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July 26, 2024 

 

 

 

Mr. Danny Wase 

General Manager 

Marshall Islands Shipping Corporation 

 

Dear Mr. Wase: 

 

In planning and performing our audit of the financial statements of the business-type activities of 

Marshall Islands Shipping Corporation (MISC) as of and for the year ended September 30, 2022, 

in accordance with auditing standards generally accepted in the United States, and the standards 

applicable to financial audits contained in Government Auditing Standards, issued by the 

Comptroller General of the United States, we considered its internal control over financial 

reporting (internal control) as a basis for designing our auditing procedures for the purpose of 

expressing our opinion on the financial statements, but not for the purpose of expressing an opinion 

on the effectiveness of the MISC’s internal control.  Accordingly, we do not express an opinion 

on the effectiveness of the MISC’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 

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 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. 

 

During our audit, we noted the following deficiencies in internal control (as described above) and 

other matters: 

 

Receivables - Allowance for Doubtful Accounts 

 

Condition: Trade and affiliate receivables amounting to $566,998, which represent 85% of total 

trade and affiliate receivables, were deemed uncollectible as of September 30, 2022, and were fully 

provided with an allowance for uncollectible accounts. 

 

Recommendation: We recommend management establish internal control policies and procedures 

requiring regular assessment of the collectability of accounts receivable.  Furthermore, we 

recommend management establish a written policy governing receivable collections and write-

offs. 
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Dry-docking expense 

 

Condition: MISC utilizes the deferral method in accounting for dry-docking expense whereby 

MISC capitalizes and amortizes the actual costs of each planned major maintenance activity to be 

expensed in a systematic rational manner over the estimated period until the next planned major 

maintenance activity. During the year ended September 30, 2022, MISC incurred dry-docking 

expenses of $261,204, which were direct expensed. An audit adjustment was proposed to 

recognize prepaid dry-docking expense to be amortized over 3 years. 

 

Recommendation: We recommend management establish internal control policies and procedures 

requiring adherence to established accounting treatment over accounting for dry-docking expense. 

 

Voyage Analysis 

 

Condition: Cargo manifests do not appear to be supported by an analysis/reconciliation to support 

the recorded amount of cargo revenue. 

 

Recommendation: We recommend a revenue analysis be performed per voyage to verify the 

reasonableness of recorded revenues against voyage data provided by the booking staff. 

 

Social Security Act and the Social Security Health Fund Act 

 

Condition: MISC filed and paid employer and employee contributions withheld for the year ended 

September 30, 2022. in a manner inconsistent with the Social Security Act and the Social Security 

Health Fund Act resulting in penalties and interest being incurred.  Specifically, contributions for 

the following quarters were not timely filed and paid: 

 

Quarter Ended Due Date Date Filed Date Paid Days Late 

 

September 30, 2022 10/10/2022 10/21/2022 10/24/2022 14 days 

June 30, 2022 07/11/2022 07/11/2022 08/02/2022 22 days 

March 31, 2022 04/11/2022 04/12/2022 04/12/2022 1 day 

December 31, 2021 01/10/2022 01/28/2022 01/28/2022 18 days 

 

Recommendation: We recommend management establish internal control policies and procedures 

requiring compliance with the Social Security Act and Social Security Health Fund Act. 

 

Board Sitting Fees 

 

Condition: During the year ended September 30, 2022, MISC paid sitting fees of $27,800 to Board 

members.  These fees may constitute wages under the Income Tax Act 1989 and thus may be 

subject to withholding taxes.  No withholding taxes were withheld by MISC. 

 

Recommendation: We recommend management obtain an interpretation from the Ministry of 

Finance, Banking and Postal Services Chief of Revenue and Taxation concerning the applicability 

of withholding taxes on sitting fees paid to Board members. 
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********* 

 

This communication is intended solely for the information and use of management, the Board of 

Directors, others within the organization, 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. 

 

At this time, we would like to thank all the staff and management of MISC for their cooperation 

extended to us during the course of our audit. We would be pleased to discuss the above matters 

or to respond to any questions, at your convenience. 
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July 26, 2024 

 

 

 

To the Board of Directors of 

Marshall Islands Shipping Corporation 

 

 

We have performed an audit of the financial statements of the Marshall Islands Shipping 

Corporation (MISC) as of and for the year ended September 30, 2022, 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, and have issued our report thereon dated July 26, 2024, 

which report was qualified due to the lack of implementation of GASB Statement No. 87, Leases. 

 

Provided below is a summary of required communications between the audit team and those 

charged with governance, as required by AICPA Clarified US Auditing Standard (AU-C) 260, 

“The Auditor’s Communication With Those Charged With Governance”, and other applicable 

auditing standards. 

 

This communication is intended solely for the information and use of the Board of Directors, 

management of MISC, 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, 
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REQUIRED COMMUNICATIONS 

 

Auditors’ Responsibilities under GAAS, including our discussion of the type of auditor’s 

report we are issuing and the circumstances that affect the form and content of our 

auditor’s report, if applicable 

 

Our responsibilities are included in our audit engagement agreement. A copy of such agreement 

has previously been provided to you. 

 

We have issued our report on MISC’s financial statements as of and for the year ended September 

30, 2022. which report was qualified due to the lack of implementation of GASB Statement No. 

87, Leases. 

 

An audit of financial statements includes consideration of internal control over financial reporting 

as a basis for designing audit procedures that are appropriate in the circumstances, but not for the 

purpose of expressing an opinion on the effectiveness of the entity’s internal control over financial 

reporting. Accordingly, we will express no such opinion. 

 

An audit also includes the evaluation of the appropriateness of accounting policies used and the 

reasonableness of significant accounting estimates made by management, as well as the evaluation 

of the overall presentation of the financial statements. 

 

Changes to the audit strategy, timing of the audit and significant risks identified 

 

Our audit strategy is consistent with the plan communicated during the July 2023 meeting. 

 

Matters relevant to our evaluation of the entity’s ability to continue as a going concern 

 

We did not identify any events or conditions that led us to believe there was substantial doubt 

about MISC’s ability to continue as a going concern. 

 

Our views about the qualitative aspects of the entity’s significant accounting practices, 

including: 

  

• Accounting policies 

• Accounting estimates 

 

Management has not selected or changed any significant policies or changed the application of 

those policies in the current year. A discussion of significant accounting policies and sensitive 

accounting estimates have been included in Note 2 of the financial statements.   

 

We are not aware of any significant accounting policies used by MISC in controversial or emerging 

areas or for which there is a lack of authoritative guidance. 

 

We determined that those charged with governance are informed about management’s process for 

formulating particularly sensitive estimates and about the basis to our conclusions regarding the 

reasonableness of those estimates. 
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Management’s judgment is called upon in: 
 

• Preparing budgets that are used to administer and monitor MISC’s operations. These 

budgets include determining how existing financial resources will be used in MISC’s 

operations. 

• Evaluating whether there are indications that the carrying value of MISC’s long-lived 

assets is impaired. 

• Determining the adequacy of the allowance for doubtful accounts and inventory 

obsolescence. 

• Determining the reasonableness of economic useful lives assigned to depreciable assets. 

 

Related party relationships and transactions 
 
A discussion of related party relationships and transactions is included in Note 5 of the financial 

statements. We noted no significant matters regarding MISC’s relationships and transactions with 

related parties. 
 
Changes to the terms of the audit with no reasonable justification for the change 
 
We are not aware of any matters that require communication. 

 

Significant unusual transactions 

We are not aware of any significant unusual transactions executed by MISC. 

 

Difficult or contentious matters subject to consultation outside of the audit team 

None. 

Material corrected misstatements related to accounts and disclosures 

 

Refer to “Management Representations Letter” in Appendix A. 

 

Uncorrected misstatements related to accounts and disclosures, considered by management 

to be immaterial 

 

Refer to “Management Representations Letter” in Appendix A. 

 

Significant deficiencies and material weaknesses in internal control over financial reporting 

 

We have issued our 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 dated July 26. 2024. In that report, we identified 

certain deficiencies in internal control that we consider to be material weaknesses. 
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Fraud and noncompliance with laws and regulations (illegal acts) 

We are not aware of any matters that require communication. 

Obtain information relevant to the audit 

Inquiries regarding matters relevant to the audit were performed during the July 2023 meeting 

during the audit. 

Independence matters 

We are not aware of any matters that in our professional judgment would impair our independence. 

New accounting pronouncements 

 

Management is still assessing the impact of adopting the following GASB Statements: 

 

• GASB Statement No. 91 

• GASB Statement No. 94 

• GASB Statement No. 96 

• GASB Statement No. 99 

• GASB Statement No. 100 

• GASB Statement No. 101 

 

Significant issues discussed with management in connection with the auditor’s initial 

appointment or recurring retention 

We are not aware of any matters that require communication. 

Disagreements with management and significant difficulties encountered in dealing with 

management when performing the audit 

There were no material disagreements with MISC’s management on financial accounting and 

reporting matters during the audit. 

Management’s consultations with other accountants 

We are not aware of any consultations made by management with other accountants or specialists. 

Other material written communications with management 

None.  

 

Other matters 

There are no other matters arising from the audit that are, in our judgment, significant and relevant 

to those charged with governance regarding the oversight of the financial reporting process. 
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Representations from management 
 

We have obtained from management a representations letter related to the audit and a copy of the 

management representations letter is included in Appendix A. 

 

AICPA ethics ruling regarding third-party service providers 

From time to time, and depending on the circumstances, (1) we may subcontract portions of the 

Audit Services to other EY firms, who may deal with the Company or its affiliates directly, 

although EY alone will remain responsible to you for the Audit Services and (2) personnel 

(including non-certified public accountants) from an affiliate of EY or another EY firm or any 

of their respective affiliates, or from independent third-party service providers (including 

independent contractors), may participate in providing the Audit Services. In addition, third-party 

service providers may perform services for EY in connection with the Audit Services. 

Engagement team’s involvement with preparation of the financial statements  

Under Government Auditing Standards 2018 Revisions, Chapter 3 General Standards, Paragraph 

3.73 Requirements for Performing Non-audit Services explains that the audit team should make 

consideration of management’s ability to effectively oversee the non-audit (or non-attest) services 

to be performed. The engagement team should determine that the audited entity has designated an 

individual(s) who possesses suitable skill, knowledge or experience and that the individuals 

understand the services to be performed sufficiently to oversee them. The engagement team should 

document consideration of management’s ability to oversee non-audit services to be performed. 

The engagement team believes that this significant threat is reduced to an acceptable level upon 

application of the following safeguards: 

• An engagement quality control review was performed by a qualified Ernst & Young 

Partner who was not otherwise involved in the audit. 

 

• All adjusting journal entries that Ernst & Young posted to the trial balance have been 

approved by management of MISC. 

 

• The preparation of the financial statements is based on MISC’s trial balance with our 

understanding that MISC’s underlying books and records are maintained by MISC’s 

accounting department and that the final trial balance prepared by MISC is complete. 

 

• MISC’s Chief Financial Officer have the skill sets to oversee and review the completeness 

and accuracy of the financial statements and footnote disclosures. 
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