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Report of the Auditor General on the Financial Statements and Other Legal and
Regulatory Requirements of the Ceylon Shipping Corporation Limited for the year ended
31 March 2020 in terms of Section 12 of the National Audit Act, No. 19 of 2018.

1. Financial Statements
1.1.  Qualified Opinion

The audit of the financial statements of the Ceylon Shipping Corporation Limited (“Company’)
for the year ended 31 March 2020 comprising the statement of financial position as at 31 March
2020 and the statement of comprehensive income, statement of changes in equity and cash
flow statement for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies, was carried out ﬁnder my direction in pursuance
of provisions in Article 154(1) of the Constitution of the Democratic Socialist Republic of Sri
Lanka read in conjunction with provisions of the National Audit Act No. 19 of 2018. My report
to Parliament in pursuance of provisions in Article 154 (6) of the Constitution will be tabled in

due course.

In my opinion, except for the effects of the matters described in the basis for Qualified Opinion
section of my report, the accompanying financial statements give a true and fair view of the
financial position of the Company as at 31 March 2020, and of its financial performance and

its cash flows for the year then ended in accordance with Sri Lanka Accounting Standards.

n
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1.2.  Basis for Qualified Opinion

(a) As per the financial statements, loss for the year under review was Rs. 1,154,469,108
and the cumulative loss as at 31 March 2020 was Rs. 2,647,715,036. Further, net assets
of the company as at 31 March 2020 was a negative value of Rs. 1,275,502,117 and it
was observed that these were the clear indication of material uncertainties about the
going concern of the company. To overcome this situation the company had proposed
some mitigating measures in their extra ordinary meeting (EGM) held on 3™ July 2021.
The report submitted to the EGM relevant to the financial year 2019/20 main reason for
the loss for the year under review was exchange loss amounting to Rs. 1,009 million
arising from converting USD loan balance to rupee value as at 31 March 2020. Even
though, in this meeting management was given the consent to convert the USD loan to
LKR loan and rescheduling the loan with favorable terms and condition including
reduce the interest rate from 7.88 percent to 2 — 4 percent as the ship building industry
normal practice. However, consent had not been granted by the Central Bank and loan
could not converted to LKR. Loan had rescheduled by the bank from 15 year to 20
years. But the interest rate had not reduced as expected up to 2 - 4 percent and only 0.25
percent from 5.25 percent +6-month LIBO had been deducted. Therefore, the main loss
mitigating factor based on cash flows generating before and after converting the loan
from USD to LKR as per the board resolution No: 259/2021/151 had not been

succeeded.

Further, refinancing process of loan as per the cabinet decision on 17 November 2020
had not been completed even by 21 January 2022. Other proposals for diversification
the business as a business strategies in achieving long-term growth as ; promoting Sri
Lanka flag registry, operating a floating bunker storage, building a boat for the
transportation of passenger and cargo at Norachcholai, operating a feeder service
between Colombo and Bangladesh in coordination with Bangladesh shipping
corporation and hiring a tanker vessel in time or bareboat charter basis to enter for the

sea transportation of crude oil, have not been implemented.

(b)  As per paragraph 51 of the Sri Lanka Accounting Standard (LKAS 16) on “Property,
Plant and Equipment” the residual value and the useful life of an asset shall be reviewed
at least at each financial year end and if expectation differ from previous estimate, the

change(s) shall be accounted for as a change in an accounting estimate in accordance
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with LKAS 8 Accounting Policies, Changes in Accounting Estimate and Errors.
Contrary to that it was observed that Rs. 41,315,756 valued assets were fully
depreciated at the time of preparing financial statements and still they were used by the
company. However, action had not been taken to revalue the assets and make necessary

adjustments as required.

(©) As per paragraph 35 of the Sri Lanka A ccounting Standards on Presentation of Financial
Statements (LKAS 01), foreign exchange gains and losses on transaction and if they are
material, Company shall presents such gains and losses separately. However, contrary
to that the Company had offset Rs. 79,314,975 exchange gain earned on settlement by
outside parties beside the cost incurred against the direct expenses Rs. 2,715,856,270.

Further, as per paragraph 32 of same standards, Company shall not offset assets against
liabilities unless permitted by the standards. However, contrary to that the company had
offset Rs. 888,948 debit balances against trade payables. As a result, direct expenses
and trade payable had understated by Rs. 79,314,975 and Rs. 888,948 respectively at

the end of the year under review.

(d) According to paragraph 39 (a) of the Sri Lanka accounting Standard 21 (LKAS 21) on
“assets and liabilities, for each statement of financial position presented shall be
translated at the closing rate at the date of that statement of financial position”.
However, contrary to that the Company had not translated the balance payable Rs.
114,247,992 (USD 745,246) which is the deposit made by ship building company, for
in Lieu of remaining warranty claims as per the ship building agreements of two vessels.
Hence guaranty repair receivables (liability) had been understated by Rs.29,176,836.
Further, foreign creditors (Shipping agents) which were in different foreign currencies
aggregating to Rs. 831,367,435 had not been translated, at closing rate prevailing at the

date of financial statements.

(e) As per the Sri Lanka Accounting Standards on Impairment of Assets (LKAS 36), the
Company had assessed the value of two vessels based on estimated expected future cash
flows for next 20 years and had confirmed that there was no impairment as at 31 March
2020. As per expected charter rates on open market operations of Mv Ceylon Princess
and Mv Ceylon Breeze for the year 2020/21, was USD 12,427 for each vessel per day.

However, the company was able to earn average charter rates from Mv. Ceylon Princess
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and Mv. Ceylon Breeze for the year 2020/21, was USD 7,694 and USD 10,871 per day
respectively. It had shown a significant difference between actual and forecasted charter
rates. However, no disclosure had been made in the notes to the financial statements on

that matter by the Company.

® In the process of estimating the value of two own vessels, using value in use method in
annually, company had included different amount of operating expenditure values for
the same year, without acceptable evidences. It was observed that when calculating the
value for the year under review operating expenditure for the year 2018/19, has
considered as USD 4339. However, in calculating the value under value in use method
for the years 2017/18 and 2018/19 it was considered as USD 4611 and 4693

respectively.

(2) Even though the bunker stocks (Fuel stock) of two vessels aggregating to Rs.4,406,084
( MV Ceylon Princes and MV Ceylon Breeze ) had sold, the value of those stocks had
been taken as closing stock of the previous year bunker stock erroneously. Therefore,

opening bunker stock for the year under review had overstated by similar amount.

(h)  As aresult of the incorrect opening stock as mentioned in (h) above and issuing the
stocks at different rates using FIFO method and incorrect calculations, the bunker
consumption cost mentioned under direct operating expenditure for the year under

review had been overstated by Rs. 6,382,082.

(1) Offline bunker usage in vessel MV Ceylon Breeze during the charter period to the value
of Rs. 1,120,526 had been debited to the bunker stock account instead of recognizing
as bunker expenditure. Hence, bunker stock had been overstated and bunker
expenditure had been under stated by similar amount in the comprehensive income

statement and financial position respectively at the end of the year under review.

) The Company had incurred a loss of Rs. 10,905,686 due to the reduction of rate charged
for bunker stock when the vessel MV Ceylon Breeze transferred between two charterers
(Voyage 27 to voyage 28). This loss had been debited to the bunker stock account.

Hence, bunker stock as at 31 March 2020 had been overstated by similar amounts.

28
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(k)  Good and Service tax and National Security Levy receivable amounting to
Rs.18,936,777 and Rs. 2,612,349 respectively had remained over 10 years without
being recovered. However, as required by the para 5.5 of the SLFRS 9 — Impairment,
Company had not recognized a loss allowance for expected credit losses on a financial

asset.

) Accuracy and existence of Debtors aggregating to Rs. 85,626,802 from 23 debtors and
Trade payable aggregating to Rs. 29,306,426 from 14 creditors could not be ascertained
in audit due to lack of sufficient, appropriate evidence and confirmations. Further, only
one trade creditor who had balance of Rs.1,783,438 had confirmed his balance as
Rs.693,944. Hence, it was observed a difference of Rs. 1,089,493 between confirmed

balance and the balance in financial statements.

I conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My
responsibilities, under those standards are further described in the Auditor’s Responsibilities
for the Audit of the Financial Statements section of my report. I believe that the audit evidence

I have obtained is sufficient and appropriate to provide a basis for my qualified opinion.

1.3.  Responsibilities of Management and Those Charged with Governance for the

Financial Statements

Management is responsible for the preparation of financial statements that give a true and fair
view in accordance with Sri Lanka Accounting Standards and for such internal control as
management determine is necessary to enable the preparation of financial statements that are

free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to

liquidate the Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial

reporting process.

As per Section 16 (1) of the National Audit Act No. 19 of 2018, the Company is required to
maintain proper books and records of all its income, expenditure, assets and liabilities, to enable

annual and periodic financial statements to be prepared of the Company.
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1.4.  Auditor’s Responsibilities for the Audit of the Financial Statements

My objective is to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with Sri Lanka Auditing Standards
will always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these financial

statements.

As part of an audit in accordance with Sri Lanka Auditing Standards, I exercise professional

judgment and maintain professional skepticism throughout the audit. I also:

o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion.
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.

° 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 Company’s internal control.

e  Evaluate the appropriateness of accounting policies used and the reasonableness of

accounting estimates and related disclosures made by the management.

e Conclude on the appropriateness of the management’s use of the going concern basis of
accounting and based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. If I conclude that a material uncertainty exists, I
am required to draw attention in my auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify my opinion. My

conclusions are based on the audit evidence obtained up to the date of my auditor’s report.
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However, future events or conditions may cause the Company to cease to continue as a

going concern.

e  Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying

transactions and events in a manner that achieves fair presentation.

I communicate with those charged with governance regarding, among other matters, significant
audit findings, including any significant deficiencies in internal control that I identify during

my audit.
2. Report on Other Legal and Regulatory Requirements

National Audit Act, No. 19 of 2018 and Companies Act, No. 7 of 2007 include specific

provisions for following requirements.

° Except for the effectiof the matters described in the Basis for Qualified Opinion
paragraph, I have obtained all the information and explanation that required for the
audit and as far as appears from my examination, proper accounting records have been
kept by the Company as per the requirement of section 163 (2) (d) of the Companies
Act, No. 7 0of 2007 and section 12 (a) of the National Audit Act, No. 19 of 2018.

° The financial statements of the Company comply with the requirement of section 151

of the Companies Act, No. 07 of 2007.

o The financial statements presented is consistent with the preceding year as per the

requirement of section 6 (1) (d) (iii) of the National Audit Act, No. 19 of 2018.

° The financial statements presented includes all the recommendations made by me in
the previous year as per the requirement of section 6 (1) (d) (iv) of the National Audit

Act, No. 19 of 2018.
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Based on the procedures performed and evidence obtained which limited to matters that are

material, nothing has come to my attention;

o to state that any member of the governing body of the Company has any direct or
indirect interest in any contract entered into by the Company which are out of the
normal course of business as per the requirement of section 12 (d) of the National Audit

Act, No. 19 of 2018.

o to state that the Company has not complied with any applicable written law, general
and special directions issued by the governing body of the Company as per the

requirement of section 12 (f) of the National Audit Act, No. 19 of 2018 except for;

Reference to Law/Direction Description

(i) Paragraph No.7.4.5 of the public Annual board of survey should be carry out to
enterprises circular No: PED12 verify the fixed assets and stores. However,
dated 02 June 2003 physical verification had not been carried out as at

31 March 2020 for inventories valued
Rs.203,195,599 lying in the two vessels and further
observed that the company does not have a
mechanism to physically verify inventories when

vessels are away from country.

(i) Management Services The professional allowance is entitled only to the
Department ~ Circulars  No. officers who are not entitled to the allowance,
2017/05 dated 25 October 2017. mention in the circular. However, contrary to that

the Company had paid professional allowance
aggregating to Rs.1,109,085 for 13 employees who
received  attendance  allowance,  secretary
allowance, vehicle allowance, additional allowance

and retention allowance.
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(iii) Section 23 of the VAT Act to It is required to maintain a list of debtors and
settle VAT on cash basis - creditors and as at the end of each taxable period.
Inland Revenue Department However, Company had failed to maintain the
letter no VAT /Gen/04 dated 3 record.

September 2003

° to state that the Company has not performed according to its powers, functions and
duties as per the requirement of section 12 (g) of the National Audit Act, No. 19 of
2018.

° to state that the resources of the Company had not been procured and utilized
economically, efficiently and effectively within the time frames and in compliance with
the applicable laws as per the requirement of section 12 (h) of the National Audit Act,
No. 19 of 2018.

3. Other Audit Observation

(a) Total trade receivables as at 31 March 2020 were Rs. 3,049,370,999 and out of that
total debtors amounting to Rs. 585,908,130 were outstanding over three years and
debtors of Freight clearance, Government Container deposit and Other debtors

aggregating to Rs. 93,997,639 were outstanding over 06 years.

(b) Agency commission receivable from 13 agents amounting to Rs. 2,592,955 had
remained without being recovered over 03 years. Further, 12 agents are not in operation
and their aggregate balance as at the end of the year under review was Rs.2,004,609

and the Company had not provided relevant agreement for audit.

(©) The Company had maintained two separate ledger accounts in the IFS accounting

system for one bank account.

(d) The Company was liable to pay Value Added Tax (VAT) based on the cash basis
according to the Inland Revenue Department direction issued on 3 September 2003 by
letter No: VAT/Gen/04. A sum of Rs. 66,419,287 had existed as VAT payable due to
fail to collect the VAT from the Lanka Coal Company (Pvt) Limited from the date of
19 November 2012 to 16 January 2018. Further, Inland Revenue Department had been

Page 9|10
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issued clarification on 17 January 2018 under letter No: ACT 17/9 with regard to the
dispute arose between Lanka Coal Company Limited with the Company relevant to the
lightering that consider declaration as zero rated from 17 January 2018, and it deemed
that Lanka Coal Company (Pvt) Limited requires to pay the default VAT to the
Company. This dispute had remained long outstanding and action had not been taken
to recover the default VAT from Lanka Coal Company (Pvt) Limited and remit to the
Inland Revenue Department.

W.P.C. Wickramaratne

Auditor General
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2020
231,180
12,918,595
68,820,367
38,007,197
954,631
11,183,957
2,726,942
2,582,595
3,773,043
13,451,893
1,046,900
18,254,880

1,622,390
248,743

7,907,244
4,387,206
1,793,010
26,450
4,954,163
2,046,959
813,331
57,692
190,596
180,000
21,927
2,272,408
25,370
2,580,924
610,043
3,464,925
4,247,781

2019
583,660
12,100,413
66,303,334
37,247,950
1,748,642
10,950,665
4,215,000
2,420,605
3,456,471
2,119,321
1,396,600
15,212,400
566,700
1,972,854
2,520,214
11,764
7,845,375
5,321,571
2,085,394

6,127,011
2,534,925
573,845
72,682
65,261
60,000
2,758,717
27,398
2,834,341
1,288,702
3,564,808
5,324,386
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83,400
190,669
2,664,015
72,950
271,860
225,560
953,910
846,000
104,226

112,500
5,277,432

3,981,429
50100

(9,587,688.00)

63,300
507,053
1,222,675
40,180
11,900
250,920
2,088,645
383,600
553,315
11,122
448,500
5,394,789
39,863
3,859,135
66,200

2,823,945.00

216,649,745

221,076,152
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