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PAS/B/CSCL/01/2023/87 20" of December 2023

Chairman,

Ceylon Shipping Corporation Ltd.

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 2023 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 Ltd. for the year
ended 31 March 2023 comprising the statement of financial position as at 31 March 2023 and
the statement of financial performance and the statement of changes in equity for the year
then ended and the cash flow statement, the notes to financial statements and the summary of
significant accounting policies for the year then ended 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 terms of Article 154 (6) of the Constitution will be tabled

in due course.

| am of the opinion that, except for the effects of the matters described in the 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 2023, and of its financial
performance and its cash flows for the year then ended in accordance with Sri Lanka
Accounting Standards.

1.2 Basis for Qualified Opinion

(a) As per the financial statements, loss of the Company for the year under review was Rs.
1,857,129,766 and the cumulative loss as at 31 March 2023 was Rs. 10,855,139,608.
Furthermore, the net assets of the Company as at 31 March 2023 was a negative value
of Rs. 9,210,094,328. The loss for the year has been decreased by 67.79 per cent as
against the preceding year, whereas the negative balance of the net assets of the

Company has been increased by 16.37 per cent in comparison with the previous year.



(b)

The Company, in the year 2014, had obtained from the People's Bank, a term loan of
USD 70 million for the purchase of two ships and USD 5.44 million as an interest
capitalized loan to pay for the interest on the said loan and, the overall loss of the
Company had accordingly been due to the fact that the Company had to undergo an
exchange loss of Rs. 2,811,891,329 in the convertion of the US dollar loan balance
into Sri Lanka Rupees as at 31 March 2023 as the Company had to pay the People's
Bank a sum amounting to Rs. 2,828,293,385 for the said term loan, interest
capitalized loan and the interest related thereto during the year ended 31 March 2023.
It was hence observed that there is a clear indication of uncertainty concerning the
Company's continued existence as a going concern. Even though the Company had
proposed measures at its Extraordinary General Meeting (EGM) held on 30 July 2021
in order to circumvent this situation, the company had failed to implement the
remedial measures to mitigate the exchange loss caused and yet another 06 new
business projects had been proposed towards that end at the Company’s
Extraordinary General Meeting held on 24 March 2023.

At the time when the entity deals with the accounting standard on gratuity in
accordance with paragraph 57 (a) i of the Sri Lanka Accounting Standard 19, the
Company had not computed and accounted for the gratuity amounting to Rs.
29,348,420 according to the projected unit credit method using Actuarial Technique,
even though it was required to calculate and account for such gratuity as per the said

accounting standard using the method referred to above.

(¢) Even though the entity, in accordance with paragraph 14 of the Sri Lanka Accounting

(d)

Standard 37 on Provisions and Contingent Liabilities, was required to make
provisions for and disclosures of such liabilities in the final financial statements when
the entity has a present obligation probable to incur an outflow of resources as a result
of a past event, and a reliable estimate of that amount could possibly be made, no
disclosure in the final financial statements for the year 2022/2023 had been made in
relation to the cases filed against the Company by 10 employees who were employed

in service there.

During the course of the audit, it was revealed that an expenditure of Rs. 5,572,187
incurred for the carriage of coal by the chartered vessels in relation to the year
2021/2022 had been recognized in the accounting year of 2022/2023, and in
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consequence of it, the loss of the year 2021/2022 had been understated by that same
amount despite it being adjusted as prior year adjustments with retrospective effect to
the opening retained earnings in the changes in equity statement in accordance with
the Standard 42 (b) of the Sri Lanka Accounting Standard 08, and it had instead been
adjusted under direct expenditure for the year 2022/2023 and as a result, the loss for
the year 2022/2023 had been overstated by that amount.

I conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuUSs). My responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the
Financial Statements section of my report. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my qualified opinion.

1.3 Other information contained in the 2022/2023 Annual Report of the Company

The other information means the information included in the 2022/2023 Annual Report of the
Ceylon Shipping Corporation Ltd. that is expected to be made available to me after the date
of this audit, but not included in the financial statements and my audit report in that respect.

The management is responsible for this other information.

My opinion on the financial statements does not cover the other information and I, in any

manner whatsoever, do not guarantee or make any statement on them.

My responsibility on the audit of the financial statements is to read the other information
identified above when it becomes and, in doing so, to consider if such other information is
materially inconsistent with the financial statements or the knowledge | gained during the

course of the audit or otherwise.

When reading the 2022/2023 Annual Report of the Company, if | conclude that there are
material misrepresentations, such matters should be communicated to the governing parties
for correction. If there exist further uncorrected misrepresentations, they will be included in
the report that will be tabled in due course in Parliament in terms of Article 154 (6) of the

Constitution.

1.4 Responsibilities of the Management and Those Parties Charged with Governance

for the Financial Statements

The management is responsible for the preparation of financial statements that give a true and

fair view in accordance with the Sri Lanka Accounting Standards, and for such internal
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control as the management determines 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 ability of
the Company 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 parties charged with the governance are responsible for overseeing the financial
reporting process of the Company.

As per sub 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.
1.5 Auditor’s Responsibilities for the Audit of the Financial Satements

My objective as a whole is to provide a reasonable assurance that the financial statements are
free from substantial frauds and errors that occurred due to inaccurate false statements and to
release the auditor's report along with my opinion. While fair assurance is a high-level
guarantee, it may not always be an assurance that the auditing in accordance with Sri Lanka
Audit Standards will always detect incorrect substantial errors. Frauds and errors are likely to
result in substantial disclosures, either due to individual or collective effects, and the
substantiality of it may depend on the impact of the economic decisions made by the users,

based on these financial statements.

As part of an audit in keeping with the Sri Lanka Audit Standards, | exercise professional
judgment and maintain professional skepticism throughout the audit. And, I further,

e Designed and implemented audit procedures that are appropriate in the circumstances in
identifying and assessing the risks of material misstatements that could result in the
financial statements due to frauds and errors, in setting up a basis for the audit opinion
that was expressed. The risk of not detecting a material misstatement resulting from fraud
is more severe than that caused by the reasons such as material misstatements resulting
from erroneous recording and collusion, preparation of forged documents, intentional

omissions or the override of internal controls.



e Acquired an understanding on the 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 internal control.

e Evaluated the appropriateness of the accounting policies used, the reasonableness of the

accounting estimates and the related disclosures made by the management.

e Concluded on the relevance of applying the going concern basis of the entity’s
sustainability for accounting purposes based on the audit evidence acquired as to whether
there exists a material uncertainty on the sustainability of the Company due to events or
conditions. If I conclude that a material uncertainty exists, | am required to draw attention
in my auditor’s report to the related disclosures in the financial statements and if such
disclosures are inadequate, my opinion has to be modified. However, future events or

conditions may cause the Company to cease to continue its existence as a going concern.

e Evaluated 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 the course of my audit.

2. Report on Other Legal and Regulatory Requirements
2.1 The National Audit Act, No. 19 of 2018 and the Companies Act, No. 7 of 2007

include specific provisions for following requirements.

2.1.1 Except for the effects of the matters described in the Basis for Qualified Opinion
section of my report, | have obtained all the information and explanations required for
the audit and, as far as apparent from my examination, proper accounting records had
been kept by the Company as per the requirement of section 163 (2) the Companies
Act, No. 7 0of 2007 and section 12 (a) of the National Audit Act, No. 19 of 2018.

2.1.2 The financial statements presented by the Company are consistent with the preceding
year as per the requirements of section 6 (1) (d) (iii) of the National Audit Act, No. 19
of 2018.



2.2

(a)

(b)

2.1.3 The financial statements presented include all the recommendations made by me in

the previous year, except the observations in the Basis for Qualified Opinion section

of my report as per the requirement of section 6 (i) (d) (iv) of the National Audit Act,

No. 19 of 2018.

Based on the measures adopted and the evidence that was obtained and within the

limitation confined to material considerations, nothing met with my attention as to

make the following statements.

2.2.1 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 is out of the

normal cause of business as per the requirement of section 12 (d) of the National

Audit Act, No. 19 of 2018.

2.2.2 To state that the Company, except for the following observations, has acted in a

manner inconsistent 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.

Reference to law / direction

Para 11.1 of the Public Finance
Circular No. 01/2020 dated 28

August 2020

Public Finance Circular
03/2015 dated 14 July 2015

No.

Observations

Although the submission of the Annual Board of
Survey report in relation to 31 March 2023 to the
Auditor General should be made before the 30"
of June of the ensuing financial year, the
Company had not completed the removal of 133
damaged goods and other tasks related to it even
by the date of the audit.

Although an Accounting Officer, when issuing
advances, can grant an advance up to a maximum
of Rs. 100,000 at a time only to officers at the
staff level for any purpose of specific nature,
advances up to the maximum of Rs. 500,000 had
been given in contravention of the circular

instructions.
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(¢)  Section 16.2 of the National Audit ~ Although the Company should submit the
Act, No. 19 of 2018 and section financial statements along with the draft Annual
6.6 of the Operational Manuel of  Report of the Auditor General within 60 days
the Public Enterprises Circular No.  after the closure of the accounting year, the
01/2021 dated 16 November 2021 financial statements of the Company had been
submitted to the audit on 16 August 2023 with a

delay of more than two months.
(d) Section 3.2 of the Operational The Company, during the year under review, had
Manuel of the Public Enterprises paid a sum totalling Rs. 15,209,673 for refreshment
Circular No. 01/2021 dated 16 allowance, transport allowance and attendance

November 2021 incentive allowance without a formal approval.

2.2.3 To state that the Company, except for the following observations, has performed in a
manner inconsistent with its powers, functions and duties as per the requirement of
section 12 (g) of the National Audit Act, No. 19 of 2018.

a) In pursuance of the Decision of the Cabinet of Ministers No.
@®e/16/0035/737/003 dated 21 January 2016 and the provisions of the Public
Finance Circular No. 415 dated 06 May 2005, all the government institutions
should import goods through the Company and the Company should also give
priority to the government institutions. However, in checking the number of
institutions and the cases of transportation of cargo in the public sector during
the period of 04 years from 01 April 2019 to 31 March 2023, it was obsrved
that the number of istitutions and the cases of transportation of cargo were

relatively on the decrease, details of which are given below:

Year 2019/20 2020/21 2021/22 2022/23
No. of Institutions 28 22 23 27
No. of Cases 2,357 1,925 1,300 821

b) Although the strategic plans should have been drawn out in accordance with
para 2.3 of the set of Guidelines of the Public Enterprises Circular No. 01/2021
dated 16 November 2021, the same had not been adhered to. The Board of
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d)

Directors had not taken steps to have the Five-Year Corporate Plan for the
period ended in 2022/2023 from 2018/2019 updated, keeping it abreast with the
changes in the business climate.

07 newly proposed business plans had been set out in para 4.2 of the
Company’s Corporate Plan for the period from 2018/2019 to 2022/2023. Of
them, 05 activities were planned out to be accomplished within 05 years from
2018/2019 to 2022/2023, but those activities had not been achieved and no

action had been pursued to identify new business opportunities either.

The Company had not meaningfully established targets and performance
indicators in the Annual Action Plan having regard to sources of income and, it,
in setting up its targets for the year under review, had gone on to set easily
achievable targets having them outlined with assessment of the performance
thereon without paying heed to the planned-out targets of the previous year and
the actual situation when setting Company projections. Apart from this, the
Company had also included in the action plan the sources of income which are
not generatable during the year when identifying such sources of income. The

details thereon are as follows.

Source of Income As per Action Plan Actual Performance Income
Percentage

Income Expenditure Income Expenditure (%)

Coal Transportation 3,128 2,675

Income on Chartering 2,293 816 5,337 1,893 133%

Address Commission on Freight 72 -

Address Commission on Lightering 472 - 314 -33%

Provision of Agency Services for coal supplying

vessels 41 15 -63%

Carriage of parcels in Containers 564 496 760 611 35%

Clerence of cargo from the custom and their 20 12 67 47 235%

distribution
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e) According to the provisions of the Public Finance Circular No. 415, Ceylon
Shipping Corporation Ltd. should issue a notice of waiver only in case the
Company fails to carry the import cargo in the most advantageous manner to
the Government. Even though the Company, when the freight rates to be borne
by it is higher than the freight agreed upon by the supplier, should inform the
importer of the matter by a waiver notice, it had gone on to issue waiver notices
in deviation of the circular requirements numbering 319 during the year
2019/20, 298 during the year 2020/21, 185 during the year 2021/22 and 118
during the year 2022/23 due to reasons such as requests of waiver made
after shipments, emergency purchases and procurement being awarded on CIF
rates and also, owing to other reasons.

f) Even though the Company, as a fully government-owned entity, has been
entrusted with the responsibility of increasing its profitability through the
carriage of import cargo in the public sector, as well as capturing the state
sector imports maneuvered by the foreign shipping lines to the Company on a
competitive regime of freight rates, notices of waiver numbering 174, 163, 150
and 67 had been issued respectively during the period of 4 years from
2019/2020 to 2022/23 in view of the fact that the Company's freight carriage
rates were higher than those of the suppliers engaged in the trade of cargo
imports.

g) The tasks of handling, packing, carriage and clearance of import and export
luggage and effects belonging to the diplomatic officers of the Ministry of
Foreign Affairs are carried out by the Ceylon Shipping Corporation Ltd. and, it
came to light that the related price quotations are determined in accordance
with the Ministry of External Affairs Director General’s letter, FA/OAM &
D/HD/CSC/GEN dated 25 January 2023, even though the Ceylon Shipping
Corporation Ltd., being the provider of the related service, ought to be

responsible in making decisions on such rates of prices concerned.

2.2.4 To state that the resources of the Company, except for the following observations, 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.
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(a) On the 10" of November 2020, the Ceylon Shipping Corporation Ltd. and TERO

(b)

MARINE ASIA PACIFIC PTE LTD had entered into an agreement for USD 102,800
for the purpose implementing a computer-based ship management system for the
Company's ships over a period of 6 years. This system was planned out to be
implemented in 03 phases during the first year and, even though a period of 3 yeaers
had elapsed after the system was installed for the 02 ships having spent Rs. 2,903,208
(USD 15,400) as advance money and Rs. 1,563,087 (USD 7,700) for the acceptance of
the system design in a total amounting to Rs. 4,466,295, this computer system was not
set to be operational and, the expenditure concerned had become an inactive outlay due
to the failure on the part of the management to take action as to whether or not it would
be made use of for the Company's future operations after having carried out a review

thereon.

Due to reasons of non-submission of valid seaworthiness certificate or classification
society certificate obtained from a member association of the International Federation
of Classification Societies and the lack of significant responsiveness in the technical
evaluation in accordance with the Technical Evaluation Committee Report on two (02)
Boat Services selected after calling for bids for the purpose of providing multiple
services to ships carrying coal to Puttalam Lakwijaya Power Station, the award of the
respective contract had not been recommended. Moreover, during the physical
inspection of the said boats by the Designated Person Ashore, it was confirmed that
these two bidders had not met the criteria set out in the invitation of bids and there was
a situation where only these two boat suppliers happened to be submitting bids from
the year 2014/15 onwards to date and this procurement had been awarded on 21
September 2022 at the price quotations submitted by the two applicants in
consideration of the exigency the service depending solely on the service trust reposed
in these suppliers. In the year 2023/24 too, the procurement had been offered to both
these same suppliers for this service and it was observed that there is an issue
concerning the safety of the officers traveling in such boats due to the non-fulfillment
of the bidding criteria related thereto, and that there looms a risk of claiming insurance

benefits in case of an accident in view of these deficiencies.
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2.3 Other Matters

(a)

According to the statement of financial position, the value of the trade debtors
recoverable by Ceylon Shipping Corporation Ltd. as at 31 March 2023 is Rs.
2,070,761,878. Of it, balances of Rs. 1,034,044,153 were not recoverable for more
than 4 years and out of such balances too, Rs. 257,530,960 remained unrecovered over
a period of 1 to 4 years while the value of the trade debtors emerged during the year
2022/2023 was Rs. 779,186,765. It was also revealed that, from among the above trade
debtors, the domestic government and semi-government institutions owed the
company Rs. 1,525,359,729 of which too, Rs. 618,045,453 were debtors more than 03
years old, and that the balance stood to be recovered from the foreign and other trade
debtors over a period of more than 03 years as of 31 March 2023 was Rs.163,752,420.

(b) Following facts came to light in regard to the vessel, MV Ceylon Breeze meeting with

©

an accident:

Due to the collision of MV Ceylon Breeze with a fishing vessel at the port of Jiangyin,
China in 2020, the total loss incurred by the Company had been approximately Rs.
16,999,188. The Company had to bear the above loss due to the deductible value of
USD 100,000 in terms of the agreement related to the insurance cover of this ship was
less than such value. Furthermore, the loss related to the collision of the ship once
again with the ship, Leopold on 06 June 2021 in Singapore had not been computed
even as of the date of this report.

. It was revealed that there was no action undertaken to conduct an inquiry with regard

to the damage caused to the ship and identify the related parties responsible for it and
that there was no report on such damage with comprehensive details thereof made to
the Department of Public Finance as per para 2.3 of the Finance Circular No. 01/2020
dated 28 August 2020, in spite of the fact that the Company was required to do so.

Even though, in accordance with para 19 of the Coal Carriage Agreement reached
between Lanka Coal (Private) Limited and Ceylon Shipping Corporation on 21
September 2021, all claims pertaining to delays/holdups payable to the Company
should be paid within thirty (30) days after completion of the loading or discharge, the
Company had not been able to recover the amounts involving 2 invoices of such
claims to the value of Rs. 3,728,788 even by 14 August 2023.

W.P.C. Wickramaratna, Auditor General
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