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MARSHALLS ENERGY COMPANY, INC.

FINANCIAL STATEMENTS
AND

INDEPENDENT AUDITORS' REPORT

YEARS ENDED SEPTEMBER 30,2OO1 AND 2OOO
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Board of Directors
Marshalls Energy Company, Inc.:

w^e^have audited the accompa-n.ying-barance sheets of the Marshalls Energy Companv, Inc. (MEC),a component unit of the Republic of the Marshall Isrands, as 
"r 

S"pt"-u8i :0, iiirii',_o 2oo0, andthe related statements of (lbss) eamings ana retaineJ eamings an-d cash flows foi the years thenended. These financial 
"""ff:,:::^llg 

re,sponsibility.lUf-t_g"$_!rr. dr.'r".ponsibitityis to express an opinion on these lrnancral statements baseil on our audits-

we conducted our audits in accordance with auditing standards generally accepted in the unitedStates of America and the, standards appli_gable to- Rnunciat audits c6nrained in GovernmentAuditing standards' issued by the Comptr_oller c"n".ai or trre u"iiea-iiaGr.'* irro." standards
::-rr^j!?]. y: plan and peiform the iudit to oriuin 

-r"uronabre 
assurance about whether therrnancral statemenrs are free of materic.r missratement. An audit. incird;;;;^;"iAln a tesr basis,

::]9:^T"-:Y!p,*ing the amounts and disclosures in the financial sraremen$. An au-dit also includes
l.'^::'llC 

the accounring_p'il:jlt._..5-:d and significant estimares ;"J" hy ,;;;;Ii' '"nt, u, ,,r"1 u,evaruatrng the overal financiar sratement presentation. we berieve ,il"i .rir"a'ii, provrde areasonable basis for our opinron.

In our opinion, the financial statements referred to above present fairly, in all material respects, thefinanciat position of MEC as of Seprember 30,10-0id i00q ;";11'!';;,;^;lji.'6p"rut,on, una
ili;Ti,l,?#.ri?l"5ii1:ffJ ended in.o,,ro,_ity *iir, accounting p.i";fii.;;;;#ly accepted

our audits were conducted for the purpose of forming an opinion on the basic financiar srarementsof MEC taken as a whole. . The 
'accbmpanyi"g 

s"?"irr" of Revenues, Expenses and Increase(Decrease) in Retained Eamings by source fo.itr. v"- lna"a-ili;b;.1?i"ifr"r ipage rs; ispresented for purposes of additioriat anarysis and i, not u lequired part of the basic financialstarements of MEC. This schedule is..the responsibiirty 
"r 

trc L"i"gl.!ri'"iiigc. Suchinformation has.been subjected torhe auditing tdc;l;i.r uppr,.o rn our audir of rhe basjc financialstatements and, in our ooinion, is farr.ly statedin atl mateiial respects when considered in relation tothe basic financial statements takcn as'a whole.
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In accordance wirh Government lufit|ng .standards, we have arso issued a report dated November28' 2o01' on our consideration of MEC'iintemal contro-l ou". finun.iuiffiniig'"riJ.", 
"sts 

of itscompliance with certain Drovisions. of laws, regulationi,-contracts, and grants- That report ls anintegral part of an audit p-erformed ln u""otdun"?'*iii"dov"mment Auditing standar.s and shouldbe read in conjunction with this report in considerin! ltte-.Lurts of our audit.

/n*tn" J /,',"r<
November 28, 2001

- 2 -
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MARSHALLS ENERGY COMPANY, INC.

Balance S heets
September 30, 2001 and 2000

ASSETS (note 7)

Utility plant (note 4):
Electric plant in service
Construction work in progress

Total utility plant

Less accumulated provision for depreciation and amortization

Net utility plant

Other assets:
Nonutility property, net

Current assets:
Cash and cash equivalents

Accounts receivable:
Electricity
AfTiliates (note 8)
Other

Total accounts receivable

lrss allowance for uncollcctible accounts

Net accounts receivablc

Materials and supplies (note 3)
Prepayments

Total current assets

Total assets

2001

$ 18,417,,159

18,411,459

(4.019.620)

t4.391.839

54 545

663.256

2,430302
I , I  15 ,386

414.O45

3,959,133

(1.s26.491)

7  1111  ) l )

t.344.186
27.800

4.469.084

$ 189?lt{!

2000

$ t7,159,419
4 1 q  5 4 q

18,198,968

(2.98r.376)

t 5  ) 1 7  S A )

66.063

1.086.699

2,690,561
l,369,096

1 t t  1 r l

1,310,910

(2.297.200)

2.O73.71O

1.364.383
41.600

4 566 4 \ )

$ leJ50Ja7

Src aecompanyin! :  nu lc \  to  f inaneia l  \ l f , remenl \ .



MARSHALLS ENERGY COMPANY, INC.

Balance Sheets, Continued
September 30, 2001 and 20O0

STOCKHOLDER'S EOUITY AND LIABILTTIES

Stockholder's equity:
Common stock, $l par value, 100,000 shares
authorized and paid,in, 75,0O0 shares outstanding
Contributed oapital
Retained earnings

Treasury stock, at cost, 25.0{X) shares

Total stock}|older's equiry

Long-term debt:
RUS mortgage notes less current maturities (note 7)

Current liabilities:
Short-term borrowings (note 6)
Current maturities of long term debt (note 7)
.{ccounts payable
Payable to affiliates (note 8)
Accrued taxes (note 5)
Other current and accrued liabilities

Total  current l iabi l i t  ics

Ct'm6i1*"n, and contingency (note 9)

Total stcrkholder's equity and liabilities

\3e accompanytng notes to financial statcments.

2001 2000

$ 100,000
875,468

3.748,376

4,723,844
(2s,0o0)

4.698.844

1r.t ]0.259

284.922
3,543,904

18,364
13,819
59.965

3.981.oo4

$ 100,000
78 I,980

2.21O.426

3,152,406
(2s.0oo)

3.121.406

10.561.7 17

l,200,000
504,7 t8

3,085,894
241,621
106,975
8 7 . 1 3 1

5.226.345

$ 18JZLrl68 $ 19 .850.107

I . l -
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MARSHALLS ENERGY COMPANY' INC.

Statements of (Loss) Eamings and Retained Eamings
Years Ended September 30, 2001 and 200O

Operating revenues (note 6)

Operating exPenses:
Cost of Power
Distribution oPeratlons
Depreciation and arnortrzatron
Administrative and general
Taxes
Distribution marntenance
Consumer accounts

Total operatlng expenses

Operating deficiency before interest expense

lntcrest exPense

Operating deficiency after interest exp€nse

Non-operating income (expense):
Fuel and gas sales
Cost of sales

Gross profit on sales

Other, net

Total non-oPerating incomc, net

Net (loss) earnings

Add depreciation on fixed assets acquired by grants.externally
restric6d for capital acquisitions and construction that reduces

contributed capital

(Decrease ) increasc in retained carnings

Rctained eamings at beginning of year

Rctained earnings at end o[ Year

See accompanying notes to finlncial staten)ents'

2001

(  7  ) r 7  1 4 1

6,411,O95
t,330,730
t,u)6,121

925,236
t53,639
88,603

2000

$ 6.986.742

5,042,095
r,ts6,628

801,693
93 1,63 1
142,484
18,081

248,269

8.400.887

(  1 ,414,145)

s ) 9 , 5 4 7

0.942.692)

1,323.031
(6.132.291)

l,190,734

826.412

2.Or1.206

'/4,5t1

9982.024

(2,144,683)

14r982

(3.486.665)

6,122,O2r
(4.123.55s)

1,398,466

5 16.76 I

t .915.221

(  r ,571,438)

93.'188

(r,171 ,95O)

3.148.316

s 2.210.426

93.488

168,002

3.580.374

$!48116

- 5 -
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MARSHALLS ENERGY COMPANY. INC.

Statements of Cash Flows
Ycars Ended Septembcr 30,20O1 and 2000

Cash flows from operating activities:
Net (loss) sarnings
Adiustments to r6concile net (loss) earnings to net cash
(uied for) provided by operating activities:

Deprcciation and amort ization
Provision for uncollectible accounts reccivable
Recovcry of bad debts
Non-operating interest exPense
Gain on sale of equiPment
(Increase) decrease in assets:

Accounts receivable:
Electricity
Affiliates
Other

Materials and suPPlies
PrepaYments

Increise (decrease) in liabilities:
Accounts payable
Payable to affiliates
Accrued taxes
Other current and accrued liabilities

Net cash (used for) provided by operating activities

Cash f lows from noncapital  f inancing act iv i t ics:
Net borrowings undei bank credit line agreement (note 6)
Interest paid on short-term borrowings

Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds from long-term debt
Acquisition and construction of capital assets
Principal paid on long-term debt
Interest paid on long-term debt
Proceeds from sale of equiPment

Net cash used for capital and related financing activities

Nct (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at cnd of year

See accompanying notes to t lnancial  statements.

(1 .495.719) (408.362)

t4 l  1  r t41 l 918, I  29

l.086.699 168.570

$jql50 $_1!86{99

2001

$ (1 ,s71,438)  $

1,O49,162

(143,138)
14t,982

260,259
253,1tO

(r29,1O3)
200,856

13,800

(1t t,823)
) f 1 ? 4 1

33,126
27.166

(1t2.118],

1,200,000
(14.946\

I .  185.054

(399,750)
(382,146)
(1t3,223)

2000

14,514

84r,260
248,269

528.541
(2;1sO)

(374,220)
(r22,823)
(184,911)
(23,624)
)<  1 l )

298,9'74
(64,36s)

39.586

1.326.191

t,931,214
(1,326,624)

(326,946)
(694,186)

2.180

6 -

- . , . d
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MARSHALLS ENERGY COMPANY, INC.

Statements of Cash Flows, Continued
Years Ended Scptember 30,2OOl and 2000

2001

Supplementai schedule of noncash capital and related flnancing activities:

Transf-ers of completed project to electric plant:

Electric plant in service
Construction work in progress

Transfer ofelectric plant to materials and supplies:

Elcctric plant in service
Materials and supplies

Sce accompanying notes to financial statements.

- l  -

2000

$ 439,549 $ 13,007,418
(439.s49\ ( i3.007.418)

$ _-___ -

$ (181,2se)  $
l8  1 .259

$ _  $ _ . -
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MARSHALLS ENERGY COMPANY, INC.

Notes to Fin:rncial Statcments
Sentember 30. 2001 and 2000

(l) Organization

The Marshalls Energy Company, Inc. (MEC) was grzrnted a corporate charter by the Cabinet
of the Republic of the Marsh,all Islands (RepMar) on Februzuy 2, 1984. MEC's principal lines
of busineis are predominantly the generation and transmission of electricity and the buying
and setling of pelroleum products. Other lines ofbusiness include the rental of equipment and
accommodation facilitiei. The principal markets for the gcneration and transmission of
electricity are government agencies, businesses and residential customgrs located on the atolls
of Majuio andlaluit. Petroleum products are sold primarily to foreign and domestic fishing
vessels.

MEC's articles of incorporation have authorized the
value cornmon stock. RepMar owns 75,00O of these
25,0OO shares in treasury.

issuance of 100,0O0 shares of $l par
shares rnd MEC retains the remaining

An exclusive franchise to construct, maintain and operate a distribution system for furnishing
electrical power within Majuro Atoll was granted to MEC by RepMar on March 8, 1983.
Simultaneously, RepMar lea-sed to MEC, for a nominal amount, a l2 megawatt power plant, a
six million gallon capacity fuel storage facility, electrical transmission systems and related
facilities on Majuro Atoll. The term of both the lease and the franchise is for a fifty year
period commencing on December 1, 1996.

Pursuant to Cabinet Minute C.M.
right to operate and manage the
effcctive November l, 1993. Thc
December I, 1996.

MEC's financial statements are incor?orated
RepMar as a component unit.

(2) Summar-y of Sienificant Accounting Policies

162(93), RepMar leased to MEC, for a nominal amount, the
power generating and distribution system in Jaluit Atoll
term of the lease is for a fifty year period commencing on

into the general purpose financial statemcnts of

I

The accounting policies of MEC conform to accounting principles generally acccpted in the
United States of America as applicable to govemmental entities, spccifically proprictary
f'unds. Govemmental Accounting Stirndards Board (GASB) Statement No.2O, Accounting
ttnd Firutncial Reporting for Proprietary Funds and Other Governmental Entities that Use
Proprietary Fund Accounting, requires that proprietary activities apply all applicable GASB
pronouncements as well as Statements and lntcrpretations issued by the Financial Accounting
Standards Board (FASB), Accounting Principles Board Opinions, and Accounting Rescarch
Bulletins of the Comnittee on Accounting Procedurcs issued on or before November 30,
1989. MEC has implemented GASB 20 and elected not to apply FASB Statements and
Interpretations issued alter November 3O, 1989.

Estimates

The preparation of financial statements in conformity with accounting principles gencrally
accepted in thc United States of America requires management to makc cstimates and
assumptions that affect thc reported amounts of assets and liabilities and disclosure of
contingent asscts and liabilities at the datc of the financial statements and the reported
amounts of revenucs and cxpenses during the rcporting period. Actual results could differ
l ' rom lhosc  es t i ln l t cs .  

, {
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2001 and 2000

(2) Summarv of Signiflcant Accounting Policies. Continued

Basis of Accounting

Proprietary funds are accounted for on a flow of economlc resources measurement focus-
With this measurement focus, all assets and liabilities associated with the operation of the
fund are included in the balance sheets. Proprietary fund operating statements present
increases and decreases in net total assets. The accrual basis of accounting is utilized by
proprietary funds. Under this method, revenues are recorded when eamed and expenses are
recorded at the time liabilities are incurred.

Cash and Cash Equivalents

For purposes of the balance sheets and the statements of cash flows, cash and cash equivalents
is defined as cash on hand and cash held in demand accounts. As of September 30, 2001 and
20OO, cash and ca-sh equivalents was $663,256 and $1,086,699, rcspectively, and the
corresponding bank ba.lance was $761,615 and $1,250,098, respectively. Of the bank balarce
amount as of September 30, 2001 and 2OO0, $579,000 and $1,250,098, respectively, is
maintained in one financial institution subjcct to Federal Deposit Insurance Corporation
(FDIC) insurancc. As of September 30, 20Ol and 20O0, bank deposits in the amount of
$ l0O,00O were FDIC insured. MEC does not require collateralization of its cash deposits;
therefore, deposit levels in excess of FDIC coverage are uncollateralized.

Receivables

All receivables are due from govemment agencies, businesses and individuals located within
the Republic of the Marshall Islands and are interest frce and uncollateralized. The allowance
for uncollectible accounts is stated at an amount which management believes will be adequate
to absorb possible losses on accounts receivable that may become uncollectible based on
evaluations of the collectibility of these accounts and prior collection experience. The
allowance is established through a provision for bad debts charged to expense.

Materials and Supplies

Fuel and supplies are valued at the lower of cost (first-in, flrst-out) or market (net rcalizable
value). Bulk fuel inventories held on consignment for power plant use and for resale are not
reflected in the accompanying balance sheets.

Plant and Nonutility Propertv

Plant and nonutility property arc stated at cost. Depreciation of plant and nonutility property
and amortization of leasehold land and residences are calculated on the straisht line method
hlscd on the est imated uscful  l ives of  the respcet ive lssels.  Co:ts penaining to t l is tr ibut ion
and line supplies are expensed during the year of installation as MEC considcrs the estimated
useful livcs of these supplies are less than one year.

MEC capitalizes interest expensc in order to recognize all costs associated with constructlon
projects bascd on MEC's wcighted average bonowing rate. During the years endcd
Septembcr 30. 20Ol and 2000. $ 0- and $166,239, respectively, of eligible inreresr expense
was caoitalizecl.

- 9
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statemenrs
September 30, 2O0l and 20OO

(2) Summary of Significant Accountins Policies. Continued

Fund Equity

Contributed capital is 
.recorded .initially through receipt of capital grants. Depreciation

expense for capital assets acquired with capital giants is recordcd is a reluction of contributed
capital.

Reclassifications

Certain reclassifications have been made to the 2000 financial statements in order to conlbrmwith the 2001 presentation.

(3) Materials and Supplies

Materials and supplies at September 30,2001 and 2000, consists of the following:

Distribution and power plant supplies
Lubricants
Fuel

(4) Utility Plant

Utility plant at September 30, 2OOl and 20O0, consists of the following:

2U)1 2000

$  r , 2 6 1 , 1 0 4  $  1 , 2 9 1 , 1 1 3
61.439 54,8 l l
20.243 tg 4s7

$ IJ44JE6 $ _L1@383

I
I
I
I
I
I

Power plant engines
Plant and machinery
Vchicles
Residences
Leasehold improvements
Leasehold land
Fences and seawalls
Fumiture and fixtures

Estimated
Useful Lives

20 years
3 - l0 years
2 - 4 years

20 years
20 years
20 yczus
10 yeius

3 - 5 years

2001

$ t4,720,739
1,.106,9.13

679,691
520,361
350,559
330,000
2'72,816
136.290

18,417,459

(4.019.620)

14,397.839

20i.n

$  14 ,417,985
1,to4.516

628,833
520,361
350,s59
330,000
212,816
1 7 4  ) ) A

t ]  ,7 59,4 t9

(2 .981.376)

14.178,A3
439.5.19

! i  l 5  )  l 7  i e )

Less accumulated provision for deprcciation and amortization

Cr'1.11x61 u6 work in progrt . . , r

l 0 -

$ =l3J1fil.2
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2001 and 2000

(5) Taxes Pavable

Pursuant to the Income Tax Act of 1989, as amended by the Income Tax Amendment Act of
1991, sales of electricity by public utility companies are exempt from gross revenue tax.
Accordingly, MEC is required to pay gross revenue tax on all revenue with the exception of
electricity sales at the rate of 3Vo. As of September 30, 20Oi and 2000, MEC is liable for
gross revcnue tax to RepMar amounting to $57,078 and $70,698, respectivcly.

Pursuant to the Import Duties Act of 1989, as amended by the Import Duties (Amcndrnent)
Act of 1996, no import duty shall be levied on residual fuel oils and diesel oil imported by
MEC solely for the purposc of power generation. MEC is, however, required to pay import
duty on diesel oil imported for resale subject to certain exemptions. As of September 30,
2OOl and 2000, MEC is liable for import duty to RepMar amounting to $49,897 and $3,151,
respectively.

(6) Short-TermBorrowinss

On August 31, 2001, MEC entered into a loan agreement with an affiliated financial
institution in the amount of $1,20O,0OO. The loan bears interest at l2.95va per annum, is
payable in monthly installments of $ I 16,404, including interest, commencing November I ,
2O01, and is due September l,2OO2. RepMar has guaranteed this loan payable through an
assignment of future payments relating to RepMar's govemment electric billings.

(7) Notes Pavable

2001 2000

On Novcmber 18, 1997, MEC entered into a loan agreement
with the Fcderal Financing Bank (FFB) in the amount of
$ 12.5 million for the construction of a new power plant, with
loan repayments guaranteed by the Rural Utilities Servrce
(RUS). MEC is required to submit drawdown requests to
RUS fbr approval of loan advances. Intcrest rates arc
calculated based on the FFB rates at the date of the loan
advances and rangc from 5.49Vo to l.25Va per annum.
Principal and interest are payable in quMerly installments of
$213,110 through January 2,2018. The mortgagc notes have
been unconditionally guaranteed by RepMar, under which
RepMar will make debt service payments to RUS in the
event of default by MEC, and have been collateralized by a
leasehold mortgage and security agreement over the assets of
MEC. These notes are subjcct to certain coverage ratio
requirements. MEC is not in compliance with these ratio
fequirements as of September 30, 2001 and 2000.

Less current installmcnts

Lonsterm dcbt

$ 11 ,072,435 $  l r ,4s5 , l8 l

5M.718 284.922

$ l{I5_6_7J,t7 $ 1t-11Q.2i9I
I il
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
Scptember 30, 2001 and 20O0

(7) Notes Payable. Continued

Future repayment cornmitments are as follows:

Year ending
September 30,

2002
2003
2004
2005
2006

Thereafter

Principql

$ 504,718
431,240
458,581
488,979
388, 124

8.800.793
$ 11!72335

Interest

$  8&,145
663.852
636,5r1
606,I l5
433.196

3.694.993
$ 6-898-8_1r

Total

$ 1.368,863
1,O95,O92
I,095,098
1,095,094

821,320
t2.495.186

$ ujll253

(8) Related Party Transactions

MEC is wholly-owned by RepMar and is therefore affiliated with all RepMar-owned and
affiliated entities. RepMar subscribes for electricity generated by MEC and is charged for
electncity. usage based on a tauiff rate of $0.11 cents per kilowatt hour for monthly bi-ils less
than 50O kilowatt hours, or $0. l3 cents per kilowatt hour for bills greater than 5dO kilowatt
hours. Effective June l,20O1, the ta.riff rate was increlsed to gO. l2ients and $0.16 cents per
kilowatt hour, respectively. In addition, RepMar purchases fuel from MEC at the same
commercial terms and conditions as afforded to third parties. MEC's receivables from relatcd
parties are afforded more favorable payment terms than those extended to unrelated parties.

Total transactions for the years ended September 30, 20ol and 200o, and the relatcd
receivables from and payables to afhliates. are as follows:

100 t
Revenues Expenses Receivables Payables

RepMar  $1 ,001,443$ 45 t ,2O7 $  284,909 $168,195
Majuro Water and Sewer Company, Inc. 223,178 2,489 631,939 g
Marshall Islands Scrial Security
Administration

Majuro Resort, Inc.
Other

32,896 126,858 5,935 13,136
374,141 100 30,120

. 103.249 60.285 162.483 288
$2t36J!7 $ 640.939 $L1_t5186 $24r_68

RepMar
Majuro Water and Sewer Company, Inc.
Marshul l  Is lands Socral  Securi t  y
Administration

Majuro Resort, Inc.
Othcr

Revenues

$ 1 ,061,041
2 19,98 I

28,405
209,192
366.122

$ ls859t1
I t

Expenses

$ 345,367
5,036

292.971
9,051

5 | .713
$ _204204

Receivables

$ 605,861
487.240

5,889
t21 ,663
148,,t43

$ @ @

Payables

$  10 .558

5,03-5

)..111
$ _1&t6l



I
l
I
t
I

MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Stateme nts
September 30, 2001 and 2000

(8) Related Partv Transactions. Continued

As of September 30, 20O0, MEC's allowance for uncollectible accounts included certain

receivabld balances from Majuro Water and Sewer Company,^ Inc' (MWSC)' As of

S"pt"InU". 30, 2001, managemdnt hrs reassesscd the collectibility of these receivable balances

from MWSC rnd dererminid thar the loral  baiance is ful ly col lect ih lc.  which has rcsul tcd in a

recognition of recovery of bad tlebts of approximately $450,0o0, that is included in other

income for the year ended September 30, 20O l '

on october 20,2uJo, the Cabinet of RepMar approved MEC as the contract manager. for the

construction of a power plant, power distributl6n and cable facility on Wotje Atoll in the

amount of g2,02f,bOO. ftre Cabinet further approved the establishment of an escrow account

tc, facilitate the receipt e|rrd disbursement of iunds relating, to this project. During the yeal

""4"a 
s"ft"-U"r 30, 2001, MEC received $905,950 from RepMar,re!{tlg.to this project, of

which $142,2j6 has been disbursed. The unexpended amount of $ 163,714 as of September

30,2001 is recorcled as a payable to RepMar and included in payable to affiIiates.

As of September 30, 2001 and 20OO, MEC maintained a demand deposit account with an

affiliated 
'financial 

institution, amounting to $169,225 and $-0-, respectively, and has an

ouGiinalng loan payable with an affiliated financial institution, amounting to $ 1,200,0OO and

$-0..  re:pect ivcly (see notc 6).

(9) Commitment and Contingenc]'

Cornmitmcnt

MEC purchases petroleum products. from Mobil oil Micronesia, Inc. (Mobil) on a

consigrimcnt basis^whereby Mbbil continues to hold ownership and title to the product while

it is hita in storage at the MEC terminal storage tanks. Title and risk on the protluct remarns

with Mobil until the product passes the boundary of the MEC terminal. The value of

"oniign."nt 
petroleum producis as of Sep_tcmber 30, 20Ol and 200O is approximately

$1,32"0,018 unf $+tZ,+Ot, rcspectively. MEC assumes rcsponsibility for the proper and safe

storage/handl ing of the produit while under MEC storage. However, MEC carries insurance

coverage on such consignment inventories.

Contingency

MEC has incurred a net loss of $1,571,438 during the year endcd september 30, 2001 and has

a working capital dehciency of $151 ,261 as of September 30, 20O1. These f'actors, among

others, iridicaie that MEC may be unable to continue as a going concem for a reasonable
period of time.

Management of MEC perceivcs that a decrease in the cost of power generation will result

througi a decreise in the world market price for petrolcum_ products. ...Furthemrore.
muna-g"-"nt acknowletlges that it is currently dependent on RepMar and its afflliates to pay

ior aciual scrvices rendJred in order to maintain MEC as a going concern. Should RepMar

urnd its affiliatcs choose to cliscontinue payment for services rendered, MEC management ma)

have to consider alternative measures including, among other possibilitics, an increlsc tn

electricity and fuel ratcs to maintain MEC as a going concem.

l 3
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MARSHALLS ENERGY COMPANY, INC.

Notes to Financial Statements
September 30, 2001 and 200O

( l0) Risk Manasement

MEC 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. MEC has elected to
purchase commercial insurance from independent third parties for the risks of loss to which it
is exoosed. Settled claims from these risks have not exceeded commercial insura.nce coverage
for the oast three vears.
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MARSHALLS ENERGY COMPANY. INC.

Schedule of Revcnues, lixpenses and
Increase (Decrease) in Retained Earnings by Source

Year Ended September 30,2001
(With comparative information for the year ended Septembcr 30, 2000)

Operating revenues:
Fuel and gas sales S
Cost of sales

MF{l Cas israri()n

$  s , / 7 5 , 6 4 1  \  $  1 1 6 , ( R 0  $
ggl!.!!x, { t05.4//r

2000

$ 6,12?.021 s 7,f23,031
(,f,721,555) (6,132,291)

5,199,092 1,617.862
r.8t 5,(}16 1,761,919
1,6,13,652 t,,l?3,7?f

I.|nk

(;eneratron ltstnbution Contracts Fam Jdluit

Gross profit on sales ' 1,157.561 - 240,ml - l.lglt,4{S l.lg0,7l4

EIecEic and service billings 7.116.299 ll,l43 - It9,699 1.231,311 6,9A6,742
Other inc(me .14'l,lll 4:l,5ll l6,dl0 86,980 ,18,620 2,140 381,106 1.010,290 1.215,199

_tof3l 
op€raling

Op€ming cxp€oscsi
F el aDd lubncffls
Salaries wages atu berefits
Repairs and supplies
Ixpreciatio{t and

Gross revcnuc lar

I)ies€l imfxxi rrr
(Xnce

Otbe. personnel @s[s

'fravcl

Staff raining
I-aondry and uniforns

Tot.1t oFrating crp{nscs

Eaminss (loss) betore
in|ercstcxpense

Nrl earnings {los\)

7.51t5.4t0 5.r,876 16.6{n 1,244,541 l:1tt,319 241,243 381,106 9,(t/:'.t|)1 9,192,875

5,015,513
695,91O
314,461

14,361 392,2t1
87,431 44.816

21.115 t06,072
10.46? 2.f71
1.507 9,002

- f,5,788
15, l4t)

1,049 18.604
-  1 7 . 1 8 7
' 26.619

lE, f85
195

- 8.875
7 , 8 1 I

- 161,579
4{X.814 5.400 40,112 242.U6
472.610 t28,028 \(, ,D4

780.-576 ltx), | 67
r,008 I.646

100.781 -t l ,251

5.818 2.575
38,687
8.047 6,1f2

13,287 2,4_59

10.,161 :r.437

2(t,662 lt,q]6
,198 170,158 831

24,16t 5,008
- 1t6,129
, t,229 10,:l5l

, 1,0 
l4.oll

. i,,
l {x)

t ,056.558
186,876
r7 l , 7 t0
a6,729
85,76:l
51,t327
18.111
tl , l :r l
)6,619
18 . t85
l:1.818
8,U75
7 ,911

lJ41.260
:02. r 16
130.4{16
60.E06
92,819
12,85,1
49,1191
46.916

l.9cx)
.15,632

35,020
2 1 , 1 3 3
22.123

218.269
41,468

8 . 7 8 9 . 8 1 4

7,100 2,600

5,891t ,177,569 49.1,8m 159,.11

26, | 26 :15,85

759,930 10, ,195.5511,O11.652 1.515,71I

5 l ] ,758

(726.550)

10,702

r0,702(112.791) ( r.470.815) I t^ ,91J (  l5h.+8 t l  Nt . t50

(1.470, l i r5) 766,914 {156.41J1) 81,250 076,1i2.1) {829,.156) 6111.061

(15..1]2) (7: l l ,r)81,) (528,5.17)

(]91.256) (1.57r..118) 7-r,5l j

Add deprecialion on flrcd assels
icquired by grants cxtemally
resrricrcd Ibr capiral acqui
sltions rnd constmction $at
reducrscontributr,lcapiral .ll.{18

Itrcruas€ (decrca\ci in
relrincd ramingli $ (l l9,lO4) s(1.470,r i15.) $ r0,702 $ 766.974 S056.481) $ l l l .250

9t.-l6tt 91,-188

$ (:192,256) S(r.-r71,950) S 168.(xl l

See accompanying indcpendent auditors' report.

T{}L.rls
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