State Timber Corporation - 2024

1.2

1.3

Financial Statements
Qualified Opinion

The audit of the financial statements of the State Timber Corporation for the year ended 31 December
2024 comprising the statement of financial position as at 31 December 2024 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 material accounting policy information, 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 and Finance Act No. 38 of 1971. My comments and observations which | consider
should be report to Parliament appear in this report.

In my opinion, except for the effects of the matters described in paragraph 1.5 of this report, the
accompanying financial statements give a true and fair view of the financial position of the
Corporation as at 31 December 2024, and of its financial performance and its cash flows for the year
then ended in accordance with Sri Lanka Accounting Standards.

Basis for Qualified Opinion
My opinion is qualified on the matters described in paragraph 1.5 of this report.

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

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 Corporation’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 intend to liquidate the
Corporation or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Corporation’s financial reporting
process.

As per Section 16(1) of the National Audit Act No. 19 of 2018, the Corporation 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 Corporation.
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1.4

Audit Scope

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, | exercise professional judgment
and maintain professional scepticism throughout the audit. | also:

e ldentify 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.

e 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 Corporation’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 Corporation’s ability to continue as
a going concern. 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 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. However, future events or conditions may cause the Corporation
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.

The scope of the audit also extended to examine as far as possible, and as far as necessary the
following;

Whether the organization, systems, procedures, books, records and other documents have been
properly and adequately designed from the point of view of the presentation of information to
enable a continuous evaluation of the activities of the Corporation, and whether such systems,
procedures, books, records and other documents are in effective operation;
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1.5
151

(@)

(b)

152

(@)

e  Whether the Corporation has complied with applicable written law, or other general or special
directions issued by the governing body of the Corporation;

e Whether the Corporation has performed according to its powers, functions and duties; and

e  Whether the resources of the Corporation had been procured and utilized economically,
efficiently and effectively within the time frames and in compliance with the applicable laws.

Audit Observations on the preparation of Financial Statements
Non-Compliance with Sri Lanka Accounting Standard

Non Compliance with the
reference to particular Standard

Although the scrap value and
useful life of property, plant and
equipment should be reviewed and
reassessed at least every financial
year in accordance with paragraph
51 of Sri Lanka Accounting
Standards 16, the action had not
been taken accordingly in relating
to the fully depreciated assets at
the cost of Rs.1,613,245,995 of
property, plant and equipment still
in use, at the end of the year under
review.

Although Treasury Bonds should
be recognized in the financial
statements at fair value in
accordance  with  Sri Lanka
Accounting Standards 9, Treasury
Bonds purchased at a total cost of
Rs. 731,832,196 during the years
2021 and 2022 had been shown in
the statement of financial position
at the above value of the purchase
date.

Accounting Deficiencies

Audit Observations

In correcting the over-accounted
rental income amounting to
Rs.1,426,235 relating to the period

Management Comment

Although quotations were obtained
from the Government Valuation
Department  to  assess  the
Corporation's assets, the activity
has not been completed due to the
high  valuation.  Furthermore,
discussions have been held with
external parties in this regard.
Accordingly, these assessments are
scheduled to be carried out at the
regional level in the future.

Treasury Bonds had  been
purchased by the institution since
the year 2021, and the interest
received and receivable for each
respective  year had  been
accounted for on the accrual basis.

Management Comment

Although the two institutions,
ESCAMP Project and Bio Safety
Unit, which occupied the second

Recommendation

The scrap value and
useful life of property,
plant and equipment
should be reviewed and
reassessed at least every
financial year.

Treasury bonds should be
recognized in the
financial statements at the
fair value.

Recommendation

Only the adjustments
relating to the year under
review should be made to
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(b)

(©)

(d)

from 2013 to 2020, the adjustment
had been made to the rental
income account of the year under
review instead of the retained
earning account, resulting in an
understatement of the income of
the year under review by the same
amount.

The diesel tank with a storage
capacity of 45,000 fuel liters,
which had been installed at the
Kaldemulla warehouse premises
for Rs.2,539,431 as at 26 July
2022, had not been capitalized.

Due to the failure to remit the
contributions payable to the
Employees’ Provident Fund and
the Employees’ Trust Fund on
behalf of the casual employees
within ~ the  stipulated  time,
provisions had not been made in
the financial statements for the
surcharge amounting to
Rs.22,617,622 payable for the
period from December 2010 to
December 2022. As a result,
retained earnings had been
overstated and liabilities had been
understated by the same amount.
Furthermore, in computing the
contributions to the above funds,
the contributions applicable to the
cost of living allowance had not
been included, and the surcharge
payable thereon had not been
computed and accounted.

Although rental income of
Rs.10,200,000 for the year under
review and Rs.57,000,000 for the
period from 2017 to 2023 had been
accounted for in respect of the
operation of the Department of

floor of the corporation on a rental
basis, were located within the floor
area allocated to the ESCAMP
Project, payments had been made
without considering the floor area
of the ESCAMP Project. As a
result, the overstatement of the
opening balance of the ESCAMP
Project’s rental had been corrected.

Since production had to be
continued during the fuel crisis in
the country, an existing tank had
been upgraded. Capitalization
could not be done due to the non-
availability of stock records at the
Kaldemulla unit.

In line with complaints made to
the Labour Office by several
employees who claimed to have
worked casually in 2010, an
amount of Rs. 49 million was
allocated for the payment of EPF
and ETF contributions based on
the notification issued by the
Labour Office. However,
following the decision rendered
after the labour inquiry, the Board
of Directors decided that further
action would be taken based on
discussions with the Labour
Department.

Instructions have been made by the
Minister of Environment and the
Secretary of the Ministry to hold
further  discussions  with the
officials of the Department of
Forest Conservation and the

the income of the year
under review.

Assets should be
capitalized at the time
they are brought into use.

Action should be taken to
account for the identified
surcharge and to
calculated and account
for ~ further  payable
amount of surcharge.

Income should not be
recognized  until its
receipt is certain.

Page 421



1.6
16.1

(@)

(b)

Forest Conservation in the
Sampathpaya building, no written
agreement existed.

Accounts Receivable and Payable
Receivables

Audit Observations

Out of the  balance of
Rs.1,241,797,019 in the trade
receivables account as at 31
December 2024, balances
amounting to Rs. 87,825,903 that
had been outstanding for more
than four years were included as at
2 July 2025.

Out of the balance of
Rs.32,619,836 recoverable as at 31
December 2024 in respect of
various loans and advances
granted to employees for the
purchase of furniture, purchase of
computers, and festival advances,
a sum of Rs.1,360,042 relating to
purchase of furniture exceeding
two year period, Rs. 156,020
relating to purchase of computer
exceeding over four years, and

Rs.139,260 relating to festival
advances exceeding over ten
months were included.
Accordingly, a total sum of

Ministry of Finance regarding the
settlement of the rental income
receivable to the State Timber
Corporation.

Management Comment

Out of the debt amount, a sum of
Rs. 1,133,195,943 was receivable
from state institutions such as the
Sri Lanka Railways Department,
the Department of  Wildlife
Conservation, and the Ceylon
Electricity Board. Out of this
amount, a sum of
Rs.1,105,956,992 was receivable
from the Sri Lanka Railways
Department. ~ Recommendations
had been submitted to the
Institutional Audit Committee for
the write-off of debt balances
confirmed as irrecoverable from
institutions such as the Department
of Forest Conservation, the Sri
Lanka Army, and the Ministry of
Public Administration. The other
institutions had made payments in
installments.

Recovery from one officer has
been carried out in installments
after reinstatement following the
suspension of service. Since 14
officers had vacated the service,
the error in not correctly stating
the year in which the loan was
granted, and the death of the
officers, the relevant loans could
not be recovered within the given
period.

Recommendation

Action should be taken to
promptly  recover the
outstanding balances.

Action should be taken to
recover the loan amounts
within the grace period
granted, and the
outstanding balances that
are recoverable at present
should be recovered
immediately.
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1.7

(@)

(b)

Rs.1,655,322 had exceeded the
prescribed repayment period by

one to three years.

Non-compliance with Laws, Rules, Regulations and Management Decisions etc.

Reference to Laws,
Rules
Regulations etc.

Section 2 of the State
Industrial
Corporations Act No.
49 of 1957

The Employees'
Provident Fund
(Amendment) Act No.
15 of 1958 and
Employees’ Trust
Fund Act No0.46 of
1980

Non-compliance

Although the
incorporation order
issued by the Minister
specifies that the Board
of Directors of the
Corporation should
comprise five members,
seven members have
been appointed to the
Board of Directors of the
Corporation.

Due to the payment by
the  Corporation  of
Rs.99,563,954 as
surcharge on behalf of
the Employees’
Provident Fund and the
Employees’ Trust Fund
contributions relating to
the period from the year
2006 to 2022, together
with Rs.110,626,614
which should have been
paid by the employees as
their contributions, a loss

amounting to
Rs.210,190,568 had been
incurred by the

Corporation.

Management
Comment

Although the Board of
Directors was to
comprise five members
according to the 1968
Gazette of the
Corporation, since
2014, the Secretary of
the Ministry had taken
steps to appoint 7
members to the Board
of Directors. From that
time up to the present,
the Board of Directors
of the State Timber
Corporation has
functioned with seven
members.

The Employees’
Provident Fund and
Employees’ Trust Fund
contributions relating to
the cost of living paid
for the period from
2006 to 2014 had to be
paid after a legal
proceeding. According
to the court judgment, a
surcharge also had to
be paid, and decisions
of the Department of
Labour had  been
received to the effect
that the surcharge
should be paid only on
the Corporation’s
contribution, while the

Recommendation

should be
taken as per the Act.

Action

The parties
responsible for the
loss should be
identified, and further
action should be
taken in accordance
with the decisions of
the Attorney
General’s
Department.
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(©)

(d)

Section 6.6 of the
Operational ~ Manual
relating to the Public
Enterprises  Circular
No. 01/2021 dated 16
November 2021

Paragraph 2 of
Chapter 5 of the
Guidelines relating to
the Public Enterprises
Circular No. 01/2021
dated 16 November
2021

Although the annual
report of the Corporation
should have been tabled
in Parliament within five
months after the end of
the financial year, the
annual report for the year
2023 had not been tabled
in Parliament even by 30
June 2025.

The action plan prepared
for the year 2024 had not

been prepared in
accordance with Format
B, specifying the

strategies and activities to
be completed to achieve
the objectives of the
Corporation, and
including the manner in
which responsibilities
should be assigned to the
relevant authorities with
a timeline for completing
the responsibility for

employees’

contributions should be
exempted from the
surcharge. An
independent committee
had been appointed to

identify  the  parties
responsible  for  the
surcharge, and the
recommendations  of
that committee had
been referred to the

Attorney General for
legal advice on 03
January 2024. Further
action will be taken in
accordance with the
decisions of the
Attorney General’s
Department.

The annual report of
the  State  Timber
Corporation for the
year 2023 was
approved by the
Cabinet on 19 February
2025 and has now been
forwarded to  the
Ministry for tablling to
Parliament.

Action has now been
taken to prepare the
future action plan in
accordance with the
Public Enterprises
Circular No. 01/2021.

should be
taken in accordance
with the statutory
provisions.

Action

The action plan
should be prepared in
accordance with the
Circular.
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carrying out  those
activities and the
expected financial
estimate.  Furthermore,

although the Corporation
had stated 18 objectives
and functions, the action
plan focused only on
logs, timber and timber
based products, and their
sales.

1.8 Non -compliance with Corporation's Powers, Functions and Duties

Audit Observations

Among the objectives and
functions of the Corporation stated
in Extraordinary Gazette No.
2314/48 dated 13 January 2023,
the Corporation had not been
fulfilled, afforestation, export of
timber based semi-finished and
finished products; import of cane,
export of furniture in which ebony
timber has not been used as the
main timber and has been used
only for decorative purpose, under
the approval of Conservator
General of Forests, purchase and
sale of timber products, wooden
products, wooden furniture and
wooden craft from the private
sector; and export of furniture
under contracts entered into with
business establishments having
foreign showroom.

Management Comment

Recommendation

i. In 2024, due to the increase in Action should be taken to

the exchange rate, it became
difficult to supply timber to
domestic consumers at an
affordable price, and therefore,
attention was not given to the
import of sawn timber.

. A plantation consisting of 4,710

teak, halmilla, and kaya trees is
being maintained in
Puliyankulam, Jaffna District,
covering an extent of 25 acres.

Although the Corporation did
not carry out exports directly,
domestic and foreign consumers
purchased goods from the State
Timber Corporation and
exported them. A control
system has been developed and
furniture exports have been
included in the next five-year
plan. Discussions are ongoing
to sell furniture to the embassy
offices.

. The necessary initial actions are

being prepared for importing
cane in the future. The
specifications  required  for
imported cane are currently
being prepared. Information

fulfill  the  functions
specified in the Act.

Page 8]21



(@)

Financial Review
Financial Result

regarding the demand for cane
is being collected.

v. Markets and customers suitable
for the export of furniture
decorated with ebony timber are
being identified, and this has
also been included in the 2026
five-year plan.

vi. For the year 2024, 40 suppliers
of timber based furniture,
timber based products, and
timber based artistic creations
have been registered and
operating. This has been
included in the 2026 Five-Year
Plan.

vii. Further action is being taken
regarding a proposal received
from an Indian company on
franchising for the export of
furniture under agreements with
businessmen owning foreign
showrooms.

The operating result of the year under review amounted to a profit of Rs. 448,854,943 and the
corresponding profit in the preceding year amounted to Rs. 506,329,836. Therefore, a deterioration
amounting to Rs. 57,474,893 of the financial result was observed. This deterioration was mainly due
to a decrease in sales income by Rs. 110,973,827 and an increase in administrative, selling and

distribution expenses by Rs. 184,768,856.

Operational Review
Identified Losses

Audit Observations

The losses had not been recovered
by the end of the year under
review due to the non-completion
of investigations into the loss of
Rs. 2,952,271 that was discovered
to have occurred in the sale of

Management Comment

A committee comprising a
representative of the Ministry has
been appointed under F.R.104 to
determine the loss incurred in
connection with the sale of
Kumbuk logs of the Uma Oya

Recommendation

Action should be taken to
recover immediately the
losses incurred by the
Corporation from the
parties involved.
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(b)

(©)

(d)

Kumbuk logs at the Uma Oya
lower valley development sites in
2018 and 2019 and the loss of Rs.
685,109 that occurred due to
irregularities in the release of
security deposits in the
Bandarawela region in 2019.

Due to the failure to return one
Dell Laptop, one Samsung Tab,
and one Samsung Mobile phone
used by the former Chairman of
the  Corporation who  was
Chairman from 09 January 2020
to 10 March 2022, the total
amount of Rs.532,949 to be
recovered from the officer,
including the market value of
Rs.529,199 and the 25 per cent
expenditure to be incurred for the
reacquisition had not been
recovered in terms F.R.105 (c).

Although the Committee
recommended to the Chief
Accounting Officer to hold a
discussion with the Attorney
General, in consultation with the
legal officers of the Ministry and
the institution, and to take legal
action against the members of the
Board of Directors who had
approved the recruitment of two
consultants and a driver to assist a
former Chairman of the State
Timber Corporation with the
approval of the Board of Directors
only and paying them Rs.2,850
per day for 270 days from 12
February to 03 September 2019,
totaled to Rs.769,500, no legal
action had been taken against the
said members of the Board even
by 23 July 2025.

A contract had been awarded for
the complete felling of 2,172 trees

project and to identify the parties
responsible and further action will
be taken to recover the relevant
amounts in accordance with the
committee’s decision.

Although the former Chairman of
the Corporation was informed to
pay the wvalue of the office
equipment not returned by him,
and action had been taken to file a
complaint with the Police due to
non-payment. However, as the
amount had still not been paid,
action was taken to file a complaint
with the Bribery Commissioner on
18 June 2025.

This service had been obtained on
a daily basis in accordance with the
decision of the Board of Directors,
and the services were terminated
immediately after the tenure of the
former Chairperson ended. In this
regard, the relevant details have
been communicated to the
Secretary of the Ministry for
further action in accordance with
the audit queries and the
instructions given by the COPE
Committee, and based on those
instructions, the matter has been
referred to the Attorney General for
further instructions to take legal
action.

A preliminary investigation has
been conducted, and a formal

Action should be taken to
recover immediately the
losses incurred by the
Corporation from the
parties involved.

The recommendations of
the Committee should be
implemented which
include; immediate action
should be taken and
regulation on  hiring
employees only with the
approval of the Board of
Directors from now on.

Action should be taken to
recover the losses and
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3.2

(@)

(b)

under 04 sections of the Robgil
worksite, which was required to be
completed by 31 August 2018.
However, the contract was
prematurely terminated, resulting
in a loss of approximately Rs. 6.8
million. Although the Committee
had recommended to the Chief
Accounting  Officer and the
Accounting Officer to conduct an
investigation to recover the loss
from the responsible officers and
contractors, as at 23 July 2025, the
formal disciplinary investigation
had not been completed.

Management Inefficiencies

Audit Observations

The Corporation did not have a
database system that could obtain
the necessary information to assist
in controlling activities regarding
production, sale and exchange of
logs, sawn timber and furniture
that are generated from the main
operations.

A total of 5,000 ordinary shares
valued at Rs. 100 each, amounting

disciplinary investigation has been
initiated in accordance with the
instructions of the Committee on
Public Enterprises. Accordingly, 18
formal disciplinary investigations
are required to be conducted, and
the current status is as follows.

Completed 02
In progress 04
To be started 12
Total 18

Under schedule “B” of the
disciplinary code, four officers
against whom charge sheets
have been issued, and guidance
has been sought from the
disciplinary authority regarding
the possibility of issuing orders.

« In accordance with the F.R.
report, a memorandum has been
sent to the Board of Directors to
obtain advice regarding the loss
incurred by the Corporation in
this regard, and until that,
instructions have been given to
the  Deputy  Commissioner
General (Operations) to recover
the loss.

Management Comment

Initial procurements have already
commenced to call for quotations
for a common database (ERP) that
will integrate all the operations of
the Corporation, including the
inventory, production of logs,
sawn timber, furniture, as well as
the issuance of invoices, exchange,
receipts and issuance.

The General Manager of the Land
Reclamation and Development

formal disciplinary
investigations should be
expedited.

Recommendation

The Corporation should
have a database that
enables the retrieval of
necessary information to
support effective control
activities.

Funds of the Corporation
should be invested in a
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(©)

(d)

to Rs. 500,000, had been
purchased from the Land
Reclamation and Development

Company on 31 October 1985.
However, by the end of the year
under review, 39 years had passed
since the investment was made,
but the corporation had not
received any dividends.

As at 31 December 2024, the
Boossa Factory had a work-in-
progress of Rs. 20,412,522, which
included work-in-progress that had
been ongoing since the year 2011.
Furniture production activities at
this factory complex are carried
out by external contractors under
short-term agreements. However,
before completing one assignment,
new tasks had been repeatedly
assigned to them, and by 31
December 2024, a sum of Rs.
11,435,700 had been paid in
installments to 26 contractors.

Although the decline of sales
revenue of the corporation had
been affected by insufficient
storage space at the corporation’s
showrooms for the safe storage of
furniture, damage caused by
stacking furniture on top of each
other, loss of choice for customers
due to the inability to display the
same furniture in multiple models
at the same time, and failure to
adopt effective sales promotion
methods, attention had not been
paid to them.

Corporation has informed that
there is no possibility of paying
dividends on the ordinary shares
invested by the State Timber
Corporation.

At present, an accelerated work
plan has been initiated by the
Corporation’s employees  to
complete the timber product
manufacturing activities promptly.
In addition, production activities
related to the period of 01 year, 1-
2 years are currently being carried
out by the existing contractors.

Although provisions were
allocated in the 2024 budget for
the expansion of  secure
warehouses of the State Timber
Corporation, the provisions for
those tasks that could not be
completed have been transferred to
the year 2025. Although sales were
previously made under these
warehouse facilities, the current
economic crisis in the country was
the main factor affecting the
decrease in sales. Accordingly,
promotions were also carried out
only in essential incidents. It has
been planned to study the products
to be produced through market
research considering the crisis in
the country in the future and take
further action.

manner that ensures the
maximum return.

When awarding future
contracts, additional tasks
should not be assigned to
contractors before the
completion of previously
allocated work. Action
should be taken to
complete the remaining
work in progress and to
minimize  the  losses
incurred by the
Corporation.

Attention should be paid
to the factors that have
contributed to the decline
in sales revenue, and
necessary action should

be planned and
implemented to increase
sales income.
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After the Department of Forest
Conservation handed over the
Melsiripura Gomadiyagala Beet to
Timber Corporation with 5607
trees, despite the investigation has
confirmed that false information
was submitted on 09 May 2017
that 245 trees were missing while
there were trees at the work site,
and that a loss of Rs. 140,195 had
been incurred and despite a charge
sheet was later issued with 11
charges of serious misconduct,
according to the Disciplinary Code
of the Corporation dated 16
October 2017, a preliminary
investigation on the providing of
timber by preparing false
documents while removing a
donated tree at Bowatta Primary
College, the Bingiriya Assistant
Regional Manager was promoted
to Deputy Regional Manager on 11
February 2020 being antedated to
28 March 2019 and posted to the
Kurunegala  Regional  Office,
which included the Melsiripura
Gomadiyagala site where the
above timber felling irregularity
occurred, with effect from 13
February 2020. Despite this, he
was again accused in 2022 of
having taken a contract at a
Polpithigama Worksite of the
Corporation and the case had been
referred to the Commission to
Investigate Allegations of Bribery
or Corruption. A disciplinary
inquiry had not been held so far

regarding the  Gomadiyagala
Melsiripura incident. A
disciplinary inquiry had been

conducted in 2024 regarding the
Bowatta Primary College incident,
and this officer was found guilty of
2 charges out of 11 charges in the
preliminary investigation and his

Applications were called and
interviews were held on 06 June
2018 for the post of Deputy

Manager, during which the above
mentioned  accused  Bingiriya
Assistant  Regional ~ Manager

appeared and fulfilled the basic
qualifications.

However, his appointment had
been held and referred to the
Board of Directors due to the
charge sheet issued in connection
with the incident of removing

timber from Bowatta Primary
College.
Since the Chairman, as the

disciplinary authority at the time,
had issued a warning as a
disciplinary order in relation to the
incident of removing wood from
Bowatta Primary College, it is
based on the premise that a
warning is not a punishment. The
appointment of Deputy Regional
Manager, which was suspended
until the disciplinary order, has
been given with a backdated date.
However, disciplinary
investigations have been
conducted based on instructions
from the Audit and Management
Committee to conduct formal
disciplinary investigations again in
relation to that incident in 2024,
and his salary increment for the
year 2023 has been suspended and
he has been warned after being
found guilty of two of the 11
charges issued in relation to the
incident. He has filed an appeal
against the disciplinary order.

It is also informed that a paper on
the matter will be submitted to the
Board of Directors as soon as the

Disciplinary actions
should be carried out
without delay, and no
privileges, such  as
promotions, should be
granted while a
disciplinary process is in
progress.
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(f)

salary increment for the year 2023
was suspended and he had been
warned. Due to the delay in
conducting disciplinary
proceedings, this officer had been
promoted from 28 March 2019.

Despite the Deputy Regional
Manager of Kandy had been
ordered to pay a loss of

Rs.299,455, which is 10 percent of
the loss identified during the
preliminary investigation regarding
an irregularity that occurred at the
Teak Worksite 03/006,
Halmillewa, dated 25 October
2016 and despite being found
guilty of all charges at the formal
disciplinary investigation held on
17 November 2018, he had been
appointed on 08 April 2019 to
cover the duties of the Regional
Manager of the Minneriya
Regional Office, where the
Halmillewa Teak Worksite belongs
to.  Further,  despite  being
appointed to cover the duties, a
sum of Rs.8,862 per month as

appeal decision is received, as it is
problematic that the appointment
of Deputy Regional Manager was
made on a previous occasion in
relation to the above incident.

Instructions have also been given
to conduct a formal disciplinary
investigation into the
Gomadiyagala incident in
accordance with the decisions of

the Ministry Audit and
Management ~ Committee,  the
Corporation Audit and

Management Committee and the
Board of Directors, and formal
disciplinary  investigations are
currently in progress.

Preliminary investigations into the
incident at the Polpithigama
worksite have been conducted and
disciplinary proceedings have been
initiated in accordance with the
recommendations of the report.

Although he was found guilty of
all the charges in the formal
disciplinary investigation held in
this regard, on 01.04.2019, the
then Chairman, as the disciplinary
authority, ordered to recovery of
damages and issued a warning as
disciplinary orders.

Due to the retirement of the then
Deputy Regional Manager, the
vacancy in the Regional Manager
position of the Minneriya region
has not been filled in accordance
with the approved recruitment
procedure, as no candidate met the
required gualifications.
Accordingly, to fill the Regional
Manager position in the Minneriya
region, three Deputy Regional
Managers and two other officials

A person should not be
appointed to cover up
work even though he has
committed all the charges
in a formal disciplinary
investigation.
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(@)

(b)

allowance for performing duties
from 01 July 2020 and a sum of
Rs. 15,194 since 01 April 2025 had
been paid.

Operational Inefficiencies

Audit Observations

The felling works at the second
site had not been commenced by
30 June 2025 due to the
Corporation took an unusual
period of time to approve the calls
for bids for the full felling works at
the Jayaminipura 01/003 pine
plantation in Haputale, which was
received on 25 October 2021, and
the Pellapitiya pine plantation,
which was given in 2022, and the
delay in providing infrastructure
facilities, and the felling works had
not been carried out at appropriate
times, paying attention to natural
factors.

The production performance of the
Corporation had declined due to
the production of logs, which was

from the head office were
convened, and discussions were
held with the Commissioner
General, Deputy Commissioner
General  (Operations), Deputy
Commissioner General
(Marketing), and Assistant
Commissioner General (Zonal).
Based on the determination that
the prior warning related to the
Halmillewa incident did not
constitute a punishment, he was
appointed to cover the duties of the
Regional ~ Manager of the
Minneriya region effective from
08 April 20109.

Subsequently, after obtaining the
approval of the Board of Directors
and the Secretary of the Ministry, a
duty allowance was paid for
performing the duties of that
position.

Management Comment

Bids have been called for the
supply of timber from the
Pellapitiya pine plantation, and the
prices have been submitted to the
Ministry for approval.

Construction activities have been
temporarily ~ suspended  until
approval is obtained from the
Pradeshiya Saba regarding the
road construction. We have been
informed by the Pradeshiya Sabha
about the procedure to be
followed, and the supply of timber
has now commenced and is in the
final stages at the work sites.

Although 10,000 cubic meters of
pine wood was planned for export,
the sales of logs in 2023 remained

Recommendation

A properly  planned
program  should  be
followed to make the
procurement process
efficient and operational
activities systematic and
efficient.

Appropriate methods
should be developed to
achieve the desired goals
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103,121 cubic meters in the year
2022 had decreased to 93,103
cubic meters and 87,176 cubic
meters in the years 2023 and 2024
respectively or by 9.7 percent and
6.4 percent, the production of sawn
timber, which was 4,258 cubic
meters in the year 2023 had
decreased to 2,456 cubic meters in
2024 or by 45 percent, the amount
of sawn timber sold in 2023 was
2,623 cubic meters and it had
decreased to 2,087 cubic meters in
2024 or by 20 percent, the
production of furniture, which was
Rs. 292 million in 2022 decreased
to Rs. 194 million and Rs. 174
million in 2023 and 2024
respectively or by 33.6 percent and
11.5 percent.

Out of the 72,944 trees released for
felling by the Department of Forest
Conservation to the Ratnapura
Zonal Office of the Corporation in
2021 and 2022, only 32,125 trees
had been felled by February 2025,

low due to the fact that exporters
did not come forward due to the
increase in the Corporation's pine

wood  prices compared to
international market prices, the
significant  increase in  the

stumpage compared to previous
years, the decrease in the yield due
to the restriction of forest
plantations by the Department of
Forest Conservation, and the
increase in the prices of goods and
services due to the imposition of
SSCL tax.

The overall decline in sawn timber
production was caused by the
insufficient availability of suitable
teak, grandis, and micro-sized logs
for production, and the limited
supply of pine logs suitable for
conversion.  Additionally, the
inadequate number of workers
deployed in the sawmills and the
reduced operational capacity of the
sawmills due to labor issues,
which in turn led to a decline in
sawn timber sales. Furthermore,
the suspension of orders for
grandis and micro sawn timber
from the private sector adversely
affected sawn timber sales.

Due to the restriction on all
government institutions’ routine
capital purchases under the State
Expenditure Management in 2023
and 2024, the number of
government orders received to the
Corporation from 2022 to 2024
decreased. As a result, the sales of
furniture declined, and limited to
the revenue from private orders.

Among the forest plantation blocks
released for felling in 2021 and
2022, all blocks had completed
their supply by February 2025
except for two blocks, Alapatha
01/001 and Weddagala 04/007,

in the annual action plan.

These tasks should be
included in the annual
action plan, a time frame
should be prepared, and
the relevant tasks should
be completed within the
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which was 44 percent of the total.
Accordingly, about 56 percent of
the work to be completed had still
not been completed, despite three
years having passed.

Due to failure of forecasting
production requirements based on
annual sales requirements, not a
single piece of furniture had been
sold as at 30 June 2025 out of 428
furniture  items  valued at
Rs.76,113,771 held at the Boossa
manufacturing plant as at 31
December 2023. Further, although
the Corporation had continuously
reported losses in the furniture
manufacturing and  marketing
process, the Corporation had not
drawn attention to bringing it to a
profitable level.

Due to the failure of taking actions
in respect of criminal timber
pending a court order in
accordance with the provisions of
the circular No. 422 issued by the
Judicial Service Commission dated
10 October 2018, the Corporation
is facing difficulties such as

whose total number of trees was
21,324. Although procurement
activities were carried out on 11
occasions, contractors did not
present due to factors such as the
COVID-19 pandemic, the fuel
crisis in the country, increased
production costs, and rising market
demand. In addition, access route

issues  arose, along  with
transportation  objections  from
residents.  Subsequently,  the

Department of Forest Conservation
and the State Timber Corporation,
through a joint special committee,
examined two forest plantations
and recommended reducing the
estimated price to enable complete
harvesting at a rate of 5 hectares
per unit. This recommendation has

now been approved, and
procurement  activities have
commenced.

Defective, damaged, and broken
furniture items that could not be
sold at the prevailing prices have
been identified, and the
preliminary arrangements required
to sell those items through auction
have already been completed. In
addition, furniture items that have
remained unsold for more than five
years have been identified, and
arrangements are being made to
sell them through auction under
revised pricing.

The Regional Manager (Kandy)
had been informed that currently a
stock of 110,029 cubic meters of
logs and 16,802 cubic meters of
sawn timber, and that
arrangements are being made to
sell the stock that are available for
sale in the future.

accurate timeframe.

Movements of furniture
items should be
continuously  reviewed,
identifying  regressions
and progress, and
subjected to  regular
supervision to minimize
losses.

Necessary actions should
be carried out after
obtaining a court order.
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destruction of forest crime timber,
difficulty in managing timber and
management of storage facilities
and it was observed that 159,904
cubic decimeters of logs and
30,933 cubic decimeters of sawn
timber were rotting and storage
facilities were running out in the
Kandy Region alone. The
remaining stock of logs in the
Kandy Region was 61,320 cubic
decimeters and the stock of sawn
timber was 17,939  cubic
decimeters as at 31 December
2024.

The amount of timber used for the
conversion of Ampara Saw Mill
during the period from 2019 to
2022 was 3,512,926  cubic
decimeters and thus the amount of
timber obtained as output is
1,806,397 cubic decimeters, the
waste during the conversion of
timber was 1,706,529 cubic
decimeters or 49 per cent. The
Corporation had not established
standards for the waste generated
during timber processing for each
type of timber.

More than 90 percent of the logs
received by the saw mill are from
the forests of the Ampara region.
Due to the war situation, the logs
received from the Thoppigala
work sites in Ampara have been
found to contain bullet fragments
and metal pieces, which has led to
an increase in the wastage of the
logs.

In the production of furniture for
special orders, are carried out
according to the
specifications  after  removing
defects from the timber, the
percentage of wastage is high.

customer’s

Transactions of Contentious Nature

Audit Observations

For the year 2024, against the
order of 17,500 soft sleepers and
12,500 hard sleepers submitted by
the  Sri Lanka Railways
Department, 24,114 soft sleepers
and 6,480 hard sleepers worth
Rs.760,192,417 had been supplied.
During the year 2024, the
Corporation had supplied 6,614
soft sleepers in excess of demand
and 6,020 hard sleepers in less

Management Comment

At the beginning of the year, the
Sri Lanka Railways Department
informs the requirement for
sleepers, and softwood and
hardwood sleepers are produced
from timber logs released by the
Department of Forest Conservation
from annual felling and from
timber received as donations or
identified as hazardous. Annually,
a larger quantity of Grandis

Standards  should  be
established regarding
waste generated during
wood processing.

Recommendation

Attention should be paid
to ensuring supply in
accordance  with  the
order, and changes should
be agreed upon.
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than demand and without any
written confirmation that these
sleepers were accepted by the
Railway Department and without
any agreement between the two
parties to provide softwood
sleepers when sufficient wood was
not available to manufacture hard
sleepers.

Despite a total of 814 chainsaws
which were in the possession of
the Corporation by February 2022,
including chainsaws confiscated
through judicial process and
handed over to the Corporation,
the Corporation had carried out 97
per cent of the full felling and 85
per cent of the forest crime and
donated timber removals through
contractors in the years 2021 and
2022. Further, 100 chainsaws had
been purchased in the year 2023
for Rs. 35,800,080 (including
VAT) despite the Corporation has
indicated a requirement of only 19
saws at the zonal level, without
considering that, it has submitted
information to the Cabinet of
Ministers stating that there is a
requirement of 200 for forest
plantation felling, thinning and
removal of dangerous trees, whilst

temporarily suspended the
purchase of capital assets.
Although a chainsaws were
purchased  for the  above

species  timber from  forest
plantations is released for felling,
whereas the limited availability of
Micro species timber results in a

lower production volume of
hardwood sleepers. Hardwood is
obtained from
donated/dangerously obtained

Hora timber, and this Hora timber
can only be obtained if it is
dangerously removed from
government lands where it grows
naturally. Therefore, the number of
hardwood sleeper production each
year is less than the demand, and
to overcome this shortage, the
widely available Grandis wood
sleepers are converted and
supplied.

A higher percentage of the work
for the years 2021 and 2022 was
carried out by external contractors.
However, if contractors have
difficulty obtaining chainsaws, and
the organization’s employees
should be deployed jointly with
them to carry out the timber
felling, ensuring that the required
chainsaws are made available and
maintained.

It is the Corporation’s
responsibility to determine and
follow any procedure for receiving
the timber handed over to it.

The Corporation has decided to
obtain  Cabinet approval to
purchase chainsaws considering
future risks at a time when the
importation of chainsaws has been
suspended.

By 2024/2025, about 40 percent of
the timber removal on government
lands and timber provided by
Divisional Secretaries was carried
out using the
chainsaws.

corporation’s

When making purchases,
purchases should be made
after predicted the
requirements.
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(b)

requirement, a sum of Rs.
572,434,969 in 2023, and Rs.
435,526,258 in 2024, had been
paid to contractors for full felling
operations and removal of donated
timber. Further, the approved
number of employees for the
position of Chainsaw Operator was
40 and the actual number of
employees as at 30 June 2025 was
23 and within that there were 7
casual and daily pay basis workers.

The chainsaws confiscated through
the courts are of low capacity and
of poor quality, lacking high
efficiency, and cannot be used for
large scale tree felling.

Efforts are underway to recruit
chainsaw operators, and daily
workers  will be used until
recruitment is complete, and plans
were made to obtain labor support
both through manpower agencies
and externally.

Idle or underutilized Property, Plant and Equipment

Audit Observations

A dust collector machine and 02
mobile sawmills at the Pallekele
Factory, which had been released
by the court in connection with
forest offence, had been left to rot
idly without being used for many
years.

Human Resources Management

Audit Observations

There were 1,048 vacancies in 81
approved posts as at 30 June
2025 and a total of 18 employees,
including 11 at the tertiary level
and 7 at the primary level had been
recruited for 09 unapproved posts
on a permanent basis, and one
employee at the tertiary level had
been recruited on a contract basis.

The Corporation had employed 60
employees, 11 on a casual basis
and 49 on a daily pay basis, for 01

Management Comment

These machines were unusable due
to extremely low operational
efficiency and minor technical
defects, and action was taken to
remove and dispose of them.
Although bids were called through
tenders on two occasions, they
were not sold.  Therefore,
instructions have been given to the
Regional Manager (Kandy) to re-
tender this and carry out to sale.

Management Comment

The current number of vacancies
in the corporation is 1,013.
Employees have been recruited for
positions not included in the
approved staff during the years
1999, 2000, 2011, and 2014. The
relevant information in this regard
has been submitted to the
Department  of  Management
Services and necessary actions are
being taken to resolve the matter.

Certain duties in the vacant
positions are performed by casual
and daily workers as per the

Recommendation

Cautious attention should
be paid to efficient
utilization and
maintenance of assets.

Recommendation

Action should be taken to
fill the wvacancies in
essential  positions in
accordance with state
policies and review the
carder and  approve
positions.

Actions should be taken
in accordance with the
recommendations of the
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secondary level post, and 232
employees, 74 on a casual basis
and 158 on a daily pay basis, for
13 primary level posts and within
these, 136 employees had been in
service for 4-11 years.

A total of 65 officers had been
appointed time to time from 2019
to 2025, including 43 officers on
an acting basis to 11 senior level
positions, 7 tertiary level positions,
6 secondary level positions and 6
primary level positions and 22
officers on performing of duties in
the Corporation and a total of
Rs.8,316,941 had been paid up to
31 May 2025 including a sum of
Rs.4,921,210 to 16 officers
engaged in acting basis and
Rs.3,395,731 to 14 officers
engaged in performing of duties.

service requirement. Since
approval has not been received to
recruit employees at the primary
level after 2019, the duties of the
vacancies will also be carried out
by casual and daily workers.

Due to the non-approval of
recruitments for essential positions
in 2019 and 2023, these acting
basis and the performing of duties
/ coverage of duties have been
provided to ensure the
uninterrupted  continuation  of
official functions. As per the letter
from the Department of Public
Enterprises dated 04 November
2022, the acting appointments
have been granted for a period of
one year. When the period was
extended, the necessity for such
extension was reassessed and
approval was obtained
accordingly.

Committee of Public
Enterprises as  assign
duties to employees

engaged on a casual/daily
basis in accordance with
the basis for recruitment;
appoint suitably qualified
employees to  vacant
positions on a permanent
basis according to their
qualifications;  classify
and regularize positions
based on the nature of
duties, and complete the
related legal formalities
within three months; and
review the feasibility of
engaging chainsaw
operators on a daily basis
for the required period
and prepare an
appropriate work plan
accordingly.

Action should be taken to

fill the wvacancies in
essential  positions in
accordance with state
policies.
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