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Vision & Mission Statement

Vision

To develop a dependable and effective
National Fleet of Ships for the country.

Mission

To cater to the sea transportation needs of the export, import and local
costal trades of Sri Lanka that needs assistance from the National Carrier.
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Letter of Transmittal

Hon. Minister Ports, Shipping and Aviation
Ministry of Ports, Shipping and Aviation
No.19, Chaithya Road

Colombo 01.

Dear Sir,

In accordance with the provisions of the conversion of Public Corporations and Government
Owned Business Undertakings into Public Companies, Act. No. 23 of 1987 and the Companies
Act. No. 07 of 2007, I am pleased to present the Annual Report and Financial Statements, in
respect of the activities of the company for the period of 01.04.2020 to 31.03.2021.

Yours faithfully,
Ceylon Shipping Corporation Ltd

—~ | \

. /
W.S.Weeraman

CHAIRMAN

Ceylon Shipping Corporation Ltd
No. 27, MICH Building

Sir Razik Fareed Mawatha
Colombo 01.

Date: 30.09.2022
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Chairman’s Review

On Behalf of the Board of Directors of Ceylon Shipping Corporation Ltd.(CSC) ,the National
Sea Carrier of Sri Lanka, I have great pleasure in presenting the Annual Report providing an
over view of CSC’s operations and Audited Financial Statements of the Company for the
year ended 31* March 2021.

2020/2021 was another extraordinary financial year as the world dealt with the Covid-19
pandemic. I am pleased to report that CSC was able to continue its operations in all sectors
and fulfilled all its obligations during these difficult times.

Dry Bulk Shipping Market

According to Clarkson Research Services. the outlook for the dry bulk trade in 2020 was
weakened compared to the last year. Clarkson figures for the first quarter of 2020 also
indicated that the corona virus outbreak had a significant impact on the shipbuilding industry.

The average charter rates enjoyed by CSC vessels were comparatively lower than the last
financial year.

Deployment of Ships

During the South West Monsoon period from April to mid-September, CSC two owned
vessels M.V. Ceylon Breeze and M.V. Ceylon Princess were successfully employed in the
International Charter Market under commercial management company based in Singapore and
recorded the maximum vessel utilisation during the financial year 2020/21.

During the non-monsoon period these vessels were deployed in coal transportation between
RBCT, South Africa and Puttalam to transport coal for Lakvijaya power plant contributing to
national electricity generation.

Government Sector Imports

CSC was entrusted to transport of Government sector cargo under the Public Finance Circular
No. 415. Accordingly CSC handled General Cargoes such as containerized cargo, vehicles,
break-bulk cargoes and heavy- lift cargoes on third party ships on space charter and voyage
charter basis from all over the world.

Financial Performance

CSC has recorded an operational profit of Rs.1.06bn. in 2020/21without considering the
impairment of Assets. After calculation of impairment of Assets amounting to Rs.161.70m,



the Profit from Operations was 903.96mn. in 2020/21. When compared to the 2019/20, Profit
from operations was increased by approximately 7%. However, after the adjustment of
finance expenses (i.e Peoples Bank Loan interest and Exchange Loss of the Loan), the loss
after Tax was Rs. 527.12mn. in 2020/21. It is approximately (51%) decrease when compared
to the loss after Tax of Rs. 1.09bn. in 2019/20.

During the year 2020/21, CSC was able to achieve total revenue of Rs. 3.09bn. It is
approximately (20%) decrease when compared with the previous Financial Year 2019/20
considering as year-on -year basis. Direct Operational Expenses was reported as Rs. 2.04bn.
in 2020/21 and Rs. 2.64b in 2019/20. So, Direct operational expenses have also decreased by
approximately (23%) in 2020/21. The global Covid-19 Pandemic situation was also affected
to decrease the Revenue in 2020/21.

Revenue in CSC vessel operation

It has been noted an approximate (0.8 %) revenue decrease in 2020/21 compared to the last
financial year 2019/20 in the deployment of CSC owned two vessels in the international
charter market during the South West Monsoon period under a commercial management
agreement with a prospective Charterer selected through Bidding process. The total revenue
earned by the ships was Rs. 587 m.

The average charter rate of the both vessels was USD 7,283/day in the year 2020/21 against
USD 10,941.67/day in the year 2019/20.

On the other hand, freight income from transportation of coal by the owned two vessels was
also decreased by (13%) in 2020/21 against the previous year. The quantity of coal 0.552
mn.MT out of the annual quantity of 2.229mn. MT consigned to LCC/CEB was carried by our
owned vessels and earned freight revenue of Rs. 1.42bn. in 2020/21.

The income generated from agency commission and address commission from coal operations
on third party vessels and lightering operation had been decreased by (12%) in 2020/21.

The income from the owned vessel operations was recorded as 65% out of the total income of
the company.

Revenue in Non-Vessel Operating Common Carrier (NVOCC) service

The income generated from Non-Vessel Operating Common Carrier (NVOCC) operations
was decreased from Rs 1.06bn. to Rs. 597.83mn due to the handling of limited number of
special cargo shipments in 2020/21when compared to previous financial year. It is a (43%)
decrease compared to previous year. Also, the Pandemic situation around the globe in 2020/21
created to fall the revenue in operations due to closure of some ports, reduction of port staff
with reduced efficiency causing congestion at some ports, shortage of containers, shortage of
inland transport modes to ease door-to-door facilitating services.

Currency depreciation

The depreciation of Sri Lankan Rupee against the United States Dollar affected the company
adversely. In 2020/21 the exchange rate was depreciated by 5% approximately. But when it



was compared with the People’s Bank Vessels Loan borrowed year in 2015/2016 the
exchange rate had been depreciated by 38% in 2020/2021. This had directly affected to
increase the exchange loss of vessels loans amounting to Rs. 684.46m which is a mandatory
provision in the annual accounts in accordance with the Sri Lanka Accounting Standards.

However, CSC was able to settle full amount of the interest instalment of the vessel loan
amounting to Rs.756.8 Imn. 2020/21.

Further due to the significant Exchange loss and Loan interest payment, it was recorded an
annual loss of Rs.813.32mn. in 2020/21. Compared to the year 2019/20 the loss was
decreased by (30%).

Employees

The total number of the employees of the company was 122 as at 31.03.2021 and expenses
for Salaries and wages were Rs.129.15mn. in 2020/21.Administration expenses were Rs.
215.88m in 2020/21 and shows approximately (0.4%) decrease when compared to 2019/20.

It had been identified the necessity of having well experienced/trained and well qualified staff
to perform the operational functions of CSC in a professional manner and compatible to
technological developments in the shipping field.

As such CSC has allocated Rs. 2Mn for staff training purposes annually and Rs.227,775 was
spent in 2020/2021 to train 15 nos. staff in various shipping and finance programmes.
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Annual Report of the Board of Directors
On the Affairs of the Company

The Directors of CSC are pleased to submit their report together with the Audited Accounts of
the Company, for the year ended 31*'March 2021, to be presented at its Extraordinary General
Meeting.

Review of the Year

Company’s affairs during the current Financial Year and up to the date of this report including
the challenges ahead are described in the Chairman’s Review on page 08 to 10. This report
together with the audited Financial Statement reflects the state of the affairs of the Company.

Principal Activities / Core Businesses

The main activities of the Company are the businesses of sea transportation of cargo, door-
delivery and pickup of cargo, international moving of household goods and personal effects of
Sri Lankan diplomatic staffs, Customs’ House agency activities, shipping agency services, ship
owners, managers and operators, charterers etc.

CSC is engaged in transport of all the types of cargo such as in the form of containerized, break-
bulk, bulk (coal), vehicles, project cargo, heavy cargo etc.

Financial Statements

The Financial Statements are given on pages 32 to 63 in this Annual Report prepared in
compliance with the requirements of Section 151 of the Companies Act No. 7 of 2007.

Independent Auditor’s Report

The Auditor’s Report on the Financial Statements is given on page 22 to 31 of this report.

Accounting Policies and Explanatory Notes

There were no changes in Accounting Policies adopted by the Company during the Financial
Year under review. The Accounting Policies and explanatory Notes adopted in preparation of the
Financial Statements are given on pages 36 to 63.

11



Financial Results/Profit and Appropriations

The Statement of Comprehensive Income is set out on page 32

Property, Plant & Equipment

During the year under review the Company invests Rs.1,750 million in property, plant &
equipment.

Note 10 to the Financial Statements provide information relating to movement in Property, Plant
& Equipment during the year.

Investments

Notes 13, 14, 15 and 16 to the Financial Statement on page 50 to 52 declare the details of long
term investments held by the Company as of 31* March 2021.

Dividend

The Directors do not recommend payment of a dividend for the financial year ended 31*March
2021.

Stated Capital

As per the terms of the Companies Act No. 7 of 2007, the stated capital of the Company is Rs.
50,000,000 as at 31** March 2021. The details are given in Note 23 to the Financial Statement on
page 55.

Going Concern

The Directors have reviewed the Company’s business plans and are satisfied that the Company
has adequate resources to continue as a going concern for the foreseeable future.

As such, the Financial Statement is prepared on that basis.
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Sustainability Report

Over the 50 years of long journey Ceylon Shipping Corporation Ltd, the national carrier of Sri
Lanka has developed, maintained, and expanded on various initiatives relating to
Environmental, Social, and governance matters.

In 2015, 193 countries adopted the 2030 Agenda for Sustainable Development and its 17
Sustainable Development Goals (SDGs). The Sustainable Development Goals provide a
blueprint for the transition to a healthier planet and a more just world — for present and
future generations. With concrete targets, the Goals aim to end poverty and hunger, expand
access to health, education, justice and jobs, and promote inclusive and sustained economic
growth, while protecting our planet from environmental degradation.

Our core business of dry bulk shipping involves the carriage of various bulk commodities
which are all integral to meeting the planet’s food, energy, and construction material
demands. CSCL as owners of the two state owned bulk carrier vessels viz. Ceylon Breeze &
Ceylon Princess is always having the focus on operating the vessels and performing the
business in accordance with the sustainability frame work which is mainly concentrating the
Environmental sustainability, Social sustainability and the economic sustainability.

Environmental Sustainability

The ecological risks associated with marine transportation are linked to emission of
hazardous chemicals and materials. Shipping is a heavily regulated industry with a multitude
of international conventions, port state and flag state requirements governing the operation
of our vessels. For example, when operating in US waters, CSCL vessels are subject to the U.S.
Oil Pollution Act of 1990, the Comprehensive Environmental Response, Compensation and
Liability Act and the International Convention for the Control and Management of Ships’
Ballast Water and Sediments - all regulations for hazardous discharge and potential spills.
Similar regimes are in place at the international and local levels in the waters we navigate
and the ports we call on throughout the world. Our fleet vessels experienced no spills in
2020-21 periods.

In order to improve air quality and protect the environment, International Maritime
Organization (IMO) regulations on the reduction of Sulfur containing gasses (SOX) emissions
from ships have been progressively tightened since 2005, as outlined under Annex VI of the
International Convention for the Prevention of Pollution from Ships (“MARPOL Convention”).
From 1% January 2020, the limit for sulfur in fuel oil used by ships operating outside of
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emission control areas (“ECAs”) was reduced from 3.50% to 0.50%. This dramatic reduction
in SOX emitted from ships is expected to provide significant health and environmental
benefits around the world, particularly for coastal populations and those living near ports.

With the introduction of the 2020 Sulphur cap both our vessels switched over to the 0.5%
Very Low Sulfur Fuel Oil (VLSFO) successfully. This helps to achieve IMO targets of reducing
the harmful SOX emission levels.

Our two vessels are installed with electronic controlled main engines which are inherently
build up with the sophisticated control algorithms in order to reduce the harmful NOx
emissions.

Large cargo ships use ballast water to balance their weight and keep them stable during a
voyage. Although it is essential for the safety of the ship, ballast water can be harmful to the
marine environment asits discharge can release potentially invasive species into a new
marine environment. Both our vessels are fitted with Ballast water treatment system and
operating in accordance with the governing regulations to meet up the international
standards.

The discharge of sewage into the sea is prohibited, except when the ship has in operation an
approved sewage treatment plant or when the ship is discharging comminuted and
disinfected sewage using an approved system at a distance of more than three nautical miles
from the nearest land. Sewage which is not comminuted or disinfected may be discharged at
a distance of more than 12 nautical miles from the nearest land when the ship is en route and
proceeding at not less than 4 knots, and the rate of discharge of untreated sewage shall be
approved by the Administration. Both CSCL vessels are fitted with approved sewage
treatment plants and always maintaining the same in optimum working condition through
proper planned maintenance according to the manufacturer’s instructions and guidelines.

Through shore disposal of the sludge & dirty oil accumulated in the machinery spaces, we are
reducing the negative impacts to the environment. These are subsequently refined and reused
in the industrial boilers etc.

Ozone layer depletion is the gradual thinning of the earth’s ozone layer in the upper
atmosphere caused due to the release of chemical compounds containing gaseous bromine or
chlorine from industries or other human activities. On board our vessels we are using the
refrigerant gasses with low Ozone layer depletion potential.

Social Sustainability

In a year dominated by the global pandemic, health and safety took on an even greater
significance as we strived to maintain a safe workplace for all of our employees - first by
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doing our best to prevent the virus from entering our workplace to the extent possible, and
second, by containing its spread within our facilities including onboard vessels.

While COVID-19 restrictions constrained face-to-face stakeholder engagement in 2020, we
continued to engage with a wide range of industry bodies, governments and regulators,
community representatives and civil society.

We comply with the Maritime Labor Convention adopted by the International Labor
Organization (ILO) in 2006. The Convention outlines the minimum requirements for
seafarers to work, conditions of employment, facilities while on board, and health and
welfare protection. The Convention obliges all ships above 500 gross tons in international
trade to have a Maritime Labor Certificate and a Declaration of Maritime Labor Compliance.
All our vessels and crew are compliant with the Convention, and we intend to maintain them
accordingly.

We continuously strive to provide a secure working environment and maintain the necessary
security measures to ensure the wellbeing of our crew and the safety of our ships.
In order to reduce the risk of accidents in our operations, we man our vessels with more crew
members than required by our Flag State’s safe manning requirement. Our aim always is to
operate and conduct our activities safely, and to protect the health and wellbeing of our
people and impacted stakeholders. We continues to stress on reporting all near misses as the
improved accuracy of data gives the Company better analytics for continuous improvement of
all safety aspects in the fleet.

Before planning any important work our vessel teams are always assessing the impact to the
safety, environment, social and business through proper risk assessments. All the steps are
being taken to mitigate the risks involved and implementation of such additional measures
are always coordinated and supported by the shore team at the CSCL.

Our social responsibility frame work covers complying with all applicable laws and
regulations and that employees abide by our Code of Business Conduct in accordance with the
government rules and regulations. We always avoid infringing human rights, to address
harms that may occur and to earn and maintain a social license to operate.

As part of our sustainability frame work we were able to attract, develop and retain the best
people in a working environment that promotes integrity, equal opportunity and mutual
respect to each other. One of the most critical elements of operating today’s modern and
technologically sophisticated ships safely is the seafarers themselves. CSCL is very well
identifying the importance of the human capital and took all the efforts to absorb right people
to the specific functions both on board and shore based.
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Economic Sustainability

Corruption exposes companies not only to reputational, legal and financial risks through
penalties and blacklisting but its negative effects also extend to investors and business
partners. It also undermines economic efficiency, disadvantages compliant companies and is
detrimental to shareholder value. Corruption underpins other risks such as breaches of
human rights and environmental risk. We as CSCL is conducting the business according to
the government rules, regulations and guide lines and our processes are audited by the
internal auditor and finally by the government auditors. Additionally, our governance
framework covers a broad range of corporate practices as well as the company's policies,
standards, auditing and compliance

Maritime trade has been the lifeblood of the modern global economy, and Sri Lanka, with its
close proximity to the main East West trade lane, has immensely benefited from its
geographic location. One of the prominent options of achieving this to train more and more
sea farers aiming the ever increasing demand in the world shipping for such trained maritime
professionals. Our vessels are built with the concept of trading and training and having 26
training berths available on each vessel. Even among the many obstacles due to the Covid 19
pandemic both our vessels were fully occupied training the engineering and deck cadet
officers from local institutes.

Our activities generate economic and social benefits, and stimulate development in local
communities and national economies. We create employment, develop skills, build
infrastructure and procure from local suppliers. As the national carrier we have open the path
for many local vendors to get register with us and equal opportunities are been provided to
every such vendor, strictly adhered to the government procurement procedures. Even though
a government entity we maintain consistent policy on arranging all the payment timely
without any delays which would otherwise create through the strict verification processes.
Through this we have been able to gain the confidence of both the local and international
vendors and to maintain the reputation gained throughout the 50 years of the history of CSCL
as the national carrier.
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AUDIT COMMITTEE REPORT

COMPOSITION OF THE AUDIT COMMITTEE

The Audit Committee is appointed by the Board of Directors of the Ceylon Shipping
Corporation (CSC) and reports directly to the Board. The Audit Committee of CSC consisted of
three Independent Non-Executive Directors during the financial year:

Mrs. D.H.S.Pullaperuma - Chairperson
Dr.l.D.M.Rathnayake - Member (up to 08/10/2020)
Dr.G.A.J.S.Bandara -Member (up to 08/10/2020)
Mrs.Shehara De.Silva -Member (from 07/10/2020)
Mr.B.A.Udumalagala -Member (from 08/10/2020)

ROLE OF THE AUDIT COMMITTEE

The Audit Committee is empowered to examine all matters pertaining to the financial affairs of
the Company and assists the Board of Directors in effectively discharging their duties. The Audit
Committee examines the preparation, presentation and adequacy of disclosure with the Sri Lanka
Accounting Standards (SLFRS/LKAS) and whether the financial reporting requirements are in
accordance with the Companies Act No. 07 of 2007 and other relevant financial reporting related
regulations and requirements.

The Audit Committee reviewed and approved the annual Financial Statements prior to the final
approval by the Board.

The Audit Committee also reviewed the adequacy and proper continuous functioning of the
internal control procedures of the Corporation to obtain reasonable assurances that the financial
statements of the Corporation accurately reflect the state of affairs of the Corporation and the
results for the period to which it relates. An independent internal audit is carried out as and when
required, Internal Audit Reports are reviewed and discussed with management with a view to
further strengthening the internal control environment within the corporation. The Audit
Committee also assessed major business and control risks of the Company.

MEETINGS
Four Audit Committee meetings were held during the year 2020/21. Audit Committee meeting
attendance of the directors/members was as follows.

Mrs.D.H.S.Pullaperuma (4/4)
Dr. I.LD.M.Rathnayake (2/4)
Dr.G.A.J.S.Bandara (2/4)
Mrs.Shehara De.Silva (1/4)
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Mr.B.A.Udumalagala (2/4)

Mr.M.D.P.Thilaksiri-By invitation (4/4)

If Directors are unable to attend a meeting, they have the opportunity before hand to discuss any
agenda items with the committee Chairman and to request for an excuse.

The Representative from the National Audit Office, Chief Accountant of the line Ministry,
General Manager, Deputy General Managers, Assistant General Managers and Sectional Heads
are also attended the meeting by the invitation of the Audit Committee. The Internal Auditor
functions as the Convener to the Committee.

Reviews:
Audit committee reviewed followings for the year concerned.

1.

Submission the Annual Reports to the Parliament:
(2016/17,2017/18, 2018/19, 2019/20)

Recommendation:

It was recommended to submit the delayed annual reports to the parliament within a
reasonable time period. And also, recommended that to act in accordance with the
circular issued in this regard.

Action Plan:

Recommendation:
Audit committee recommended that to adhere to the Public Finance Circulars.

Audit Queries No POS/B/CSC/:/19/68 and POS/B/CSCL/19/AQ-82
Recommendation:

Audit Queries must be forwarded to the Audit Committee for their review and settlement
of Audit queries should also be done within the time period given

Review of Internal Audit Reports-Unclaimed vehicle insurance claims:
Recommendation:

It was recommended that to claim vehicle accident damages within the period relevant
and failure to do so stern actions must be taken to recover those losses from the
employee/s responsible in accordance with the financial regulations.

Review of Internal Audit Reports-Printing of CSC owned file covers.

Recommendation:
Steps to be taken to print CSC owned file covers under the prevailing Tender Process.
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6.

7

8.

Review of Internal Audit reports-Disposal of non moving items in the Stationery
store:

Recommendation:

It was recommended to appoint a committee and arrange the disposal as per the
recommendations of the committee.

Foreign Currency Payments:

Recommendation:

Audit committee recommended that to apply the Central Bank exchange rate for all
foreign currency payments.

Computerized Accounting Package:

Recommendation:
Committee recommendation was to submit a progress report to the Board.

Letter of the Department of Management Audit (DMA/AMC/M/2020/5-4):

Recommendation:
Committee recommended that to act in accordance with the letter issued by the
Department of Management Audit.

10. Vacancies to be filled:

Recommendation:
All vacancies must be filled before the next Audit Committee Meeting.

11. Report on inventory items:

Recommendation:
Committee recommendation was to appoint a three member committee and request them
to review the matter and make their recommendations to the Board.

12. Special Audit proposed by the Audit Superintendent:

Recommendation:
It was recommended to assist to the Government Audit Section to complete the report.
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13. Overdue advances/receivables:
Recommendation:

To take necessary steps to recover the outstanding and the committee reminded that no any
authority to Audit committee to write off the dues.

14. Solvency Test:
Recommendation:

It was recommended that to develop the debt recovery process
Also, recommended to forward a detailed report to the Board.

15. Internal Audit Plan 2020/21:

Recommendation:

It was recommended that to submit the Annual Audit Plan of CSC to the next Board Meeting
for approval.
Also, recommended that more attention must be focused to the high risk field.

16. Internal Control System:

.

Recommendation:

Committee recommendation was to submit the Internal Contro] systems of CSC to the Board
for approval. :

17. Supplies to owned vessels:

.

Recommendation:

It was recommended that to settle supplier invoices subject to the Goods Receive Note (GRN)
attached to the payment voucher.

18. Container Deposits not Claimed:
Recommendation:
It was recommended that to forward a detailed report with aging to the Committee/Board,

Conclusion:

On behalf of the Committee

”___,__-——"_ -~
D.H.S.Pullaperuma (Mrs.)
Chairperson- Audit Committee
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oy Your No. Date
Chairman

Ceylon Shipping Corporation Limited

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 2021 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 2021 comprising the statement of financial position as at 31 March 2021 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 under 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 2021, and of its financial performance and its cash flows for the year

then ended in accordance with Sri Lanka Accounting Standards.
22

ot 306/72, acn@ed 00, Boc8de. @ @omd Be. 306/72, Qursmpna off. uBBTupam, BaEens. No. 306/72, Polduwa Road, Battaramulla, Sri Lanka.

+94 11288702834 O +94112887223 ag@auditorgeneral.gov.lk O www.naosl.gov.lk



1.2.

(a)

Basis for Qualified Opinion

As per the financial statements, loss for the year under review was Rs. 813,320,485
and the cumulative loss as at 31 March 2021 was Rs. 3.419,789,062. Further, net
assets/equity of the company as at 31 March 2021 was a negative value of Rs.
2,041.613.494 and it was observed that these were the clear indication of material
uncertainties that indicates the going concern uncertainties of the company. The main
reason for the loss for the year under review was exchange loss amounting to Rs.
684,460,190 arising from converting USD loan balance to rupee value as at 31%
March 2021. To overcome this situation the company had proposed some mitigating
measures in the EGM on 3™ ] uly 2021. 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 convert to LKR.
Loan had rescheduled by the bank by increasing the repayment period 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 even by 2 June 2022.

Further, refinancing process of loan as per the cabinet decision on 17 November 2020
company searched for new lender through calling Request for Proposals (RFP), based
on the submitted one proposal and technical committee directed the management to
clarify the tender in High commission of Sri Lanka — London, Central bank and
Attorney Generals Department. However the process had not been completed even by
02 June 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
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(b)

(c)

(d)

or bareboat charter basis to enter for the sea transportation of crude oil, have not been

implemented.

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 with LKAS 8 Accounting Policies, Changes in Accounting Estimate and
Errors. Contrary to that it was observed that the company is using fully depreciated
assets at a cost of Rs. 34,479,817 as at 31 March 2021. However action had not been

taken to revalue the assets and make necessary adjustments as required.

As per paragraph 6 of the LKAS 7 — Statement of Cash Flows, definition for cash
comprises cash on hand and demand deposits. And as per the accounting policy of the
company, Cash and cash equivalents include cash in hand, demand deposits and other
short-term highly liquid investments with original maturities of three months or less.
Contrary to that cash float (cash imprest) that the company had given to Captains of
two vessels for their day-to-day operations amounting to Rs. 1,003,766 had not been
considered as cash and cash equivalent and had included under other receivables.
Therefore. cash and cash equivalent as at 31 March 2021 in the financial position

statement and cash flow has been understated by that amount.

As per paragraph 35 of LKAS 01 on Presentation of Financial Statements, 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. 67.155,002 exchange gain earned, against the direct expenses of Rs.

2,109,976,010.

Further, as per paragraph 32 of the same standard, 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 and
Rs.3,402,124 debit balances against other payable. As a result, trade payables and
other payable had understated and debit balances had understated by Rs. 4,291,042 as

at the end of the year under review.
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(e) Company had not translated the balance payable Rs. of 114,247,992 (USD 745,246)
which is the deposit made by the ship building company, as a warranty of two vessels.
Hence guaranty repair deposit (liability) had been understated by Rs.36,321,510.
Moreover, foreign creditors (Shipping agents) aggregating to Rs. 270,987,706 which
were in different foreign currencies had not been translated at closing rate prevailing

at the date of financial statements.

(H It was observed that bunker stock (Fuel Stock) account of two vessels had not been
maintain accurately by the company. Therefore, accuracy of the bunker stock as at
31st March 2021 amounting to Rs.195,148,355 could not be confirmed to audit. In a
sample audit test, relevant to vessel MV Ceylon Breeze, it was revealed that
differences between the ledger balance of bunker stock at the chartering first term,
amounting to Rs. 17,310,005 and a loss of price and quantity differences when
‘transmitting the vessel among charters during the year under review amounting to Rs.
1,160,926 and omission of the bunker stock consumption in the month of July
amounting to Rs. 43,759,166 had not been adjusted to bunker stock account and Profit

& Loss account.

(2) Accuracy and existence of Debtors aggregating to Rs. 73,809,918 from 22 debtors
and Trade payable aggregating to Rs. 26,750,981 from 13 creditors could not be
ascertained in audit due to lack of sufficient, appropriate evidence including

confirmations.

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. 1 believe that the audit
evidence I have obtained is sufficient and appropriate to provide a basis for my qualified

opinion.

1.3 Other information included in the Company’s 2020/21 Annual Report.

The other information comprises the information included in the Company’s 2020/21 Annual

Report but does not include the financial statements and my auditor’s report thereon, which is
expected to be made available to me after the date of this auditor’s report. Management is

responsible for the other information.
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