Tea Small Holdings Development Authority - 2024

1.2

1.3

Financial Statements
Qualified Opinion

The audit of the financial statements of the Tea Small Holdings Development Authority for the year
ended 31 December 2024 comprising the statement of financial position as at 31 December 2024 and the
statement of financial performance, 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, Tea Small Holdings Development Act No. 35 of 1975 and the Finance Act No. 38 of
1971. My comments and observations which | consider should be reported 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 Authority as
at 31 December 2024, and of its financial performance and its cash flow for the year then ended in
accordance with Sri Lanka Public Sector 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 Public Sector 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 Authority’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 Authority or to cease
operations, or has no realistic alternative but to do so.

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



1.4

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

Audit Scope (Auditor’s Responsibilities for the Audit of the Financial Statements)

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 skepticism throughout the audit. I also:

Identify 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.

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 internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the management.

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 Authority’s ability to continue as a going concern. If I
conclude that a material uncertainty exists, I 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 to cease to continue as a going concern.

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;



o  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 Authority, and whether such systems, procedures, books, records and
other documents are in effective operation;

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

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

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

15 Audit observations regarding the preparation of financial statements
1.5.1 Non-compliance with Sri Lanka Public Sector Accounting Standards
Non Compliance with the Recommendation

reference to particular Standard

Management comments

The useful life of the assets
that can be used have re-

Although, the Authority continued
to utilize fully depreciated assets
with a cost of Rs. 28,588,589 as at
the end of the year under review,
the useful life of those assets had
not been reassessed and accounted

The useful life of fully
depreciated assets should
assessed with the assistance of be reassessed and
the valuation department and accounted for or disclosed
made adjustments to the in the accounts in

financial statements in the year accordance with Sri Lanka

for or disclosed in the accounts in 2025. Public Sector Accounting
accordance with paragraph 65 of Sri Standards.
Lanka Public Sector Accounting
Standards 7.
152 Accounting deficiencies
Audit Issue Management comments Recommendation

(a)

Although, the tax revenue
related to the Galle building
premises was Rs. 7,947,250, the
tax revenue for the year under
review was understated by Rs.
5,453,500 due to the
recognition of that value as Rs.
2,493,750 in the
statements.

financial

Hence the tax income in the
year 2023 has been accounted
as Rs.9,723,750, this
discrepancy has arisen due to
the accounting of the arrears of
income for both the years 2023
and 2024.

According to basic
accounting concepts, the
accurate tax income for the
accounting period should be
identified

should be prepared.

and  accounts



(b)

(c)

1.6

Although, the tax
receivable in the year 2023 in
relation to the Galle building
Rs. 4,070,750
, the value was recognized as
Rs. 9,723,750 , which resulted

in the retained earnings and the

revenuc

premises was

initial tax revenue receivable in
the year under review being
overstated by Rs. 5,653,000 .

The Authority had accounted
for Rs. 16,843,288 as work in
progress, for  which no
construction work had been
completed as of the end of the
year under review, the work in
progress and payables in the
financial statements had been
overstated by that amount.

Accounts Receivable and Payable

1.6.1 Accounts Receivable

(a)

(b)

Audit Issue

When the
income received and the tax
income receivable for the
previous year has been
accounted including the initial

calculating tax

deposit amount placed for the
lease of building amounting to
Rs. 9,723,750 as the
income receivable.

tax

A sum of Rs. 16,843,288 /- has
been included in the financial
statements for the capital
works related to the year under

review which was included in
the Action Plan of 2024.

Management Comment

Financial reporting errors
relating to prior periods
should be corrected in the
relevant accounts of the
current year, and the net tax
income relating to the year
review should be
correctly  identified and
adjusted in the accounts,
following basic accounting

concepts.

under

The
completed in contract work

amount of  work
as of the end of the financial
year should be accurately
estimated and only that value
should be recorded as work
in progress.

Recommendation

If it is confirmed that

Although, 25 years had passed from
the loans provided to small tea estate
societies for the purchase of fertilizers
, liquid sprayers and scales under the
1998 Fertilizer Loan Scheme, no
effective steps had been taken to
recover the outstanding loan balance
of Rs. 4,276,531 as at the end of
the year under review.

A loan of Rs. 5,916,589 , which had
been given to four private tea
factories through the 1998 program to
provide color sorting machines, had

It is informed that steps are
being taken to obtain approval
to write off the outstanding
loan  balance from the
Department of Public Finance
of the Treasury after obtaining
recommendations  from a
committee.

Due to technical errors in the
contracts of two tea factories
that were provided with color
sorting machines in 1998,

the receivables from
the responsible
parties cannot be
recovered even after
adequate and formal
measures have been
taken, steps should be
taken to write them
off from the books
with formal approval.

Necessary steps
should be taken
urgently to recover
this money from



not been recovered until the year end legal action could not be taken. private tea factories,

of 2024. Out of this, legal action had Although, the amount due and necessary steps

been taken only for Rs.2,436,449 , cannot be recovered anymore, should be taken to

while legal action could not be taken it is understood that the final identify the

for the remaining Rs.3,480,170 due to judgment regarding the legal shortcomings in the

deficiencies in the agreement. work of the Eriyagaha factory agreements and
is scheduled to be delivered on prevent them from
12.06.2025. recurring,

1.7 Non-compliance with laws, rules, regulations and management decisions, etc.

Referring to laws , rules, Non-compliance Management's Recommendation
regulations, etc. comments

(a) Chapter 02 (i) of the Asset The ownership of 06 The Authority has Urgent steps should be
Management Circular of vehicles used by the forwarded the MT taken to  legally
the Deputy Secretary to Authority had not 6 form related to acquire ownership of
the Treasury No. 02/2017 been transferred to the the transfer of the assets.

0f21.12.2017 Authority’s name even vehicles to the
at the end of the year Ministry of
under review. Plantation

Industries and the
transfer process is
underway through
the Ministry.

2. Financial review
2.1 Financial results

The operating result for the year under review was amounted to a surplus of Rs.506,128,185, and the
corresponding surplus in the preceding year amounted to Rs.179,224,388. Therefore an improvement
amounting to Rs. 326,903,797 of the financial result was observed. The reasons for the were mainly due
to the decrease in development expenses by Rs. 340,568,091 and the recognition of treasury capital grants
amounting to Rs. 336,522,854 as income for the year under review.

2.2 Trend analysis of major income and expenditure items

Compared to the previous year, government grants received for development activities had decreased by
32 percent and recurring grants had increased by 11 percent. However, development expenditure had
decreased only by 46 percent and operating expenditure had increased by 10 percent. Other income had
decreased by 10 percent compared to the previous year.



3
3.1

3.2

Operational review
Management Inefficiencies

(a)

(b)

Audit Issue

Although, the Kegalle Regional Office
Building of the Authority had been
constructed on land not owned by the
Authority at a cost of
Rs.44,484,405, the Authority had not
acquired ownership of it even as at 31
December 2024.

Even though, more than 02 years have
passed since the agreements were signed
, the security deposits of Rs. 3,984,000,
which were to be deposited by three
leaseholders of the Galle building
premises, had not been deposited even by
the end of the year under review.
Although, the private institution which
was the leaseholder in premises Nos. 9,
10 and 11 of the building had
commenced its business activities in June
2023, a formal lease agreement had not
been entered into even by the end of the
year under review.

Operational inefficiencies

(a)

Management comments

Since it has now been revealed that
this land is in the possession of the
Divisional Secretary, further steps
will be taken to take over the land
plot for the Authority.

The security deposits and monthly
rents payable by the contractual
tenants were directly credited to
the Authority's current account. It
became problematic to verify the
purpose for which those direct
credits were credited.

The lawyer was unable to register
the relevant agreement at that time
due to the amendment of the name
of the relevant institution and the
change of chairman.

Audit Issue

Although,Rs.9,155,483
from the sale of 23 vehicles which
were provided to Small Tea Estate
Development Societies in the year
1998 had been recorded as payable
to the Treasury, no action had been
taken to remit the relevant money.

received The Treasury approval has been

Management comments

requested to purchase a bus to be
used in training programs for
small tea estate owners with the
money earned through the
formal sale of vehicles belonging
to 23 societies

Further, the Comptroller General
of the Treasury has
informed regarding the money

been

earned from this. The money has

also been invested in fixed

deposits to earn higher returns.

Recommendation

The necessary steps
should be taken
immediately to take
over this land for
the Authority or to
enter into a legal
agreement.

The acquisition of
deposits should be
carried out promptly
the
the
and a

according to
terms of
agreement
formal agreement
should be reached
with  the
contracting parties

non-

in the name of the
Authority.

Recommendation

Government funds should
be used efficiently and
economically for expected
objectives.



(b)

(©)

(d)

Although, 08 compost raw material
shredding machines were purchased
from the Sri Lanka State Trading
(General) Corporation Ltd for Rs.
2,300,000 in 2021, it was observed
during the audit that 06 of these
machines were idle without any
production activities.

11 institutional tea nurseries are
maintained to provide quality plants
of improved varieties to small tea
estate owners, commercial tea
growers and the tea nurseries of the
institution. However, the number of
plants sold in the year under review
has decreased by 31 percent
compared to the previous year and
03 nurseries had incurred expenses
of Rs. 2,745,500 exceeding their
income.

Under the program to distribute
mixed fertilizer to small tea estate
owners jointly by the Sri Lanka Tea
Board, the Small Tea Holding
Development Authority and the
State Fertilizer Company, it was
observed that the Small Tea Estate
Societies had ordered 8,970 metric
tons of fertilizer as at the end of the
year under review, and the State
Fertilizer Company had distributed
5,982 metric tons so that about 37
percent of the orders received had
not been issued.

Due to various practical
conditions  and

production costs,

increasing
it was not
possible to produce the desired
level of production. It is
observed that these machines are
not an effective investment due
to the increasing production
costs and low demand for
organic fertilizers.

The demand for the plants
produced depends on the
planting of plants in the field by
the growers. However, due to the
dry weather conditions, the sales
institutional

decreased

of plants in
nurseries have
relatively due to the reduced
planting of plants in the field by

the growers.

The government fertilizer
company was unable to provide
a rapid supply of fertilizer to
meet demand due to insufficient
capacity. This situation has been
exacerbated by the fact that the
fertilizer company temporarily
suspended fertilizer distribution
activities due to the delay in
providing the subsidy money
provided by the Sri Lanka Tea
Board to the fertilizer company
for several days and the slow
distribution of fertilizer.

Projects should be
managed in a way that
achieves objectives and

needs at an optimal level.

Necessary steps should be
taken to bring all nurseries
to a profitable level.

Coordination work  of
subsidy projects should be
carried out efficiently by
Authority to maintain the
progress so that benefits
are received within the
expected time frame .



()

(H)

Among the 980 nursery men who
have been issued benefits in 2020
and 2021 by the regional offices
under the “25 Million Tea Plants
Special Project” initiated with a
financial allocation of Rs.250
million by the Sri Lanka Tea Board,
according to the data
information updated by regional
offices, number of inactive nurseries
as at 30 June 2025 were 535, which
was 54 per cent from the nurseries
that provided benefits. During the
current progress review, it was
observed that the financial and
material benefits of about Rs.
97,673,635 issued to the above
inactive nurseries have become a
waste of money.

and

Although, the expected number of
plants to be released to the sector
from the 980 nurseries that
benefited under the above project is
28,875,000, according to CNb5
reports as at 30 June 2025, the
number of plants that could be
released to the sector was reported
to be about 5,707,028. This is 20
per cent less than the expected
number of seedlings. According to
the data and information updated by
the regional offices, it was further
observed that 581 active and
inactive nurseries, which received
financial and in-kind subsidies of
about Rs.108,081,300,
have not planted at least one tea tree
or released it for the fields.

Expenses incurred for inactive
nurseries will be separately
identified and action will be
taken to recover the relevant
funds from those
accordingly.

nurseries

Instructions have been given to
reopen nurseries .

Steps should be taken to
provide technical advice to
inactive  nurseries and

restore them to operational

status, and to recover
relevant monetary and
material benefits from

beneficiaries who are no
longer operating.

Technical advice should be
provided to nurseries and
steps should be taken to
increase the number of
plants that can be released
into the fields.



3.3

Human Resource Management

Audit Issue

Although, the number of Assistant
Regional Managers (Projects),
Zonal Tea Development Regional
Officers and Tea Inspector
Regional Officers approved by the
Authority during the year under
review was 8, 26 and 144
respectively, the actual number of
officers was 3, 21 and 114
respectively. Accordingly, it was
observed during the audit that the
failure to fill vacancies arising
from these officers, who maintain
a linear relationship with tea
farmers and associations, has a
negative impact on the success of
the Authority's subsidy program.

Management comments

It is further point out that the
Ministry has reported the matter to
the Department of Management
Services, highlighting the need for
the posts after reviewing all the
vacancies, and after
formal

existing
receiving the relevant
approvals, recruitment activities will

be carried out.

Recommendation

Efforts should be made
to successfully fulfill
the functions of the
Authority through new
recruitments.



