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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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