HLG: Explanation for the disclaimer of opinion on the audited separate financial statement of 2019 

On 11 Jun 2020, Hoang Long Group explained the disclaimer of opinion on the audited separate financial statement of 2019 as follows:
1. Auditor’s opinion: balance of the receivables as at 31 Dec 2019 and 01 Jan 2019, without reconciliation records, were VND 6,764 billion and VND 4.67 billion respectively; balance of the payables as at 31 Dec 2019 and 01 Jan 2020, without reconciliation records, were VND 19.163 billion and VND 19.356 billion respectively. By the audit procedures performed, we were unable to assess impact of this issue on the items related to the separate financial statement attached.
· The Company’s explanation:
· Balance of the receivables has been mostly made up for the provision for doubtful debts at the rate of 100%; all confirmation letters and debt reconciliation sent received replies that customers have changed the address, could not be contacted;
· Balance of the payables is mainly prepayments from customers, according to the money collection progress of the real estate transfer activity that have not been handed over yet of VND 6.1 billion, and of construction activities by subcontractors have not issued input invoices of VND 3.3 billion; payable to suppliers of VND 9.5 billion (inclusive of 01 foreign investor: VND 7.6 billion): could not be contacted and the seller did not claim. Other payables of VND 0.4 billion are dividends not received by the shareholders who have not deposited securities.
2. Issues related to debts with related parties
2.1. Auditor’s opinion: in the notes 06 and 07 of notes to the separate financial statement, the Company is presenting the receivables from the customers that are related parties controlled by key members of the Company, inclusive of balance of trade receivables and short-term loan receivables. In which, receivables from Hoang Long Seafood Processing Company Limited as at 31 Dec 2019 are 466,402,943,989 (as at 01 Jan 2019: VND 526,454,121,099); and receivables from Kim Hoang Long Service - Trading - Produce Company Limited as at 31 Dec 2019 are VND 96,460,532,267 (as at 01 Jan 2019: VND 67,848,432,282). By the audit procedures performed, we were unable to collect sufficient audit evidence to determine the specific payment term of these revenues. Therefore, we were unable to comment on recoverability and determine the loss (if any) of these receivables and the impact of this issue on the separate financial statement attached.
· The Company’s explanation: trading and loaning resulting in receivables and short-term loan receivables for the two companies mentioned above were approved by Annual General Meetings of Shareholders held every year with approval rate of 100%. Hoang Long Seafood Processing Company Limited was formerly a subsidiary of the Company; on the other hand, according to the contract and in fact, when either party is in demand or needs financial resources for operate, the other will lend or repay; means that Hoang Long Seafood Processing Company Limited has borrowed, and also paid; up to now, balance of receivables from Hoang Long Seafood Processing Company Limited has decreased to VND 64,685,532,267. Therefore, the ability to recover these receivables is certain.
2.2. Auditor’s opinion: the Company has recorded the revenue from interest on loans for Hoang Long Seafood Processing Company Limited in 2018 of VND 32.478 billion, and in 2019 of VND 28.827; these interests were added to the principal (outstanding loan balance) as at 31 Dec 2018 and 31 Dec 2019. By the audit procedures performed, we were unable to assess certain recoverability of these interests. Therefore, recognizing these interests on the income statements in 2018 and 2019 respectively is not in line with the regulations on existing Enterprise Accounting Regime.
· The Company’s explanation: the collection of interest from the loan is in accordance with the regulations of the current law on tax; and in 2019, Hoang Long Seafood Processing Company Limited paid VND 11,650,000,000 interest to the Company, though not paid off on 31 Dec 2019. Therefore, the balance of interest on loans added to the principal (outstanding loan balance) is certainly recoverable. 
3. Issues related to Long Kim 2 Residential Project
3.1. Auditor’s opinion: the Company had not performed inventory of balance of items about real estate finished products at the end of the year, so we were unable to collect sufficient appropriate audit evidence about the existence as well as the completeness of these items as at reporting date (01 Jan 2019 and 31 Dec 2019) as well as to be unable to perform alternative audit procedures. Therefore, we were unable to determine necessary adjustments to these items and the impact of this issue on the separate financial statement attached.
· The Company’s explanation: the Company has performed inventory of balance of items about real estate finished products according to books at the end of the year. However, due to some problems in legal procedures in some cases, the Company has not separated the book for customers. Therefore, the balance of real estate finished products on book is lower than in certificates of land use right in fact.
3.2. Auditor’s opinion: the Company determined the land price deducted when calculating payable value added tax corresponding to revenue recorded based on the land price issued by People's Committee of Long An Province at the time of transfer, not based on the land price subtracted on the basis of land use fee payable to the State Budget (exclusive of exempted or reduced land use fee) and cost of clearance compensation according to the regulations. Due to being unable to collect sufficient audit evidence to determine the existence and completeness of balance of above-mentioned items about real estate finished products, we had no basis to determine the suitability of the value added tax payable for real estate business activities. By the audit procedures performed, we were unable to assess impact of this issue on items related to the separate financial statement attached.
· The Company’s explanation: the Company's determination of the deducted land price as above has been temporarily accepted by the Tax Inspectorate through inspections (with inspectorate's conclusions until 2017) because investment in infrastructure for projects is still in progress and has not been finalized yet. About this issue, the Company will review tax policy from time to time, from the project formation to the present, to adjust accordingly.
4. Auditor’s opinion: in the note No. 35 of notes to the separate financial statement, the Company is presenting information about the guarantee and mortgage with assets for CADOVIMEX II Seafood Import – Export And Processing Joint Stock Company, which is the related party controlled by key members of the Company. By the audit procedures performed, we were unable to assess potential debt obligations that may arise from these transactions and impact of this issue on the separate financial statement attached.

· The Company’s explanation: this issue was approved by the Annual General Meeting of Shareholders held every year with approval rate of 100%.
5. Auditor’s opinion: in the note No. 16 of notes to the separate financial statement, the Company is presenting the balance of prepayments from customers of Dong Thap Province Agricultural Project Management Board with the amount of VND 3,306,069,000, which is the amount paid by the investor for the projects finished, accepted, and put into operation but not yet recorded revenue, prime cost and obligations to the State respectively by the Company. This caused the target “revenue from sales and service supply” and the target “cost of goods sold” in separate income statement of 2019 to reflect in lack the amount of VND 3,285,195,000 and VND 3,091,874,545 respectively. 
· The Company’s explanation: about recognition of revenue and prime cost with the above-mentioned amounts, if offset, payable obligations to the State will arise insignificantly. This problem will be overcome by the Company in 2020.
6. Auditor’s opinion: according to the content presented in the Note No. 5 of notes to the separate financial statement, value of the investment in Thanh Thy Production Trading & Service Company Limited as at 31 Dec 2019 is VND 132,600,000,000 (as at 01 Jun 2019: VND 133,125,000,000). By the audit procedures performed, we were unable to determine the loss (if any) of this investment as well as the impact of this issue on the separate financial statement attached.
· The Company’s explanation: value of the investment in Thanh Thy Production Trading & Service Company Limited is value of the MD4-2 land use right at Phu My Hung Urban Area with the above-mentioned amount. Because in last years, it was necessary to complete the procedures related to red book (certificate of land use right) and legal procedures on construction, so the Company has not implemented construction for business activities.
