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A member firm of Ernst & Young Global Limited

Report of Independent Auditors

Honorable Minister David Paul
Ministry of Finance, Banking and Postal Services
Republic of the Marshall Islands

Report on the Audit of the Financial Statement

Opinion

We have audited the financial statement of the Republic of the Marshall Islands (RMI) Majuro
Power Network Strengthening Project (the Project) financed by the Asian Development Bank’s
Special Fund, which comprises the statements of project account for the sixteen months ended
January 31, 2025 and the year ended September 30, 2023, and the related notes to the financial
statement.

In our opinion, the accompanying financial statement referred to above presents fairly, in all
material respects, the cash receipts and disbursements of the Project for the sixteen months ended
January 31, 2025 and the year ended September 30, 2023 in accordance with the cash basis of
accounting described in Note 2 to the financial statement.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States
(Government Auditing Standards). Our responsibilities under those standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial Statement section of our report.  We
are required to be independent of the Project and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audits. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Emphasis of Matter

Reporting Entity

As discussed in Note 1 to the financial statement, the financial statement referred to above presents
only the activities of the Project administered by the Marshalls Energy Company, Inc. and is not
intended to present fairly the results of other non-Project related operations of the Marshalls
Energy Company, Inc. in conformity with accounting principles generally accepted in the United
States of America.  Our opinion is not modified with respect to this matter.

Ernst & Young (RMI), Inc.
P.O. Box 1288
Majuro, Republic of the Marshall
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Responsibilities of Management for the Financial Statement

Management is responsible for the preparation and fair presentation of the financial statement in
accordance with the cash basis of accounting described in Note 2 to the financial statement; this
includes determining that the cash basis of accounting is an acceptable basis for the preparation of
the financial statement in the circumstances. Management is also responsible for 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.

In preparing the financial statement, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Project’s
ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statement

Our objectives are to obtain reasonable assurance about whether the financial statement as a whole
is free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion.  Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and
Government Auditing Standards will always detect a material misstatement when it exists. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control. Misstatements are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statement.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

 Exercise professional judgment and maintain professional skepticism throughout the audit.

 Identify and assess the risks of material misstatement of the financial statement, whether due
to fraud or error, and design and perform audit procedures responsive to those risks.  Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statement.

 Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Project’s internal control.  Accordingly, no such opinion is
expressed.

 Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statement.
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 Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Project’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Basis of Accounting

We draw attention to Note 2 of the financial statement, which describes the basis of accounting.
The financial statement is prepared on the cash basis of accounting, which is a basis of accounting
other than accounting principles generally accepted in the United States of America.

Other Matters

Other Information

Management is responsible for the other information included in the basic financial statement. The
other information comprises the Schedule of Budgeted vs. Actual Expenditures on page 8 and the
Detailed Reconciliation of ADB Grant Funds Received By Grant on page 9 but does not include
the basic financial statement and our auditor's report thereon. Our opinion on the basic financial
statement does not cover the other information, and we do not express an opinion or any form of
assurance thereon.

In connection with our audits of the basic financial statement, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information
and the basic financial statement, or the other information otherwise appears to be materially
misstated. If, based on the work performed, we conclude that an uncorrected material misstatement
of the other information exists, we are required to describe it in our report.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January
29, 2026, on our consideration of the Project’s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters.  The purpose of that report is solely to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the effectiveness of the Project’s internal control over financial reporting or
on compliance.  That report is an integral part of an audit performed in accordance with
Government Auditing in considering the Project’s internal control over financial reporting and
compliance.

January 29, 2026



Sixteen
months ended Year ended

January 31, September 30,
2025 2023

Cash receipts:
  ADB grant drawdowns $ 1,144,476 $ 609,883

Cash disbursements:
  Investment costs:
    Advance Metering Infrastructure:
      Procurement and installation of meters 1,102,024 472,296
    Supervising consultants:
      Consulting services 42,452 137,587

            Total cash disbursements 1,144,476 609,883

            Net change $ --- $ ---

Republic of the Marshall Islands
Majuro Power Network Strengthening Project

(Financed by the Asian Development Bank's Special Fund)

Statements of Project Account

See accompanying notes. 4
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1. Organization

On December 7, 2017, the Republic of the Marshall Islands (RMI) through the RMI Ministry of
Finance, Banking and Postal Services (MOFBPS or the Recipient) signed a Grant Agreement
(Grant No. 0554-RMI (SF)) with the Asian Development Bank (ADB) for the purpose of financing
the Majuro Power Network Strengthening Project (the Project). Simultaneously, the ADB signed
a Project Agreement with the Marshalls Energy Company, Inc. (MEC) associated with the
implementation of the Project. The ADB agreed to extend to the Recipient an amount equivalent
to $2,000,000 under the grant agreement to cover eligible Project expenditures up to the revised
closing date of July 31, 2023. On July 31, 2024, the ADB approved an extension of the closing
date for Grant No. 0554-RMI (SF) to January 31, 2025.

The objective of the Project is to install an advanced metering infrastructure to allow MEC to
reduce losses on the Majuro power system, reduce diesel fuel consumption for power generation,
and improve revenue collection.

The Project consists of the following parts with respective allocations:

Output 1 - Advanced metering infrastructure $1,135,000
Output 2 - Supervising consultants 234,000
Output 3 - Capacity building and business process reengineering 500,000
Unallocated    131,000

$2,000,000

MOFBPS is designated as the representative of the RMI for the purposes of the grant regulations
while MEC is designated as the Implementation Agency responsible for carrying out of the Project.
The accompanying financial statement is prepared for and relates solely to those accounting
records maintained by MEC associated with the Project and does not incorporate any accounts
related to other non-Project activities of MEC or any other departments or agencies of the RMI
Government.
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2. Summary of Significant Accounting Principles

Basis of Accounting

The Project’s policy is to maintain its accounts and prepare its financial statement on the cash basis
of accounting. Cash basis of accounting is a special purpose framework, and like other bases such
as tax, regulatory and contractual, use a definitive set of logical, reasonable criteria that is applied
to all material items appearing in the financial statements. The cash, tax, regulatory, and other
bases of accounting are commonly referred to as other comprehensive basis of accounting.

The cash basis differs from accounting principles generally accepted in the United States of
America (GAAP) primarily because receipts/revenues are recognized when received rather than
when earned and disbursements/expenses are recognized when paid rather than when the
obligation is incurred. The American Institute of Certified Public Accountants (AICPA) issues
nonauthoritative guidance and best practices in the form of Practice Aids.

All transactions are denominated in USD and are recognized as receipts or disbursements,
including direct payments made by the ADB to vendors. Direct payments are disbursements made
by the ADB, at the request of MEC, to designated beneficiaries (e.g., supplier, contractor, or
consultant) directly.  MEC is responsible for collecting supporting documents and preparing and
sending withdrawal applications to the ADB.

3. Counterpart Support

Under the provisions of the grant agreement, the RMI Government is required to provide
counterpart support through in-kind contributions estimated at $247,000 in the form of recurrent
costs such as office space, utilities, administration and support staff, and taxes and duties
exemption.  For the sixteen months ended January 31, 2025 and the year ended September 30,
2023, the RMI Government made available counterpart in-kind contributions in the form of taxes
and duties exemption in the amount of $88,162 and $37,784, respectively.

4. Commitments

The ADB has made grant proceeds of $2,000,000 available to the RMI Government for the purpose
of exclusively financing Project expenditures in accordance with grant agreement provisions. As
of January 31, 2025 and September 30, 2023, remaining commitments associated with unused
grant proceeds amount to $78,143 and $1,222,619, respectively.
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5. Reporting Period

The financial statement covers the 16-month period from October 1, 2023 to January 31, 2025,
which is longer than the usual 12-month reporting period. This extended period reflects the final
phase of the Project funded by the ADB, including project closure activities. Comparative figures
for the prior year (October 1, 2022 to September 30, 2023) are presented for reference. Users
should consider the difference in reporting periods when analyzing the financial statement.

6. Subsequent Events

MEC has evaluated subsequent events through January 29, 2026, which is also the date the
Project’s financial statement is available to be issued.
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Cumulative
from

December
 7, 2017 to

January
ADB RMI Total ADB RMI 31, 2025 ADB RMI Total

Expenditures:
  Investment costs:
    Advance Metering Infrastructure:
      Procurement and installation of meters $ 495,000 $ 215,000 $ 710,000 $ 1,574,320 $ --- $ 1,574,320 $( 1,079,320 ) $ 215,000 $( 864,320 )
      Equipment - procurement, installation, training and commissioning 640,000 16,000 656,000 --- --- --- 640,000 16,000 656,000
    Supervising consultants:
      Consulting services 234,000 --- 234,000 347,537 --- 347,537 ( 113,537 ) --- ( 113,537 )
    Capacity building and business process reengineering:
      Consulting services 500,000 --- 500,000 --- --- --- 500,000 --- 500,000

1,869,000 231,000 2,100,000 1,921,857 --- 1,921,857 ( 52,857 ) 231,000 178,143
  Contingencies:
    Physical 131,000 16,000 147,000 --- --- --- 131,000 16,000 147,000
    Price --- --- --- --- --- --- --- --- ---

131,000 16,000 147,000 --- --- --- 131,000 16,000 147,000
            Total expenditures $ 2,000,000 $ 247,000 $ 2,247,000 $ 1,921,857 $ --- $ 1,921,857 $ 78,143 $ 247,000 $ 325,143

Variance

Republic of the Marshall Islands

(Financed by the Asian Development Bank's Special Fund)

Schedule of Budgeted vs. Actual Expenditures

Period from inception (December 7, 2017) through January 31, 2025

Budget Actual Expenditures

Majuro Power Network Strengthening Project
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USD Equivalent
(i*ii) In USD Amount Reason/

(A) (B) (A - B) Justification
A001 Direct Payment 06/27/19 47,591.00 1.00 47,591.00 06/27/19 47,591.00 ---
A002 Direct Payment 08/19/19 16,344.00 1.00 16,344.00 08/19/19 16,344.00 ---
A003 Direct Payment 08/12/19 26,500.00 1.00 26,500.00 08/12/19 26,500.00 ---
A004 Direct Payment 12/19/19 20,500.00 1.00 20,500.00 12/19/19 20,500.00 ---
A005 Direct Payment 10/02/20 3,072.00 1.00 3,072.00 10/02/20 3,072.00 ---
A006 Direct Payment 04/22/21 19,908.90 1.00 19,908.90 04/22/21 19,908.90 ---
A007 Direct Payment 04/22/21 3,015.90 1.00 3,015.90 04/22/21 3,015.90 ---
A008 Direct Payment 07/23/21 4,021.20 1.00 4,021.20 07/23/21 4,021.20 ---
A009 Direct Payment 08/02/21 26,544.60 1.00 26,544.60 08/02/21 26,544.60 ---
A011 Direct Payment 01/18/23 31,957.90 1.00 31,957.90 01/18/23 31,957.90 ---
A012 Direct Payment 02/23/23 472,296.00 1.00 472,296.00 02/23/23 472,296.00 ---
A013 Direct Payment 07/06/23 10,370.00 1.00 10,370.00 07/06/23 10,370.00 ---
A014 Direct Payment 12/15/23 629,728.00 1.00 629,728.00 12/15/23 629,728.00 ---
A015 Direct Payment 04/24/24 236,148.00 1.00 236,148.00 04/24/24 236,148.00 ---
A016 Direct Payment 12/20/24 236,148.00 1.00 236,148.00 12/20/24 236,148.00 ---
A017 Direct Payment 12/13/24 5,585.00 1.00 5,585.00 12/13/24 5,585.00 ---
A018 Direct Payment 12/13/24 36,867.00 1.00 36,867.00 12/13/24 36,867.00 ---
A041 Direct Payment 12/12/22 95,259.50 1.00 95,259.50 12/12/22 95,259.50 ---

TOTAL 1,921,857.00 1,921,857.00 1,921,857.00

WITHDRAWAL
APPLICATION NOS.

(WA)

DISBURSEMENT METHOD
(Identify whether Reimbursement,

Direct Payment, etc)

Per APFS Per LFIS DIFFERENCE  and REASON

Date In local currency (i) Exchange Rate (ii) Value Date

Republic of the Marshall Islands
Majuro Power Network Strengthening Project

(Financed by the Asian Development Bank's Special Fund)

Detailed Reconciliation of ADB Grant Funds Received

January 31, 2025

9
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A member firm of Ernst & Young Global Limited

Report of Independent Auditors on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements

Performed in Accordance with Government Auditing Standards

Honorable Minister David Paul
Ministry of Finance, Banking and Postal Services
Republic of the Marshall Islands

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statement of the
Republic of the Marshall Islands Majuro Power Network Strengthening Project (the Project)
financed by the Asian Development Bank’s Special Fund, which comprises the statement of
project account for the sixteen months ended January 31, 2025, and the related notes to the
financial statement, and have issued our report thereon dated January 29, 2026.

Report on Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

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

Ernst & Young (RMI), Inc.
P.O. Box 1288
Majuro, Republic of the Marshall
Islands 96960

Tel: 692 625 7387
ey.com
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Project’s financial statement is free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts.  However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion.  The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance.  This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance.  Accordingly, this communication is not suitable for any other purpose.

January 29, 2026


