From the Marshall Islands Journal Friday, February 8, 2008
Audit: ‘MEC at risk’

The dire financial condition of the Marshalls Energy Company in the 2005 and 2006 period prompted Deloitte and Touche auditors to raise questions about its ability to continue in business.

“MEC’s recurring losses from operations and net deficiency raise substantial doubt about its ability to continue as a going concern,” said the fiscal year 2006 audit presented to Nitijela last week.

Even MEC’s own overview statement included with the audit makes the point that “an increase in net assets over time normally indicates an improvement in financial condition” — and in the next item shows that MEC plunged from positive net asset worth of nearly $4 million in 2004 to minus (deficit) net assets of $3.2 million in 2006. That’s a loss of $7.2 million over two years.

The 2005-06 period was marked by several major financial developments: 

• Skyrocketing world market prices for fuel that pushed utility costs from $11.8 million in 2004 to $17.1 million in 2006.

• Increasing revenue from electrical customers, as MEC hiked its rates substantially. Utility revenue rose from $8.6 million in 2004 to $11.5 million in 2006.

• A reduction in revenues from fuel sales, as MEC was forced to halt sales to fishing vessels — sales that previously helped to subsidize costs of electricity. Revenue from fuel sales dropped from $14 million in 2005 to $9.8 million in 2006.

The audit shows that MEC was owed more than $4.3 million in 2006, of which the auditors said $2.1 million is “uncollectible accounts.”

“MEC has sustained substantial operating losses in recent years,” the audit said. “Management acknowledges that it is currently dependent on RepMar and its ability to pay for actual services rendered in order to maintain MEC as a going concern.”

If the government chose not to continue subsidizing MEC, the utility may need to consider raising electricity and fuel rates “to maintain MEC as a going concern.”

The audit noted that MEC received a $12 million bank loan on May 25, 2007, after the period of the audit. The loan was guaranteed by the RMI government.

The report also noted that in October 2006 and March 2007 — after the audit period for FY 2006 — the RMI provided money advances of $1 million and $1.7 million, respectively.

Overdue payments an issue

Auditors identified a number of problems, including one “material weakness” (serious problem), in the FY2006 audit for the Marshalls Energy Company.

Among issues identified:

• Although MEC has a policy for disconnecting people whose bills are 60 days overdue, a customer who signs a promissory note for specific monthly payments will not be disconnected, even if the monthly payments are lower than the monthly bill. As a result, overdue balances increase instead of going down.

• The material weakness identified as MEC not performing a physical count of all its fixed assets (equipment) during FY2006. This could lead to possible misuse of assets, the auditors said. MEC responded that “steps have been taken to ensure that policies are followed and assets are counted and checked each year.”

• MEC’s loan agreement with the US Rural Utility Service prohibits MEC from becoming liable for certain debts. Auditors said that a $2 million two-year promissory note and a $3 million letter of credit appeared to violate the agreement. MEC said, however, that the RUS agreement refers to “unsecured indebtedness,” while MEC had obtained a loan from the Bank of Guam that is fully secured by RMI’s tax revenue. MEC said that no assets or future revenue was pledged against the loan, making it in essence an RMI loan. “While we appreciate management’s response, we recommend that the matter be addressed with RUS,” the auditors responded.

