to fund General Fund operations rather than annual 
compensation payments to the people of Rongelap.  No written approval was provided authorizing 
the use of Local Distribution Authority funds for General Fund operations. 
 
Cause:  The cause of the above condition is the lack of written approval authorizing the use of Local 
Distribution Authority funds for General Fund operations. 
 
Effect:  The effect of the above condition is possible noncompliance with the Amended Trust 
Agreement and questioned costs of $966,882. 
 
Recommendation:  We recommend that RALGOV adhere to the terms of Amended Trust Agreement 
requiring Local Distribution Authority funds be utilized for the purpose of providing annual 
compensation payments to the people of Rongelap. 
 
Prior Year Status: The potential noncompliance with the Amended Trust Agreement was reported as 
a finding in prior single audits as items 2011-005 and 2012-006. 
 
Auditee Response and Corrective Action Plan: Utilization of Claims Trust Fund to partially fund the 
Local Government’s conduct of normal operations and addressing some basic needs of its 
constituents are being approved by RALGov’s Executive Committee, through the Annual Local 
Government Budget being passed every Fiscal Year in which Budget Ordinance is being issued. 
 
This includes funds used to partially support Mejatto Elementary School’s needs, minimal 
scholarship assistance provided to listed Rongelapese college students, medical assistance provided 
to elderly Rongelapese, death donations to EXPOSED and 177 distribution listed Rongelapese, 
houses roofing and community facilities repairs, and basic costs for the local government’s normal 
conduct of operations, among others. 
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Finding No.:  2013-007 
Area:   Legal Services/Procurement 
 
 
Criteria:  Section 118 (2) of 44 MIRC Chapter 1 of the RMI Procurement Code states that no 
contract for the services of legal counsel may be awarded without the approval of the Attorney-
General. 
 
Condition:  During the year ended September 30, 2013, RALGOV incurred contractual services of  
$114,916 for independent legal counsel.  No documentation was provided by RALGOV to indicate 
that these services were approved by the Attorney-General. 
 
Cause:  The cause of the above condition is the lack of adequate controls over the procurement of 
legal services in accordance with the RMI Procurement Code.  
 
Effect:  The effect of the above condition is potential noncompliance with the RMI Procurement 
Code regarding authority to contract for certain services.  
 
Recommendation:  We recommend that management comply with the RMI Procurement Code and 
obtain written approval of the Attorney-General for contracts for the services of independent legal 
counsel. 
 
Prior Year Status:  The lack of internal controls over the procurement of legal services was reported 
as a finding in prior single audits as items 2011-006 and 2012-007. 
 
Auditee Response and Corrective Action Plan:  RALGov will write a letter to the Atty. General to get 
an approval of John Masek as RALGov legal counsel. 
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Finding No.:  2013-008 
Area:   Minutes of Council Meetings 
 
 
Criteria:  Resolutions and minutes of Council meetings are a primary means by which regulatory 
agencies document the administration of RALGOV operations.  
 
Conditions:  With the exception of the Council resolution for appropriation ordinance approval, no 
other resolutions or minutes of Council meetings were available. 

 
Cause:  The cause of the above condition is the lack of adherence to established policies and 
procedures relating to documentation of Council minutes and resolutions.  
 
Effect:  The effect of the above condition is possibility that directives of the Council are not properly 
disclosed or recorded in the financial statements.   
 
Recommendation: We recommend that the RALGOV Council require that all resolutions and 
minutes of Council meetings be formally documented by the Council Clerk and approved by the 
Mayor. 
 
Prior Year Status:  The lack of established policies and procedures relating to documentation of 
Council minutes and resolutions was reported as a finding in prior single audits as items 2011-008 
and 2012-009. 
 
Auditee Response and Corrective Action Plan: RALGov understands the importance of documenting 
every official Executive meeting & Council Meeting.  The local government is addressing this issue 
and intends to be consistently documenting the minutes of meetings in the future by adopting 
measures necessary. 
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Unresolved Prior Year Findings 
 
The status of unresolved findings is discussed in the Schedule of Findings and Questioned Costs 
section of this report.  
 
Questioned Costs 
 
The prior year Single Audit report on compliance with laws and regulations noted the following 
questioned costs that were unresolved at September 30, 2013: 
 
Questioned costs of RALGOV, as previously reported: 
 Fiscal year 2006 Single Audit $    295,892 
 Fiscal year 2010 Single Audit 605,000 
 Fiscal year 2011 Single Audit 1,233,872 
 Fiscal year 2012 Single Audit    994,683 
 
  3,129,447 
Questioned costs for fiscal year 2013 Single Audit    966,882 
 
Unresolved questioned costs of RALGOV at September 30, 2013 $ 4,096,329 
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