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(Draft)

(Confidential)

PAS/A/SLPA/1/2025/OI
Chairman

Sri Lanka Ports Authority

Report of the Auditor General on the Financial Statements and Other Legal and

Regulatory Rcquiremcnts of the Sri Lanka Ports Authority and its sutrsidiaries for the
year ended 3l Dcccmber 2025 in tcrms of Section 12 of the National Audit Act, No. l9 of
2018.

l. F-inancial Stltcmcnts

The audit of the financial statements of the Sri Lanka Ports Authority ("Authority")

and its subsidiaries ("Group") for the year ended 3l December 2025 comprising the

statement of flnancial position as at 31 December 2025 and the statement of
comprehensive income, statement of changes in equity and statement of cash flows

lor the ycar then ended, and notes to the financial statements, including material

accounting policy information, was carried out under my direction in pursuance of
plovisions in Article 154( I ) ol the Constitution of the Democratic Socialist Republic

of Sri Lanka read in conjunction with provisions olthe National Audit Act No. l9 of
2018 and Finance Act No. 38 of 1971. My report to Parliament in pursuance of
provisions in Article 154 (6) ofthe Constitution will be tabled in due course.

The audit opinion will be iornrulated and issued subsequent to evaluation of the

actions taken, ibrmal responses and clarifications provided by the Chairman ofthe Sri

Lanka Ports Authority tbr this draft report.

1.2 ll:rsis Ibr Opinion

(a) In accordance with the recognition criteria stipulated in Paragraphs 4.3 to 4.6

Chapter 4 ofthe Conceptual Frarnework and Paragraph 7(a) ofLKAS 16. an item of
prope(y, plant. and equipment shall be recognized as an asset only when it is probable

that fLture economic benetlts associated with the item will flow to the entity.

However, the Authority erroneously included its financial statements three lands

totaling 6 acres, I rood, and 24.51 perches specifically, 2 acres ceded to Sri Lanka
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Customs (Rs. 947.5 million). 2 acres 3 roods 9.61 perches acquired for the Lotus

Tower project (Rs. 628.5 million), and I acre 2 roods 14.9 perches held by the Ulban

Development Authority (Rs. 83.7 million). As these lands do not meet the "control"

and "future economic benefit" thresholds for the Authority, their inclusion has

resulted in a material overstatement ofnon-current asscts by an aggregate value ofRs.

1,659.7 million.

(b) Contrary to the measurement principles stipulated in Paragraph 9 of LKAS 2, which

mandates that inventories be valued at tl.re lower of cost and net realizable value, the

Authority exclusively utilized historical cost for its inventory valuation as of 31

December 2025. By failing to perlbrm a formal NRV assessment to idenlily potential

obsolescence or price declines, Management has bypassed a critical valuation

requirement, thereby creating a risk of material overstatement in the carrying amount

ofinventories and a corresponding misrepresentation ofthe entity's financial position.

(c) Contrary to the classification requirements of Paragraph 7 of LKAS 7. which

mandates that short-term, highly liquid investments maturing within three months or

less from the date of acquisition be recognized as cash equivalents, the Authority

misclassified investments totaling Rs. 170 million pertaining to the Trincomalee Port.

By erroneously reporting these instruments under "Other Financial Assets" despite

their meeting the criteria for cash equivalents, the Authority has underslated its

immediate liquidity position and distorted the presentation of its financial assets in the

Statement of Financial Position.

(d) In violation ofthe derecognition principles stipulated in Paragraph 67(b) of LKAS 16,

the Authority failed to remove non-existent, disposed, or condemned assets from its

financial records, resulting in a material overslatement of fixed assets by

Rs 1,053.01 million as of3l December 2025. This discrepancy, corroborated by both

Asset Life Review Committce repofts and indepcndent field verifications, inclr:des

Rs.21.77 rnillion in demolished or unidentifiable buildings, Rs. 1,018.93 million in

physically unavailable or sold floating equipment, and Rs. 12.3 I million in disposed

or untraceable motor vehicles. The inclusion of these items in the Fixed Asset

Register, despite conclusive evidcnce of their disposal or loss of physical control,

reflects a significant breakdown in internal controls and a failure to reconcile financial

accounts with the physical status ofthe assets, thercby distorting the true and fair view

ofthe entity's non-current asset base.

In accordance with the mandatory requirements of Paragraph 09 of LKAS 36 , an

entity shall assess at each reporting date whether indicators of inrpairnrent exist, with
Paragraph l4(c) explicitly identifying a significant decline in an asset's operating

performance as a primary internal indicator. It was revealed that South Asia

Commercial and Logistic Hub Limited (SACLH). an unlisted investec company,

incurred substantial accumulated [osses totaling Rs. 1.219 rrillion for the year ended

31 December 2024. Despite this objective evidence of impairment, the Authority had

neither conducted a formal impairment assessment nor recognized a provision for
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impairment in the financial statements. Consequently, the carrying value amount of
Rs.1,706.5 million of this investment in the financial statements remains

ursubstantiated. resulting in a potential material overstatemenl ofthe Authority's non-

current assets and a corresponding distortion ofthe net financial results for the period

under review.

(e) Pursuant to thc internal indicators ol impairment stipulated in Paragraphs 12(e) and (1)

ofLKAS 36 which provide evidence ofobsolescence or physical damage as triggers

for assessment, the Authority failed to evaluate or adjust the carrying values of
intangible assets totaling Rs. 905.58 million. Although these assets were formally
identified as obsolete and repo(ed with a nil net book value in the Intangible Asset

Review Report, they remained improperly capitalized within the "Cost" category of
the StateDrent of Financial Positionasof3l December 2025. This failure to perform a

mandatory impairment assessment and subsequently derecognize or adjust these

obsolele holdings has resulted in a material overstatement of the gross cost of
intangible assets. thereby undermining the transparency and technical accuracy ofthe
non-current asset disclosures.

(f) In accordancc with the recognition criteria established under Paragraphs 16(a) and (b)

of LKAS 40. which mandate tllat investment propefty be recognized when luture

economic benelits are probable and costs can be reliably measured. the Authority

failed to record substantial land holdings. leading to a material understatement of its
non-current asscts. Spccifically, audit verification identified that seven land lots

totalling 5 acres and 23.181 perches at the Port of Galle remain entirely omitted from

the Asset Registcr, while at the Port of 'frincomalee, a critical valuation gap exists

where only 12.84 hectares were recognized out of an identified total of 2,964.147

hectares spanning 18 lots. This systematic failure to capitalize significant landed

propefiy under the Authority's control obscures the true value of its investment

portfolio and compromises the integrity ofthe Staternent of Financial Position.

(g) tn accordance with the initial measurement requirements ofParagraph 5.1.1 ofSLFRS

9. the Authoritl, fhiled to accurately determine the fair value of employee loans.

resulting in rnatcrial misstatements within the tlnancial statements. Specifically, the

lair value o1-loans recoverable within a three-to-four-year horizon was erroneously

calculated based on an inappropriate five-year tenure, while a clerical error involving

the dr-rplication of data liom the 'l'rinconralee Port further inflated the fair value by Rs.

67.9 mitlion. Consequently, these cumulative errors led to a subsequent overstatement

of Rs. 29.2 rnillion in both the unwinding of prepaid staff benefits and staff cost

amortization. thereby distorting the reported financial position and performance fbr

the period under revieu'.

(h) In violation ofthe tnandatory consolidatior.r procedures stipulated in Paragraph B92 ol
SLFI{S 10. rhe nurhority failed to align thc reporting dates of its subsidiaries and fair

value tluough OCI investments with its reporting date for the preparation of
consolidatcd linancial statements. Accordilrgly, the Authority utilized the prior year's
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financial data (as of3l December 2024) for its investments in Lanka Gas Terminal
(P','t) Ltd, Lanka Coal Company (Pvt) Ltd, and South Asia Commercial and Logistic

Hub Limited, instead of obtaining statements drawn up to the current reporting date.

This misalignrnent represents a significant departure from the applicable financial

reporting framework and undermines tlre concurrent accuracy and reliability of the

consolidated financial position and performance presented in the financial statements.

(i) The amount of Rs. 4.39 million to the Hambantota Divisional Secretariat in 2014 for
field work and land clearance for the Hambantota Port Project. and an amount of
Rs. 108.77 million in 2015 and 2016 for compensation to those wl.ro lost their lands

had been paid. A sum ofRs. 113.16 million had been incnrrcd as above as ol30 April
2021 for compensation payments and expenses and it had been transferred to the

work-in-progress accolrnt of Hambantota Port without identifying and capitalizing
cost ofthe land.

(k) According to Note 5.1.1 of the Statement of Financial Position as ol December 31,

2025, the depreciation expense identified for Investment Propertics for the year 2025

was Rs.1 ,348. I 8 million. However, upon examining the deprcciation column in the

Investment Property Asset Register, the value was recorded as Rs. 1,349.18 million,
resulting in a discrepancy of Rs. 1.002 million. This discrepancy indicates a potential
material understatement of depreciation expenses and a failure to reconcile the fixed
asset register with general ledger resulting in an understatenent of depreciation
expenses and potentially compromising the accuracy of the carrying value ol
Investment Properties reported in the Statement ofFinancial Position.

(l) Audit examinations of the intangible asset registers for the Colombo, Galle, and

Trincomalee ports as of31 December 2025 revealed material discrepancies between

the subsidiary records and the financial statement disclosures. Specifically, the year-
to-date amortization expense recorded in the registers were Rs. 395.59 million and the
corresponding accumulated amortization was Rs. 1,733.26 million exceeded the
figures reported in the Statement of Financial Position notes amounting Rs. 83.62
million and Rs. 1,679.95 million, respectively resulting in unexplained variances of
Rs. 31 I .97 million in current year charges and Rs. 53.3 I rnillion in aggregate
amortization. These signilicant inconsistencies underscore a critical failure in the
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O Audit examinations of the fixed asset registers lbr the ports of Colombo. Galle. and

Trincomalee as of3I December 2025 revealed a substantial. uncxplained variance of
Rs. 3,313.66 million between the ycar-to-date depreciation charge of Rs. 8,793.37

million maintained in the subsidiary records and the Rs. 5,479.71 million reported in

the financial statement disclosures. This material discrepancy signifies a fundamental

breakdown in the internal control environment, specifically regarding the periodic

reconciliation between the fixed asset registers and the general ledger. Consequently,

the depreciation expense and the carrying amount of prope(y, plant. and equipment

appear to be significantly misstated, undermining the reliability of the financial
reporting.



reconciliation process between the intangible asset subsidiary ledgers and the general

ledger, indicating that amortization expenses and the net carrying value of intangible

assets are misstated, thereby undermining the reliability of the Authority's financial

reporting.

(m) Audit examination of the Colombo Port's asset records as of 31 December 2025

revealed a lack of physicat verification for two land lots totalling I I acres and 22

perches, with a value of Rs. 1,330.78 million. Although these properties are

maintained within the Authority's Asset Register, they were omitted from the Board of
Survey report. This discrepancy highlights a weakness in internal control procedures

and leaves the existence and ownership of these material land assets, potentialiy

leading to a rnaterial misstatement ofthe Authority's non-current assets.

(n) A physical verification exercise revealed that 23 land lots, spanning an aggregate

extent of 169 acres, I rood, and 21.32 perches, have been utilized as investment
properlies without being formally recognized in the Authority's Asset Register. This

significant omission reflects a fundamental failure in the reconciliation protocols

between physical asset management and llnancial accounting records, resulting in a
nraterial understatement ofthe Authority's non-current assets. The failure to capilalize
these identified asscts conceals the lrue value ofthe entity's investment portfolio and

necessitates an immediate valuation and accounting adjustment to ensure the

Statement of Financial Position accurately rcflects all property under the Authority's
control.

(o) Significant discrepancies were observed in the extraction of gross debit and credit

balances fiom the Shipping Agent Debtor Account during the preparation of the

Statement ofFinancial Position. While the supporting schedules reflected gross debit

ar.rd credit balances of l{s. 6,670.59 million and Rs. 1.742.97 million, respectively
(resulting in a net balance of Rs. 4,927.62 million), the corresponding balances

recognized in the Statemcnt of Financial Position were reported as Rs. 5,826.54

million and Rs. 898.92 million. respectively. Although the net balance remained

consistent, this error resulted in an understatement of both Trade and Other

l{eceivables under Curcnl Assets. and Supply of Goods and Services and Other

Creditors under Current Liabitities Rs. 844.05 million in the financial statements for
the year ended 3l December 2025.
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(p) The Authority's credit management environment has significantly deteriorated, with
overdrre shipping agent dcbt escalating to Rs. 3.809.26 million represenlng 57Yo of
tlre total gross balance compared to 40% in the preceding year primarily driven by a
overdue balance of Rs. 2,974.41, million from a specific Terminal Service Agreement

(TSA) agent (No. 247). This exposure is directly attributable to a prolonged

administrative lapse where the Terminal Service Agreement (TSA) rernained expired

for nineteen months, creating substantial legal impediments to debt recovery.

l"urthermore. thc failure to incorporate proactive renewal clauses resulted in a

negotiated settlement tl.rat excludes the Authority from recovering a 3o/o annual



surcharge on arrears accumulated prior to 3l .luly 2025. 'lhis systemic failure to
ensure contractual continuity has not only caused a direct financial loss but has also

severely compromised the Authority's leverage in enforcing timely collections.
highlighting an urgent need for a robust framcwork governing contract renewals and

overdue debt recovery.

(q) When the establishment of South Asia Gateway Terminals (SAGT) in 1999, the

Authority transferred three cranes valued at USD 7.236,000. for which USD
3.618,000 in equity shares werc initially issucd to the Authority. I'lowover, following
a partial payment ol USD I,193,715 made in 2012. a residual balance of USD
2.424,285 (equivalent to Rs. 141.63 million) remains still outstanding. As a result. the

Authority has failed to initiate recovery actions or sectrre thc issuance of additional

shares to settle this long-standing receivable, on this capital asset lor over two
decades. This persistent oversight reflects a significant failure in asset management

and financial follow-up, necessitating immediate measures to recover the dues or
capitalize the remaining value.

(r) It was revealed that, discrepancies between the reciprocal balances ofthe Authoritl,
and Sri Lanka Ports Management and Consultancy Services Limited (SLPMCS) as of
the reporting date. While the Authority's financial statements reported a receivable

balance of Rs. 64.6 million for services rcndered, the corresponding records of
SLPMCS reported a trade debtor balance of Rs. 65.34 million. resulting in an

unreconciled difference of Rs. 732,522. This inconsistency indicates a lack of pcriodic

verification and confirmation of balances bctween these related parties, thereby

undermining the accuracy of the trade rcccivables and rcliability of financial

statements.

(s) The closing inventory balances in stores as of3I December 2025 must be reconciled

with the Oracle system control account (No. l4l00l), with any discrepancies tbrnrally
explained via a reconciliation statement. Howcver, lor the Colombo l)ort, the Oracle

system balance maintained by the Supply Division was Rs. 5,388.74 million, while
the general ledger reflected Rs. 5,4i1.76 million. As the higher ledger balance was

adopted for the financial statements without reconciliation, assets were overstated by

Rs. 23.03 million. Furthermore, a critical discrepancy of Rs. 329.33 million was

observed between the Oracle system record for Main Stores comprising l1 sub-stores

(Rs. I,388.23 million) and the physically verified stock valuc (Rs. I ,058.9

million).The failue to furnish reconciliation statements to explain these material

variances indicates a breakdown in internal controls over inventory management and

undermines the existence and valuation assertions ofthe repofted inventory balances.

(t) Although the surcharge tax of twenty-five per cent calculated on the Authority's
taxable income of Rs4,787.77 million for the year 2020121 was Rs. 1.196.94 rnillion,
in accordance with Section 2 (l) (a) of the Surcharge Act, No.l4 of 2022, the
Authority had paid Rs. 1,952.2 million as surcharge tax in the relevant year. This

overpaid amount of Rs. 755.33 million which was stated as receivable even by the
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end ofthe year under review in terms ofSection 5 (l) ofthe Surcharge Act, No. l4 of
2022. The Inland I{evenue Departnent (lRD) has not yet responded to the Authority's
request lbr a relur.rd or set-oll. [n the absence of a confrmation l]orn the IRD, and

given tl.rat this balar.rce has remained outstanding for a prolonged period, significant
uncertaint), exists legarding the recoverability olthis receivable.

(u) Although the excess Nation Building Tax (NBT) payment of Rs. 8.88 million
recognized in the tax return lbr the quarter ended 3l December 2019 was recorded
under other tax receivables as of the reporting date, the Inland Revenue Department
(lRD) has not yet responded to the Authority's request for a refund or set-off. In the

absence of a confirmalion from the IRD, and given that this balance has remained
outstanding for a prolonged period, significant uncertainty exists regarding the
recoverability of this rcceivable.

I conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My
responsibilit ies, under those standards are further described in the Auditor's
Responsibilities fbr the Audit of the Financial Statements section of my report. I
believe that the audit evidence I have obtained is sufficient and appropriate to provide
a basis tbr my opinion.

1.3 Othcr infirrntation included in the Group's 2025 Annual Report.

My opinion on the financial statements does not cover the other information and I do
not express any lbrm ofassurance conclusion thereon.

In connection with my audit of the financial statements, my responsibility is to read
the other inlbrrnalion identified above when it becornes available and. in doing so,

consider wl.rether the other infbrmation is materially inconsistent with the financial
stalemenls or my knowledge obtained in the audit or otherwise appears to be

materially lnisstated.

When I read the Annual Report. if I conclude that there are material misstatements
therein, I anr required to communicate that malter to those charged with governance
for correction. If further material uncorrected misstatements are existed those will be

included ir.r my report to Parliament in pursuance of provisions in Article 154 (6) of
the Constitution that will be tabled in due course.

7 lt20

The other information comprises the information included in the Annual Report but
does not the financial statements and my auditor's report thereon, which I have
obtained prior to the date of this auditor's report, Management is responsible for the
other intbrmation.



1.1 Rcsponsibilities of Managcmcnt and Thosc Chargcd rvith Govcrnancc for thc
Financial Statcmcnts

Management is responsible for the preparation of financial statements that give a true

and fair view in accordance with Sri Lanka Accounting Standards. and for such

internal control as management determine is necessary to cnable thc preparation of
financial statements that are liee from material misstatcment. whether due to ti'aud or

error.

In preparing the financial statements, managemcnt is responsible lor assessing thc

Group's ability to continue as a going concern, disclosing, as applicable. matters

related to going concern and using the going cotrcern basis of accounting unless

management either intends to liquidate the Group or to ceasc operations, or has no

realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial

reporting process.

As per Section 16( I ) of the National Audit Act No. I 9 of 20 I 8, the Authority and the

Group are required to maintain proper books and records of all their income.

expenditure, assets and liabilities, to enable annual and periodic financial statements

to be prepared ofthe Authority and the Group.

1.5 Auditor's Ilesponsibilitics lbr the Audit of thc l'inancial Statcments

My objective is to obtain reasonable assurance about whether the financial statemenls

as a whole are free from material misstatement, whethcr 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 nraterial if.

individually or in the aggregate. they could reasonably be expected lo influence the

economic decisions ofusers taken on the basis ofthese financial statements.

As part of an audit in accordance with Sri Lanka Auditing Standards, I exercise

professional judgment and maintain professional skepticism throughout the audit. I

also:

Identiff and assess the risks of material misstatement ofthe financial statements,

whether due to fiaud 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 fiaud is higher than lor one resulting from error, as lraud may

involve collusion, forgery, intentional omissions, misrepresentations, or the

override of internal control.
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Evaluate the appropriateness ofaccounting policies used and the reasonableness

ofaccounting estimates and related disclosures made by the management.

Conclude on the appropriateness of the management's use of the going concern
basis ofaccounting and based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt
on the Group's ability to continue as a going concern. If I conclude that a
n.raterial 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 modifu my opinion. My conclusions are based on the audit
cvidence obtained up to the date ofmy auditor's report. However, future events
or conditions may cause the Group 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 f'air
presentation.

PIan and perfbrn the group audit to obtain sufficient appropriate audit evidence
regarding the financial inlormation of the entities or business units within the
Group as a basis fbr lorming an opinion on the consolidated financial
st.ltements. I ant responsible for the direction, supervision and review of the
audit rvolk pcrfbrrned lbr the purposes of the group audit. I remain solely
respor.rsible 1br my ar.rdit opinion.

I communicatc with those cliarged with governance regarding, among other matters,
significant audit findings, including any significant deficiencies in internal control that I
identi$, during my audit.

2. Report on Othcr Lcgal tnd llegulatory Requircments

2.1 National Audit Act, No. 19 of 2018 includes specific provisions for following
requirements.

2.1.1 I have obtained all relevant inlbrmation and explanation that were required for the
audit and as lar as appears fiom my examination, proper accounting records have

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 of
the Authority and the Group.
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been kept by the Authority as per the requirement of section 12 (a) of the National

Audit Act, No. 19 of 2018.

2.1.2 The financial statements presented is consistent with the preceding year as per the

requirement of section 6( 1) (d) (iii) of the National Audit Act, No. 19 of20l8.

2.1.3 The financial statements presented includes all the recommendations made by me in

the previous year as per the requirement ofsection 6 (l) (d) (iv) ofthe National Audit

Act,No. 19of2018.

2,2 Based on the procedures performed and evidence obtained which were limited to

matters that are material, nothing has come to my attention;

2.2.1 To state that any member of the governing body of the Aulhority has any direct or

indirect interest in any contract entered into by the Authority which are out of the

normal course of business as per the requiremenl of section l2 (d) of tl.re National

Audit Act, No. l9 of 201 8.

2.2.2 To state that the Authority has not complied with any applicable written law. general

and special directions issued by the governing body of the Authority as per the

requirement ofsection 12 (0 ofthe National Audit Act, No. l9 of20l8 except for

Referencc to Larvs, Ilules and

Regulations or Directions issued by the

governing body

Non-Compliance

(a) Section 5 (1) ofPart II ofthe
Gratuity Act No. l2 of I 983

(b) Section 5 (2) (b) ofChapter Il of
the Inland Revenue Act. No. 24

of 2017

In accordance rvith statutory obligations. the

settlement of gratuity paytr-Ients shall be nladc

within 30 days ol service termination lbr
employees with at least five ycars of service.

The value of unpaid gratuity within 30 days

provided by the Authority for the year 2025

was Rs.76.91million. This persistent delay in

settling employee terminal benefits also

exposes the Authority to potential legal claims

and additional flnancial surcharges.

(i) Travel allowances and other

relatcd allowances earned by an

employee in respect of
employment should be included in

employment income and subjected

to Advance Personal Income Tax
(API'|). I{owever, the Authority
had paid combined travel
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(c) Section 5(2)(f) and Section 27 of
the Inland Revenue Act, No. 24
of 2017 dated 27 October 2017,
and Section 2(d) of Inland
Revenue Department Circular
No. SEC/2023 lEl02 dated 06
April 2023

allowances and additional
allowances to officers engaged in
official journeys based on their
salary category and the time spent

outside the office. without
considering the actual expenditure

incurred. Nevertheless, allowances
amounting to Rs. 7.571 million
paid during the year 2025 had not
been included in taxable
employment income for the

purpose of calculating Advance
Personal Income Tax (APIT).

(ii) From January 2025 to October
2025, the personal income tax was

calculated without taking into
account the value of Rs. 21.98
million which is the vehicle
allowance paid to 46 employees at

a monthly rate ofRs. 50.000 each.

Accordingly, the government has

lost a value of Rs. 8.24 million as

personal income tax for the above-
mentioned vehicle allowance

The fair market value of any benefit derived
by an employec liom ernployment, including
the value ol accommodalion provided by the
employer, sl.rould be included in employment
income for tlre relevant year of assessment

and considcred when calculating Advance
Personal Income Tax (APIT). Such benefits
are required to be quantified based on their
fair market value. However, when providing
official quarters to employees, the Authority
had only deducted a rental charge from the
gross salary olthe employees. As a result, the
net benefit amounting to Rs. 153.3 million
had not been included in employment income

lbr the purpose of calculating Advance
Personal Income l'ax (APIT).
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(d) Section 4.1.1 (a) of the

Procurement Guidelines 2024

(e) Public Enterprise Circular No.

PED 01/2015 (ii) dated 14th

Jantary 2022

(fl Public Enterprises Circular No.

PEDl01l202l dated 16

November 2021, Paragraph 3.2

(i) and letter No. DMSiFli3/3-l
dated 23 January 2013 issued bY

the Department of Management

Services.

Master Procurement Plans (MPP) is the

document in which all of the identified,
planned procurements that are coming under

the purview ofthe respective Procuring Entity
(PE) within a period of three years. MPP of
each PE which are coming under the purview

of a particular Ministry, including the

Ministry itself, shall be corrpiled as a

"Consolidated MPP" which shall be subnritted

to the National Procurement Commission for

the purpose of monitoring of procurement

activities, before the of end of January.

However the authority prepares a procurement

plan for one year; but a scparate master

procurement plan was not prepared

separately.

Despite the dissenting opinion ofthe Treasury

Representative, the Authority's monthly fuel

limits were established under Board ol
Directors Approval No. PA/HD/25, dated 02

March 2022. This deviation liom Treasury

guidancc resulted in an expenditure of
Rs. 3.63 million between January and June

2025, covering 10,298.76 liters of fuel

consumed in excess of the officially approved

limits for entitled officers. Such a conflict

highlights a significant compliance risk, as thc

directives of the Treasury typically supersede

internal Board decisions in public enterprises

to ensure fiscal discipline.

Despite the fbrmulation of a draft Scheme of
Recruitment and Promotion, the Authority has

failed to secure the mandatory lormal

approval from the DePartment of
Management Services, in contravention of
established public sector governance

protocols. Operating without a sanctioned

scheme undermines the legal and

administrative legitimacy of the Authority's

human resource.
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(g) The Guidelines on Corporate

Governance for State-Owned

Enterprises issued with the State

Iinterprise Circular No. 0l/2021
dated l6 November 2021

(, Chapter.2.2.1 (a) and (c)

(i') Sub-paragraph (b) (vi)
Chapter 2.2.2

(iii) Chapter 2.2.5 and Paragraphs

2 and 3 of the Public
Enterprises Circular No.
0ll202l (iD dated 27

September 2023

Despite the fundamental fiduciary
responsibility of the Board of Directors to
align the entity's strategic direction with
national policies and to oversee the execution
of the Strategic Plan, audit observations
indicate a significant failure in the Board's
monitoring and evaluation functions. The lack
of continuous oversight and timely corrective
intervention regarding the implementation of
stated objectives constitutes a lapse in
corporate governance and strategic leadership.
This compromises the Authority's ability to
achieve its long-term goals in accordance with
national priorities, necessitating the
immediate establishment of a robust
performance monitoring liamework to ensure

accountability and the successful realization
ofthe entity's strategic mandate.

of Although Board must also enter into a

performance contract with the CEO which is a
retlection of the strategic plan, against which
the CEO's performances must be evaluated
annually and the incentives including bonuses

must be decided. a bonus amounting to
Rs. 160,000 had been paid to the Managing
Director ofthe Authority during the year 2025
without a pcrfbrntance evaluation conducted
by the Board o I' D irectors.
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'l'he Authority has failed to formulate and

implement a Board-approved subsidiary
policy to govern its investments, leading to a
critical void in oversight and accountability.
This administrative oversight conceals the

Authority's visibility into its investment risks
and performance outcomes, necessitating the
immediate development of a comprehensive
formal policy framework to ensure that



(iv) Chapter.4.3

subsidiaries operate irr alignment with the

authority's strategic objectives.

Notwithstanding the requkement for the Risk

Committee to be convened on a quarterly

basis, it was revealing that the Committee

failed to meet regularly during the period

under review. This procedural non-

compliance indicates a signiticant lapse in the

Authority's risk governance fiamework, as

the absence of regular oversight by non-

executive directors compromises the entity's

ability to identify, assess, and mitigate

emerging operational and financial risks in a

timely manner.

All SOEs have their own systems, processes.

and protocols clearly defincd in Manuals

covering all major operations, reviewed and

updated at least every 5 years. All SOEs are

requted to adopt their own Administrative

and Financial Manuals in line with the

relevant provisions olthis Manual and should

be approved by thc Board of dkectors.

I{owever, the Container Operations Manual of
the Port Authority had been approved only by

the Director (Operations) in 2018 and had not

been approved by the Board of Directors'

Furthermorc. no subsequent rcview or

updating of the manual had been carried out

to date., Financial Manual and Administrative

Manual of the Authority had last been

reviewed in 2006 and approved by the Board

of Dtectors; however, they had not been

reviewed and approved thereafter.
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(h) Operations Manual lor State

Owned Enterprises issued with

the Public Enterprises Circular

No 01/2021 dated 16 November

2021.
(i) Chapter No. 2.3



(ir) Chapter No. 6.6

O Section 01, 04 and 07 of Circular
No. 2712023 of the Sri Lanka
Ports Authority dated 22 Apr il
2024

Although the draft Annual Report and

financial statements must be submitted to the

Auditor General within sixty (60) days of the

financial year's end, the Authority failed to
submit its draft Annual Report for the year

ended 3 I December 2025 within the
prescribed timeframe.

Despite divisional performance indicators

being submitted to the Department of Public

Er.rtelprises. the Authority proceeded to pay

Rs. 1,341 .71 million as performance

allowances liom January and October 2025

without receiving formal approval. This
disbursement occurred in the absence of a

Treasury-sanctioned fiamework, violating
public financial regulations that mandate

validated metrics and explicit Treasury

authorization before any such incentive
payments.

As per Section 07 of Circular, the
maximum period of occupancy of an

official residence is 05 years and after
this period the official residence must
be returned to the Authority. However,
as per Section 4 of the Circular. the
period of occupancy has been

extended on the basis of increasing
rent for staff ofticial residences up to
25 years from the date of first
allotment. Due to this, there is a

contradiction between the two
sections.

ll, As per the cicular, residences have

been assigned to specific positions

based on service requirements. The

official residence allocated to the post

of Managing Director of the
Authority, located at No. 01, l8th
Lane, Aluth Mawatha Road. Colombo
15. However, even after removal of
his position in October 2024, actlon
had not been taken to hand over the
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(i) Section 03 of Public Enterprises

Circular No. PED 2/2024 dated

28th February 2024 relating to
collective agreements

l.



relevant official residencc to the

Authority.

2.2.3 To state that the Authority has not performed accorditrg to its powers, lirnctions and

duties as per the requirement of section l2 (g) of the National Audit Act, No. l9 of
201 8.

2.2.4 To state that the resources of the Authority had not been procured and utilized

economically, efficiently and effectively within the time Iiames and in cornpliancc

with the applicable laws as per the requirenrent o1'sectiotr 12 (h) of the National Audit

Act, No. l9 of2018 except for;

(a) In accordance with Clause 14.1 of the Special Conditions (Section 3' Volume

l) for the procurement of the Eastern Container Terminal Operations

Management System, an advance payment of 20% of thc contract value must

be secured by an equivalent advance security, valid until tllc contract is

offrciatly handed over to the buyer. Although the contractor submitted an

advance security of US$ 3,746,362 against the total project cost of US$

I 8,73 1,810, this security was allowed to expire on April 30, 2024. Despite

internal notes from the Additional Managing Director (Technology) suggesting

that an extension was unnecessary due to Authority-led delays in civil works.

the failure to maintain a valid security until the final handover constitrites a

direct non-compliance with the contractual agreement, leaving the advanced

funds financially unsecured.

(b) In relation to the aforementioned contract, and pursuant to Cabinet Decision

No. MPS/2022l0'l/21 dated 09 August, 2022' the total proiect was awarded to

the selected bidder at a cost of US$ 34.916'310. Subsequer.ttly' as per thc

Cabinet Decision No. AMAP/22 /11641628/0071TBR datcd 22 August,2022' a

maintenance agreement valued at US$ 16,184,500 was signed under clauses

2.5.1 and 2.5.2. However, while the Cabinet had only granted approval for the

signing of the maintenance agreement, the Board of Directors (Decision No.

PNHDl25) independently approved the primary project agreement worth US$

18,731,810 on 22 September, 2022. Consequently, the main pro.iect agreement

was executed solely based on Board approval, bypassing the required Cabinet

authorization for the remaining contract value.

(c) Regarding the aforementioned procurement, authorized officers from the

lnformation Technology Division accepted 4,721 units of equipment valued at

USD 6,161,025 via a Goods Acceptance Certificate daled 24.lanuary , 2025.

Although the maintenance agreement signed on 02 November , 2022. provides

for a five-year warranty, the contractor notified the Authority on 20 December

,2024,lhar the warranty period for all units would be activated based on their

respective delivery dates. The contractor has further asserted through various

correspondences that equipment installation has been delayed due to factors

beyond their control. Consequently, while the warranty for this high-value
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equipment is currently running, the assets remain in a state of disuse. This
creates a significant risk that the Authority will exhaust a substantial portion of
the warranty period and the equipment's useful life without deriving any
operational benefit, potentially leading to additional costs for repairs or
maintenance once the systems are finally contmissioned.

(d) As stipulated in the agreement executed between the Authority and the selected
bidder on 02 November, 2022, the contracl was to be completed within 16

months, establishing a completion deadline of 02 April, 2024. However,
despite nearly two years having elapsed since the signing olthe agreement, the
project remains incomplete, representing a significant delay beyond the
contractually mandated timeline.

-1. Other N,l:r t te r.s

(a) Audit reveal that the Authority has failed to optimize the utilization of three
significant lands. collectively spanning 25 acres and 11.02 perches, with a
recognized valuation of Rs. 593.02 million as of 3l December 2025. Despite the
entity's stated strategic intent to lease these assets or deploy them for alternative
productive purposes, these high-value holdings remains idle and underutilized.
This inaction results in a failure to generate anticipated economic returns,
reflecting a lack of proactive estate management and an ineffective execution of
asset utilization strategy.

(b) Under the 2022 Tariff, a 2% monthly surcharge is applicable to overdue invoices
paid in local currency by shipping agents whose contracts do not contain specific
surcharge provisions. Ilowever. it is revealed that this surcharge is applied as a
flat 2Yo fee, regardless of the duration of the delinquency even for balances
outstanding for more than 365 days. The current application ofthe surcharge fails
to account lbr the time value of money or the increasing risk associated with
long-term arrears. By maintaining a static rate instead of a cumulative or
escalating nlonthly charge, the Authority may inadvertently incentivize agents to
further delay payments, as the cost of the penalty does not increase over time
relative to the age of the debt.

(c) As ol3l December, 2025, disputed debts totaled Rs. 53.g3 million, in addition to
re-disputed items amounting to Rs. 445,296. Within the disputed category,
Rs. 2.43 million renrained unresolved for over six months, indicating a delay in
the grievance redressal and verification process. Furthermore, a ba.lance of
Rs. 912.53 million was observed in the Advances account. These represent
advance payments made by agents for port services, according to standard
procedure, rvhich should be settled and refunded promptly after deducting actual
service costs. Flowever. Rs. 248.82 million of this balance has remained
unrefunded ibr periods ranging frorn six months to over five years.

17 l2O



(d) Audit revealed that an advance payment of I{s. 60.74 nillion' made by the

Authority to the Sri Lanka Customs Department during the years 2008 and 2009,

remained unsettled as of31 December. 2025. This advance was originally paid

for the procurement of LXE Equipment for the Radio Data Network. Despitc the

lapse of approximately l7 ycars, thc Autlrority has lailed to finalize the

procurement documentation or reconcile the balance, resulting in thc amount

being carried forward as an'unsettled advance' for a signilicant period.

(e) Examinations of capital Expenditure Advances to contractors rcvealed a total

outstanding balance of Rs. 254.40 million which includes significant long-

standing advances that havc not been reconcilcd. Specifically, an advancc ol'

Rs. 8.89 million paid to the Department of Archaeology has remained unsettled

for nearly three years, while payments totalling Rs. I 15.63 million nadc to

Haskoning DHV Consulting (P\4) Ltd during 2020 and 2021 have remained

outstanding for approximately five years. The failurc to settle these mobilization

and consultancy advances in a timety manner indicates a lack of rigorous

monitoring over project milestones and a brcakdown in the process ofrcconciling

contractor progress against initial payments.

(f) Although South Asian Commercial and Logistics Hub Limited (SACLH) had

paid a lease advance of USD 12 million and a lump sum premium of USD 14

million to the Authority in terms of clauses 1.3 ard 26.4 of the lease agreement

entered between the Authority and the SACLH on 2l April 2023, the balance of

Rs. 1,349.89 million, which was the value of Value Added Tax (VAT) and

penalty charges related to it, had not been settled even by the date of audit. As a

result, this value had remained as a receivable balance'

(g) The land adjacent to the western boundary of the Multi-purpose communication

Tower (Lotus Tower), transferred to the Telecomrnunications Regulatory

commission of Sri Lanka (TRCSL) in 2013, lacks a lormal lease agreemenl.

Ieading to a long-standing recovery failure and a material misstatcment ofassets.

As ofthe audit date, the Authority continues to recognize an outstanding balance

of Rs. 37.86 million of which Rs. 18.85 million has been overdue lor more than

five years despite the TRCSL',s formal refusal to settle these invoices based on a

claim of ownership under a Free Grant via letter TRC/SP/o1103/07118 vol iii
dated August 11,2022. The continued inclusion ofthese disputed receivables in

the financial statements, without a solid tegal basis or a formal contractual

framework, has resulted in an overstatement of the Authority's assets and

highlights a critical failure in inter-agency asset transfer protocols and effective

debt resolution management.

(h) It is revealed that the Unclaimed Gratuity Account carried an unsettled balance of
Rs. 2.08 million as of 31 December 2025. It was flrrther noted that this balance

comprises accumulated amounts that have been carried forward since 1983.
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(i)

o

(k)

Despite the lapse ofover four decades, no eft'ective lneasures have been taken to

verify the eligibility of the claimants, settle the outstanding dues, or write back

the long-outstanding amounts.

The Government ofSri Lanka had entered into an agreement with the Exim Bank

of india to secure a of USD 45.27 million loan for the renovation of the

Kankesanthurai Port with the aim of achieving the North-Eastern Gateway Zone

concept. Although the approval of Cabinet of Ministers had been obtained to

increase the Ioan amount to USD 6l '5 million with an additional USD 16'23

million prcdicting that the loan amount will not be sufficient' the approval of the

Iender could not be able to be secured' Therefore, construction works on the pofl

had not yet been commenced. Further' only USD 0'905 miltion (USD

905,194.38) of the loan had been disbursed and an amount of USD 49'276'52

(Rs. 14.4 million) paid as commitment charges for undrawn loans and an amount

ofUSD6l.ll1.86(Rs.l8.31million)paidasloaninterestupto3lDecember
2025 had also been un productive expenses.

Although the armoury storing weapons and ammunitions is a high-risk security

zone. a closed-circuit Television system. (ccTV) had not been installed for

surveillance. It is essential to install a CCI'V camera system to monitor activities

taking place in the armoury where weapons and ammunition are stored' The

absence of such system posed a high security risk for unauthorized access for

security ofthe weapons and creates difficulty in identifying unauthorized access.

Magampura Port Management Services (Private) Company (MPMCS), a

strbsidiary of the Authority, which had ceased operations since November 201'1,

had obtained a loan of US$ 24 nillion Ilom a private bank in 2014. The bank had

tiled 02 cases against rhe subsidiary and the Authority in the colombo District

court in 2019 to recover these loans and the case has been tiled against that order

in the Court of Appeal upon receiving the order in the case against the port'

Further, when obtaining a bank guarantee to borrow money from extemal parties,

although insurancc should be obtained to cover the risk ofthe relevant subsidialy

or the relevant party delaulting on thc loan. the Authority had not acted in this

manner. Consequently. the Authority is exposed to the risk of incurring

substantial interest costs, potentiatly approaching the principal loan amount,

rvithout corrcsponding economic benefit. This indicates weaknesses in high-level

management decisiori-making and may adversely impact the Authority's hnancial

stability and institutional reputation. Furthermore. the mismanagement of loans

fbr lirel pur.chasr:s, which resulted in significant financial losses and subsequent

investigations by the comnission to lnvestigate Allegations of Bribery or

Corruptior.r (clABoc). underscores systemic weaknesses in high-level executive

decision-making and a ftndamental breakdown in the governance framework

over subsidiary operations.

19 120



(l) Contrary to the directives established in Board Decisions No. PA/HD/28 and 26.
which mandated that the 2024 salary enhancements inclr.rding a 25% basic salary
hike and a Rs.20,000 monthly allowance be contingcnt upon Treasury approval
and transition to a performance-based renruneration model after one year, the
Authority has continued these payments without the req,isite structural
adjustments. The lailure to develop and implernent a perlbrnrance-linked
indicator system as prescribed has resulted in an unauthorized and
unsubstantiated salary expenditure totalling Rs. 3,933.25 million for the final
quarter ol 2025. This persistent non-compliance with Board mandates and the
absence ol rreasury-sanctioned perrbrmance metrics reflect a significant lapse in
budgetary co'rtrol and human resource governance. Ieading to the continuetl
disbursement of public funds withoul a validated rink to institutional productivity
or performancc oul.comes.

(m) vehicle No. cAR 2154 had been provided on a hired basis lbr the oflice of the
Managing Director of the Authority with effect ilom 0l January 2022 and
aggregating to Rs. 2.08 million had been made during the tenure of the relevant
Managing Director. However, the rental period of the motor vehicle bearing No.
CAR 2154 had expired on 22 November 2024, and no action had been taken to
extend the rental period or to make any other necessary arrangements in this
regard. Nevertheless, the vehicle had continucd to be used until it was returned on
28 May 2025. No payment had been made by the Authority to the supplier in
respect of this period. It was observed that the vehicle had been utilized u,ithout
approval, and there exists a risk that the supplier may initiate a legal action in the
future due to the continued use of the vehicle beyond the agreed rental period
without retuming it to the supplier and without making any payment. The rental
for the above period approximately Rs. 870,100.

Auditor General
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