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Hon. Gamini Dissanayake 3Gth April 1987
Minister of Lands & Land Development
and Mahaweli Development

500, T. B. Javah Mawatha
Celombo 10.

Dear Sir,

In accordance with the provisions of Section 14 (1) of the
Finance Act No. 38 of 1971, | submit herewith on behalf of
the Board of Directors, the following reports for the year
ended 31st December 1986.

Annual Report

Audited Balance Shest

Profit and loss Account for the year ended 31.12.86
Report of the Auditor General on the accounts
Comments on Audit Report 1986

O R W

Yours Faithfully

Brigadier Harsha Gunaratne VSV
Chairman

STATE TIMBER CORPORATION
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BOARD OF DIRECTORS

Brigadier Harsha Gunaratne VSV
Chairman

(From 16th June 1986)

Mir, Gamini Kannangara
Chairman

(Upto 15th June 1986)

Mr. Joe Abevwickrama
Working Director

Mr. R. S. Javaratne
Director

Rir. V. R. Nanayaldcara
Director (Conservator of Forests)

Rr. Ajith Chitty
Director

r. Herman J. €. Perera
Director

Mr. Chandra B. Rekawa
Director
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REPORT OF THE e
BOARD OF DIRECTORS FOR 1985

1. Overall Performance

The performance of the State Timber Corporation during the year fell below the
1985 level. This is attributable to three major factors namely (a) the non-re

~ lease of the anticipated areas for felling in the up-country under the Forest

Resources Development Praject. (b} ethnic disturbances in the North and
East curtailing the harvesting of timber from natural forest areas (c) change in
policy of one of our customers, the Ceylon Government Railway.

The sales turnover for the year was Rs. 396 million which reflects a decrease
of 237 over the Rs. 512 million achieved in 1985. The reasons for decline in
sales are given on page {10). The profit before tax for the yvear under review
was Rs. 60.7 million which is a decrease of 519 over 1985, The retained
profit as a percentace of total revenue decreased from 5% to 4.68%,.

The production of the basic raw material-logs incraased by 6% and Peeler logs
decreased by 41%. Charcoal and Wall Panelling achieved increased production
levels of 1749 and 22% respectively. All other items recorded decreased
production levels - namely Slespers 33%, Tr. Poles 48%, Firewood 15% - vide
page (11}).

Industrial Projects recorded a turnover of Rs. 33.6°% million which is an
incerease of 8% over 1985, The major revenue earners were Furniture, Wall
Panelling. Charcoal and Cross Arms. The turnover realised from the sale of

furniture was Rs. 17 million which is an increase of 419 over the previous year.

The Capital Expenditure incurred during the year was Rs. 11.6 million as
against Rs. 19 million in 1985,

The Corporation contribution to Gowvernment funds during the year was
Rs. 73.8 million as against Rs. 125.9 miliion the previous year. This was made
up of Rs. 36.5 million as income tax, turnover tax of Rs, 31.4 million and a
deemed dividend tax of Rs. 6.0 million which is 25% of the profit after tax.

2. Market for Timbar

It is estimated that the market for timber in terms of log volume is 1,000,000 m3
per annum. The State Timber Corporation produced 14% of the total market

requivemants, The balance is accounted for by private sources and Plywoods
Corporation,
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The production of coconut sawn timber which comménced in September 1985

has had a great demand. The turnover realised from the sale of coconut fimber
was Rs. 1.7 million. Manufacture of furniture out of coconut timber is also
gaining popularity in the market. At an exhibition of the Association of Interior
Designers, the State Timber Corporation received an award for the best display
of a dining rooom suite which was manufactured out of coconut timber.

Due to the shortage of timber in the country, the Corporation continued impot
ting sawn timber to meet customer requirements. imported Kempas timber was
introduced by the Corporation in 1980 as a substitute for construction timber.
It is now well established in the market as is évident from the large scale
import of timber by the private sector.

The increased use of imported timber would help to preserve the dwindling
timber resources of the country. Imported timber to the value of Rs. 28.4
million was sold during the year which is an increase of 6% over the
previous year.

The introduction of imported Balau timber in the year 1986 as a substitute for
Milla for door and window frames timber was delayed due to tender

procedures. We hope to introduce this species to the market on a large scals
in 1957.

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

(*s4) vLiOL

(%£7) 6¥8'906°G6E€ POV'9LL'TLS - - -— Ll (Buieajo e|buni)
(7%:08) £80°090'G PLL'OZY'ST e|2BIuspuBRY WOy SWOSU|
%Ly  BEE'LOSLL ££6°962°C1 - R e - ainuung
{7%ge) voesiv'e 8€6'252'S - = £ -8 s184i0
(7%08) 626'999 LB6'VLE'S - ay — - swoou| Buljpuey
(%ve) vv9'sLE TLL'GLS 728€) 870y 96819 "SON (nieiaeg) sie|s
- (%o¥) zos'9L 152121 - I 5 — sefieys jusuneal)
%07  0E0°6LY'E ' G2G'9LY'T (%85)  6¥6°L £39'% W ('L 'S B sbo7)
sajeg uolony
7Ll 898'0¥E'8 LGE'06Y'L 7oL zTi0'L 69L P Buijjsued |{ep
(%i69) ¥5.'692 ZLe'9/8 (7£86) LLy £LYC "SON soyseg B soweld
. : AMODUIN, B 1003
(%528) 0z6'6YS'Y S0.‘29T'L (c€) £18'L 63L°C 1 1e03124D
(7%01) gol'LvLE 66T LSL'Y (*or2) 0¥ L EhY 0£1'909 . 'SON sqe|S apIsINQ B $150d 80us
(%92) * e8L'pv9¢€'T Z10°L0T'e (%ev)  ove'esy 900’808  'SON $8{0d
(%ev)  €80'v48'S £V8'962°0L (eav)  vizs 829'6 e W s607 10j88d
709 9% 1°85%'82 961°018°92 0c1.) LLL'E 90¢'S e W g payiodiii]
709 LL6'006°1T 00L'GZL0T (%51) 6.0°80S £89°V65 W pooMmaliy
(767) GLL'29L'61 228'5158°8¢ (Ve8t¥) 78L61 $€9'98 "SON soj0d "1L
(%8g) evoeveLL seaoLL'vzy  (.98) LETOEL 9.7'v0C  "SON siedaals
(7ac ) €ol’'cze'os LEG'161'66 (%601) 88z'8l 692'0T W gl UMmes
(70zZ) 1TL'900'96 i6vgLz'eLl (76 ) LOV'ES £85'85 s sBog
7o 9861 6861 % 9861 5861
(-oaq) ("sa2qg) un wsk]
[rou] sS9jeg 1O Snjep .\.uE ssjes 40 awnjop

9861 B G861 S°|2S jO °njeA B m_.:n_"_o>

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

vi

vil

viii

As per chart, the volume of sales of all items recoided decreases with the
sxception of wall panelling which had a 319/ increase. imported timber had
only a marginal decrease. : '

Sleeper sales during the year was 130,431 Nos. realising a tevenue of
Rs. 77.3 million which is a decrease of 387 over the previous year. '

During the year, Ceylon Government Railway rejected Eucalypius saligna as
a species of timber for the manufacture of sleepers, which was being
accepted earlier. '

A 36% decrease ir: the volume of sales was mainly due to this reaosn.

A matter that needs to be solved urgehtly is the recovery of Rs. 128 million
from Ceylon Government Railway being amount due on the puichase of
Sleepers.

There was a 48% decrease in the number of Transmission Poles sold to
Ceylon Electricity Board. This was mainly due to non-availability of areas.
19,184 Nos. of Transmission Polas sold, contributed Rs. 16.7 miilion to the
turnover. Sale of Transmission Poles was on credit terms and a sum of
Rs. 01 million was due as at the end of the year.

During the year 1986, Srl Lanka Ports Authority, Ceylon Government Railway.
and Government Factoty were the biggest buyers of tog timber.

During the latter half of 1986, we were able to find a maiket for the Eucaly-
ptus saligna species thrcugh Parquet Cevlon Ltd. Attempts were also ‘made
to popularise this species of timber in the furniture trade with plans for the
Corporation itself to go into the production of office range furniture with this
species. :

Export of Wall Panelling to Maldives and Cocount logs to Finland earned a
revenue of Rs. 175,000/, There wera no other direct exports of timber during
the year othet than through middle men.

3. Production

i

The producticn of logs increased by 8% during the year. Sleepers, Transmi=
ssion Poles, Peelsr logs all recorded decreases in production, Charcoal and
Wall Panelling showed increased production levels.

Sawn timber production during the year was 13% below the achievement of
1585. :

Due to the preveiling condition in the North and East, one saw mill was kept
closed and the work at a few other saw mills had to be interrupted.

6
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'PRODUCTION

1985 & 1986

ftam Umt 1985 1986 Inc./{Dec.) %
Logs me 93,652 99,358 5,708 6%
Sawn timber m# 22,359 19,324 ( 2975) (13%)
Sleepers Nos. 205,026 138,316 ( 66,710) (33%)
Tr. Poles Nos. 37,992 19,827 {( 18,16b) (48%)
Firewood m?® 625,609 529,212 ( 98,397) (15%
Pecler Logs m3 9,507 5,584 ( 3,923) (41%)
Poles MNos. 869,157 484.213 ( 324,944) (40%;
Fence Posts Nos. 5527142 423,520 (128,622) (23%)
Charcoal m.t. 1,110 3,045 1,935 174%
Door Frames MNos. 6565 68 ( 587) (90%)
Window Frames Nos. 732 45 ( 687) €94%)
Door Sashes Nos. — — — —
Window Sashes Nos. ~1,188 — ( 1,198) —
Wall Panelling : m# 799 978 179 22%

tii

Wi

Of the total sawn timber production, 72% was produced by the Corporation.
Saw Milis and the balance 287% was Droduced by Drwate saw mills and hand

sawing unis,

. The loss in conversion on sawn timber production during the year was 52%.

The accepted standard for toss in conversion is 509%.

Two new saw mills were opened during the yeer. One was for the sawing of
coconut timber and the other for plantation timber in the up-country.

The Mechanized Logging Unit of the Corporation operated in the Nuwara
Eliya and Boralanda Regions,

In addition, two Logging Projects were opened at Lunugamvehera in Matara
Region and Wahalkada in the Kebithigollawa Region.

For the first time, the Mechanized Logging Project undertook mechanical
Teak thinning operations at Middeniya in the Matara Region.

In addition to the mechanized logging unit, private logging contractors main-
tained the log supplies to the Corporation.

Production of Transmission Poles decreased by 487 due to the non-availabi-
lity of felling areas, and the production of Slaepers decruased by 33% due to
the rejction of a timber species hitherto accepted by Ceylon Government
Railway.

This year too a competition to select the best Regions, Saw Mills and
Regional Managers was held, There was great enthusiasm among the
employees to win the awards, hence resulting in a greater contribution
towards the achievement.
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4. Timber Sales Policy

5, 1

)

(i)

(iif)

With a view to popularising the lesser known species of timber, most of
our furniture was manufactured out of Welan, Kolon, Kumbuk, Eucalyntus
species and Panakka,

The turnover from sales of furniture was Rs. 17 million.

The popular species like Teak, Ebony and Satin were issuecd on a restricted
basis to carpenters and curio manufacturers.

Stagnation of sawn timber was avoided with the manufacture of only the

popular sizes. The manufacture of other sizes was undertaken only on orders.

The demand for sawn timber exceeds our supplies even afier supplementing

the production at the Corporation Saw Mills with prlvate saw mills and hand
~ Sawing units.

ndustrial Projects

The turnover generated or realised from our Industrial Projects was Rs. 33.6
million which is an increase of 8% over 1985, The main increase was from the
sale of furniture which realised Rs. 17 million.

Qur products range from the manufacture of Charcoal, Cookers, Wall Panelling,
Furniture and Cross Arms to Beeralu, :
‘Timco” Wood Charcoal

Charcoal is becoming popular among urban housewives and it is serving
its purpose as a substitute for firewood. The export market has dechned due
to the entry of Malaysia to the Middie East market.

‘Panelle’ Wall Panelling

Thete was an appreciable increase in the Sale of Wall Panelling due to the
increase In the housing and Industrial Projects.

The sales volume increased by 319 ‘and recorded a turnover of Rs. 8.3
million,

The newly introduced Albizzia panelling is becoming very popular.

Furniture

Furniture earned the highest revenue from the industrial projects, and out
main buyers were the Government Departments and Corporations.

The turnover realised was Rs 17 million which is an increase of 419
over that of 1985. A further increase in production and sales is envisaged
during the year 1987 with the expansion of the Corporations furniture
manufacturing project.
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(iv) Coconut Timber

g |1 e
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The coconut timber sawing project which commenced in 1985 produced

rafters and planks which had a good demand during the year. Furniture turned
out of coconut timber is also gaining popularity,

6- Reforestation

The year 1986 too saw a set-back to the Reforestation Programme. No work
could be done in the Eastern Province due to the ptevailing ethnic unrest.

Our target for 1986 was 2000 acras which was located mainly in the Eastern
Province.

However, we undertook the planting of certain mixed species as well as
fuelwood species in the System B, (a Mahaweli Settlement area at Manampi-
tiva) on 460 acres for the Mahaweli Economic Agency,

We continued to maintain the Plant Nurseries at Wawinna, Maduru Oya,
Kotmale and Pannipitiva. The Pannipitiya Nursery is being maintained as a
Tree Bank for large size plants.

As the target for replanting was for an extent of 2000 acres, 1.2 million

plants were raised in the Nurseries for planting purposes and filling up of
vacancies.

600,000 plants were utilized for planting in the Mahaweli 1986 areas and
vacancy planting of 1985 and 1986 areas. 36,000 Teak plants were sold to
Mahaweli Authority, 12,500 Eucalyptus plants were sold to Sugar Corporation
and 400 plants to other private institutions. A further 35,000 plants were
issued to various Tree Planting Campaigns. -

Due to the unsettled conditions, maintenance, forest protection and vacancy
planting could not be done in the 1981 to 1984 areas.

7. Agriculture

23 acres were brought under cultivation during the year at the Sigiriya Agricultural
Project. Chillies, Bombay Cnions, Cowpea, Banana, Manioc, BlacK Gram,

Ginger and Paddy were the main produce. 800 Cashew plants were planted as
a permanent crop in this area.

The revenua from the sale of produce, plants and firewood was RBs. 560,000/-

Most of the produce was sold to the staff of the Corporation, With a loss incurred
in this project a closure is being considered.

9


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

8. Research

With the handing over of the Timber Utilization Branch at the Forest Department
to the Corporation, the Research Division was set up with a laboratory and a wood
working machine room. Work also commenced on the construction of a testing
rig for testing the strength of Transmission Poles. A Manager-research was
appointed to this Division.

A FAO Consultant arrived in Sri Lanka in November 1986 to assist the Corporation
in the setting up of the Research Division and to draw up a 05 vyear research
programme.

9. Welfare

There was a remarkable increase in the welfare facilities extended to the emp-
loyees by way of financial assistance, training facilities, sports, and recreation.

(a) Financial Assistance

(b)

A sum of Rs. 4.1 million was given as loans on a low interest rate. The loans
were in the form of cash as well as items such as sewing machines, refrige-
rators, televisions and bicycles,

Under the medical assistance scheme the Corporation has spent a sum of
Rs. 2.2 million as medical expenses of the employees and dependents. The
new feature in this scheme was a payment of a bonus to those who have not
claimed any money as medical expenses.

Under the Accident Insurance Scheme, 2380 permanent employees were
insured against accidents. This scheme covers accidents during 24 hours of
the day. Rs, 430,000/~ was paid to 69 employees on their claims.

The Housing Loan Scheme inaugurated in collaboration with the State
Mortgage and Investment Bank has a capital investment of Rs, 3 million out

of Corporation funds. 44 employees have availed themselves of this loan
scheme.

Training

We were able to give fraining facilities to our employees both locally and
abroad. At the in-Service Training Centre, 199 employees were trained. 57

employees were trained in other training organisations and 11 employees were
sent abroad for training.

10
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(c) Sports

There was wide participation in all sports in the Corporation. The Corporation’s
Cricket Team won the Nationalised Services ‘B° Division League Tournament
and the "A’ Division knock-out Tournament. They were the champions in the
six-a-side ‘A’ Division Tournament and also won the Matara/Hambantota
Timco’ Trophy Cricket match.

One of our players became a runner up in the Badminton Novices Men's
Singles Tournament.

The Corporation’s Netball Team was represented at the Nationalised Services
" Netball Tournament and were able to win 3 matches.

Regular coaching facilities were provided to all players and physical training
classes were conducted for those who were interested,

10 Trade Unions

All Trade Unions mindful of their dua! responsibility towards the efficient
functioning of the Corporation and the welfare of their membership, worked
together with the management to forge ahead in spite of difficult situations.

Discussions were held with the unions and matters were resolved amicably.

11. Acknowledgements

We acknowledge with gratitude the assistance and encouragement received
from the Hon. Minister of Lands & Land Development and Mahaweli Develop-
ment, the Hon. Deputy Minister of Lands & Land Development, the Secretary
and officials of the Ministry of Lands & Land Development.

We also thank the employees of the Corporation for the good work and services
rendered through out the year.

Brigadier Harsha Guneratne V.S.V.
Chairman
State Timber Corporation.
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H.C. Forestry (Madras)

Deputy Manager (Timber Supplies)

Mr. T. D. Seneviratne
B.A. (Cey)

Deputy Manager Investigations)

Mr. W. A. B. Fernando
H.C. Forestry (Madras)

Deputy Manager (Marketing)

Mr, B. 8. W. Samaranayake
B.A. (Cey)

Deputy Manager (Logging & Sawmilling)
Mr. M. M. R. L. Gunaratne .
B.A. (Cey)

Deputy Manager (R)

Mr. L. Basnayake
H.C. Forestry (Madras)

Deputy Manager (Community) Forestry)

Mr. H. G. S. Samarasinghe
B.A. (Cey)

Deputy Manager Technical Services &
Training)

Mr. D, A L. Warnakula
H.C. Forestry (Madras)
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REGIONAL MANAGERS (Territorial) -

Acting Regional Manager - Jaffna

‘Mr. K. Nagarajah
(Dy. Regional Manager)

Regional Manager - Arnpar'a
Mr. M. G. Wilson
" B.A. (Cey).

Regional Manager - Matara

“‘Mr. J. P. Ratnayake

B.A. (Cey)

Regional Manager - Nuwara-Eliya
Mr. P. D. Gunasekera

B.A. (Cey)

Regional Manager - Kurunegala
Mr. 8 W. Samarasena
B.A. (Cey)

_Regiona_l Manager - Kebethigollawa
Mr. M. V. Karunaratne

B.Sc (Cey)

Regional Manager - Anuradhapura
Mr: M. §. K Gunawardena

Regional Manager - Ratnapura

Mr. K. K. C. Dayananda
(Up to 1986.10.01)

Regional Manager - Kaldemulla
© Mr. H. P. Amarasena K
B.Sc (Cey) :
Regional Manager - Boossa
Mr. K. Siriniwansa
" B.Sc (Cey)
Regional Managers :
Mr. P. V. T Paranahewa
B.A, [Cey)

Mr. S. A. J. Wuegoonetlllaka
B.A. (Cey).

Mr. R. A. H. Denuwara
B.Sc (Cey)

Mr. J. A. Karunaratne

Chief Engineer

Mr. M. Selvarajah
8.8c (Eng) C.Eng. (Lond)
M.I. Mech. E(Lond » M.l Prod.E, (Lond)
Engineer Grade |

Mr. B. H. Fernando
J.T.0.

Engineer Grade |-
Mr. W. K. A, Hettlarachch:

_B.Sc (Eng)

Engineer Grade ]

Mr. J. C, Wijeratne
Dip. M.E.

Mr. P. Karunaratne .
N.D.T. (Elect. Eng.) Associate (1EEIE;

Mr. H. M. G. Herath
N.D.T.

Chief Administration Officer

San./Ldr. M. M. Khalid
M.Inst. P.S. (Lond) M.Inst. S.M.M.

-‘Roads Manager

Mr. K. Sirisena

Transport Officer

Mr. F. M. Amarasinghe

Manager (Research)
Mr. A. M. T. Soysa

 B.Sc (Cey) M.Sc (Wales) -

FINAI\ICE PIVISION

Deputy General Manager (Fmance)

Mr. M. N. M. Fazal
F.C.M.A, : :

.Finance Managers
Mr. T C. Weerakoon

Mrs. C. N, W, Dlssanayake

ACM.A

" Ha

Planning & Data Processing Manager

Mrs. H. M. S. Dharmaratne
A.C.M.A. Dip, .M. (Netherlands)
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Deputy Planning Manager Aol : Internal Auditor
Mr. B. R. Rajanathan T ' Mr. N. H. Perera
FC.MA. : - : :

: PERSONNEL DIVISION
Manager (Stores & Supplies) : -

Mr. D. G. Senaratne Personnel Ménager (Establishment)
_ Lo : Mr. U L Magana-arachchi
Deputy Finance Managers : B.Sc Cey) Dip.l.R. & LL. Dip. P.M.
Miss. N. R. Mahmooth '
ACA. Ll Personnel Managet (Welfare & Trammg)
: : Mr. K. Gunatunga :
Mr. J. Jeyarzu Dip.-(Sw.)

A.C.M.A. (Upto) 1986.03. 01) ; .
" Deputy Personnel Manager.

“Mr.S.B. A, M. S. Weerawardhena
Dip. I.R. & L.L. Dip. P.M. '

Mr. U. M. L G deS. Obevsekera

" Manager (Purchasing & Shipping) -

Mr. B. Galappatti gt : : ' =4
Bon, (Cevy AMIS ™ M, | | PUBLICITY DIVISION

Deputy Purchasing & Shipping Manager gff?é‘g) General Managar(PubHCIty/Legal

: Mr. §. Kumarasingham ‘M. 8. Poliis

An -at-L. WS
Shipping Manager nm‘?y Akl

Mr. W. D. P. Andrado: _ | Media Consultant

B.A. (Cey) : 5\ " Mr B. H. Hemapriya

Accoumant D4t _ Ll Publicity Officers

Mr. €. R. Femando ' : Mr. Ni. P. Jayatunga
B.A. (Cey)

Senior Systems Analyst Programmers : _
Mr. V. V. de Silva _ Mr. U.P. P, Gunaratne
.M. D.B.P.A. _ ]
B.Sc (Cey) A.D.P.M.D.B.P.A (ICf&.) v P, Cogumpala
Mr. D. U. Dayaratne :
B.Sc (Cey) ' : : _ Demgner
Mr. D. A. Wuesmghe

INTERNAL AUDIT DIVISION : :
Manager (Selacine)

Chief Internal Auditor (Metropolltan) Mr. G, H. K. Ratnasiri
Mr. K. Naranthlranathan ' . : ;
FCMA. ; Community Development Officers

_ _ . Mr. Pradeep de Alwis
Chief Internal Auditor (Regions)

Mr. V. Ariyasi
Mr.M.L. D E. S Perera riyasinghe

Dip. in Valuation S . Mr. W. A N. Silva
Dy. Chief Internal Audito'r _ R Commumty Relations Manager

Mr. B. R. R. Fernando =~ Mr. Amarananda Weerasinghe
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CERTIFICATE OF THE AUDIT'OF{ _GENE-RAL

The accounts of the State Tlmber Corporation for the year ended-
_'December 31st, 1986 were audited under my direction in
pursuance of Artlcle 154 (1) of the Canstitutlon of the Democratic
‘Socialist Republ:c of Sri Lanka read with _Sect!on 13 (1) of the
~ Finance Act, No. 38 of 1971

My observations on these accounts which should be publishea '
in terms of Section 14 (2) (c) of ‘the Finance Act, No. 38 of 1971
are contained in my report of even date addressed to the Chalrman
of the Corporatlon '

Sgd D. F. H. Hevagamge
ACT[NG AUDITOR GENERAL.
Audit Office,

Colombo 7.
October 16, 1987.
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STATE TIMBER CORPORATION
PROFIT & LOSS STATEMENT

Sales & other Operatmg Revenue
Less: B.T.T.

NETT REVENUE -
Less Cost of Sales

: GROSS PROFIT ON TRADING

Selling & Distribution Expenses
Administrative Expenses

Total costs & Expenses

Profit on Trading
- Sundry lhcome

Year Ended _
31st December 1986 3ist December 1985 -

PROFIT{(LOSS) BEFORE TAXATION '

Taxatlon

PROFIT/(LOSS) AFTER Taxation
Deemed Dividend Tax
Payment to Consolidated Fund

NETT PROFIT

16

- 395,906,849

( 31,413,526)

364,493,323

174,577,690

189,915,633

51,966,786
94,808,686

146,775,472

43,140,161

17,689,386

60,729,547
- 36,455,675

24,273,872
6,068,468

18,205,404
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Year Ended

512,116,464

29,142,318

482,974,146

- 28008,

242,922,357
46,988,468
96,019,198

: 143,007,666

99,914,691

23,132,834

123,047,525

70,752,326

52,295.199

. 26,147,600

26,147,599
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STATE TIMBER CORPORATION

BALANCE SHEET

As at 31st December 1986

CAPITAL 'AUTHORISED

Contributed
Profit/{Loss) todate

Contingency.

Dec. 31st 1986

75,000,000
62,836,327

235,641,356

Dec. 31st 1985

75,000,000

64,089,839
227,723,860

TOTAL CAPITAL EMPLOYED - 2.‘)8 47: 68% _{gl_?i_‘;mfzt}_q
REPRESENTED BY o . ;
Fixed Assets’ 45,022,808 46,172,286
Capital Work - in Progress gagé”é:gég ' ,J- ,863,953
. . : : 2,966,000
-t H ) )
Deposits with Treasur\{ (ang erm) 4,000,600 3,500,600
Investments e AENee [ L e
1 56 581,327 54,202 839
Deferrad Assets 93,812,172 & "3__81. 712
; 8() ‘3‘)& [}99 2 78,105,611
CURRENT. ASSETS ' :
. Stocks ' 44,728,748 - 40,166,518
" Debtors _ 300,874,103 312,816,924
Deposits with Treasury (Short-term). 71,782,165 31,782,165
Cash ; 112,398,217 84,075,267
TOTAL CURRENT ASSETS - 529,783,233 468,840,874
- LESS CURRENT LIABILITIES :
Taxation 16,360,562 33,521,183
Sundry Creditors 295,338,087 221,611,603
Total Current Liabilities 311,699,649 256,132,786
NET CURRENT ASSETS 218,083,584 213,708,088
TOTAL NET ASSETS 208,477,683 291,813,699

This statement of accounts of the activities of the S_taté Timber Corporation is
being submitted on the direction of the Auditor. General. The State Timber Corporation
with a turnover of Rs. 395,906 849;- recorded a profit of Rs. 24,273,872/- after

Taxation.
On. behalf o:f. the board,
Chairman . Direct_or D. G. M, (Finance)
17
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STATE TIMBER CORPORATION

Sources & Application of’ Funds Statement

SOURCES OF FUNDS .
INTERNAL GENERATION

Adijusted Net Profit after tax
Add Depreciation & Amortization

Adjustment in respect of previous years

EXT

Funds generated from operations

ERNAL ' SOURCES

Government Contributions

. Foreign Contribution

Long - tetm loans
Profits on sale of Fixed Assets

_Capital Work - in - Progress

investments _
Funds from External Sources

TOTAL FUNDS AVAILABLE

U oSES (OF  FUNDS -

"Additions to Fixed :Assets (Adjusted}’

.4

Additions to Long - term Investment
Treasury Deposits (Long'- term)
Payment of a return to Consolidated Fund
Work - in - Progress ' '
TOTAL FUNDS USED

NCREASE/DECREASE IN WORKING CAPITAL
increase/{Dectease) in Stocks '

‘Increase/(Decrease) in Debtors

Increase/{Decrease) in Deposits with T*onsury
Increase/(Decrease) in Cash
(Increase)/Decrease in Taxation
(Incredse);’[}ecrease in Sundry Creditors - .

 TOTAL INCREASE/(DECREASE) iN
'WORKING  CAPITAL. :

.18
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All Figures in Thousands -

1986 1985
17,893 25,735
11,199 14,634
(10,288) sl
18,804 49,201
312 . 413
i 1,460
= 1,728
oAe 3.601
19,116 52,802
11,303 18,695
500 Sk
2'938- : T_
14,741 18,695 -
4,375 34,107
. 4,562 4,626
(11,943) 91,950
40,060 25,062
28,323 (120,831)
17,160 1,655
(73,727) 31,645
34107

4,375
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NOTES ON THE ACCOUNTS

1

Fundamental Ae.,cou n“tl ng Assumptions

The Accounts have been nmpared on the basis that the State Timber Corpuratlon-

is a going concern,” The accounting policies used. are consistent with those -
used in the previous years except as stated otherwise. Revenue and Costs are

on an acc'rual basis and .relate to the period to which they are applicable.

,General Accmmtmq Policies -
i The Accounts have bean prepared on a historical cost basis and in keeping

“with the gene.atly accepted accounting policiss, except - where stated
otherwise. - i /

ji - Provision for taxation has been made at 50% of the net proflt adjusted for tax

purposes which is 60% of profit before taxation as reflected in the accoums

Profit’ and Loss Accounts —1 986

This Corporatlon recorded a net. proflt after tax of Rs. 24 million for the \feﬂf
1986 atrived at as foilows

; Hs. ’000 Mllhon .

Sales & other operating revenue I e 396
Less Turnover tax 7] ; sagrs ]
Net Revenue : : i . 365
_ Cost of Sales. NFah : 175
Gross Profit on Trading = ‘ 190
Other Expenses . . Lol 147
Profit "on ITr_ading . 43
Sundry income ; : e : s
Pre-tax Profit - - : : 60
0 AR = : 36
After Tax Profit ] i Sy E

The net Profit after tax in 1986 is Rs. 24 million as against Rs. 52 million in
1985. The decrease in profit can be a.ttributed to the‘following factors.

i. . "Adropin the sales and other operating rpvenue from Rs. 512 m:llaon in 1985
to R:: 396 mi llton in 1986

it . Increase in the rates of turnover tax.

iii Reductmn in the !merest rates on Deposits WhICh resulted in a drop from.
: Rs..16.8 million to Rs. 14 5 ml!;lon

v No changes in the total overheacls cost although tJrno\.er has decreased by

22.6%. .
19
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Provision of Rs. 11 million as irrecoverable debts in respect of debts due
from Messrs. Charlanka Ltd. The provision is made out of Rs. 12 million
due from this party on the sale of firewood. The blance Rs. 1 'mil_lion is
expected to be recovered from the disposal of charccal available with this
company. - S

The profit generated has not resulted in an equivalent increase in cash as
payments were not received for sales on credit terms.

4 Capi'tal Employed

e " Rs.

Contributed Capital ' R 62,836,327
Less: Undrawn Capital {kept in deposst) ; s 2,966,000
Net Contributien : . 59,870,327
Less: S. M. L. P.deferred assets ' : S sl

. {to be written off capital) : 23,812,772

' Resultant Net Capital Contribution : ' 36,057,655
Profit & Loss Balance : : 235,641,356
Total ' 2, o . : S 271,698,811

The Rerurn on Capital employed is 22.35°% and the Return on Central

Government Investment is 101.43%. A sum of. Rs. 6,068,468 representing' '

25% of rhe net profit after tax has been provided in the appropnatmn account
as Deemed Dividend Tax payable to the Inland Revenue. -

5 Fixed Assets mvestment and other Accounts

)

The additions to leed Assets was Hs 11,660,054 during 1986

20
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Depreciation is based on the straight line method and is on the hlstorlcai
costs. The rates of depreciation are as follows :-

Buildings A s 5 e
"~ Temporary Buildings ; A - 30%
Roadways & Railways _ — B
Plant & Machinery — 10%
" Vehicles s e 20%
Furniture & Fittings C— 15%
Office Equipment s 10%
Electrical Equipment V i she T A0
Tools & Implements - : s S 209
Miscellaneous Assets = = 20%
Assets on Ieasehmd Iand S 0o R
Structures _ : = 107,

~ (ii) Deferred Assets

(iif)

Deferred Assets represents costs incurred in connection with the Canadian
Government aided Sinharaja Mechanised Logging Project and include prepro-
duction costs, consultancy costs and truck road costs. These have been.
amortised at 109 of the original cost. No charge has begen "made for the X
accounting year as amortisation. S il

Included in this item is a carrled forward ioss of the SMLP The make up
of thls item is as follows:-

- Preproductmn costs o 754,835

Consultancy costs - 8,428,294
Truck road costs " i 21,697

S. M. L. P. Loss : 14,608,046
L Rs. 23,812,772

The entire sum of Rs.23,812,772/- is to be written off the capital after
passing a resolution in the National State Assembly.” The draft resolution
was submitted to the Ministry as Cabinet approval has been given for the:
write off. The draft resolution is being studied by the Pubhc Enterpnses
Division before SmeISSlOn to Parliament.

Treasury Deposits

Treasury Deposits comprise of a long term deposit of Rs.2.9 million and
short tetm deposuts to the value of Rs. 71 78 million. -

22
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{iv) Inventories

Inventories include trad:ng stocks and other 5undry stocks. The basis of
valuation Is as follows:- '

{a) Trading Stocks.

Stocks.of logs and sawn timber in Cclombo, Amparai, Anuradhapura and

Matara regions were valued at cost which was the celling ' rates payable to
- contractors together with the royalty payable on log - production.  All other

items of trading stocks were valued at cost which was worked out on the

average ceiling rates payable to contractors or the net realisa ble value which-

ever was lower, together with the royalty payable on log production. As

in 1985 a reduction of 15% was made on the total value of Trading Stocks:
. to provide for deterioration and for unsaieable stocks.

Imported timber was valued at cost made up of CIF price, duty clearing
charges, commissions and direct expenses. This worked out to Rs. 6230/.
per m®. A provision of 159 was made for deterioration.

‘{b) Sundry Stocks

Suhdry Stocks were valued at cost or net realisable value whichever was
lower. The provision for redundant and slow moving items of Stores &
* Spares has been lncreased to Rs..1.774 million frém Rs. 1.730 million.

{c) Debtors

The break-up of the debtors balance is as follows:— o
: : ! - Rs. ‘000

Trade Debtors .- 246,597

Less: Pravision for bad debts 24,656 - 221,941

Staff Debtors 11,111 g
Less: Provision for bad debts 190 10,921

Advances for purchases: e I e y 3,219

Payments in advance and - ' :

Goods - in transit : 6,047
Tetirement Gratuity Investments ik 46,482
Mahaweli DeveIOpment Board ; ; = 2,930
Sundry . Debtors e g 9,334

_ e 300,874
The major Trade Debto‘rs are as follows:- '

: Rs. 000 .
Ceylon Government Ranway i 139,318
Ceylon Electricity Board ' 1,066
National Housing Development Autharity 3,292
_Charlanka Ltd. 12.015
Parquet (Ceylon) Ltd. SRy 1,626
Ceylon Plywoods Corparation : 8,996

Sri Lanka Army =1 : : 2,366
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Provision for bad dehts was increased from Rs. 11.183m. in 1985 to
Rs.24.656 m " in 1986 on the basis of 100% provision for all debts over
4 years and 4% provision for the balance debts except in the case of Char-
lanka Ltd. & N.H. D. A. A provision of Rs. 11 m. was made in respect of
Charlanka debts, Only 4% provision was made in respect of the balance
outstading from N. H. D. A. even though a part of it represented debts over
4 years as it was considered that these baiances would be settied in -due

course. : ;

7 Sundry Creditors

: : . Rs. 000
Employees ' Gratuity - Ty ity . 46,184
‘Royalty payable o : SRt . 84,961
Security Deposits by Contractors ' 5 i 6,776
‘Advance payments by customers -~ . 69,300
Payments due contraciors and other suppliers. 7,675
Treasury Dividend 63,359
Deemed Dividend Tax - Inland Revenue ' : 6,068
Accrued Expenditure - Randenigala : 4,525
Mahaweli Development Authority - Maduruo?a ; 1,668
Staff Security & other sundry credlts ' “l g nin
295,339 -
8 Cash and deposits of Rs. 112 million include all balances in the Head Office and -

Regional Bank Accounts and Short-term ‘Deposits. Cash has been kept in

Short-term Deposits to be utilised on the Head Office building project approved

by Cabinet and for utilisation on imports, when Letters of Credit- are being
~ opened, fult margin is transferred to.a Current Account until the bills are paid.

Interest is received on these amounts at different rates and such interest
totalling Rs. 14.3 million has been accounted on receipt basis.
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Report of the Auditor General on the Accounts of the

STATE TIMBER CORPORATION
for the Year Ended December 31st, 1986
IN TERMS OF SECTION 14 ('2) (c) OF THE FINANCE ACT, NO. 38 OF 1971.

- The audit of the accounts of the State Timber Corporation for the year ended
December 31, 1986 was carried out under my direction in pursuance of provisions in
Article 154 (1) of the Constitution of the Dsmocratic Socialist Republic of Sri Lanka
read in conjuction with Section 13 (1) of the Finance Act, No. 38 of 1971. | was
assisted by a firm of Auditors in public practice in carrying out this audit. My observa-
tions, which | consider should be published with the annual report of the Corporation
in terms of Section 14 (2) (¢) of the Finance Act, appear in this report. A detailed
report in terms of Section 13 (7){a) of the Finance Act, was forwarded tc the Chairman
of the Corporation on July 238, 1987.

1: 2 Scope of Audit

Audit opinion, comments and findings in this report are based on a review of the
financial statements presented to audit and substantive tests of samples of transac-
tions. The scope and extent of such review and tests were such as to enable as wide
an audit coverage as possible within the limitations of staff, resources and time
available to me. Sub-sections (3)and (4) of Section 13 of the Finance Act, give
discreticnary powers to the Auditor General to determine the scope and extent of the
audit.

2. RAccounts
2: 1 Audit Opinion

in view of my comments appearing in this report | am unable to express an
opinion on the accounts presented for the year ended December 31, 1986. Major
deficiencies observed in this connection are tabulated below.
) Reference to paragraph
Deficiency in this report.
(i) Accounting Policies
(ii) Inappropriate disclosures in the accounts
(iii) Omissions in the accounts
(iv) Unreliability of the value of debtors
(V) Unreliability of value of Sundry Creditors
(vi) Unreconciled Control Acgounts
(vii) Uncleared Suspense Accounts
{viii) ltems not adequately evidenced
(ix) Unreliability of the accounts

(x} Systems and controls not being adequate to
ensure reliability of books records etc.

WhHMNNMNMDNNRN
DO AW

e
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2: 2 Financial Results

Accbrding to the accounts, the working of the Corporation for the year ended
December 31st, 1986 resulted in a pre-tax net profit of Rs, 60,729,647 as compared

with a pre-tax net profit of Rs. 123,047,625 for the previous year.

financial results for the two years is given below.

A summary of the

1986 1985
Rs. Rs. Rs. Rs.
sl il 3667817 481,931,271

Local 366,781,774 ,931.2

Imported 8,458,146 26,810,196
Handling charges recovered Lk s il

andling charges recov _—
395,906,849 512,116,464
Less: Royalty 21,162,999 30,024,141
Business Turnover Tax 31,413,526 52,576,525 29,142,318 _ 59,106,450
343,330,324 452,950,005
Less: Cost of Sales

Cost of Timber sold 109,390,658 131,291,326 .

Other direct costs 44,024 033 183,414,691 78,736,322 210,027,648
Gross Profit 189,915,635 242:922,357
Less: Administrative expenses 94,308,686 96,019,198

Selling and Distribution

expenses 61,966,786 146,775,472 46,988,463 143,007,666
Net operating Profit 43,140,161 99 914,691
Add: Sundry Income 17,589,386 23,132,834
Net Profit before taxation 60,729,547 123,047,625
Less: Provision for taxation 86,455,675 70,752,326
Net Profit after taxation 24,273,872 52,295,199

Add: Balance brought
forward 221,723,860 102,824,560
Add/(Less): Adjustments in
respect of previous year (10,987,908) 217,485,952 8,751,701 201,576,261
241,709,824 253,871,460
Less: Contribution to the
Consolidated Fund — — — 26,147,600
Deemed Dividend Tax — 6,068,468 — —
Balance carried forward 235,641,356 227,723,860
26
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2: 3 Financial Structure

The financial structure of the Corporation as at December 31st 1986 compared
with that as at December 31st, 1985 is given below.

As at December 31st, As at December 31ist, '
1986 1985
Resources Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Government Contribution 25,684 25,584
Assets taken over from the R.V.D,B.
and the Forest Department 10,715 11,968
Canadian Aid 22,041 22,041
QOverseas Development Aid (U.K.) "4,496 62,836 4,496 64,089
Unappropriated surplus 235,641 227,724
298,477 291,813
Utilisation
Fixed Assets at WDV 45,023 46,172
Capital work-in-progress 4,69/ 1,664
Deferred revenue expenditure ! 23,813 23,813
Deposits with Treasury 74,748 34,748

Investment in Companies registered
under the Companies Act, No. 17

of 1982 4,000 3,500
Net Current Assets 146,301 181,926
298,477 291,813
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2: 4 Source and Application of Funds

The following statement shows the source and application of funds of the

Corporation during the year under review.
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Source Rs. Rs. Fs.
Profit before taxation 60,729,647
Less: Profit on sale of fixed assets 312,000 60,417,647
Add: Adjustment for itmes not =2 Pt
involving movement of funds
Depreciation 11,199,075
71,616,622
Less: Prior year Adjustment (10,287,908)
Less: Adiustments for taxation 3,827,628 (6,460,380)
= 65,156,242
Sale proceeds of fixed assets 1,282,407 67,078,899
Application
Capital Work-in - Progress 2,937,960
Fixed Assets 11,660,067
Investments 500,000
Contributed Capital 1,253,512
Tax paid 57,448,824
Deemed Dividend Tax 6,068,468 79,868,827
Decrease in Working Capital as analysed below. (12}7_8_5,58_)
Effect on Working Capital
Increasa Decrease
Rs. Rs.
Stocks 4,562,230 —
Debtors — 11,942,821
Deposits with the Treasury 40,000,000 —
Cash and Bank Balances 28,322,960 W
Creditors = 78,727,487
72,885,180 85,670,308
72,885,180
Decrease in Working Capital (12,785,128) ;
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2: 5 COMMENTS ON ACCOUNTS

2. 5.1 Accounting Policies

Audit tests revealed the following:

{a)

(b)

(c)

{d)

Contributed Capital - Rs. 62,836,327

Selacine Assets to the value of Rs. 1,253,512 taken over from Water Resources
Board in 1984 had been handed over to the Minlstry of Plan Implementation in
1986. When the Assets were taken over in 1984, they had been shown as value
of assets taken over and when they were handed over to the Ministry of Plan
Implementation, this amount had been dehited to the value of assets taken over
account and credited to Creditors (others).

investments - Rs. 4,000.600

This represented the vaiue of shares at cost invested in two companies regis-
tered under the Companies Act. In the accounts of the preceding year, the
investment in the shares of another Company amounting to Rs. 1,728,000 had
been shown as a loan granted to that Company and the recovery of this loan had
been treated as doubtful and provision made for the full amount. Neither the loan
nor the provision appears in the accounts for the year under review although this
loan had not been recovered /written off during the vear under review.

Donation payments - Rs. 487,010

According to the information made available to audit, timber wvalued at
Rs. 2,398,723 had been issued as donations, but these donations have not been
specifically disclosed in the accounts. Instead Rs. 487,010 had been included
under administative expenses and the balance Rs. 1,911,713 had been set off
against sales.

Handling Income - Rs, 666,229

Handling income which was included as a specific revenue item in the
previcus year had been included under Sales in the accounts for the year under
review,

2. 5 2 Iinappropriate disclosures

(1n

The following inappropriate disclosures were observed in audit.

[tam Vulue (Rs) Audit observation

Deferred assets 23,812,772 This represented the expenditure and
the operating losses of Sinharaja Mechanised
Logging Project abandoned in 1977, but
the balances carried forward vear after year
as deferraed assets.
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Item Value (Rs.) Audit observation

(2) Provision for 3,972,675 This sum had been deducted from the value
deterioration of _ of stocks without disclosing the provision in
stocks the accounts.

(3) Stock in trade 23,311,101 Adjustments had not been made in respect of

stock excesses and shortages valued at
Rs. 2,087,450 and Rs. 1,713,782 respectively
at Sales Depots observed by the Internal
Audit of the Corporation during the year
under review. According to the Chairman,
these excesses and shortages are automati-
cally adjusted in the cost of sales. These
discrepancies  however have not been
disclosed . in the accounts.

2. 5. 3 Omissions from the Accounts

The fdilowing items had been omitted from the Accounts.
Item Value (Rs.) Remarks

{1y Cash collections 164,445 Cash received and deposited in the Bank

during the vears 1982 to 1986 amounting to
Rs. 164,446 had not been brought to account.

(2) Expenditute 527,435 Direct debits made by the Bank during the
vears 1981 to 1986 amounting to
Rs. 527,435 had not been brought to account.

(3) Revenue 1,151,325 Direct credits made by the Bank during the
: year under review amounting to Rs. 1,151,325
had not been brought to account.

(4) Shortages and Not determind Not brought to account,
excesses of fixed
assets observed at
physical verifications.

2. 5. 4 Debtors - Rs. 300,874,703

No opinion ¢an be expressed as to whether the valuation of debtors shown in the
Balance Sheet is realistic or not due to the foiloiwng reasons:

(i) This represented book balances after setting off provisions to the extent of
Rs. 25,364,745.

(ii)) Out of a total of 2,665 balances, only 57 responses had been received for
letters calling for confirmations. Six balances amounting to Rs. 179,513 had
been confirmed, whilst 51 other customers have disputed their balances totall-
ing Rs. 634,355. The unconfirmed balances totailed Rs, 326,055,090 which
represented 99.94 per cent of the total debtors.
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(iii)  There was a difference of Rs. 165,183 between the ledger balances and the
balances as per computer print out. There were also posting errors amounting
to Rs. 802,997 which had not been rectified. .

{iv) A balance of Rs. 11,007,675 due from a Limited Liability Company had been
fully provided for a probable write off.

(v) Credit granted during the year and outstanding as at the end of the year
amounted to Rs. 191,295,953 which represented 48.31 per cent of sales for the
year and also represented 100.72 per cent of the gross profit for the year.

Government Departments, Corporations and Boards were the main debtors
accounting for Rs. 176,501,202 of which the Ceylon Government Railway
owed Rs. 142,152,934,

(vi)  There do not appear to be approved credit terms and proper follow up action
as regards the collection of debts.

2. 5. 5 Sundry Creditors — Rs. 295,339,087

No opinion can be expressed as to the corrsctness of this balance in view of the
lack of confirmations from the parties concerned and the unsatisfactory nature of the
documentry evidence produced.

2. 5. 6 Unreconciled Control Accounts

15. Control Accounts remained unreconciled as at the end of the year due to the
absence of subsidiary records or relevant information. The balances as per subsidiary
records were available only in respect of 6 Control Accounts and the unreconciled
differences of these 6 Control Accounts totalled Rs. 239,326.

2. 5. 7 Uncleared Suspense Accounts

There were 2 Suspense Accounts. The debit balance of Rs. 84,490 in one account
had not moved during the year. The debit balance of Rs. 5000 brought forward in the
other account had become a credit balance of Rs. 14,924 due to credits amounting to
Rs. 19,924 made during the year. The reasons for non-clearence were not given.

2. 5 8 Evidence for audit

The following items in the accounts could not be satisfactorily vouched or accepted
in audit due to the reasons indicated.

item in the accounts Value (Rs ) Documentary evidence not made available
(1) Fixed assets 45,020,808 (a) Fixed Assets Register,
(b) Schedule of individual assets.
(2) Other debtors 2,060,863 Detailed schedules werz not rendered in

respect of balances aggregating Rs. 1,250,000,
(3) Deposits receivable 1,014,083 Detailed schedules.

(4) Other creditors 1.603,438 do
(8) Staff Security deposits 771,549 do
{6) Accrued expensas 7,675,387 do
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2. 5. 9 Non-compliance with laws, rules, regulations and management

decisions

Non-compliance with laws, rules, regulations and management decisions observed

in audit are given below.

Reference to law, rules,

Requirement

regulation or management

decision.

1. Finance Act No. 38 of 1971

(a) Section 10 (b)

(b) Section 11 (b)

(c) Section 13 (5)(b)

(d) Section (13) (6)

Sums remaining out of
surplus revenue to be
paid to the Consolidated
Fund.

Moneys to be invested with
the approval of The Minister
of Lands & Land Development
with the concurrence of the

Minister of Finance.

Furnish information docu-
ments, explanation reports
and other material to the
Auditor General.

Furnish a report on the
accounts which the Auditor
General may require to be
submitted.

3. Financial and Operating Review,

3.1

Financial results

Non-compliance

Accumulated surplus of
Rs. 235,641,356 not remitted
to the Consolidated Fund.

Requisite approval was not
available in raspect of the
investment of money in Call
Deposits amounting 1o

Rs. 63,747,489.

Reports on debtors stock and
stores required by the Auditor
General had not been
furnished.

Report on the accounts required
by the Auditor General had not
been submitted.

According to the accounts, the operation of the Corporation during the vear under
review had resulted in a pretax net profit of Rs. 60,728,547 as compared with a corres-
ponding net profit of Rs. 123,047,525 in the previous year showing a decline of over

50 per cent in the financial results.

Unfavourable variances

Decrease in gross profit
Increase in selling and distribution expenses
Decrease in sundry income

Less

Favourable variance

Decrease in administrative expenses
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The declin can be analysed as follows:

Rs. Rs.
53,008,724
4,978,318
5,543,448 63,628,490
_ 1,210,512
62,317,978
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The financial results and the financial position disclosed in the annual financial
statements had been adjusted with errors, etc. observed in the subsequent years as a
regular feature in the Corporation. For isntance, the pre tax Rs. 123,047,525 for the
previous year had been adjusted by Rs. 10,287,908 during the year under review.
Similar adjustments observed during the last 5 years are shown below.

Year Amount (Rs)
1981 (7.912,102)
1982 1,972.431

1933 (1,747,450)
1984 3,305,649
1985 8.751,701

The possibility of such adjustments of financial results and financial position
disclosed in the accounts under review too cannot be ruled out. In view of this unsatis.
factory position and numerous deficiencies and irregularities commented upon in this
report, no reliance can be placed on the financia! rusults disclosed in the accounts.

3. 2 Operating profit

Gross profit reflected in the accounts over the years 1982-1986 had varied  signi-
ficantly as shown below. The Corporation had not explained this unsteady trend in the
operating results. This analysis is however subject to the disabilities commented as
on para 3. 1.

Year Gross Profit (Rs:) Cost of Sales (Rs) Gross profit as percentage
' of cost of sales

1982 168,790,266 162,243,956 104.03%
1983 205,930,772 171,022,786 120.41%
1984 196.205.940 169.448.028 123.05Y
1985 242.922,357 210,027,648 115.66%
1986 189,915,633 153,414,691 124.00%

3. 3 Sale of imported timber

Sale values and the cost of imporied timber relating to the years 1982-1986 are
given below. Low trading performarice in regard to imported timber is indicated in
some years.,

Year Direct cost (Rs) Sales value (Rs) Cost as a percentage
¥ T Vo - of Sales value
1982 6,807,147 8,350,380 81.52

1983 2,638,081 . 1,088,102 242.45

1984 9,108,959 8,097,261 11249

1985 23,593,077 26,810,196 ' 88.00

1986 21,382,674 23,458,146 75.04
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4. Systems and controls

Deficiencies observed during the course of audit were referred to in my detailed
report furnished to the Chairman. Special attention Is needed in respect of the
following areas of control.

(a) Fixed assets.
(b) Debtors
(c) Staff Loans
(d) Cash collection and disbursement.
(e) Stocks
(f) - Security and Maintenance
(g) Accounting.
Sgd:-
Actg. Auditor General
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2. 5. COMMENTS ON AUDIT REPORT 1936

2.5 1
(a)

(b)

(c)

(d)

2. 5. 2
(1)

(2)

Abcounting Policies
Contributed Capital - Rs. 62,836,327/-

This has since been corrected by Journal entry No. 80 of 1987.

Investment - Rs. 4,600.000/—

The investment appears in 1987 in Alc. No. C 09 as a debit and the provision

in Afc. No. 1 09 as a credit

Donations - Payments - Rs. 487,010/~

Rs. 2,398,723 indicated as donations in the Audit Report is incorrect. The
actual donations in 1986 (including timber valued at cost) was Rs. 487,010/-
and appears under administration expenses.

Rs. 1,911,713/- was the timber donations for 1985 and 1988 which have been
correctly accounted for as donations in the respective years. (Journal entries

Nos. 174 & 175 of 1985 and 10, 50, 127 & 161 of 1986} but not adjusted in
Computer Statement of customer balances. This has since been adjusted.

Handling Income - 666,929/

According to the Inland Revenue Dapartment the handling income in respect of
each item of sale such as logs, sawn timber etc. should be treated as part of
the sale value of the respective item. The change has been effected based on
directive.

Inappropriate disclosures

Deferred Assets - Rs. 23,812,772/-

These assets were amortised upto 1979. In terms of Section 18 of Finance
Act. No. 38 of 1971 these deferred assets can be written off the Capital only
after a resolution to this effect is passed by the Parliament. Towards this end
all information required by the General Treasury was furnished by our letter
No. STC/1/CA/57 of 6th February, 1985 and the matter is now pending at the
Treasury. j :

Provision for deterioration of stocks — Rs. 3,972,575/

This is the basis of valuation of closing stocks which has been adopted from the

“inception. Itis considered thata provision need not be shown separately

3)

since this is only a basis of valuation of stock in trade.

Stock - in - trade - Rs. 23,311,101/-
Stocks are physically verified and then taken into account.
Adjustments for shortages and excesses will be disclosed in 1987 accounts.
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2. 53
(1)

Omission from Accounts

Cash Collection — Hs. 164,446/

This has arisen due to non-receipt of advices from the Bank. A sum of
Rs. 52,730/- has already been accounted for in October 1987. Action is being

* pursued with the Bank of Ceylon to identify and bring the balance into

(2)

(3)

(4)

2 5 4
()

(i)

(iii)

(iv)
(v)

(vi)

account before 31.12.87.
Expenditure - Rs 527,435/-
Out of this sum alt but Rs. 34,945/~ have been accounted for in October 1987.

Bevenue - Rs. 1,151,325/-

This is due to delay of receipt of advices from the Bank. Rs. 1.017,325/-
has been brought into account in June & October 1987.

Shoriages & excesses of Fixed Assets observed at physical verification
Physical verification of Fixed Assets wiil be cairied out and the excesses and
shortages will be accounted for. The physical verification will be carried out
hased on the vaiues made available by the Cap;tﬂl Restructuring Committee.

Debtors - Rs. 300,874,105/

Provisions have been made for debis wich were considered irrecoverable on
the recommendaiion of the External Auditors.

All attempts have been made to call for confirmation. of balances but the
response has been poor.

Action has been taken to reconcile the difference of Rs. 155,183/~ between
the computer print out and the ledger balance. The amount of Rs. 802,997/-
vas been accounted for in the ledger but not posted in the computer print cut
due to unavailability of details at that time. Qut of this, a sum of
Rs. 114,321/~ has already besn posted. Action is being pursued to post the
balance. .

This amount of Rs. 11,007,675/- is provided for in full since the company is
going into liquidsation,

As stated in the report itself the debts due from CGR alone accounts for
75% of the total debts Action has already been initiated to recover the
amounts due from CGR. Representations have been made to the Treasury

seeking a supplementary provision for CGR 1o enable the settlement of debis
in fuil to State Timber Corporation. :

The Corporation now adopts a sterner policy is granting credit terms to the
customers. in the case of CGR for instance, our sales will be curtailed to
only Rs. 42 million in 1987 which is the total budgetary provision allocated
for the purchase of slesners. 1In the case of other debtors including Govt.
Depts., and Corporation, we have assigned the subject of coilection of debts
to an Asst. Accountant on full time basis and debtors are being closely
foilowed up. Faiting ali efforts it Ras airzedy been decided to institute legal
action against all parties who default in the payment of their dues.
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2 5 5.

Sundry Creditors - Rs. 295,339,087/

Out of this sum the credit balance in respect of deposits paid by customers is
Rs. 69.3 million representing 23% of the Sundry Creditors. Confirmation of balances.
was called for but the response was poor. The other creditors are mainly made up
as follows: i

(a)

(©)

Actual amount Percentage
. Rs. ‘000 . _
(a) Royalty 84,961 2092
- (b) Employees Gratuity i 46,194 16%
(c) Consolidated Fund _ 63,369 23
{(d) Deemed Dividend Tax 6,068 2%
{e) Other Creditors - 25,457 ° 8
Total : i'Z_S 39 T

Royalty - This amount represents the total payable to Treasury on “account of
the timber harvested: the computation is based on the figures extracted from
Receipt Orders and other similar documents which are accounting documents
used for taking the timber into stocks. These documents are audited regularly
poth by the Internal Audit Division of the Corporation and by the External .
Auditors at the time of the annual audit. . Even if we were to seek the confir-
mation of these figures from the General Tréasury they would not have been

_in a position 1o confirm this amount and.they would only be able to verify as

to whether they would agree with the amount depending on whether it has
been subject to audit or not. Since the accounts have been audited it
follows that the figure is accurate. '

Furthermore, the Conservator of Forests on whose behalf Royaity is paid to
General Treasury is a member of the Board of Directors of State Timbar Corpo-
ration wich has ratified the'accounts under review.

Employees Gratuity - These are amounts held by the Corporation on behalf of
its employees. We are now in the process of obtaining confirmation from. the
respective employees. ; : ? :

Consolidated Fund - This represents the amount payable based on a fixed
percentage of the profit for the year. Once the accounts are audited it follows

that the computation of the figure is correct. :

Deemed Dividend Tax - This is a provisional figure which is payable in the

-month of November of the following year, itis not possible to obtain confir-
" mation of this figure other than paying it on time once the tax returns are

finalised. .

Other Craditors - it will be seen that the other creditors accounts for only 8% of
the total creditors. Schedulss for these will be made available with the 1987
accounts. i i :
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2. 5. 6. Unreconciled Control Accounts

Schedule of all control accounts except Festival Advance were submitted for 1985.
Reconciliation of all the accounts is already being done and the schedules including
the one for Festival Advance will be submitted along with the 1987 Accounts and the
difference of Rs. 239,326/- will also be accounted for. - j

2. 5. 7. U_ricleared Suspense Accounts

Out of the balance in the Suspense Accounts No. C/99 which had Rs. 84,490/-
only a sum of Rs. 1408.19 remains uncleared. - Action has been taken to clear this
balance by the end of 1987. Out of the balance in Suspense Account No. H/99 which
-had Rs. 14,924/- a balance of Rs, 5493 35 remains uncleared Aciaon has bzen

taken to clear this amount. :

2. 5. 8. Evidence of Audit
(1) Fixed Assets - Rs, 45,020,808/-

Fixed Assets wil be recorded at values ascer:amed by the Capital Restructuring
Committee which is by finalising its report on the valuation of all assets

* Any differences in values will be adlusted in 1987 and schedules of mdmduai'
assets will be made available. :

(2) Other Debtors - Rs. 2,060,803/

The break-up of other debtors are as follows:—

Rs. ‘000
Sundry debtors Ak © 723  Schedule available
Death Donation | 3 488
Detbtors for chain saws . 100 Schedule available
Welfare shop ; 130 :
Social Services Dept. 444
Mahawell Housing Complex 9
Suspense Account : 84 Cleared. Please refer
i ; para 2.5.7.
12060

(3) Deposits Receivable - Rs. 1,014,083/~

These deposits are made with Government Departments and Institutions for
services such as electricity, telephone, fuel etc. These deposits are being
made by the Head-office as well as the Regional Offices and action is being
taken to maintain centralised, records in the Finance Division.
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(4)

(5)

(6

. 5. 9.

(1

(a)’

(b)

- Other Creditors - Rs. 1,503,486/

This comprises of -

Rs. 000
B PSR : 134 subsequently paid
Cheques unpresented to the Bank 48
Unpaid Bonus ; 5 register ‘available
Rehabilitation Tax over-recovery 10 :
Lake House Mihintale i5 -
Selacine Creditors 1254  subsequently adjusted
Suspense Account 15 Cleared. Please refer

_ para 2,5.7.

C. E. B. (Boossa Saw Mill) 22

1503

Staff Security Deposits — Rs. 771,549/-

These are made on behalf of staff who have to furnish security and individual
pass books are available on these deposits. '

Accrued Expenses — 7,675,387/
Details were made available to the External Auditors.

‘Non-compliance with laws, rules, regulations and
management decisions

Finance Act Ne. 38 of 1971

Section 10 (5) - Accumulated Surplus of Rs. 235,641,356/

Although no reservas were appropriated out of the Profit' & Loss Surplus,
approximately Rs. 128 million will be required for the foliowing Capital
Expenditure. - '

The construction of the Head-office Building at Kotte was approved by Cabinet
at an original estimate of Rs. 63 million. It is estimated that a further
Rs. 27 million will be required for the 2nd stage of the Head-office building.
Further, reserves will be needed for replacement of Fixed Assets and the
Capital Expenditure on new Projects. Money needed for new projects, capital
expenditure and expansion are not allocated by the Treasury and the Corpora-
tion is required to finance these out of internally generated funds.

Hence, it is not possible 10 transfer the profit & loss Surplus to the Consoli-
dated Fund. Fur_lher, such surplus is not always representaed by cash.
Section 11 (b) - Investment of money in Call Deposits Rs. 63,747,489/

A letter re_questing necessary approval in terms of the Finance Act No. 38 of
1871 was forwarded to the Ministry of Lands & Land Development vide our
letter No. STC/1/DGM (F)/22/85 of 03.09.86. and approval is awaited.
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(c) Section 13 (5) (b) - Beports on Debtors and Creditors and on
Stocks & Stores '

The notes on Accounts and the Annual Heport are submitted herewi_t:h. Any
further report on a format required by the Auditor General can be submitted on
Intimation to the undersigned.

(d) Secticn 13 (6) - report on Accounts
Please refer comments on 2: 5: 11 01 {c}

3. Financial and Operating Review
3. 1. Financial Results

Each of the deficiencies pointed out-in the report has been answered in the

above paragraphs. With regard to adjustments in respect of previous years the
transactions were those that arose after the close of the - financial year due to

administrative decisions taken subsequently. Some of the adjustments
also have arisen, consequent to detections on checking. Details are-as

follows :--
Rs.
(1) Adjustment in respect of deprncsat:on on transfer of . : :
Selacine assets 1,183,751 Cx.
(2) ReMersal of J. E. 151 on handing over of Salacfnﬂ to
: World View Int Foundaticn — - 7, 307,900 Dr.
(3) Adjusiment to Income Tax provision : e 3,827,528 Dr.
"~ (4) Net debit on Randenigala Project e 4,423,377 Dr.
(5) Payment of Overtime arrears _ = 701,483, br.
(6) do = 587,087 Dr,

(7) - do . 784 — 482,742 D
: i 9,136,365 Dr.

Thus a net debit of Rs. 9,136,366/- representing 90% of the total adjustment
in respect of previous years could not have been avoided under any circums-
tances. The extensive adjustments in respact of the previous years ware made

with the intention of not distorting the figures pertaining to performance during
the year, i .

3. 2. Operating Profit

The reason for the wide disparity in the percentages between years is due to the
"nature of the main products and the business this Corporation is in.
There are over 24 categories of items which are marketed by the Corporation ,
Under each category there are further sub -categories each c¢f which has a separate
price and profitability :

E. G. logsare divided into Luxury, SUpe'r Luxury, Special, Class |, Class ii,

Class lil and Peeler Logs Under Luxury there are over 5 prices depending on the
glrth class j
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* The prices further vary depending on the Depot at which they are sold. Depots
are categorised into A, B, & C. |n addition to the prices, the logs are also graded
adding either a premium if they are above average, or granting a discount if they
are below average, the range being plus 40% to minus 40 .

The variation in the Gross Profit as a percentage of Cost of Sale from year to year
cannot be attributed to absence of management control. It is mainly dependent
on the availability of the various species of timber that are harvested from natural
forests and forest plantations and the State Timber Corporation does not have any
control over the quality of the timber available for harvesting.

3. 3. Sale of Imported Timber

The very low margin indicated by the comparison of cost and sales value can be
partly attributed to the minimal markup on the sale of imported timber. The percen-
tage indicated for 1983 and 1984 are distorted due to the understatement of
the sales value of imported timber which has been partly accounted for under local
sawn timber sales.

The demand for imported timber is influenced by its price compatability with l|ocal
timber. Hence it is not practicable to increase the markup on imported timber.

4. Systems & Controls
Noted for future compliance.
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