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April 5, 2022

Board of Directors o
Kwajalein Atoll Joint Utilities Resources, Inc.:

Dear Members of the Board of Directors:

We have performed an audit of the financial statements of Kwajalein Atoll Joint Utilities Resources, Inc.
(KAJUR? as of and for the year ended September 30, 2020, in accordance with auditing standards
generally accepted in the United States of America (“generally accepted auditing standards™) and have
Issued our report thereon dated April 5, 2022.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of KAJUR is responsible.

This re]port is intended solely for the information and use of the Board of Directors, management and
the Office of the Auditor-General and is not intended to be and should not be used by anyone other
than these specified parties. However, this report is also a matter of public record.

Very truly yours,

ARG

cc: To Management of Kwajalein Atoll Joint Utilities Resources, Inc.
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OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS, GENERALLY ACCEPTED
GOVERNMENT AUDITING STANDARDS AND THE UNIFORM GUIDANCE

Our resi)onsi_bility under (1) generally accepted auditing standards, (2) the standards applicable to
financial audits, contained in Government Auditing Standards, issued by the Comptroller General of the
United States (“"generally accepted government auditing standards”) (generally accepted auditing
standards and generaI(I:)/ accepted government auditing standards are collectively referred to herein as
the "Auditing Standards") and (3) the audit requirements of Title 2 U.S. Code of Federal Regulations
Part 200, Uniform Administrative Reqbuirements,_ Cost Principles, and Audit Requirements for Federal
Awards (the Uniform Guidance) has been described in our engagement letter dated September 29,
2020. As described in that letter, the objectives of an audit conducted in accordance with the Auditing
Standards and the Uniform Guidance are to:

J Express an opinion on whether KAJUR’s financial statements for the year ended September 30,
2020 (the “financial statements”), are presented fairly, in all material respects, in accordance
with accounting principles generally accepted in the United States of America (“generally
accepted accounting principles”) and perform specified procedures on the required
supplementary information for the year ended September 30, 2020;

o Express an opinion on whether the supplementary information that accompanies the financial
statements, including the Schedule of Expenditures of Federal Awards, is presented fairly, in all
material respects, in relation to the financial statements as a whole;

o Report on KAJUR’s internal control over financial reporting and on its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters for the year
ended September 30, 2020, based on an audit of financial statements performed in accordance
with generally accepted government auditing standards; and

o Express an opinion on KAJUR’s compliance with requirements applicable to the sole major
program and report on KAJUR’s internal control over compliance in accordance with the
Uniform Guidance.

Our responsibilities under the Auditing Standards and the Uniform Guidance include forming and
expressing an opinion about whether the financial statements that have been prepared with the
oversight of management and the Board of Directors are presented fairly, in all material respects, in
conformity with generally accepted accounting princiﬁles. The audit of the financial statements does
not relieve management or the Board of Directors of their responsibilities.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the financial statements, whether caused by fraud
or error. In making those risk assessments, we considered internal control over financial reporting
relevant to KAJUR’s preparation and fair presentation of the financial statements in order to design
audit procedures that were appropriate in the circumstances but not for the purpose of expressing an
opinion on the effectiveness of KAJUR'’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of KAJUR’s internal control over financial reporting. Our
consideration of internal control over financial reporting was not designed to identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material weaknesses.

We also considered KAJUR'’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 the Uniform Guidance. Our audit does not, however, provide a
legal determination of KAJUR’s compliance with those requirements.
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ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and
are based on management’s current judgments. Those judgments are normally based on knowledge
and experience about past and current events and on assumptions about future events. Significant
accounting estimates reflected in KAJUR’s 2020 financial statements include management’s estimate of
the allowance for uncollectible accounts, which is determined based upon past collection experience
and aging of the accounts, and management’s estimate of depreciation expense, which is based on
estimated useful lives of the respective capital assets. During the year ended September 30, 2020, we
are not aware of any significant changes in accounting estimates or in management’s judgments
relating to such estimates.

AUDIT ADJUSTMENTS

As the result of our audit work, we identified matters that resulted in audit adjustments that we
believe, either individually or in the aggregate, would have a significant effect on KAJUR’s financial
reporting process. Such proposed adjustments, listed in Attachment |, have been recorded in the
accounting records and are reflected in the 2020 financial statements.

UNCORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather than absolute,
assurance about whether the financial statements are free of material misstatement, whether caused
b¥ error or fraud. We have attached to this letter, as Appendices A and B to Attachment Il, a summary
of uncorrected misstatements aggregated by us during the current engagement and pertaining to the
latest period presented that were determined by management to be immaterial, both individually and
in the aggregate, to the financial statements taken as a whole.

SIGNIFICANT ACCOUNTING POLICIES

KAJUR’s significant accounting policies are set forth in Note 2 to KAJUR’s 2020 financial statements.
During the year ended September 30, 2020, GASB issued Statement No. 95, Postponement of the
Effective Dates of Certain Authoritative Guidance, which postpones the effective dates of GASB
Statement No. 84, 89, 90, 91, 92 and 93 by one year and GASB Statement No. 87 by 18 months;
however, earlier application of the provisions addressed in GASB Statement No. 95 is encouraged and
is permitted to the extent specified in each pronouncement as originally issued. In accordance with
GASB Statement No. 95, management has elected to postpone implementation of these statements.

In January 2017, GASB issued Statement No. 84, Fiduciary Activities. This Statement is to improve
guidance regarding the identification of fiduciary activities for accounting and financial reportin?
purposes and how those activities should be reported. The requirements of this Statement will
enhance consistency and comparability by (1) establishing specific criteria for identifying activities that
should be reported as fiduciary activities and (2) clarifying whether and how business-type activities
should report their fiduciary activities. Management does not believe that this statement, upon
implementation, will have a material effect on the financial statements. In accordance with GASB
Statement No. 95, GASB Statement No. 84 will be effective for fiscal year ending September 30, 2021.

In June 2017, GASB issued Statement No. 87, Leases. The objective of this Statement is to better meet
the information needs of financial statement users by improving accounting and financial reporting for
leases by governments. This Statement increases the usefulness of governments’ financial statements
by requiring recognition of certain lease assets and liabilities for leases that previously were classified
as operating leases and as inflows of resources or outflows of resources recognized based on the
pa?/ment provisions of the contract. ManaPement believes that this statement, upon implementation,
will have a material effect on the financial statements. In accordance with GASB Statement No. 95,
GASB Statement No. 87 will be effective for fiscal year ending September 30, 2022.
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SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

In June 2018, GASB issued Statement No. 89, Accounting for Interest Cost Incurred Before the End of a
Construction Period. The objectives of this Statement are (1) to enhance the relevance and
comparability of information about capital assets and the cost of borrowing for a reporting period and
(2) to simplify accounting for interest cost incurred before the end of a construction period.
Management does not believe that this statement, upon implementation, will have a material effect
on the financial statements. In accordance with GASB Statement No. 95, GASB Statement No. 89 will
be effective for fiscal year ending September 30, 2022.

In August 2018, GASB issued Statement No. 90, Majority Equity Interests - An Amendment of GASB
Statements No. 14 and 61. The primary objectives of this Statement are to improve the consistency
and comparability of reporting a government’s majority equity interest in a legally separate
organization and to improve the relevance of financial statement information for certain component
units. It defines a majority equity interest and specifies that a majority equit?/1 interest in a legally
separate organization should be reported as an investment if a government’s olding of the equity
interest meets the definition of an investment. A majority equity Interest that meets the definition of
an investment should be measured using the equity method, unless it is held by a special-purpose
government engaged only in fiduciary activities, a fiduciary fund, or an endowment (including
permanent and term endowments) or permanent fund. Those governments and funds should
measure the majority equity interest at fair value. Management does not believe that this statement,
upon implementation, will have a material effect on the financial statements. In accordance with GASB
Statement No. 95, GASB Statement No. 90 will be effective for fiscal year ending September 30, 2021.

In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations. The primary objectives of this
Statement are to provide a single method of reporting conduit debt obligations by issuers and
eliminate diversity in practice associated with (1) commitments extended by issuers, (2) arrangements
associated with conduit debt obligations, and (3) related note disclosures. This Statement achieves
those objectives by clarifying the existing definition of a conduit debt obligation; establishing that a
conduit debt obligation Is not a liability of the issuer; establishing standards for accounting and
financial reporting of additional commitments and voluntary commitments extended by issuers and
arrangements associated with conduit debt obligations; and improving required note disclosures.
Management does not believe that this statement, upon implementation, will have a material effect
on the financial statements. In accordance with GASB Statement No. 95, GASB Statement No. 91 will
be effective for fiscal year ending September 30, 2023.

In January 2020, GASB issued statement No. 92, Omnibus 2020. The objectives of this Statement are to
enhance comparability in accounting and financial reporting and to improve the consistency of
authoritative literature by addressing practice issues that have been identified during implementation
and application of certain GASB Statements. This Statement addresses a variety of topics and includes
specific provisions about the effective date of Statement No. 87, Leases, and Implementation Guide
No. 2019-3, Leases, for interim financial reports, the terminology used to refer to derivative
instruments and the applicability of certain requirements of Statement No. 84, Fiduciary Activities, to
postemployment benefits. The requirements related to the effective date of GASB Statement No. 87
and Implementation Guide 2019-3, reissuance recoveries and terminology used to refer to derivative
instruments are effective upon issuance. In accordance with GASB Statement No. 95, the remaining
requirements of GASB Statement No. 92 is effective for the fiscal year ending September 30, 2022.
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SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

In March 2020, GASB issued Statement No. 93, Replacement of Interbank Offered Rates. The primary
objective of this statement is to address those and other accounting and financial reporting
implications of the replacement of an IBOR. Management does not believe that this statement, upon
implementation, will have a material effect on the financial statements. Except for Baragraphs 11b, 13,
and 14, GASB Statement No. 93 will be effective for fiscal year ending September 30, 2021. The
requirement in paragraphs 11b, 13, and 14 are effective for fiscal year September 30, 2022.

In March 2020, GASB issued Statement No. 94, Public-Private and Public-Public Partnerships and
Availability Payment Arrangements. The primary objective of this statement is to improve financial
reporting by addressing issues related to public-private and public-public partnership arrangements.
This statement also provides guidance for accounting and financial reporting for availability payment
arrangements. Management does not believe that this statement, upon implementation, will have a
material effect on the financial statements. GASB Statement No. 94 will be effective for fiscal year
ending September 30, 2023.

In May 2020, GASB issued Statement No. 96, Subscription-Based Information Technology
Arrangements. This Statement provides guidance on the accounting and financial reporting for
subscription-based information technology arrangements (SBITAs) for government end users
(governments). This Statement 11) defines a SBITA; (2) establishes that a SBITA results in a right-to-use
subscription asset - an intangible asset - and a corresponding SUbSCI’IFtIOﬂ liability; (3) provides the
capitalization criteria for outlays other than subscription payments, including implementation costs of
a SBITA; and (4) requires note disclosures regarding a SBITA. Management does not believe that this
statement, upon implementation, will have a material effect on the financial statements. GASB
Statement No. 96 will be effective for fiscal year ending September 30, 2023.

In June 2020, GASB issued Statement No. 97, Certain Component Unit Criteria, and Accounting and
Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans - an
amendment of GASB Statements No. 14 and No. 84, and a supersession of GASB Statement No. 32. The
primary objectives of this Statement are to (1) increase consistency and comparability related to the
reporting of fiduciary component units in circumstances in which a potential component unit does not
have a governing board and the primary government performs the duties that a governing board
typically would perform; (2(? miti?ate costs associated with the reporting of certain defined
contribution pension plans, defined contribution other postemployment benefit (OPEB) plans, and
employee benefit plans other than pension plans or OPEB plans (other employee benefit plans) as
fiduciary component units in fiduciary fund financial statements; and (3) enhance the relevance,
consistency, and comparability of the accounting and financial reporting for Internal Revenue Code
(IRC) Section 457 deferred compensation plans (Section 457 plans) that meet the definition of a
pension plan and for benefits provided through those plans. GASB Statement No. 97 will be effective
for fiscal year ending September 30, 2022.

We have evaluated the significant qualitative aspects of KAJUR’s accounting practices, including
accounting policies, accounting estimates and financial statement disclosures and concluded that the
policies are appropriate, adequately disclosed, and consistently applied by management.
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OTHER INFORMATION IN THE ANNUAL REPORTS OF KAJUR

When audited financial statements are included in documents containing other information, such as
Annual Reports, we will read such other information and consider whether it, or the manner of its
presentation, is materially inconsistent with the information, or the manner of its presentation, in the
financial statements audited by us. In the event that KAJUR issues an Annual Report or other
documentation that includes the audited financial statements, we will be required to read the other
information in KAJUR’s 2020 Annual Report and will inquire as to the methods of measurement and
presentation of such information. If we note a material inconsistency or if we obtain anﬁ knowledge of
a material misstatement of fact in the other information, we will discuss this matter with management
and, if appropriate, with the Board of Directors.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to KAJUR’s
2020 financial statements.

OUR VIEWS ABOUT SIGNIFICANT MATTERS THAT WERE THE SUBJECT OF CONSULTATION WITH
OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2020.

SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH MANAGEMENT PRIOR TO
OUR RETENTION

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management regarding the application of accounting principles or auditing standards in connection
with transactions that have occurred, transactions that are contemplated, or reassessment of current
circumstances. In our judgment, such discussions or correspondence were not held in connection with
our retention as auditors.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our _judgment, we received the full cooperation of KAJUR’s management and staff and had
unrestricted access to KAJUR’s senior management in the performance of our audit.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of KAJUR’s management about the representations embodied in the
financial statements. Additionally, we have requested that management provide to us the written
representations KAJUR is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Attachment II, a copy of the representation
letter we obtained from management.
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EMPHASIS-OF-MATTER PARAGRAPHS
Going Concern

KAJUR incurred losses from operations of $2,971,273 during the year ended September 30, 2020.
KAJUR depends on RepMar for cash and noncash funding to continue its operations. Although RepMar
has provided funding in the past, no formal agreement exists to provide funds in the future. The
continuation of KAJUR’s operations is dependent upon future financial support from RepMar in the
form of operating subsidies and/or significant improvements in operations through the collection of
long outstanding utility receivables and other matters. Additionally, in order for KAJUR to continue as
a going concern, it may need to delay payments to Marshalls Energy Company, Inc. for fuel purchases.

COVID-19

On March 11, 2020, the World Health Organization declared the novel strain of coronavirus (COVID-19)
a global pandemic and recommended containment and mitigation measures worldwide. On October
28, 2020, one confirmed case was identified in the Marshall Islands that was subsequently isolated and
contained. On November 17, 2020, an additional three cases were identified and which were isolated
and contained. As of April 5, 2022, no community transmission has been identified. KAJUR has
determined that should the pandemic reach the Marshall Islands, it may negatively impact KAJUR’s
business, results of operations and net position and KAJUR may become dependent upon the financial
support of RepMar. However, the effect of the pandemic on RepMar is also uncertain and future
available funding to RepMar component units may be limited. Therefore, while KAJUR expects this
matter to potentially have a negative impact on its business, results of operations and net position, the
related financial impact cannot be reasonably estimated at this time.

The proposed wording of the emphasis-of-matters paragraphs follows:

Going Concern

The accompanying financial statements have been prepared assuming that KAJUR will continue as a
going concern. As discussed in Note 9 to the financial statements, KAJUR’s recurring losses from
operations raise substantial doubt about its ability to continue as a going concern. Management’s
plans concerning these matters are also discussed in Note 9 to the financial statements. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty.
COVID-19

As discussed in Note 10 to the financial statements, KAJUR determined that the COVID-19 pandemic
may negatlvely impact its business, results of operations and net position. KAJUR is unable to
reasonably estimate its ultimate financial impact.

Our opinion is not modified with respect to these matters.
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CONTROL-RELATED MATTERS

We have issued a separate report to you, dated April 5, 2022 on KAJUR’s internal control over financial
reporting and on its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters, which was based upon the audit performed in accordance with
Government Auditing Standards. We have also issued a separate report to you, also dated April 5,
2022 involving KAJUR’s compliance with requirements applicable to the sole major program and on
internal control over compliance in accordance with the Uniform Guidance. Within those reports, we
noted certain matters that were considered to be material weaknesses and significant deficiencies
under standards established by the American Institute of Certified Public Accountants. Although we
have included management’s written responses to our comments, such responses have not been
subjected to the auditing procedures applied in our audit of the financial statements and, accordingly,
we do not express an opinion or provide any form of assurance on the appropriateness of the
responses or the effectiveness of any corrective actions described therein.

We have also communicated to management, in a separate letter dated Aﬁril 5, 2022 deficiencies and
otréer matters related to KAJUR’s internal control over financial reporting that we identified during our
audit.



Kwajalein Atoll Joint Utilities Resources, Inc.
September 30, 2020
Summary of Corrected Misstatements - AJE

ATTACHMENT |

# Name Debit Credit
1 AJE 1 To bring back stale checks to cash
1222 Operating Cash-BOMI New Acct $ 34,422.33
2000 Accounts Payable (Subsidiary Ledger) 25,222.28
5600 Other Expense 9,200.05
34,422.33 34,422.33
2 AJE 2 To correct recording of fixed assets and inventories sold to related party
5241 Materials & Supplies 105,070.00
4701 Misc. Revenue 59,710.00
1151 Accum. Depreciation 14,434.44
5520 Depreciation Expense 1,509.12
1135 Misc Equipment 45,273.36
5990-13 Gains/Loss on Assets Disposal 13,011.96
119,504.44 119,504.44
3 AJE 3 To correct recording of inventory variances
5221 Fuel Consumption 44,621.69
2004-1-DT Accounts Payable - Affiliates 44,621.69
44,621.69 44,621.69
4 AJE 4 To adjust capital contribution
9001 Grant Revenue- ADB 299,740.00
9002 Grant Revenue- EWSSP 805,390.00
1160 Construction in process 1,105,130.00
1,105,130.00 1,105,130.00
5 AJE 5 To correct depreciation expense
5520 Depreciation Expense 362,686.52
1151 Accum. Depreciation 362,686.52
362,686.52 362,686.52
6 AJE 6 To correct recording of mid-corridor receipts and tokens issuance
5611DT  Free Utility Power 153,860.00
9012 Grant Revenue 153,860.00
153,860.00 153,860.00
7 AJE 7 To adjust water revenue from MOH
4132-30 RMI Commercial Sales - Water 24,843.33
1340-1-DT Accounts Receivable - Affiliates 24,843.33
24,843.33 24,843.33
8 AJE 8 To record fuel inventory quantity variance
1411 Fuel Inventory 14,749.78
5221 Fuel Consumption 14,749.78
14,749.78 14,749.78
9 AJE 9 To record inventory obsolescence
5246 Inventory Obsolescence 61,912.75
1499DT  Provision for Inventory Obsolescence 61,912.75
61,912.75 61,912.75




ATTACHMENT I, CONTINUED

Kwajalein Atoll Joint Utilities Resources, Inc.
September 30, 2020
Summary of Corrected Misstatements - AJE

# Name Debit Credit
10 AJE 10 To record impaired, unlocated and unused fixed assets

1151 Accum. Depreciation $ 1,764,981.54

5990-13 Gains/Loss on Assets Disposal 184,435.97

1121 Structures & Improvements $ 699,249.69

1122 Power Poles 8,105.32

1134 Accessories 95,461.00

1135 Misc Equipment 243,429.46

1136 Electric Meters 50,319.45

1137 Street Lights 813.00

1138 Transport Equip - T&D EL 641,406.92

1139 Water Transmission Lines 39,213.88

1140 Office Furniture & Equipment 171,418.79
1,949,417.51 1,949,417.51

11 AJE 11 To record depreciation of works-in-progress transferred to depreciable capital assets
5520 Depreciation Expense 26,048.03
1151 Accum. Depreciation 26,048.03
26,048.03 26,048.03

12 AJE 12 To record additional completed works for EWSSP
1121 Structures & Improvements 1,951,158.17
1160 Construction in process 1,951,158.17
1,951,158.17 1,951,158.17

13 AJE 13 To record collection of MOH receivable
1333 Allow for Doubtful Account - WTR 81,127.92
1321 Customer Receivable 81,127.92
81,127.92 81,127.92

14 AJE 14 To record additional inventory obsolescence
5246 Inventory Obsolescence 63,890.45
1499DT  Provision for Inventory Obsolescence 63,890.45
63,890.45 63,890.45

15 AJE 15 To correct water customer billing
4112-30 Residential Sales - Water 12,978.00
1333 Allow for Doubtful Account - WTR 12,978.00
12,978.00 12,978.00

16 AJE 16 To record additional allowance for doubtful accounts
5500 Bad Debts 51,743.77
1332 Allow for Doubtful Account - Elec 51,743.77
51,743.77 51,743.77

17 AJE 17 To record recovery of expended copper wires
5241 Materials & Supplies 13,290.00
4701 Misc. Revenue 13,290.00
13,290.00 13,290.00




ATTACHMENT I, CONTINUED

Kwajalein Atoll Joint Utilities Resources, Inc.
September 30, 2020
Summary of Corrected Misstatements - AJE

# Name Debit Credit
18 AJE 18 To record additional allowance for receivable in-arrears
5500 Bad Debts 4 48,677.98
1332 Allow for Doubtful Account - Elec $ 48,677.98
48,677.98 48,677.98

19 AJE 19 To record transfer of EWSSP sewerage pipeline system

1121 Structures & Improvements 339,932.67

5520 Depreciation Expense 3,540.97

1160 Construction in process 339,932.67

1151 Accum, Depreciation 3,540.97
343.473.64 343.473.64

Concurrence: rl

We have reviewed the audit adjustments above and authorize that they be recorded in the general ledger

as of September 30, 2020, The adju%tments are the result of errors and are not the result of fraud or illegal acts.

Signed by:

oSeph Padro
General Manager

Leihanl ] njin
Chief Fingncg Officer - Combined Utilities
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KAJ UR

KWRJIALEIN m'rcxu. JOINT l.JTiL.I"I"-H RESOURCES, INC.
Ene rgi zihg he ““(‘w of Tarl lan fmf” 1990

April 5, 2022

Deloitte & Touche LLP
361 South Marine Corps Drive
Tamuning GU, 96913

We are providing this letter in connection with your audits of the financial statements of
Kwajalein Atoll Joint Utilities Resources, Inc. (KAJUR), a component unit of the Republic of the
Marshall Islands (RepMar), which comprise the statements of net position as of September 30,
2020 and 2019, and the related statements of revenues, expenses and changes in net position
and of cash flows for the years then ended, and the related notes to the financial statements,
which collectively comprise KAJUR’s basic financial statements for the purpose of expressing
an opinion as to whether the basic financial statements present fairly, in all material respects,
the financial position, results of operations, and cash flows, as applicable, of KAJUR in
?ccord)ance with accounting principles generally accepted in the United States of America
GAAP).

We confirm that we are responsible for the following:

a. The preparation and fair presentation of the financial statements of financial position,
results of operations, and cash flows in accordance with GAAP.

b. 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

° To prevent and detect fraud.

c. The review and approval of the financial statements and related notes and acknowledge
your role in the preparation of this information. Specifically, we acknowledge that your role
in the preparation of the financial statements was a matter of convenience rather than one
of necessity. We have reviewed the financial statement preparation assistance provided
by you and acknowledge that the financial statements are prepared in accordance with
GAAP. Our review was based on the use of the financial statement disclosure checklist for
stand-alone business-type activities obtained from the Government Finance Officers
Association.



ATTACHMENT Il, CONTINUED

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement
of accounting information that, in light of surrounding circumstances, makes it probable that
the judgment of a reasonable person relying on the information would be changed or
influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, the following representations made to
you during your audits.

1. The financial statements referred to above are fairly presented in accordance with GAAP.
In addition:

a. The financial statements include all component units as well as joint ventures with an
equity interest, and properly disclose all other joint ventures and other related
organizations.

b. Net position components (net investment in capital assets; restricted; and
unrestricted) are properly classified and, if applicable, approved.

c. Deposits are properly classified in the category of custodial credit risk.

d. Capital assets, including infrastructure assets, are properly capitalized, reported, and,
if applicable, depreciated.

e. Required supplementary information is measured and presented within prescribed
guidelines.

f.  Applicable laws and regulations are followed in adopting, approving, and amending
budgets.

g. KAJUR’s policy regarding whether to first apply restricted or unrestricted resources
when an expense is incurred for purposes for which both restricted and unrestricted
net position is available is appropriately disclosed and the related net position is
properly recognized under the policy.

h. Revenues and expenses are appropriately classified in the statements of activities.

i. Federal awards expenditures have been charged in accordance with applicable cost
principles.

2. KAIJUR has provided to you all relevant information and access as agreed in the terms of
the audit engagement letter.

3. KAJUR has made available to you:

a. All financial records and related data for all financial transactions of KAJUR and for all
funds administered by KAJUR. The records, books, and accounts, as provided to you,
record the financial and fiscal operations of all funds administered by KAJUR and
provide the audit trail to be used in a review of accountability. Information presented
in financial reports is supported by the books and records from which the financial
statements have been prepared.
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ATTACHMENT Il, CONTINUED

b. All minutes of the meetings of the Board of Directors or summaries of actions of
recent meetings for which minutes have not yet been prepared.

c. Contracts and grant agreements (including amendments, if any) and any other
correspondence that has taken place with federal agencies.

There has been no:

a. Action taken by KAJUR management that contravenes the provisions of federal laws
and Republic of the Marshall Islands’ laws and regulations, or of contracts and grants
applicable to KAJUR, except as discussed in the Schedule of Findings and Questioned
Costs section of your Independent Auditors’ Report on Internal Control and on
Compliance.

b. Communication from other regulatory agencies concerning noncompliance with or
deficiencies in financial reporting practices or other matters that could have a material
effect on the financial statements.

We believe the effects of any uncorrected financial statement misstatements aggregated
by you during the current audit engagement and pertaining to the latest period presented
are immaterial, both individually and in the aggregate, to the financial statements taken
as a whole. A summary of such uncorrected misstatements has been attached as Appendix
A.

We believe the effects of the uncorrected financial statement misstatements detected in
the current year that relate to the prior year presented, when combined with those
misstatements aggregated by you during the prior-year audit engagement and pertaining
to the prior year presented, are immaterial, both individually and in the aggregate, to the
financial statements for the year ended September 30, 2019 taken as a whole. A summary
of such uncorrected misstatements has been attached as Appendix B.

KAJUR has not performed a formal risk assessment, including the assessment of the risk
that the financial statements may be materially misstated as a result of fraud. However,
management has made available to you their understanding about the risks of fraud in
KAJUR and do not believe that the financial statements are materially misstated as a result
of fraud.

We have no knowledge of any fraud or suspected fraud affecting KAJUR involving:

a. Management.

b. Employees who have significant roles in KAJUR’s internal control.

c. Others, where the fraud could have a material effect on the financial statements.
We have no knowledge of any allegations of fraud or suspected fraud affecting KAJUR’s
financial statements communicated by employees, former employees, analysts,
regulators, or others.

There are no unasserted claims or assessments that legal counsel has advised us are
probable of assertion and must be disclosed in accordance with GASB Codification of

Governmental Accounting and Financial Reporting Standards (“GASB Codification”)
Section C50, Claims and Judgments.
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The methods, significant assumptions, and the data used by us in making the accounting
estimates and the related disclosures are appropriate to achieve recognition,
measurement, or disclosure that is in accordance with GAAP.

We are responsible for the preparation of the Schedule of Expenditures of Federal Awards
in accordance with the requirements of Title 2 U.S. Code of Federal Regulations Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (OMB Uniform Guidance). We have identified and disclosed all of the government
programs and related activities subject to the OMB Uniform Guidance compliance audit
administered by KAJUR. In addition, we have accurately completed the appropriate
sections of the data collection form.

We are responsible for compliance with local, state, and federal laws, rules, and
regulations, including compliance with the requirements of the OMB Uniform Guidance,
and provisions of grants and contracts relating to KAJUR’s operations. We are responsible
for establishing and maintaining the components of internal control relating to our
activities in order to achieve the objectives of providing reliable financial reports, effective
and efficient operations, and compliance with laws and regulations. We are responsible
for maintaining accounting and administrative control over revenues, obligations,
expenditures, assets, and liabilities.

We are responsible for establishing and maintaining, and have established and
maintained, effective internal control over compliance for federal programs that provides
reasonable assurance that we are managing federal awards in compliance with laws,
regulations, and provisions of contracts or grant agreements that could have a material
effect on its federal programs.

We have disclosed to you all deficiencies in the design or operation of internal control over
financial reporting identified as part of our evaluation, including separately disclosing to
you all such deficiencies that are significant deficiencies or material weaknesses in internal
control over financial reporting.

We have informed you of all investigations or legal proceedings that have been initiated
during the year ended September 30, 2020 or are in process as of September 30, 2020.

We are responsible for all nonaudit services performed by you during the year ended
September 30, 2020 and through April 5, 2022.

We are responsible for establishing and maintaining, and have established and
maintained, effective internal control over compliance for federal programs that provides
reasonable assurance that we are managing federal awards in compliance with laws,
regulations, and provisions of contracts or grant agreements that could have a material
effect on its federal programs.

We have disclosed to you all deficiencies in the design or operation of internal control over
financial reporting identified as part of our evaluation, including separately disclosing to
you all such deficiencies that are significant deficiencies or material weaknesses in internal
control over financial reporting.

No events have occurred subsequent to September 30, 2020 that require consideration as
adjustments to or disclosures in the schedule of federal awards and related notes or that
existed at the end of the reporting period that affect noncompliance during the reporting
period.
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We have disclosed all known noncompliance with direct and material compliance
requirements occurring subsequent to September 30, 2020.

No changes in internal control over compliance or other factors that might significantly
affect internal control, including any corrective action taken by KAJUR with regard to
significant deficiencies and material weaknesses in internal control over compliance, have
occurred subsequent to September 30, 2020.

Federal awards expenditures have been charged in accordance with applicable cost
principles.

The Reporting Package submitted to the Federal Audit Clearinghouse (FAC) as defined by
the Uniform Grant Guidance section 2CFR200.512(3)(c) does not contain protected
personally identifiable information.

We have disclosed all contracts or other agreements with service organizations.

We have disclosed to you all communications from service organizations relating to
noncompliance with the requirements of federal statutes, regulations, and terms and
conditions of federal awards at those organizations.

We have:

a. Identified and disclosed to you the requirements of federal statutes, regulations,
and the terms and conditions of federal awards that are considered to have a
direct and material effect on each major program under audit.

b. Complied, in all material respects, with the direct and material compliance
requirements identified above in connection with federal awards except as
disclosed in the Schedule of Findings and Questioned Costs.

C. Identified and disclosed interpretations of any compliance requirements that have
varying interpretations.

d. Made available all federal awards (including amendments, if any) and any other
correspondence relevant to federal programs and related activities that have
taken place with federal agencies or pass-through entities. Management has
made available all documentation related to compliance with the direct and
material compliance requirements, including information related to federal
program financial reports and claims for advances and reimbursements. Federal
financial reports and claims for advances and reimbursements are supported by
the books and records from which the financial statements have been prepared
and are prepared on a basis consistent with that presented in the Schedule of
Expenditures of Federal Awards. The copies of federal program financial reports
provided are true copies of the reports submitted, or electronically transmitted,
to the federal agency or pass-through entity, as applicable.

e. Identified and disclosed all amounts questioned and any known noncompliance
with the direct and material compliance requirements of federal awards, including
the results of other audits, program reviews, or any communications from federal
awarding agencies and pass-through entities concerning possible noncompliance
related to the objectives of the audit.
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f. Identified previous financial audits, attestation engagements, performance audits,
or other studies related to the objectives of the audit and the corrective actions
taken to address significant findings and recommendations, including the status
of follow-up on prior audit findings (and information about all management
decisions) by federal awarding agencies and pass-through entities.

g. Provided to you our views on the reported findings, conclusions, and
recommendations for your report.

h. Monitored subrecipients to determine that they have expended subawards in
compliance with federal statutes, regulations, and terms and conditions of the
sub-award and have met the other pass-through entity requirements of OMB
Uniform Guidance.

i Issued management decisions for audit findings that relate to federal awards
made to subrecipients. Such management decisions were issued within six
months of acceptance of the audit report by the FAC. Additionally, we have
followed up to determine whether the subrecipient has taken timely and
appropriate action on all deficiencies detected through audits, on-site reviews,
and other means that pertain to the federal award provided to the subrecipient
from KAJUR.

j Considered the results of the subrecipient’s audits and made any necessary
adjustments to the auditee’s own books and records.

We are responsible for follow-up on all prior-year(s) findings. We have prepared a
summary schedule of prior-year findings reporting the status of our efforts in
implementation of the prior-year’s corrective action plan. The summary schedule of prior
audit findings includes all findings required to be included in accordance with OMB
Uniform Guidance.

We are responsible for taking corrective action on audit findings and have developed a
corrective action plan that meets the requirements of OMB Uniform Guidance. We have
included in the corrective action plan for current-year findings, the name of the person in
our organization responsible for implementation of the actions, the best actions to be
taken, and the estimate of a completion date. We have taken timely and appropriate steps
to remedy fraud, illegal acts, violations of provisions of contracts or grant agreements, or
abuse that you report.

Management has identified and disclosed to you all laws and regulations that have a direct
and material effect on the determination of financial statement amounts.

During the year ended September 30, 2020, GASB issued Statement No. 95, Postponement
of the Effective Dates of Certain Authoritative Guidance, which postpones the effective
dates of GASB Statement No. 84, 89, 90, 91, 92 and 93 by one year and GASB Statement
No. 87 by 18 months; however, earlier application of the provisions addressed in GASB
Statement No. 95 is encouraged and is permitted to the extent specified in each
pronouncement as originally issued. In accordance with GASB Statement No. 95,
management has elected to postpone implementation of these statements.
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32. InJanuary 2017, GASB issued Statement No. 84, Fiduciary Activities. This Statement is to
improve guidance regarding the identification of fiduciary activities for accounting and
financial reporting purposes and how those activities should be reported. The
requirements of this Statement will enhance consistency and comparability by (1)
establishing specific criteria for identifying activities that should be reported as fiduciary
activities and (2) clarifying whether and how business-type activities should report their
fiduciary activities. = Management does not believe that this statement, upon
implementation, will have a material effect on the financial statements. In accordance
with GASB Statement No. 95, GASB Statement No. 84 will be effective for fiscal year ending
September 30, 2021.

33. InJune 2017, GASB issued Statement No. 87, Leases. The objective of this Statement is to
better meet the information needs of financial statement users by improving accounting
and financial reporting for leases by governments. This Statement increases the
usefulness of governments’ financial statements by requiring recognition of certain lease
assets and liabilities for leases that previously were classified as operating leases and as
inflows of resources or outflows of resources recognized based on the payment provisions
of the contract. Management believes that this statement, upon implementation, will
have a material effect on the financial statements. In accordance with GASB Statement
No. 95, GASB Statement No. 87 will be effective for fiscal year ending September 30, 2022.

34. InJune 2018, GASB issued Statement No. 89, Accounting for Interest Cost Incurred Before
the End of a Construction Period. The objectives of this Statement are (1) to enhance the
relevance and comparability of information about capital assets and the cost of borrowing
for a reporting period and (2) to simplify accounting for interest cost incurred before the
end of a construction period. Management does not believe that this statement, upon
implementation, will have a material effect on the financial statements. In accordance
with GASB Statement No. 95, GASB Statement No. 89 will be effective for fiscal year ending
September 30, 2022.

35. In August 2018, GASB issued Statement No. 90, Majority Equity Interests - An Amendment
of GASB Statements No. 14 and 61. The primary objectives of this Statement are to
improve the consistency and comparability of reporting a government’s majority equity
interest in a legally separate organization and to improve the relevance of financial
statement information for certain component units. It defines a majority equity interest
and specifies that a majority equity interest in a legally separate organization should be
reported as an investment if a government’s holding of the equity interest meets the
definition of an investment. A majority equity interest that meets the definition of an
investment should be measured using the equity method, unless it is held by a special-
purpose government engaged only in fiduciary activities, a fiduciary fund, or an
endowment (including permanent and term endowments) or permanent fund. Those
governments and funds should measure the majority equity interest at fair value.
Management does not believe that this statement, upon implementation, will have a
material effect on the financial statements. In accordance with GASB Statement No. 95,
GASB Statement No. 90 will be effective for fiscal year ending September 30, 2021.
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In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations. The primary
objectives of this Statement are to provide a single method of reporting conduit debt
obligations by issuers and eliminate diversity in practice associated with (1) commitments
extended by issuers, (2) arrangements associated with conduit debt obligations, and (3)
related note disclosures. This Statement achieves those objectives by clarifying the
existing definition of a conduit debt obligation; establishing that a conduit debt obligation
is not a liability of the issuer; establishing standards for accounting and financial reporting
of additional commitments and voluntary commitments extended by issuers and
arrangements associated with conduit debt obligations; and improving required note
disclosures. Management does not believe that this statement, upon implementation, will
have a material effect on the financial statements. In accordance with GASB Statement
No. 95, GASB Statement No. 91 will be effective for fiscal year ending September 30, 2023.

In January 2020, GASB issued statement No. 92, Omnibus 2020. The objectives of this
Statement are to enhance comparability in accounting and financial reporting and to
improve the consistency of authoritative literature by addressing practice issues that have
been identified during implementation and application of certain GASB Statements. This
Statement addresses a variety of topics and includes specific provisions about the effective
date of Statement No. 87, Leases, and Implementation Guide No. 2019-3, Leases, for
interim financial reports, the terminology used to refer to derivative instruments and the
applicability of certain requirements of Statement No. 84, Fiduciary Activities, to
postemployment benefits. The requirements related to the effective date of GASB
Statement No. 87 and Implementation Guide 2019-3, reissuance recoveries and
terminology used to refer to derivative instruments are effective upon issuance. In
accordance with GASB Statement No. 95, the remaining requirements of GASB Statement
No. 92 is effective for the fiscal year ending September 30, 2022.

In March 2020, GASB issued Statement No. 93, Replacement of Interbank Offered Rates.
The primary objective of this statement is to address those and other accounting and
financial reporting implications of the replacement of an IBOR. Management does not
believe that this statement, upon implementation, will have a material effect on the
financial statements. Except for paragraphs 11b, 13, and 14, GASB Statement No. 93 will
be effective for fiscal year ending September 30, 2021. The requirement in paragraphs
11b, 13, and 14 are effective for fiscal year September 30, 2022.

In March 2020, GASB issued Statement No. 94, Public-Private and Public-Public
Partnerships and Availability Payment Arrangements. The primary objective of this
statement is to improve financial reporting by addressing issues related to public-private
and public-public partnership arrangements. This statement also provides guidance for
accounting and financial reporting for availability payment arrangements. Management
does not believe that this statement, upon implementation, will have a material effect on
the financial statements. GASB Statement No. 94 will be effective for fiscal year ending
September 30, 2023.

In May 2020, GASB issued Statement No. 96, Subscription-Based Information Technology
Arrangements. This Statement provides guidance on the accounting and financial
reporting for subscription-based information technology arrangements (SBITAs) for
government end users (governments). This Statement (1) defines a SBITA; (2) establishes
that a SBITA results in a right-to-use subscription asset - an intangible asset - and a
corresponding subscription liability; (3) provides the capitalization criteria for outlays
other than subscription payments, including implementation costs of a SBITA; and (4)
requires note disclosures regarding a SBITA. Management does not believe that this
statement, upon implementation, will have a material effect on the financial statements.
GASB Statement No. 96 will be effective for fiscal year ending September 30, 2023.
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41. In June 2020, GASB issued Statement No. 97, Certain Component Unit Criteria, and
Accounting and Financial Reporting for Internal Revenue Code Section 457 Deferred
Compensation Plans - an amendment of GASB Statements No. 14 and No. 84, and a
supersession of GASB Statement No. 32. The primary objectives of this Statement are to
(1) increase consistency and comparability related to the reporting of fiduciary component
units in circumstances in which a potential component unit does not have a governing
board and the primary government performs the duties that a governing board typically
would perform; (2) mitigate costs associated with the reporting of certain defined
contribution pension plans, defined contribution other postemployment benefit (OPEB)
plans, and employee benefit plans other than pension plans or OPEB plans (other
employee benefit plans) as fiduciary component units in fiduciary fund financial
statements; and (3) enhance the relevance, consistency, and comparability of the
accounting and financial reporting for Internal Revenue Code (IRC) Section 457 deferred
compensation plans (Section 457 plans) that meet the definition of a pension plan and for
benefits provided through those plans. GASB Statement No. 97 will be effective for fiscal
year ending September 30, 2022.

42. Note 9 to the financial statements discloses all of the facts (i.e., significant conditions and
events and management plans) of which we are aware that are relevant to KAJUR’s ability
to continue as a going concern. Specifically, management acknowledges that it is currently
dependent on RepMar for cash advances to fund operations in order to maintain KAJUR
as a going concern. Should RepMar choose to discontinue cash advances, KAJUR
management may have to consider alternative measures including, among other
possibilities, an increase in electricity rates and to delay payments to Marshalls Energy
Company, Inc. for fuel purchases to maintain KAJUR as a going concern.

Except where otherwise stated below, matters less than $20,000 collectively are not considered
to be exceptions that require disclosure for the purpose of the following representations. This
amount is not necessarily indicative of amounts that would require adjustment to, or disclosure
in, the basic financial statements.

43, Except as listed in Appendices A and B, there are no transactions that have not been
recorded and reflected in the financial statements.

44, KAJUR has no plans or intentions that may affect the carrying value or classification of
assets and liabilities.

45, Regarding related parties:

a. We have disclosed to you the identity of KAJUR’s related parties and all the related
party relationships and transactions of which we are aware.

b. To the extent applicable, related parties and all related-party relationships and
transactions, including sales, purchases, loans, transfers, leasing arrangements,
and guarantees (written or oral) have been appropriately identified, properly
accounted for, and disclosed in the financial statements.
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In preparing the financial statements in accordance with GAAP, management uses
estimates. All estimates have been disclosed in the financial statements for which
known information available prior to the issuance of the financial statements
indicates that both of the following criteria are met:

Itis reasonably possible that the estimate of the effect on the financial statements
of a condition, situation, or set of circumstances that existed at the date of the
financial statements will change in the near term due to one or more future
confirming events.

The effect of the change would be material to the financial statements.

Risks associated with concentrations, based on information known to management,
that meet all of the following criteria have been disclosed in the financial statements:

The concentration exists at the date of the financial statements.

The concentration makes KAJUR vulnerable to the risk of a near-term severe
impact.

Itis at least reasonably possible that the events that could cause the severe impact
will occur in the near term.

There are no:

Instances of identified or suspected noncompliance with laws and regulations
whose effects should be considered when preparing the financial statements, or
other instances that warrant the attention of those charged with governance.

Known actual or possible litigation and claims whose effects should be considered
when preparing the financial statements that have not been disclosed to you and
accounted for and disclosed in accordance with GAAP.

Known actual or likely instances of abuse that have occurred that could be
quantitatively or qualitatively material to the financial statements.

Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by GASB Codification Section C50, Claims and Judgments, except as
discussed in Note 9 to the financial statements.

KAJUR has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets nor has any asset been pledged as collateral.

KAJUR has complied with aspects of contractual agreements that may affect the
financial statements.

No department or agency of KAJUR has reported a material instance of
noncompliance to us.
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52. KAJUR has ident'ifiec_i all derivative instruments as defined by GASB Codification
Section D40, Derivative Instruments, and appropriately recorded and disclosed such
derivatives in accordance with GASB Codification Section D40.

53. Except as discussed in Note 11 to the financial statements, no events have occurred
after September 30, 2020, but before April 5, 2022, the date the financial statements
were available to be issued that requires consideration as adjustments to or
disclosures in the financial statements.

54. Regarding required supplementary information:
a. We confirm that we are responsible for the required supplementary information.
b. The required supplementary information is measured and presented in
accordance with GASB Codification Section 2200, Comprehensive Annual Financial
Report.
c The methods of measurement and presentation of the supplementary

information have not changed from those used in the prior period.

55. Receivables recorded in the financial statements represent valid claims against
debtors for sales or other charges arising on or before the balance-sheet date and
have been appropriately reduced to their estimated net realizable value.

56. Arrangements with financial institutions involving compensating balances or other
arrangements involving restrictions on cash balances, line of credit, or similar
arrangements have been properly disclosed in the financial statements.

57. Financial instruments with significant individual or group concentration of credit risk
have been appropriately identified, properly recorded, and disclosed in the financial
statements.

58. KAJUR 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. It is the policy of the primary government not to purchase commercial
insurance for the risks of loss to which it is exposed. Instead, KAJUR management
believes it is more economical to manage its risks internally. Claims expenditures and
liabilities are reported when it is probable that a loss has occurred and the amount of
that loss can be reasonably estimated. These losses include an estimate of claims that
have been incurred but not reported. No losses have occurred as a result of these
risks in any of the past three fiscal years.

59. We have appropriately identified and properly recorded and disclosed in the financial
statements, where applicable, all interfund transactions, including repayment terms.

60. No evidence of fraud, possible irregularities, or dishonesty in fiscal operations of
federal programs administered by KAJUR has been discovered.

Very truly yours,

) =\

JosephPedro—" Leihani Anjain
fficer

General Manager Chief Financial
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APPENDIX A

Kwajalein Atoll Joint Utilities Resources, Inc.
Summary of Uncorrected Misstatements

Year Ended September 30, 2020

Assets Liabilities Equity Income

Dr. (Cr.) Dr. (Cr.) Dr. (Cr.) Dr. (Cr.)
To correct understatement
of prepaid expense 15,459 (15,459)
To correct understatement
of utility receivables 17,301 (17,301)
To correct overstatement
of capital assets (37,262) 37,262

32,760 (37,262) 37,262 (32,760)
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APPENDIX B

Kwajalein Atoll Joint Utilities Resources, Inc.
Summary of Uncorrected Misstatements
Year Ended September 30, 2019

Assets Liabilities Equity Income

Dr. (Cr.) Dr. (Cr.) Dr. (Cr.) Dr. (Cr.)
To record prepaid
insurance 14,061 (14,061)
To reverse expended
inventories (copper wires) 13,290 (13,290)
To record difference in
MISSA filing (7,136) 7,136

27,351 (7,136) 7,136 (27,351)
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