Transactions Report of the State Engineering Corporation of Sri Lanka for the period ended 31
December 2023 from 01 January 2022

The audit of operating activities of the State Engineering Corporation of Sri Lanka(“Corporation”)for the period
ended 31 December 2023 from 01 January 2022was 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 the Finance Act No0.38 of 1971.The National
Equipment and Machinery Organization (NEMO) had been amalgamated to the Corporation as its unit
according to the decision of Cabinet of Ministers dated 04 May 2021 on Cabinet Paper
no.CMP/21/0631/306/037. My comments and observations which | consider should be tabled in Parliament
appear in this report.

1.  Financial Statements
1.1 Responsibilities of Management and Those Charged with Governance for the Submission of
Financial Statements

As per Sub-section 16 (1) of the National Audit Act No. 19 of 2018, each audited entity 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 on that entity. In terms of Sub-section 16 (2) of the said
Act, the Chief Accounting Officer is required to submit the annual financial statements to the Auditor
General along with the draft annual reports, within such period as may be provided by rules. In pursuance
of Sub-section 38 (1) (d) of the Act, the Chief Accounting Officer shall ensure the timely preparation and
submission of annual and other financial statements and in addition the Chief Accounting Officer shall be
required to submit annual reports to Parliament pertaining to the audited entity.

2. Assets and Liabilities of the Corporation

As per the last audited Financial Statements presented by the Corporation as on 31 December 2020 the
details of the Corporation’s assets, liabilities, income and expenditure are as follows.

Item Value
Rs.

Assets

Non-current Assets 8,665,401,461
Current Assets 8,653,969,695
Total Assets 17,319,371,156
Liabilities

Non-current Liabilities 2,927,035,289
Current Liabilities 12,561,228,469
Total Liabilities 15,488,263,758
Equity 1,831,107,397

Total Equity & Liabilities 17,319,371,155



2.1

2.2

Income and Expenditure
Total Income

2,274,002,384

Total Expenditure 3,650,601,778
Profit/ (Loss) before tax (1,376,599,394)

Failure to submit Financial Statements to the audit.

Audit Observation

In terms of Section 6.6 of the
Operational Manual for State Owned
Enterprises 01/2021 of 16 November
2021and above 1.1lparagraph, financial
statements together with the draft
annual report of a Institute should be
submitted to the Auditor General within
60 days after the close of the financial
year. However, the financial statements
for the years 2021, 2022 and 2023 had
not been submitted even by the 28
February 2025.

Accounts Payables
Audit Observation

The Corporation had not settled loans
borrowed from the state banks amounting
to Rs.3,036.99 million from the year
2018 to year 2023 and the interest
outstanding for that as at 31 December
2023 was Rs.2,008.35 million.

Management Comment

Due to delay in presenting
Financial Statements 2020
and 2021 up to 2023 of
National Equipment and
Machinery Organization
(NEMO) was resulted to
non-compliance with
Operational Manual.

Management Comment

Settlement arrangement through
Cabinet  decision of long
outstanding liabilities including
debt to banks is still opened and
referred to restructuring unit
attached to Ministry of Finance
with effect from Extra Ordinary
Gazette Notification no. 2334/07
dated 30 May 2023 being a line
ministry. Apart from the VRS
proposal  operated in 29
September 2023 balance
proposal, which redemption of
liabilities are still pending even
current formation wunder the

2

Action
taken to
financial

with
report to the Auditor
General in
accordance with the
circular instructions.

Recommendation

should be

submit
statements
draft annual

Recommendation

Management should take
the suitable and
immediate actions to
settle the loans and to pay
outstanding interest.



2.3

(@)

Ministry of Urban Development,
Construction and Housing as a

line ministry.

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

Reference to
Laws, Rules and
Regulations etc.

Employees’
Provident Fund
Act, No. 15 of
1958 and
Employees'
Trust Fund Act,
No. 46 of 1980.

(iDA contribution

Non-compliance

(i)Surcharges of Rs.153.9million

and Rs.16.22 million were
payable by the Corporation to
the Employees’ Provident Fund
and the Employees’ Trust Fund
respectively as at 31 December
2023 due to non-remittance of
contributions of Rs.307.82
million and Rs.32.44 million
with regard to the cost of living
allowances  paid to the
employees since January 2006
to July 2015.

of Rs.73.52
million and a surcharge
0fRs.36.76 million were
payable by the Corporation to
the Employees Provident Fund
as at 31 December 2023 had
been remained without being
remitted.

Management
Comment

Employee  provident
Fund on Cost of Living
Allowance from
January 2006 to July
2015, the Organization
concern respective
liability was recognized
in 2016, and it has been
officially notified by

the respective
Authorities on 29
November 2017 with

significant differences.
However liability was
accounted in 2020.
Employee Trust Fund
on Cost Of Living
concern the liability as
at 28 February 2023 is
recorded Rs.32.4
million and Rs.16.2
million as contribution
and surcharge
respectively.

Management comment
had not been submitted.

Recommendation

Corporation  should
be complied with the
relevant  regulatory
requirements and
contributions and
surcharges should be
settled without delay.

Action should be
taken to remit
contributions on time
and pay surcharges as
terms of the
Employees’
Provident Fund Act.



(b)

3.2

(@)

Paragraph 08 of Once the advances are given by Action has been Advances should be
the Internal cheques together with orders, such instituted to reduce settled within
Circular of advances should be settled within a cheque with order and specific time period
cheques with period of 30 days. However, over settle available balance and disciplinary
orders, No. 01 vyear advances totaling with in the month, action should
2020/48 of 18 Rs.37.69million had remained which has been agreed taken against
December 2020 unsettled up to 31 December 2023 by the all DGM's responsible officers.
issued by General and disciplinary actions had not meeting held on
Manager. been taken against the responsible 04  January  2023.
officers. Besides General
Manager circular no
2023/07,dated 02

February 2023 was
issued subsequently
introducing alternative
arrangement to
overcome the situation.
Operating Review
Obijectives of the Corporation

In term of Section 3(2) of State Industrial Corporation Act No.49 of 1957, the main objectives of the
Corporation had been published in the Gazette No. 1543 dated 28 March 2008,are as follows: (i)
Investigation, planning, designing and construction of building, civil engineering and other engineering
projects (ii) Providing provision of consultancy and project management services (iii) Undertake
property development works (iv) Manufacture and sale of ready mix concrete, reinforced concrete and
pre-stressed concrete products (v) Manufacture, sale, import and export of construction materials,
machinery and equipment required for engineering projects/undertakings (vi) Training of engineering
and technical personnel (vii) Carrying out of research into construction materials, methods and
techniques utilized for the above purposes.

Following observations are made with related to the achievement of the aforesaid objectives related to
permanent sites and workshops, performed in Construction Division, Construction Component Division
and Mechanical & Electrical Division and Road & Bridge Division during the period from 2022 to
2023 in order to achieve the above objectives.

Audit Observation

According to the draft revenue calculation
sheet of the Corporation, 15 projects
implemented by the construction division
and 03 projects implemented by the
construction component division had
incurred losses amounting to Rs.207.74
million and Rs.10.39 million respectively

Management Comment

Construction projects operate by
the Construction and Construction
Components groups are in the tail
end status and to be finalized.

Recommendation

Action should be
taken to minimize the
cost of the projects

and identify  new
income generating
sources.



(b)

(©)

in the year 2023 and cumulative losses
amounting to Rs.780.26 million and
Rs.196.74 million respectively.

After analyzing the draft income and
expenditure details for the year 2022 and
2023 submitted by Corporation regarding
the work performance of permanent sites
and workshops, it was observed that a total
profit of Rs.108.93million had been earned
during the year 2023 and it was increased
by Rs.281.84 million compared to the
previous year loss of Rs.172.91million.
However only eight sites have been made
profits and other nine sites had operated on
losses.

The Dematagoda Concrete Slipper Yard,

implemented by the  Construction
Component Division, along with the
Peliyagoda Main Workshop, Peliyagoda

Operation Site, and the Transport and
Logistics Division, implemented by the
Mechanical and Electrical Division,
incurred losses totaling Rs. 87.55 million in
the year 2023. Additionally, the Dolomite
Site, under the Special Project Unit,
recorded losses of Rs. 18.33 million in 2022
and Rs. 21.46 million in 2023.

The year 2022 was a year of
downfall in the construction sector
including the entire economy.
Year 2023 marks a certain
departure from that situation. With
the intention of restructuring
process of the Corporation, the
operated VRS was resulted to
reduce cost of labour by 60 percent
and further right sizing of labour
component is required take fixed
cost to manageable level.

Expected price variations exceeded
the approved price variation limits
and the main raw materials
required for the production of
slippers, 6.35 mm steel wire and
shoulders were out of stocks. In
this situation work has been
temporarily suspended. Further
there were minimum opportunities
in direct awarding of respective
jobs in Mechanical and Electrical
sector in the Governments
organizations. It will take a certain
time in the restructuring program
to get used to the competitive
bidding process and because
ofheavyRoyalty, the relevant
government authorities (GS&MB
&LRC) refused to renewal of
licenses was effected to commence
mining and production.

Action  should be
taken to operate the
projects as profitable
manner.

Action  should be
taken to minimize the
cost and increase the
production to  be
complied with
regulatory
requirements.



3.3

3.4

Operations of the National Equipment and Machinery Organization (NEMO)Division

Audit Observation

Information of the projects
implementation of National Equipment
and Machinery Organization (NEMO)
for the year under review had not been
furnished to the Audit.

Management Comment

Management Comments had

not been submitted.

Recommendation

Sufficient information of
the projects to determine
the authority, accuracy,

completeness and
relevance of
theexpenditure in
projects  should  be

submitted to the audit.

Identified Losses
Audit Observation

(@) A surcharge of Rs.928.79 million had been
imposed by the Department of Inland
Revenue up to end of the year under review
due to non-remittance of Income Tax, Value
Added Tax, Economic Services Charge,
Nation Building Tax and GST on time
amounting to Rs.10.56 million,
Rs.1,381.67million,Rs.97.75million,
Rs.65.21 million and Rs.2.12 million
respectively from the year 2014 to 2023.

(b)Action had not been taken even up to
18March2025 to get settled the sum of
Rs.5,968,160 included in the prepaid
balance which was made to a Private
Company on 15 January 2015 for printing
calendars and diaries.

Management Comment

The outstanding Tax liabilities to
the department of Inland
Revenue, which included to the
long outstanding liabilities,
whereas considered to the
settlement plan through
restructuring program.

The long outstanding transaction
on the advance payments for
purchases is pending due to lack
of supporting and certified
documents is  subjected to
propose corrective action in line
with Public Enterprise Circular
No. PED 01/2021(i) dated 16
May 2023 as instruction of the
Board of Directors.

Recommendation

Corporation should

comply with
regulatory

requirements  and
action should be

taken to settle the
taxes promptly.

Immediate  action
should be taken to
get  settled the
advances from
relevant Company.



3.5

3.6

3.7

Idle Assets

Audit Observation

Stock balance of materials valued at
Rs.44.30 million and finished goods
valued at Rs.40.03 million were existed
without moving more than two years

Management Comment

All Slow and Non Moving stocks
and inventories have been taken
in to account for disposal as
appropriate.

according to the stock verification

report as at 31 December 2023.

Resources Released to Other Organizations

Audit Observation

Forty-Six (46) employees of the
Corporation had been released in
the previous years, to the Ministry
of Urban Development,
Construction and Housing,
Government Factory, Department
of Building, Cultural fund, Urban
settlement Development Authority
contrary to the instructions given in
paragraph no 3.5 of Operation
Manual for  State  Owned
Enterprises No. 01/2021 of 16
November 2021. However, the
salaries and overtime expenses
aggregating to Rs.60.19 million
incurred by the Corporation as at 31
December 2023 had not been
reimbursed.

Human Resource Management

Management Comment

Collection  process is  being
undergone. As Such all respective
Heads of institutions are reminded
to settle the outstanding with a copy
to Secretary, Ministry of Urban
Development, Construction and
Housing,

Recommendation

Action should be taken to
utilize these assets for
effective manner or to take
correct accounting
treatment.

Recommendation

Action Should be taken to
comply with the circular
instructions and  salaries
should be reimbursed from
respective government
institutions.

1,236 no of employees of the Corporation had left the Corporation under voluntary retirement scheme
in the year under review. The Corporation had been received Rs.3,286million from the treasury for that

purpose.
Audit Observation

According to Management Services

Management Comment

In accordance with

Recommendation

Public Recruitments should be made

Circular, No. 28 (ii), dated 01 administration circular 25/2014, within the approved cadre in



August 2006 the
approval
Management Services.
ignoring  that
Corporation  had

2023.

recruitments
should not be done without proper
of the Department of
However,
provision, the

recruited 03
employees for 03 numbers of un-
approved posts as end of the year

permanent appointments have
been made on 31 November2014
for 02 numbers positions not
covered by the approved staff
arrangements.

In Addition to, with a decision of
Board of Directors a permanent
appointment has been made only
to the incumbent officer for one

more post not covered by
approved staff arrangement on
01 July 2013.

Accordingly no recruitment has
been made since 31 August
2023.

Accountability and Good Governance

Tabling of Annual Reports
Audit Observation

The Annual Report for the year
2019 had not been tabled in
Parliament even by 23 December
2024 in terms of Section 6.6 of the
Operation Manual for State Owned
Enterprises Circular No. 01/2021 of
16 November 2021.

Management Comment

The annual report 2019 has been
forwarded to the line ministry as
mention  details  for  the
CAE/C/SEC/2023/09dated20
December2024.

accordance with the circular

instructions.

Recommendation

Annual reports should be
tabled in accordance with
the circular instructions.



