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INDEPENDENT AUDITORS’ REPORT

Mayor Jackson Ading
Enewetak/Ujelang Local Government
Republic of the Marshall Islands:

We have audited the accompanying financial statements of each major fund of the
Enewetak/Ujelang Local Government (EULGOV) as of and for the year ended September 30, 2005,
which collectively comprise a portion of EULGOV's basic financial statements required by accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of EULGOV's management. Our responsibility is to express opinions on these
financial statements based on our audit.

Except as discussed in the following paragraphs, we conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of EULGOV'’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Because of inadequacies in EULGOV’s accounting records, management has not included the
General Fund in EULGOV's financial statements. Accounting principles generally accepted in the
United States of America require the General Fund to be presented as a major governmental fund
and financial information about the General Fund to be part of the governmental activities. The
amounts that would be reported in governmental fund financial statements for EULGOV's General
Fund are not reasonably determinable.

In addition, because of inadequacies in EULGOV’s accounting records, management has not
presented government-wide financial statements to display the financial position and changes in
financial position of its governmental activities. Accounting principles generally accepted in the
United States of America require the presentation of government-wide financial statements. The
amounts that would be reported in government-wide financial statements for EULGOV's
governmental activities are not reasonably determinable.

In our opinion, because of the omission of the General Fund, as discussed in the third paragraph
above, the financial statements referred to previously do not present fairly, in conformity with
accounting principles generally accepted in the United States of America, the financial position of
the General Fund of the Enewetak/Ujelang Local Government as of September 30, 2005, or the
changes in financial position for the year then ended.
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In addition, in our opinion, because of the effects of the matter discussed in the fourth paragraph
above, the financial statements referred to previously do not present fairly, in conformity with
accounting principles generally accepted in the United States of America, the financial position of
the Enewetak/Ujelang Local Government as of September 30, 2005, or the changes in its financial
position for the year then ended.

Finally, in our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the Enewetak Food and Agricultural Support Program
Fund, the Enjebi Community Trust Fund and the Claims Trust Fund of the Enewetak/Ujelang Local
Government as of September 30, 2005, and the respective changes in financial position thereof for
the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Management has omitted the Management’s Discussion and Analysis as well as the Schedule of
Revenues, Expenditures, and Changes in Fund Balance - Budget and Actual - General Fund 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 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.

In accordance with Government Auditing Standards, we have also issued our report dated
November 27, 2019, on our consideration of EULGOV’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 solely to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the effectiveness of EULGOV’s internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our
audit.

O SR

November 27, 2019



ENEWETAK/UJELANG LOCAL GOVERNMENT

ASSETS

Interest and dividends receivable
Due from General Fund
Restricted assets:

Investments

Commitment and contingencies
FUND BALANCE

Reserved for:
Claims
Resettlement

Unreserved

Total fund balance

Balance Sheet
Governmental Funds
September 30, 2005

Special
Revenue Permanent
Enewetak
Food and
Agricultural Enjebi
Support Community Claims
Program Trust Trust Total
$ - $ 8,755 $ 65,833 74,588
2,766 - - 2,766
- 7,694,818 30,601,573 38,296,391
$ 2,766 $ 7,703,573 $ 30,667,406 38,373,745
$ - $ - $ 30,667,406 30,667,406
- 7,703,573 - 7,703,573
2,766 - - 2,766
$ 2,766 $ 7,703,573 $ 30,667,406 38,373,745

See accompanying notes to financial statements.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Statement of Revenues, Expenditures, and Changes in Fund Balance

Governmental Funds
Year Ended September 30, 2005

Special
Revenue Permanent
Enewetak
Food and
Agricultural Enjebi
Support Community Claims
Program Trust Trust Total
Revenues:
Federal grants $ 1,793,000 $ - - $ 1,793,000
Dividends and interest - 193,761 1,055,304 1,249,065
Net change in fair value of investments - 1,069,548 3,210,906 4,280,454
Other - 14,500 33,670 48,170
Total revenues 1,793,000 1,277,809 4,299,880 7,370,689
Expenditures:
Food program 1,831,087 - - 1,831,087
Investment management - 95,958 248,322 344,280
Total expenditures 1,831,087 95,958 248,322 2,175,367
Excess (deficiency) of revenues over
(under) expenditures (38,087) 1,181,851 4,051,558 5,195,322
Other financing uses:
Transfers out to General Fund - (861,000) (3,453,852) (4,314,852)
Net change in fund balance (38,087) 320,851 597,706 880,470
Fund balance at the beginning of the year 40,853 7,382,722 30,069,700 37,493,275
Fund balance at the end of the year $ 2,766 $ 7,703,573 $ 30,667,406 $ 38,373,745

See accompanying notes to financial statements.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

The Enewetak/Ujelang Local Government (EULGOV) was established pursuant to Public Law
1981-2, the Local Government Act of the Republic of the Marshall Islands and operates under
the Constitution of the Enewetak/Ujelang Local Government. EULGOV is governed by an

(1) Organization
elected mayor and a fifteen-member Council.
(2) Summary of Significant Accounting Policies

The accompanying financial statements of EULGOV 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 EULGOV’s accounting policies are described
below.

A. Fund Financial Statements

The fund financial statements present a balance sheet and a statement of revenues,
expenditures, and changes in fund balances for EULGOV’s major funds. Major individual
governmental funds are reported as separate columns in the fund financial statements
pursuant to GASB reporting standards.

EULGOV 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.

B. Measurement Focus and Basis of Accounting

Governmental fund financial statements account for the general governmental activities
of EULGOV 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; generally when they are 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, EULGOV 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.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

(2) Summary of Significant Accounting Policies, Continued

B. Measurement Focus and Basis of Accounting, Continued

EULGOV reports the following governmental fund types:

Special Revenue Funds

These funds account for specific revenue resources that have been aggregated
according to enabling legislation to support specific governmental activities.

The special revenue fund of EULGOV is as follows:

a.

The Enewetak Food and Agricultural Support Program Fund - this fund accounts
for all financial transactions of direct grants received from the U.S. Department
of the Interior related to the provision of water-borne transportation of
agricultural products to Enewetak including operations and maintenance of the
vessel used for such purposes.

Permanent Funds

These funds account for resources that are legally restricted to the extent that only
earnings, and not principal, may be used to support programs for the benefit of the
government.

The permanent funds of EULGOV are as follows:

a.

The Claims Trust Fund - this fund accounts for funds received under Article I,
Section 3, 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 Il, Section 8, of the Compact, EULGOV executed the
Enewetak/Ujelang Claims Trust agreement and established the Claims Trust
Fund. Pursuant to Section 7.2 of the trust agreement, after the final payment
was received on October 27, 2001, the Claims Trust Fund was required to
distribute annually to the people of Enewetak between 15% and 35% of its net
income. In addition, pursuant to Section 8.1 of the trust agreement, EULGOV
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 EULGOV, in order
to prevent hardship to the people of Enewetak. An invasion of the corpus shall
not occur more frequently than once every three years.

The Enjebi Community Trust Fund - this fund accounts for United States
Congress appropriations under United States Public Law 99-239, which was
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 EULGOV to assist in the resettlement of Enjebi Island by the people of
Enewetak.

EULGOV has omitted the General Fund from the governmental fund financial statements.
The financial activities of the General Fund are considered material to the basic financial
statements.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

(2) Summary of Significant Accounting Policies, Continued

C.

Cash and Cash Equivalents

Cash and cash equivalents include cash held in demand deposits as well as short-term
investments with a maturity date within three months of the date acquired by EULGOV.

Investments

Investments are carried at fair value. Fair value is the amount at which an investment
could be exchanged in a current transaction between willing parties, other than in a
forced or liquidation sale.

Receivables

Receivables consist of amounts advanced to individuals, on an unsecured Dbasis,
substantially all of whom are situated in the Republic of the Marshall Islands.

Receivables are stated net of allowances for uncollectable accounts.

Interfund Receivables/Payables

During the course of its operations, EULGOV 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 governmental funds balance sheet.

Restricted Assets

Certain assets of EULGOV are classified as restricted assets because their use is
completely restricted by trust agreements or loan pledge agreements. Specifically,
investments of $7,694,818 and $30,601,573 recorded in the Enjebi Community Trust
Fund and the Claims Trust Fund, respectively, are restricted in that they are not
available to be used in current operations.

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.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted by
outside parties for use for a specific purpose. Designations of fund balance represent
tentative management plans that are subject to change.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

(2) Summary of Significant Accounting Policies, Continued

J.

New Accounting Standards

In November 2003, GASB issued Statement No. 42, Accounting and Financial Reporting
for Impairment of Capital Assets and for Insurance Recoveries, which establishes
standards for impairment of capital assets when its service utility has declined
significantly and unexpectedly. The provisions of this Statement are effective for periods
beginning after December 15, 2004. Management does not believe that the
implementation of this statement will have a material effect on the financial statements
of EULGOV.

In April 2004, GASB issued Statement No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans, which establishes uniform financial reporting for
other postemployment benefit plans by state and local governments. The provisions of
this Statement are effective for periods beginning after December 15, 2007.
Management does not believe that the implementation of this statement will have a
material effect on the financial statements of EULGOV.

In May 2004, GASB issued Statement No. 44, Economic Condition Reporting: The
Statistical Section, an amendment to NCGA Statement 1, which improves the
understandability and usefulness of statistical section information and adds information
from the new financial reporting model for state and local governments required by
GASB Statement No. 34. The provisions of this Statement are effective for periods
beginning after June 15, 2005. Management does not believe that the implementation
of this statement will have a material effect on the financial statements of EULGOV.

In June 2004, GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, which establishes
standards for the measurement, recognition, and display of other postemployment
benefits expense/expenditures and related liabilities, note disclosures, and, if applicable,
required supplementary information in the financial reports of state and local
governmental employers. The provisions of this Statement are effective for periods
beginning after December 15, 2008. Management does not believe that the
implementation of this statement will have a material effect on the financial statements
of EULGOV.

In December 2004, GASB issued Technical Bulletin No. 2004-2, Recognition of Pension
and Other Postemployment Benefit Expenditures/Expense and Liabilities by Cost-Sharing
Employers. GASB Technical Bulletin No. 2004-2 clarifies the requirements of GASB
Statement Nos. 27 and 45 for recognition of pension and other postemployment benefit
expenditures/expense and liabilities by cost-sharing employers. Management does not
believe the implementation of this pronouncement will have a material effect on the
financial statements of EULGOV.

In December 2004, GASB issued Statement No. 46, Net Assets Restricted by Enabling
Legislation - an amendment of GASB Statement No. 34. GASB Statement No. 46
requires that limitations on the use of net assets imposed by enabling legislation be
reported as restricted net assets. The provisions of this Statement are effective for
periods beginning after June 15, 2005. Management does not believe that the
implementation of this statement will have a material effect on the financial statements
of EULGOV.



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

In June 2005, GASB issued Statement No. 47, Accounting for Termination Benefits.
GASB Statement No. 47 establishes guidance for state and local governmental
employers on accounting and financial reporting for termination benefits. These benefits
include incentives for voluntary terminations (e.g., early retirement window programs)
and severance payments with respect to involuntary terminations. The provisions of
this Statement are effective for periods beginning after June 15, 2005. Management
does not believe that the implementation of this statement will have a material effect on

(2) Summary of Significant Accounting Policies, Continued
J. New Accounting Standards, Continued
the financial statements of EULGOV.
(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.

EULGOV does not have formal deposit and investment policies. Investments in the Enjebi

Community Trust Fund and the 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, EULGOV’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. EULGOV does not have a deposit policy for custodial credit risk.

B. Investments
As of September 30, 2005, investments at fair value are as follows:

Enjebi Community Trust Fund:

Cash management $ 227,459
Unit investment trust 13,450
Mutual funds 1,438,484
Common equities 6.015.425
7.694.818

Claims Trust Fund:
Cash management 1,469,835
Unit investment trust 40,722
Mutual funds 15,018,384
Common equities 14,072,632
30,601,573
$ 38,296,391




ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

(3) Deposits and Investments, Continued

B. Investments, Continued

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to the transaction, EULGOV will not be able to recover the value of
investment or collateral securities that are in the possession of an outside party.
EULGOV'’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 EULGOV’s name by EULGOV’s custodial financial institutions at
September 30, 2005.

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. EULGOV 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 EULGOV. As of September 30, 2005,
there were no investments in any one issuer that exceeded 5% of total investments.

(4) Loans Payable

In 2001 and 2003, EULGOV obtained bank loans of $2,585,000 and $2,000,000, respectively,
to fund distributions to the people of Enewetak. In 2004, the principal sums owing on these
loan facilities were consolidated into one credit facility with an outstanding principal balance
of $3,700,000, interest at 6.3% per annum. Quarterly principal payments to be paid on the
27th day of October, January, April, and July commence October 27, 2004 in the amount of
$69,711 increasing to $119,244 on October 27, 2013. The loan is collateralized by the
assignment and pledge of certain investment holdings held by EULGOV in the Claims Trust
Fund together with investment earnings to be received from the Claims Trust Fund. The term
of the loan is for ten years and matures on July 27, 2014. As of September 30, 2005, the
amount outstanding and payable on this loan totaled $3,421,155.

In 2004, EULGOV obtained a $3,000,000 bank loan, interest at 6.3% per annum, to fund
loans to the people of Enewetak. Quarterly principal payments to be paid on the 27th day of
October, January, April, and July commence October 27, 2004 in the amount of $56,523
increasing to $96,684 on October 27, 2013. The loan is collateralized by the assignment and
pledge of certain investment holdings held by EULGOV in the Claims Trust Fund together with
investment earnings to be received by EULGOV from the Claims Trust Fund. The term of the
loan is for ten years and matures on July 27, 2014. As of September 30, 2005, the amount
outstanding and payable on this loan totaled $2,773,960.

The change in loans payable during the year ended September 30, 2005, is as follows:

Balance Balance Due Within
October 1, 2004 Additions Payments September 30, 2005 12 months
$ 6,700,000 $ - $ (504,885) $ 6,195,115 $ 535,921

-10 -



ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

(4) Loans Payable, Continued
Annual debt service requirements to maturity for principal and interest are as follows:
Year ending
September 30, Principal Interest Total
2006 $ 535,921 $ 327,393 $ 863,314
2007 568,921 352,782 921,703
2008 603,035 306,441 909,476
2009 639,677 267,584 907,261
2010 681,092 226,306 907,398
2011 - 2014 3,166,469 438,732 3,605,201
$6,195,115 $ 1,919,238 $8,114,353
(5) Commitment
EULGOV entered into an office lease agreement for a term of five years commencing January
1, 2001. Annual rent payments amount to $12,000.
(6) Contingencies
Sick Leave
It is EULGOV’s policy to record the cost of sick leave when leave is actually taken and a
liability is actually incurred. The accumulated estimated amount of unused sick leave at
September 30, 2005 is not available.
Questioned Costs
EULGOV participates in a number of federally assisted grant programs and various other U.S.
Department of the Interior grants. These programs are subject to financial and compliance
audits to ascertain if Federal laws and guidelines have been followed. EULGOV is considered
to have responsibility for any questioned costs that may result from single audits of EULGOV
for the fiscal years for which audits have not been performed. The ultimate disposition of any
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 these matters has been made in
the accompanying financial statements.
(7) _Risk Management

EULGOV 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.
EULGOV has elected to purchase commercial insurance from independent third parties for the
risks of loss to which it believes it to be exposed. Settled claims have not exceeded this
commercial coverage in any of the past three years.

-11 -
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Financial Statements
September 30, 2005

Subsequent Events

On November 20, 2007, EULGOV obtained an $8,000,000 bank loan for the purpose of
consolidating principal amounts owing on existing loan facilities into one credit facility and to
provide additional funds for distribution to the people of Enewetak.

On March 31, 2016, EULGOV entered into a settlement agreement with Bank of America

whereby Bank of America agreed to forgive the outstanding principal balance of $4,541,985
associated with the $8,000,000 loan.

-12 -



ENEWETAK/UJELANG LOCAL GOVERNMENT

INDEPENDENT AUDITORS’ REPORTS ON
INTERNAL CONTROL AND ON COMPLIANCE

YEAR ENDED SEPTEMBER 30, 2005

- 13 -
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED UPON THE
AUDIT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Mayor Jackson Ading
Enewetak/Ujelang Local Government
Republic of the Marshall Islands:

We have audited the financial statements of each major fund of the Enewetak/Ujelang Local
Government (EULGOV) as of and for the year ended September 30, 2005, which collectively
comprise a portion of EULGOV’s basic financial statements and have issued our report thereon
dated November 27, 2019. Our report was qualified due to the omission of the General Fund;
and the omission of government-wide financial statements. Except as discussed in the
preceding sentence, 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered EULGOV’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on the internal control over
financial reporting. However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control over financial reporting that, in our judgment, could
adversely affect EULGOV’s ability to record, process, summarize, and report financial data
consistent with the assertions of management in the financial statements. Reportable
conditions are described in the accompanying Schedule of Findings and Questioned Costs as
item 2005-003.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. However,
we believe that the reportable conditions described above as item 2005-003 are material
weaknesses.

- 14 -
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether EULGOV’s financial statements are free
of 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 2005-001 and 2005-002.

This report is intended solely for the information and use of the Council, management, federal
awarding agencies, and the cognizant audit and other federal agencies and is not intended to be
and should not be used by anyone other than these specified parties.

O SR

November 27, 2019

- 15 -
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER
COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD PROGRAM AND ON THE
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Mayor Jackson Ading
Enewetak/Ujelang Local Government
Republic of the Marshall Islands:

Compliance

We have audited the compliance of the Enewetak/Ujelang Local Government (EULGOV) with the
types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to its major federal program for the
year ended September 30, 2005. EULGOV’s major federal program is identified in the summary
of auditor’s results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to its
major federal program is the responsibility of EULGOV’s management. Our responsibility is to
express an opinion on EULGOV’s compliance based on our audit.

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 EULGOV'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. Our
audit does not provide a legal determination on EULGOV’s compliance with those requirements.

As described in items 2005-003 and 2005-004 in the accompanying Schedule of Findings and
Questioned Costs, EULGOV did not comply with requirements regarding allowable costs/cost
principles, procurement and suspension and debarment, and reporting that are applicable to its
major federal program. Compliance with such requirements is necessary, in our opinion, for
EULGOV to comply with the requirements applicable to its major federal program.

In our opinion, except for the noncompliance described in the preceding paragraph, EULGOV

complied, in all material respects, with the requirements referred to above that are applicable to
its major federal program for the year ended September 30, 2005.
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Deloitte

Internal Control Over Compliance

The management of EULGOV is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered EULGOV’s
internal control over compliance with requirements that could have a direct and material effect
on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance
in accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that
we consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over
compliance that, in our judgment, could adversely affect EULGOV’s ability to administer a major
federal program in accordance with the applicable requirements of laws, regulations, contracts,
and grants. Reportable conditions are described in the accompanying Schedule of Findings and
Questioned Costs as items 2005-003 and 2005-004.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
noncompliance with the applicable requirements of laws, regulations, contracts, and grants that
would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over compliance would not necessarily
disclose all matters in the internal control that might be reportable conditions and, accordingly,
would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses. However, we consider the reportable conditions described above as items 2005-
003 and 2005-004 to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of each major fund of EULGOV as of and for the year
ended September 30, 2005, and have issued our report thereon dated November 27, 2019,
which report was qualified due to the omission of the General Fund; and the omission of
government-wide financial statements. Our audit was performed for the purpose of forming an
opinion on the financial statements that collectively comprise a portion of EULGOV’s basic
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 basic financial statements. This schedule is the responsibility of the
management of EULGOV. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Council, management, federal
awarding agencies, and the cognizant and other federal agencies and is not intended to be and
should not be used by anyone other than these specified parties.

O SR

November 27, 2019
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

Federal

CEDA# Agency/Program Expenditures

U.S. Department of the Interior

Funds received in a direct capacity:

15.875 Operation of the Enewetak Food and Agricultural Support

Program $ 1,831,087

See accompanying notes to schedule of expenditures of federal awards.
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(@)

ENEWETAK/UJELANG LOCAL GOVERNMENT

Notes to Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

Organization

(2)

The Enewetak/Ujelang Local Government (EULGOV) is a governmental entity governed by
its own Constitution. All significant operations of EULGOV 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 EULGOV's cognizant agency for the Single Audit. EULGOV is the
recipient of non-Compact of Free Association funds received from the U.S. Department of
the Interior. These funds must be expended in accordance with grant awards and are
subject to general U.S. federal requirements, including OMB’s Circular A-87 and Circular A-
102.

Summary of Significant Accounting Policies

a. Basis of Accounting

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of EULGOV and is presented on the accrual basis of accounting. The
information in this schedule is presented in accordance with the requirements of OMB
Circular A-133. For federal direct assistance grants, authorizations represent the total
allotment or grant award received. All expenses and capital outlays are reported as
expenditures.

b. Indirect Cost Allocation

EULGOV has not entered into an approved indirect cost negotiation agreement
covering fiscal year 2005. EULGOV did not charge federal programs for indirect costs
during fiscal year 2005.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

Section I - Summary of Auditor’s Results

1. The Independent Auditors’ Report on the financial statements of the Enewetal/Ujelang Local
Government expressed an unqgualified opinion on the financial statements of the Enewetak
Food and Agricultural Support Program Fund, the Enjebi Community Trust Fund and the
Claims Trust Fund; and an adverse opinion on the remaining reporting units.

2. Reportable conditions in internal control over financial reporting were identified, all of which
are considered to be material weaknesses.

3. Instances of noncompliance considered material to the financial statements were disclosed by
the audit.

4. Reportable conditions in internal control over compliance with requirements applicable to
major federal award programs were identified, all of which are considered to be material
weaknesses.

5. The Independent Auditors’ Report on compliance with requirements applicable to major
federal award programs expressed a qualified opinion.

6. The audit disclosed findings required to be reported by OMB Circular A-133.

7. EULGOV’s major program is as follows:

Name of Federal Program or Cluster CEDA Number
Economic, Social and Political Development of the
Territories and the Freely Associated States:
Enewetak Food and Agricultural Support Program 15.875

8. A threshold of $300,000 was used to distinguish between Type A and Type B programs as
those terms are defined in OMB Circular A-133.

9. EULGOV did not qualify as a low-risk auditee as that term is defined in OMB Circular A-133.

Section 11 - Financial Statement Findings

Finding

Number Findings

2005-001 External Financial Reporting

2005-002 External Financial Reporting

2005-003 Allowable Costs/Cost Principles
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Section 111 - Federal Award Findings and Questioned Costs

Finding Questioned
Number CFDA # Findings Costs
2005-003 15.875 Allowable Costs/Cost Principles $ -
2005-003 15.875 Procurement and Suspension and Debarment $ -
2005-004 15.875 Reporting $ -
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No.: 2005-001
Area: External Financial Reporting

Criteria: Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial
Statements - and Management’s Discussion and Analysis - for State and Local Governments,
requires that the basic financial statements of the reporting entity include government-wide
financial statements displaying information about the reporting government as a whole.

Condition: As of September 30, 2005, management did not present government-wide financial
statements to display the financial position and changes in financial position of its governmental
activities.

Cause: The cause of the above condition is the lack of maintenance of general ledger accounting
records detailing EULGOV’s governmental activities.

Effect: The effect of the above condition is nonconformity with GASB Statement No. 34 resulting in
a qualification in the opinion on the EULGOV financial statements.

Recommendation: We recommend that EULGOV conform to GASB Statement No. 34.

Prior Year Status: The lack of maintenance of general ledger accounting records detailing
EULGOV’s governmental activities was reported as a finding in the Single Audit of EULGOV for fiscal
year 2004.

Auditee Response and Corrective Action Plan: General ledgers are now being reconciled and
maintain.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No.: 2005-002
Area: External Financial Reporting

Criteria: Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial
Reporting Entity, requires that the financial statements of the reporting entity include all funds that
are not legally separate, for financial reporting purposes, to be presented as part of a primary
government.

Condition: As of September 30, 2005, management did not include the General Fund in EULGOV’s
financial statements. During the year ended September 30, 2005, transfers out were made from
the Enewetak Claims Trust Fund to the General Fund for debt service payments, distribution to the
people of Enewetak, and to fund General Fund operations of $476,618, $2,580,000 and $397,234,
respectively. In addition, transfers out were made from the Enjebi Community Trust Fund to the
General Fund for General Fund operations of $861,000.

Cause: The cause of the above condition is the lack of maintenance of detailed general ledger
accounting records itemizing General Fund activities, including distribution payments to the people
of Enewetak and General Fund operations.

Effect: The effect of the above condition is nonconformity with GASB Statement No. 14 resulting in
a qualification in the opinion on the EULGOV financial statements.

Recommendation: We recommend that EULGOV conform to GASB Statement No. 14.

Prior Year Status: The lack of maintenance of detailed general ledger accounting records itemizing
General Fund activities, including distribution payments to the people of Enewetak and General
Fund operations was reported as a finding in the Single Audit of EULGOV for fiscal year 2004.

Auditee Response and Corrective Action Plan: General ledgers are now being reconciled and
maintain.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No.: 2005-003
Federal Agency: U.S. Department of the Interior
CFDA Program: 15.875 Enewetak Food and Agricultural Support Program
Area: Allowable Costs/Cost Principles

Procurement and Suspension and Debarment
Questioned Costs: $0

Criteria: The Uniform Administrative Requirements for Grants and Cooperative Agreements to
State and Local Governments (the Common Rule) requires that all purchases less than $100,000
require evidence of informal bidding procedures. For purchases greater than $100,000, formal
bidding procedures are required. Furthermore, OMB Circular A-87 requires that allowable costs be
evidenced by adequate supporting documentation.

Condition: Of nineteen non-payroll expenditures tested, totaling $806,235, procurement of
supplies and equipment from vendors from the following check numbers did not evidence support
of either informal or formal procurement procedures.

21633 $ 45,000
29021 60,587
30486 64,004
30618 19,300
31616 6,972
31853 44,471
31990 80,119
33760 79,591
36310 124,591

$ 524,635

The following check numbers did not evidence contracts, invoices, purchase orders or other
authoritative source documents.

29009 $ 7,850
33046 6,193
34761 45,500

$ 59,543

Of fifteen payroll expenditures tested, totaling $43,677, we could not perform tests of check
#37559 amounting to $480, as the timesheet, personnel action form, and check copy were not
available. Additionally, for check # 36205, which was issued in the amount of $400 or ($10,400
per annum), we noted in the personnel action form that the employee is a council member. We
were informed that the individual is also a field technician for the Program; however, no such
documentation supporting this matter is present in the personnel action form.

Cause: The cause of the above condition is the lack of support evidencing informal and formal

bidding procedures for procurement of goods and services. Additionally, there is a lack of source
documentation for payment.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No.: 2005-003, Continued
Federal Agency: U.S. Department of the Interior
CFDA Program: 15.875 Enewetak Food and Agricultural Support Program
Area: Allowable Costs/Cost Principles

Procurement and Suspension and Debarment
Questioned Costs: $0

Effect: The effect of the above condition is the lack of informal or formal procurement procedures.
Additionally, we are unable to determine if costs were allowed as there were no supporting
invoices, contracts, etc. No questioned costs result from this finding as such were subsequently
resolved through a grantor determination letter dated July 9, 2014.

Recommendation: We recommend that the Program comply with the Common Rule with respect to
the procurement of supplies and equipment, and with OMB Circular A-87 with respect to the
maintenance of supporting invoices, contracts, etc., evidencing reported expenditures.

Prior Year Status: The lack of informal bidding procedures was reported as a finding in the Single
Audits of EULGOV for fiscal years 1994 through 1998, 2003 and 2004.

Auditee Response and Corrective Action Plan: Starting Fiscal Year 2006, a Notice to BID for the
supplies EULG Food Program for the FY2006 is published in the newspaper for 3 consecutive issues.

Standard guidelines for the procurement of supplies and equipment are being followed.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2005

Finding No.: 2005-004

Federal Agency: U.S. Department of the Interior

CFDA Program: 15.875 Enewetak Food and Agricultural Support Program
Area: Reporting

Questioned Costs: $0

Criteria: The Uniform Administrative Requirements for Grants and Cooperative Agreements to
State and Local Governments (the Common Rule) requires the quarterly submission of financial
status reports (SF-269) and federal cash transactions reports (SF-272) based upon the financial
accounting system of the grantee.

Condition: EULGOV was unable to provide copies of all quarterly financial status and federal cash
transactions reports for the year ended September 30, 2005.

Cause: The cause of the above condition is due to the inability to provide these reports to
document that such are in agreement with the underlying books and records.

Effect: The effect of the above condition is that EULGOV cannot produce the required reports to
demonstrate compliance with the criteria.

Recommendation: We recommend that EULGOV provide requested reports.

Prior Year Status: Noncompliance with reporting requirements was reported as a finding in the
Single Audit of EULGOV for fiscal year 2004.

Auditee Response and Corrective Action Plan: Required quarterly and monthly reports are
submitted to the Funding Agency.
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ENEWETAK/UJELANG LOCAL GOVERNMENT

Unresolved Prior Year Findings and Questioned Costs
Year Ended September 30, 2005

Questioned Costs

There were no unresolved questioned costs for EULGOV as at September 30, 2005.

Unresolved Prior Year Findings

The status of unresolved prior year findings is discussed in the Schedule of Findings and
Questioned Costs section of this report.

Finding CFDA Questioned

Number Number Costs Status
2004-007 15.875 $ - Refer Note 1.
2004-008 15.875 $ - Refer Note 1.
2004-009 15.875 $ - Refer Note 1.

Note 1: Resolved through a grantor agency determination dated July 9, 2014.
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