Auditor General’s Message

| am pleased to present my report for the year 2015 on the performance and discharge of
the duties and functions devolved on the Auditor General in pursuance of the provisions in
Article 154 of the Constitution of the Democratic Socialist Republic of Sri Lanka for the
direction of the independent examination on the effective and efficient maintenance of the
Parliamentary control on the Public Finance devolved on Parliament in pursuance of
provisions in Article 148 of the Constitution. The Annual Report is presented as the
seventh installment of my report presented to the Parliament and arrangements have
already been taken to table the other reports under the following seven installments.

First Installment Ministries and Departments

Second Installment Public Corporations, Authorities and Boards

Third Installment Statutory and Other Funds

Fourth Installment Foreign Funded Projects

Fifth Installment Provincial Councils

Sixth Installment Local Authorities

Eighth Installment Performance Audits and other Special Investigations

This was a very busy year for the Auditor General’s Department as its performance and the
statutory role has widely been discussed in the public arena. Even though the post of the
Auditor General remained vacant from 01 November 2014, His Excellency the President
appointed me permanently as the Auditor General on 27 November 2015. According to the
Nineteenth Amendment to the Constitution it was accepted by the Government that the
Auditor General and his staff should be gave more powers and to secure his independence
not only in the operational aspect but also in the context of financing and administration.
The long awaited Audit Service Commission was established in December 2015 and the
appointments, promotions, transfers disciplinary control and dismissal of staff of the Sri
Lanka State Audit Service should have been done by that Commission. As the National Audit
Bill has not been presented to Parliament for assent, it had not been possible to establish
the Sri Lanka State Audit Service. As such the affairs of the Sri Lanka Audit Service and the
Audit Examiners’ Service continued to be handled further by the Public Service Commission.
The Cabinet of Ministers had recognized the valuable contribution of the service performed
by the members of the Sri Lanka Audit Service and the Audit Examiners’ Service and
approved the establishment of a new service called the Sri Lanka State Audit Service. The
absorption of the officers of the above two services to the new unified service. The other
major change was that Companies incorporated under the Companies Act with 50 per cent






Appointment of the New Auditor General

Mr. H.M. Gamini Wijesinghe assumed duties as the Fortieth Auditor General of Sri Lanka on
27 November 2015 upon being appointed by His Excellency the President on the
recommendation of the Constitutional Council to fill the post of Auditor General vacant
since 01 November 2014.

He holds a Masters in Economics from the University of Kyung Hee in the Republic of Korea
and B.Sc in Public Administration (Special) Degree from the University of Sri
Jayawardenepura. He is a fellow member of the Institution of Chartered Accountants of Sri
Lanka and also the member of the Society of Certified Management Accountants of Sri
Lanka and the Association of Accounting Technicians of Sri Lanka.

He has been serving in the Public Administration Service in the Special Grade. He has 30
years of experience in various capacities as Senior Assessor, Deputy Commissioner,
Commissioner and Senior Commissioner in the Department of Inland Revenue, Sri Lanka.

Mr. H.M. Gamini Wijesinghe has not only excelled the experience in the Public Sector but
also in the Private Sector. He was working at Mathew & Company Chartered Accountants
and was the Director General of the Sri Lanka Accounting and Auditing Standard Monitoring
Board before joining the Auditor General’s Department.
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Our Organization

Our Vision

To be the flag bearer of the public sector towards public accountability and good
governance.

Our Mission

Enhance good governance and public accountability through the conduct of audits to
ensure better financial management and optimum use of public resources to maintain
sustainable development.

Our Objective

1. To carry out an independent examination whether the managements of the
institutions to which the custody of the resources are entrusted have discharged
the public accountability devolved on them and report to Parliament.

2. Assist two oversight Committees of the Parliament namely Committee on Public
Accounts (COPA) and Committee on Public Enterprises (COPE) to examine the
performance of the public entities.

3. Assist the auditee institutions to improve their accountability by making
recommendations through issuing management reports.

Our Values

* Excellence
¢ Innovation

* Leadership

Our History

The beginning of the present Auditor General’s Department of Sri Lanka then known as
Ceylon, can be traced to early British times. From the records available it would appear
that there had been an Accountant and Auditor General by the name of Cecil Smith as
far back as the early 1799 just three years after the British occupation of the Island in
1796. Since then, the existence of the Auditor General’s Department continues to
function as an independent organization under forty Auditors General as the Supreme
Audit Institution of Sri Lanka.
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Our Authority to Audit

The authority for the Auditor General to
audit the accounts of Public Sector
Institutions is primarily derived from
Article 154 of the Constitution.

Under the Nineteenth Amendment to
the Constitution the authority has been
further extended to cover Companies
incorporated under the Companies Act
in which the Government or a Public
Corporation or Local Authority holds
fifty per centum or more of the shares
of that company as quoted below.

“ The Auditor General shall audit all
Departments of Government, the Office
of the Secretary to the President, the
Office of the Secretary to the Prime
Minister,, the Offices of the Cabinet of
Ministers, the Judicial Service
Commission, the Constitutional Council,
the Commissions referred to in the
schedule to Article 41B, the
Parliamentary Commissioner  for
Administration, the Secretary General
of Parliament, Local Authorities, Public
Corporations, business and other
undertakings vested in the Government
under any written law and Companies
registered or deemed to be registered
under the Companies Act, No, 7 of 2007
in which the Government or a public
corporation or local authority holds
fifty per centum or more of the shares
of that company including the accounts
thereof.”

The authority conferred on the Auditor
General in the Constitution had been

AUDITOR GENERAL'S DEPARTMENT

further amplified or expanded by the
following Statutes.

e Part Il of the Finance Act, No. 38 of
1971 which provides for audit of
Public Corporations.

e Provincial Councils Act, No. 42 of
1987 — (Section 23) which provides
for Audit of Provincial Councils.

e Section 219 of the Municipal
Councils Ordinance — (Cap. 252)
which  provides for Audit of
Municipal Councils.

e Section 181 of the Urban Councils
Ordinance - (Cap. 255) which
provides for Audit of Urban Councils.

e Pradeshiya Sabhas Act, No. 15 of
1987 — (Section 172) which provides
for Audit of Pradesiya Sabahs.

e Agrarian Development Act, No. 46 of
2000 - (Section 58) which provides
for Audit of Agrarian Development
Councils.

e Sports Act, No. 47 of 1993 -
(Section 9) which provides for Audit
of Sports Associations.

The Constitution also empowers the

Auditor General to carry out any other

duties as specified in any law passed by

the Parliament as required. In the
performance and discharge of his duties
and functions, the Auditor General has
been given powers under the
Constitution to engage the services of
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gualified auditors to assist him in his
work. He has also the power to obtain
the Examination of any technical,
professional or scientific problems
relevant to the audit. In Article 154(5) of
the Constitution empowers the Auditor
General to have access to all books and
records, to stores and other property of
Public Institutions or Entities as stated
above, conduct audits and furnish with
information and explanations as may be
necessary, for the performance and
discharge of his duties and functions.

Our Clients

The scope of the Auditor General is
defined in the Constitution itself which
is further expanded by the Nineteenth
Amendment to the Constitution by
inclusion of Companies. The following is
our Client base at present.

Ministries 50
Departments 95
District Secretariats 25
Corporations 163
State Companies 134

(Brought under the scope of the
Auditor General under the

Nineteenth Amendment to the
Constitution)

Universities and Postgraduate 75
Institutes, Research and other
Training Institute

State Banks 08
Statutory and other Funds 77
Foreign Funded Projects 128
Other Independent Institutions 19
Provincial Councils 09
Local Authorities 335

AUDITOR GENERAL'S DEPARTMENT

Agrarian Service Centers 559
Sport Associations 46

Our Scope

The Auditor General, at his discretion,
decides on the scope of audit, and in
this regard, he is guided by the
prevailing Standards as introduced in
terms of the provisions in the Sri Lanka
Accounting and Auditing Standards Act,
No. 15 of 1995 and conventions and
best practices relating to audit as
adopted by the Institute of Chartered
Accountants of Sri Lanka(ICASL), the
International Organization of Supreme
Audit Institutions(INTOSAI), the Asian
Organization  of  Supreme  Audit
Institutions (ASOSAI), and the guidance
provided by the Committee on Public
Accounts and the Committee on Public
Enterprises of Parliament.

Further to that as regards Public
Corporations, the Finance Act, No. 38 of
1971 defines the scope of audit to be
considered by the Auditor General in
relation to Public Corporations in more
specific terms and it requires the
Auditor General to render three distinct
statutory reports, viz. a detailed report
to management of the Corporation, a
report for publication together with the
Annual Reports of the Corporations and
another separate report to Parliament.
The scope of the audit as defined in the
Finance Act requires the Auditor General
to examine as far as possible, and as far
as necessary the following
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e Whether the organization, systems,
procedures, books, records and
other documents have been properly
and adequately designed from the
point of view of the presentation of
information to enable a continuous
evaluation of the activities of the
corporation, and whether such
systems, procedures, books, records
and other documents are in effective
operation;

e Whether the conduct of the
corporation has been in accordance
with the laws, rules and regulations
relevant to the corporation and
whether there has been fairness in
the administration of the
corporation;

e Whether there has been economy
and efficiency in the commitment of
funds and utilization of such funds;

e Whether systems of keeping moneys
and the safeguarding of property are
satisfactory;

e Whether the accounts audited have
been so designed as to present a
true and fair view of the affairs of
the corporation in respect of the
period under consideration with due
regard being given to principles of
accountancy, financing and

valuations; and

AUDITOR GENERAL'S DEPARTMENT

e Any such other matters as the
Auditor
necessary.

General may deem

Our Independence

The independence of the Auditor
General is preserved to a great extent by
the Constitution itself. This has further
been expanded to match with the
INTOSAI fundamental principles on
independence of a Supreme Audit
Institution (SAI) by the Nineteenth
Amendment to the Constitution. The
Article 153 states that;

“There shall be an Auditor General who
shall be a qualified auditor and subject
to the approval of the Constitutional
Council, be appointed by the President
and shall hold office during good
behavior”

He can be removed from office by the
President only on the grounds of ill
health or infirmity or upon an address of
Parliament.

Article 153 of the Constitution further
states that the salary of the Auditor
General shall be determined by the
Parliament, and shall be charged on the
Consolidated Fund and shall not be
diminished during his term of office.

The Auditor General does not come
under the supervision of any Minister or
officer of the Government.
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Legal Reforms

The requirement for Legal Reforms

Though the functional independence of
the Auditor General has been hitherto
safeguarded by the Constitution,
financial and administrative
independence of the Auditor General is
constrained by the Executive due to
Constitutional and legislative provisions
on the subject. It is also of the view that
the dependence of the Auditor General
on the Executive for his resources in
terms of both manpower and finance
would harm the truly independent
nature of the audit performed on behalf
of the Parliament as he must be
completely free from all obligations to
any individual or institution and must be
free from arbitrary retaliation. Elaborate
safeguards have to be provided by the
Parliament through legislation to ensure
the Auditor General’s independence,
including functional and financial. At
present the Auditor General depends on
the General Treasury for his budget, and
the resource allocation for his
department is not linked to fiduciary
risks.  Unlike in other advanced
Commonwealth Countries, the budget
of the Auditor General in Sri Lanka is not
subject to scrutiny or approval by a
legislative committee, nor are there any
safeguards against executive control
over his budget.

The administrative independence of the
Auditor General and his staff also needs
to be secured. Control over
administrative matters relating to the
appointment,  promotion, transfer,
disciplinary issues, salaries and other
Congress of INTOSAI (2007 in Mexico)
defined these requirements in more

AUDITOR GENERAL'S DEPARTMENT

administrative matters of staff of the
Auditor General’s Department rested
earlier with the Secretary to the
President and later on with the adoption
of the Seventeenth Amendment to the
Constitution those powers have been
vested in the Public Service Commission.
Even under the present arrangement
the Auditor General faces difficulties
with regard to the filling of vacancies in
his cadre, where he has not been
delegated with the authority by the
Public Service Commission. The Audit
Service is a special service from the
point of view of the independence it
should enjoy, as in the case of the
Judicial Service which comes under the
purview of a specialized body, the
Judicial Service Commission.

Further, as the Constitution does not
include the Auditor General in the
‘Public  Officers’ Exception List, all
administrative  regulations of the
Government, as described in the
Establishments Code, are applicable to
the Auditor General himself and to his
staff. This further constrains the
administrative independence of the
Auditor General. There have been many
instances  where  this lack of
administrative control over his officers
had significantly hampered the audit
work.

In the year 1977, the “Lima Declaration”
of the International Organization of
Supreme Audit Institutions (INTOSAI)
also determined the principle of
independence of the Government
Auditing in  methodological and
professional terms. In the “mexico
Declaration” after 30 years, the XXX

concrete terms and identified following
eight major requirements for the
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independence of the Supreme Audit
Institution which has already been
recognized by the United Nations on 22
December 2011 at their 66th General
Assembly by adopting a resolution
A/RES/66/209, “promoting the
efficiency, accountability, effectiveness
and transparency of public
administration by strengthening
Supreme Audit Institutions (SAls)”.

1. In order to qguarantee the
appropriate and effective legal
position of SAls within the state,
independence of Supreme Audit
Institution (SAls) has to be defined
clearly in the Constitution and the
legislation, including provisions for
its de facto application

2. SAl should have available necessary
and reasonable Human, Material
and Monetary resources and should
manage their own budgets without
interference  or  control  from
Government and its authorities

3. The condition for appointment of SAl
Heads and the members of collegial
institutions should be specified in
legislation. The independence of
Heads of the SAl and members of
collegial institutions can only be
ensured if they are given
appointments with sufficiently long
and fixed terms with removal only by
a process independent from the
executive. This allows them to carry
out their mandates without fear of
retaliation

4. In order to fulfill their Mandate

effectively, SAl  have to be
independent in the choice of audit

AUDITOR GENERAL'S DEPARTMENT

issues, in their audit planning and in
the implemented audit methods, as
well as in the conduct of their audits
and in the Organization and
management of their officers.
Therefore SAls should be free from
direction or interference from the
legislature or the Executive while
fulfilling their audit tasks.

5. Auditors are entitled to be granted
free, timely and unrestricted access
to all documents and information
they might need for the proper
discharge of their responsibilities.

6. SAls should report on the results of
their audit work at least once a year,
however they are free to report more
often, if considered necessary.

7. SAls should be free to decide the
content of their audit reports and to
publish  and disseminate their
reports, once they have been
formally tabled to deliver to the
appropriate authority.

8. SAls should have independent
procedures for follow-up audits to
ensure that audited entities properly
address their observations and
recommendations and that
corrective actions are taken.

The Constitution refers only the Auditor
General and not his staff and therefore
it is required that the authority and
function of the staff of the Auditor
General be amplified through a separate
Audit Act like other countries.
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The Auditor-General can only examine
the affairs of public entities. However
wholly or partly owned Government
companies incorporated under the
Companies Act are not coming under
Auditor General’s purview. There are
such companies with a capital infusion
either by the General Treasury or by a
Public Enterprise which held more than
50 per cent of the share capital. There
were also considerable number of
companies formed by public enterprises.
Further the Auditor General cannot
inquire into private organisations,
including organisations that may have
received funding from a public entity.

Amendments made to Article
153 and 154 of the
Constitution through the
Nineteenth Amendment to the
Constitution

The following amendments were made
to the Constitutional provisions by the
Nineteenth  Amendment to  the
Constitution in order to remedy the
shortcomings in the administrative and
financial independence faced by the
Auditor General. Further reforms are
included in the Draft Audit Bill for
further streamlining State Audit.

e Auditor General shall be a qualified
auditor and subject to the approval
of the Constitutional Council,
appointed by the President and shall
hold office during good behavior.

e To form an Audit Service
Commission which will be chaired by
of Finance to incorporate in the
National Budget to make sure that

AUDITOR GENERAL'S DEPARTMENT

the Auditor General. The other
members are two retired officers of
the Auditor General’s Department
who have held office as a Deputy
Auditor General or above and a
retired Judge of the Supreme Court,
Court of Appeal or the High Court of
Sri Lanka and a retired Class | Officer
of the Sri Lanka Administrative
Service. The members of the
Commission will be appointed by the
President to a fixed term of 3 years
on the recommendation of the
Constitutional Council.

The power of appointment,
promotion, transfer, disciplinary
control and dismissal of the members
belonging to the Sri Lanka State
Audit Service is vested with the
Commission with a view to secure
the administrative independence of
the Auditor General.

Audit of all the public institutions
including public resources provided
wholly or partly and whether directly
or indirectly by the Government is
brought under the Auditor General’s
purview.

The Auditor General is excluded from
the definition of “Public Officer” to
secure his independence.

The annual budget estimates of the
National Audit Office to be prepared
by the Commission, reviewed by the
Parliament and submitted to the
Minister in charge of the subject

adequate funds are provided to carry
out the Auditor General’s functions
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without any interference from the
Executive.

Proposed National Audit Bill

It is proposed to introduce an Audit Bill
elaborating the authority and to provide
for the strengthening of Parliamentary
control over public finance, to ensure
accountability in the use of public
resources, to enhance the powers,
functions and
Auditor

economy, efficiency and effectiveness in

independence of the
General and to promote
the use of public resources. The
National Audit Bill has already been
drafted
consultations with the Attorney General
This has
already been approved by the Cabinet of

after having number of

and the Legal Draftsman.

Ministers and will be published in the
Gazette for public comments.

The major features appearing in the
above mentioned draft Audit Bill are as
follows.

e The scope of an audit carried out by
the Auditor General is proposed to be
expanded by inclusion of examining
the accounts, finances, financial
position and financial control of
public finance and properties of
audited entities and their
accountability relating to the same
to enable him to carry out Value For

Money (Performance) audits,
technical  audits, environmental
audits and any other special audits of
audited  entities, programmes,

projects and any other activities.

AUDITOR GENERAL'S DEPARTMENT

The Auditor General will be given the
discretion to inquire into any matter
relating to an audited entity brought
to his notice by any member of the
public, and report thereon to
Parliament.

The Sri Lanka Auditing Standards
determined by the  Auditing
Standards Committee established
under the Sri Lanka Accounting and
Auditing Standards Act, No.15 of
1995 will be made applicable to all
audits undertaken by the National
Audit Office.

It is provided in the Bill that failure to
assist the Auditor General or his
authorized officer be an offence.

Powers of the Auditor General have
been expanded to allow access to
written or electronic records, books,
documents or information
irrespective of secrecy.

The Auditor General will be given the
authority to charge a fee for
auditing the accounts of any person
or body for the purpose of recovery
of the cost of Audit.

Authority will be given to the Auditor
General to disallow the value of the
deficiency or loss in every transaction
of an audited entity, where the
Auditor General is of the opinion that
such transaction has been made
contrary to any written law, and has
caused any deficiency or loss due to
the fraud, negligence, wastage of
public resources or misconduct of
those involved in that transaction or
that any transaction
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which ought to have been included
has been omitted in the accounts of
such audited entity and given power
to impose on these transactions , a
sum not exceeding the value of such
deficiency or loss, (surcharge),
against any defrauder, either jointly
or severally.

e Any person, who is aggrieved by a
decision made to impose a
surcharge, has the right to make an
appeal against the surcharge to the
Audit Service Commission and the
final decision will be made by the
Commission.

e Time frames will be fixed to submit
audit reports to the Parliament.

e A National Audit Office will be
established as the Supreme Audit
Institution of the Country, and all the
audit staff in the Auditor General’s
Department will be absorbed to the
National Audit Office.

e The Commission will appoint an
independent qualified auditor to
audit the National Audit Office and
the report will be tabled in
Parliament.

e Responsibilities  of the  Chief
Accounting Officers will be fixed by
this Act.

e The existence of internal audits and
their functions are defined in this Act.

e Submission of annual financial
statements of the Republic s
emphasized.

AUDITOR GENERAL'S DEPARTMENT

e Existence and effective functioning of
the Audit and  Management
Committees are emphasized.

e Protection of persons  giving
information to the Auditor General is
emphasized.

e Immunity from legal action is given
to the Auditor General or any
member of his staff for any act which
is in good faith is done or is
purported to be done by him in the
performance of his duties or in the
discharge of full lawful functions
under the Constitution.

Our Organization Structure

The Auditor General is the Head of the
Department and for all administrative
purposes he is on par with a Secretary to
a Ministry, and for the purposes of
Financial Regulation 124(2) he function
as a Chief Accounting Officer. The
present organizational structure of the
Department comprises four levels in its
hierarchy with specified numbers of
officials in each level, in conformity with
the cadre as approved by the
Department of Management Services of
the General Treasury.

The first layer comprises of three
Additional  Auditors General who
supervise the audit functions of the
Central Government and the Provincial
Councils.
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The second level comprises fifty two
main Divisions, each headed by a
Deputy Auditor General or an Assistant
Auditor General. These Divisional
Heads are assigned with  full
responsibility to manage and supervise
the functioning of a specified number of
“Branches” assigned to them with a
specified number of auditee institutions
in a specified sector under the charge of
a “Branch Head” who is a
Superintendent of Audit or a senior
officer of the Audit Examiners’ Service
and represent third level. They are
charged with the responsibility for
execution of the audits of Public
Institutions assigned to them by
deploying the supportive field officers of
the Audit Examiners’ Service assigned to
them, efficiently and effectively.

Accordingly the fourth level comprises

those field officers who assists Branch
Heads by conducting audit of the affairs

AUDITOR GENERAL'S DEPARTMENT

of Public Institutions assigned to them
through carrying out examinations,
making field visits, etc., in conformity
with Sri Lanka Auditing Standards,
statutory  and other regulatory
requirements and best practices as
programmed. The above mentioned
second level comprises thirty two main
Divisions and twelve of them are
functioning at Regional levels, namely in
the Western, Southern, Uva,
Sabaragamuwa, Northern, Eastern,
North Central, North Western and
Central Regional Offices.

Out of 52 Divisional Heads referred to
above, 12 Divisional Heads are in change
of Regional Sub-office at Provincial level.
The administrative function of the
Department are under the Director
(Administration) and the Financial
functions are under the Chief
Accountant.
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Auditor General

Central Governm

Additional
uditor General
CGSE

Deputy Auditor
General

EDU
Deputy Auditor
General
DEF

Deputy Auditor
General

PLA

Deputy Auditor
General

AGL

Deputy Auditor
General

LEW

Deputy Auditor
General

POS

Deputy Auditor
General

AVA

Assistance Auditor General

Assistance Auditor General
cMu

Assistance Auditor General
POE -1

Assistance Auditor General
POE-2

Assistance Auditor General
DMG

Assistance Auditor General
SNP

Assistance Auditor General
PUR-1

Assistance Auditor General
AGS/IMU/TRD/TAX/TEC

Assistance Auditor General
e

Assistance Auditor General
vIT

Assistance Auditor General
RQC

Assistance Auditor General
TRE

Additional
uditor General

Deputy Auditor
General

HED
Deputy Auditor
General
LOR

Deputy Auditor
General

TIP

Deputy Auditor
General

PER

Deputy Auditor
General

RCT

Deputy Auditor
General

FFP

Deputy Auditor
General

CTP

Assistance Auditor General
FLS

Assistance Auditor General
JPA

Assistance Auditor General
ENP

Assistance Auditor General
SIN

Assistance Auditor General
Wss

Assistance Auditor General
HSM

Assistance Auditor General

Assistance Auditor General
TEC

Assistance Auditor General
BAF-1

Assistance Auditor General
BAF-2

Assistance Auditor General
MED

Assistance Auditor General
PUR-2
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Provincial
Council

Additional
Auditor General
PZIA

Deputy Auditor
General

SUR

Assistance Auditor General
NNP-1

Assistance Auditor General
SNP

Assistance Auditor General
WNP-2

Assistance Auditor General

Assistance Auditor General
ENP

Assistance Auditor General
NNP-2

Assistance Auditor General
WNP-1

Assistance Auditor General
NCP

Assistance Auditor General
CLP-1

Assistance Auditor General
CLP-2

Assistance Auditor General
SGP

Assistance Auditor
General UVP

Director (Administration)

Cheef Accountant
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According to the cadre approved on 14
November 2011 by the Department of
Management of Services after an
evaluation of the responsibilities and
role  of the Auditor General’s
Department, the total number of
officers in the Sri Lanka Audit Service
stood at 350 and the officers in the
Audit Examiners’ Service stood at 1200.
Sri Lanka Audit Commission established
in terms of the Nineteenth Amending to
the Constitution of the Democratic
Socialist Republic of Sri Lanka could not
come into operation as the Draft

National Audit Bill has not been passed
by Parliament. As such it was not
possible to obtain approval for this Draft
Service Minute prepared for the
Department staff and the filling of
vacancies created as done by the Public
Service Commission according to the old
Minute.

The vacancies in the respective posts in
the Department that existed as at the
beginning of the year 2015, as at the
end of year 2015 and as at 30 June 2016
under such circumstances are given the
Table 01 below.

As at 01 January 2015 As at 31 December 2015 As at 30 June 2016
Approved  Actual Vacant Approved Actual Vacant Approved Actual Vacant
Cadre Cadre Cadre

Audit Staff
Additional 03 03 - 03 02 01 03 02 01
Auditors General
Deputy Auditors 15 09 06 15 09 06 15 09 06
General
Assistant 44 21 23 44 32 12 44 31 13
Auditors General
Superintendents 288 116 172 288 160 128 288 219 69
of Audit
Audit Examiners 1,200 791 409 1,200 1,022 178 1,200 941 259
Non-Audit Staff
Director 01 01 - 01 01 - 01 01 -
Administration
Chief Accountant 01 01 - 01 01 - 01 01 -
Other Staff 04 02 02 04 02 02 04 02 02
Officers
Public 184 147 37 183 151 32 183 160 23
Management
Assistants’
Service and allied
Grades
Junior 183 139 44 183 143 40 183 157 26
Employees
Total 1,923 1,230 693 1,922 1,523 399 1,922 1,523 399

Table 01 Cadre position as at o1 January 2015, 31 December 2015 and 30 June 2016

As mentioned above, the existence of a
large number of vacancies in the cadre
of every post of the Department was an

AUDITOR GENERAL'S DEPARTMENT

impediment to discharge the statutory
function of the Department. As such, the
following courses of action have been
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taken at the Departmental level for
filling the existing vacancies.

e Approval has been sought for filling
of one vacancy existing a post of
Additional Auditor General.

e Approval has been sought for filling
of 03 vacancies existing in the posts
of Deputy Auditor General in Class |
Grade | of the Sri Lanka Audit
Service.

e Approval has been sought for direct
recruitment to the post of Deputy
Auditor General in Class | Grade | of
the Sri Lanka Audit Service.

e Approval has been sought for filling
of 04 vacancies existing in the post of
Assistant Auditor General in Class |
Grade Il of Sri Lanka Audit Service.

e The Gasette Notifications for
recruitment to the Audit Examiners’
Grade was issued on 06 may 2016.

e Approval has been sought for
recruitment in one stage for the
posts of Circuit Bungalow Keepers
approved after filling of the
vacancies in the 09 posts approved.

e The Scheme of Recruitment for the
posts of Plumber/Electrician has
been prepared and sent to the
Director General of Establishments.

Approval of the Service Minute

The audit staff of the Auditor General’s
Department consists of officers of the
Sri Lanka Audit Service and Audit
Examiner’s Service. Under the
circumstances at that time, even though

Parliament even by 20 September 2016
to enable this Audit Service Commission
coming into operation. The approval of

AUDITOR GENERAL'S DEPARTMENT

separate Service Minutes  were
formulated in respect of these two
Services in terms of Public
Administration Circular No.6/2006, a
Committee was appointed by the
Secretary to the President to look into
the various proposals and requests
made by the staff in this connection.
That Committee was chaired by the
Auditor General and it consisted of two
former Auditors General and an
Additional Secretary to the President.
Considering the recommendations made
by the Committee, approval had been
granted on 23 December 2014 for the
Cabinet Memorandum submitted to the
Cabinet of Ministers with a view to
establishing a new service named “Sri
Lanka State Audit Service” by combining
the Sri Lanka Audit Service and Audit
Examiners’ Service and the Cabinet
Memorandum on the establishment of a
new service under the name “Sri Lanka
State Audit Service” has been approved
on 23 December 2014”.

The establishment of “Sri Lanka State
Audit Service” proposed to be set up by
combining the Sri Lanka Audit Service
and Audit Examiners’ Service in
accordance with the aforesaid Cabinet
Decision had been accepted by the
Government as a policy. Accordingly. A
Service Minute for the new Service was
formulated Even though the Audit
Service Commission has been
appointed, the approval for the
formulated Service Minute could not be
obtained as the National Audit Bill has
not been approved by

the new Service Minute will pave the
way for the maintenance of a staff of
more extensive professional level for the
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efficient performance of duties and
functions assigned to the Auditor
General. Moreover, the Audit Service
Commission is the Appointing and
Disciplinary Authority of the new service
and as such the capability of discharging
those functions without delay will be
immensely helpful for the upliftment of
the performance of the Department.

Staff Training

A Staff of not less than 1,523 consisting
of audit and non-audit officers are
deployed for the discharge of the
functions in the Auditor General
Department to examine whether the
operational functions of the State
Institutions have been discharged with
due regard for economy, efficiency and
effectiveness to ensure accountability
and report to Parliament with the
objective providing a quality and reliable
service to the Sri Lankan Nation.
Nevertheless a labour force endowed
with skills in modern technology and
knowledge is an essential requirement
of the Department. With emphasis on
that requirement every officer is
provided a training of not less than 80
hours annually. Such training is provided
on residential and non-residential bases
and the Department has its own
Training Centre with air- conditioned
Lecture Halls, Discussion Rooms,
Computer Laboratory, Library, etc.
Lectures are conducted in Lecture Halls
installed with Multimedia a projectors
and Audio System and the trainees are

AUDITOR GENERAL'S DEPARTMENT

provided with high quality literature on
training. The Training Centre has a fully
equipped Cafeteria for the Lecturers and
Trainees.

The Officers are trained through
lectures, discussions, field tours and
workshops for the achievement of the
following objectives.

e Development of knowledge and
technical skills of officers.

e Upgrading the efficiency and
performance of officers.

e Improvement of management
capacity of officers.

e Providing the knowledge, tools and
technical skills required for
performance of duties.

e Providing the knowledge on financial
and service laws.

e Conduct of programmes has for
creating an attitude-wise change in
officers.

Invitation are extended to the officers of
the Department, Universities and other
Institutions who are well versed in
lecture delivery, to be the Resource
Person as and when necessary for the
conduct of Training Programmes.

The Training Division of the Department
had conducted 14 programmes covering
6 subjects during the year 2015 for 36
Superintendents of Audit and 431 Audit
Examiners for the advancement of the
above objectives. Detail appear in Table
02 below.
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Superintendent  Audit .

of Audit

Examiner

1.Financial Audit Methodology 04 29 33 05
2.Preliminary Training Programmes for - 246 246 70
newly recruited Audit Examiners

3.Procurement Process and Civil 14 28 42 08
Construction

4.Basic Computer Training 10 50 60 04
5.Training related to Provincial Councils 08 38 46 05
6.Training on Special Investigations - 40 40 03
Total 36 431 467 95

Table 02- Training provided to Officers of the Auditor General’s Department in the year 2015.

Engagement of Qualified
Auditors to Assist the
Auditor General

The deployment of qualified auditors
was required to fill the resource gap
created in view of the prevailing
vacancies and in the meantime it is done
due to the need of specialized services,
especially in the case of State Bank
Audits. Auditor General is vested with
the authority to deploy qualified
auditors by Article 154(4) of the
Constitution.

The Audit fees payable for the services
of the Audit Firms are determined as
approved by the Audit Fees Fixing
Committee of the Department
comprising representatives of the
Auditee Institutions, line Ministry,
Ministry of Finance, Auditor Generals
Department and the Audit Firm. Total
sums paid by the respective Auditee
Institutions for the audit services
rendered to the Department for the
year 2014 amounted to Rs.32.47 Million
and for the year 2015 amounted to Rs.
37.94 Million. Fee payable in deploying

AUDITOR GENERAL'S DEPARTMENT

the qualified auditors, selection criteria
adopted had been the quality of the
services rendered by them in the past,
the number of partners engaged in the
firm concerned, and the number of
audit trainees working with them,
International affiliation of the firm
serving as a factor to consider the
standard and quality of professional
services rendered by them.

Generally a particular audit assignment
is entrusted to a particular firm to
continue only for a maximum period of
five consecutive years.

One hundred and thirty five and 89
Audit Firms engaged in Public Practice
assisted me in the years 2014 and 2015
respectively in the audit of 174
Institutions in the year 2014 and 139
Institutions in the year 2015 which
consisted of 3 major State Banks and
Companies with State Shareholding of
50 per cent or more brought under the
scope of the Auditor General through
the Nineteenth Amendment to the
Constitution.
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Assistance given to COPA
and COPE

The Committee on Public Accounts
(COPA) and Committee on Public
Enterprises (COPE) are established by
the Parliament under Standing Orders
125 and 126 respectively. The main task
of the COPA is to probe the managerial
efficiency and financial discipline of the
Government, its Ministries,
Departments, Provincial Councils and
Local Authorities and the task of the
COPE is to report to Parliament on
accounts examined, budgets and

estimates, financial procedures,
performance and management of
Corporations and other Government
Business Undertakings.

These two Committees review reports
issued by the Auditor-General and
determine issues for further
examination. During this process the
Auditor General gives guidance on issues
for discussion. The Committees take
evidence from Accounting Officers and
other senior Government official
entrusted with stewardship of public
funds and make recommendations for
the management and use of those
funds. The two Committees issue their
own reports to Parliament. One of the
responsibilities of the Auditor General is
to assist Parliamentary Committees on
Public Accounts and Public Enterprises
to examine the manner in which the

public sector institutions are managed

AUDITOR GENERAL'S DEPARTMENT

with a view to improving the quality of
governance and to assess the situation
and ensure the public accountability.

The two Committees regularly hold
hearings based on the Auditor General’s
reports tabled in Parliament and taking
evidence from the senior officials
responsible for managing resources of
their Institutions. Although this was a
great challenge to the Department, |
myself and my officers actively
participated in all these secessions and
assisted the Committee to examine the
affairs of these institutions to a great
extent.

Other than attending the above two
Parliamentary oversight Committees,
Assistant Auditor General who are in
charge of the audit of nine Provincial
Councils also assisted the Provincial
Accounts Committees to examine the
affairs of the institutions of the
Provincial Councils.

Surcharges imposed by the
Auditor General

The Auditor General audits of the affairs
of 335 Local Authorities in Sri Lanka
comprising 23 Municipal Councils, 41
Urban Councils and 271 Pradeshiya
Sabhas, in pursuance of provisions in
Article 154(1) of the Constitution of the
Democratic Socialist Republic of Sri
Lanka and the respective Statutes.
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The Auditor General is vested with the
power to surcharge items contrary to
law, losses due to negligence and
misconduct and items which should
have been brought to account but not
brought to account by the provisions in
the respective Statutes. Though the
recovery process of surcharges imposed
had functioned smoothly in the past, the
authorities concerned do not take the
necessary follow — up action for the
recovery of surcharges at present.

Sixteen Recharge Certificates amounting
to Rs.13.78 Miillion had been issued
from 01 January 2015 to 31 December
2015 on 70 parties related to the Local
Authorities functioning under the
Councils. Out of that, a sum of
Rs.157,017 only had been recovered
even by 30 May 2016. A sum of Rs.13.63
Million remained recoverable in respect
of the Surcharge Certificated issued
during the under review.

Performance Audits
Perform by the Auditor
General

Apart from the Financial Audit,
Economy, Efficiency, Effectiveness and
Environmental impact of specific areas
of the government entities are evaluated
by the performance audits and report to
the Parliament with the
recommendations there on.

Performance Audit unit is functioned as
a separate unit of the department since
year 2011. It considers the suggestions

AUDITOR GENERAL'S DEPARTMENT

on special areas make by the relevant
audit branches and areas decided by the
Performance Audit unit itself. As well as
the Financial Audit reports, Performance
and environmental Audit reports are also
tabled in the parliament. Furthermore
training programs on Performance
Audits are conducted simultaneous by
the Performance Audit division while
upgrading the knowledge of the officers
in the department.

Implementation of performance base
budgetary system and identify key
performance indicators (KPIs) for each
Audit entities are very important
requirement in this regard. But such a
budgetary system is not available up to
now and the Audit entities too have not
been identified their key performance
indicators. Due to this reasons, the key
performance indicators are identified and
performed by the performance Audits at
present. The observations made by the
Performance Audit unit are briefed as
follows.

Using of Inventions for
National Economy

Special attention should be drawn on
innovations for the rapid growth of
economic development in Sri Lanka.
Most of the countries have become as
developed countries throughout their
inventions. Manufacturing of medical
equipment, agricultural and industrial
equipment are made by those countries
are very essential for our country. Those
are imported by spending huge amount

of foreign currency.
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But majority of those items are
manufactured by those countries
targeting a profit whereas the quality of
those products may not in an expected
level of health and environmental
aspects. So if a country could able to
manufacturing of quality goods by their
own would more beneficial for the future
development of the country and they
should be encouraged for more
inventions. Under the Act no 53 of 1979
Sri Lanka Invention Commission have
been established whereas Intellectual
Property act no. 36 of 2003 were
established for secure the inventors of
the country. In respect of the affairs of
government entities which make a big
responsible role in these affairs,
following observations are made in this
regard.

Non Utilization of Funds

Among the 11 numbers of institutions
under the Ministry of Technical and
Research, Sri Lanka invention
commission is one of the entity perform
a big role and provision allocated for this
entity only 3 percentage, 1 percentage
and 3 percentages of fund for the years
of 2012, 2013 and 2014 respectively to
perform their role. But the commission
has used this money for encourage
inventors in the above years amounting
only Rs.25.96 million, Rs.13.48 million
and Rs.27.57 million respectively. Out of
the provision made under the ministry 29
percentage, 61 percentage and 31
percentages were not used in the above
years.

AUDITOR GENERAL'S DEPARTMENT

Commercialization of Inventions

In the year 2013 and 2014 amounting to
Rs.2.94 million, have been granted only
for 8 inventors as financial aids. Due to
the matters of insufficiency of financial
aids, non-availability of relevant
approvals and non-availability of
technical assistance for their invention,
they have not been commercialized. Few
numbers of instances are as follows.

e An inventor who invented an
equipment for the recovery of the
pain on the Back Born was paid only
Rs.1.27 million as a financial aid.
Furthermore, the Assistant
Commissioner (Technical) in the
department of Ayurvedic has been
recommended that equipment was a
successful one. But this invention
was unable to commercialize until
year 2015, due to the approval has
not been granted by the Department
of Ayurvedic.

e According to the Act, preference to
be given on providing other technical
facilities including laboratory for
inventions which can be identified as
major responsibility of Sri Lanka
invention commission. Furthermore,
providing technical assistance for
improvements of inventions will help
to get Patent Certificate which are
most essential in this process and safe
guard of ownership on their
inventions. Accordingly, though the 6
numbers of inventors have been
made request for have technical
assistance for their inventions, it was
observed that the Commission had
not been actively participating in this
matter. As well as 07 inventors out of
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08 numbers had needed technical
assistance to improve their inventions as
they were unable to commercialized their
inventions due to non-availability of
such government entities.

Legal Assistance

It was observed that inventors have not
been facilitated to get legal assistance to
secure their innovations due to non-
availability of separate legal division in
Sri Lanka Invention Commission. As a
result, Inventors have not been provided
any legal assistance from legal officers
with the help of the commission.

Improve the inventions in school

level

The circular no. 2006/23 dated 6™ June
2006 issued by the Ministry of Education
with the purpose of establishment of
invention societies in the school level
with the view of make a initial basement
to innovate students. But initial actions
have not been taken to start such
societies in the schools so as students are
not encouraged to involve with
inventions.

Judgments in the Invention

Competitions

Identify the importance of inventions is a
basic requirement and it is expected to be
a fair judgment on every inventions and
also it help to develop their confidence.
Furthermore fair judgment will help to
provincial council schools and 350
numbers of National schools in the year
2014. The total numbers of students were
4,078,037 and teachers were 232,993.
Therefore overall expenditure on the

AUDITOR GENERAL'S DEPARTMENT

encourage for further inventions. But it
would not happen and leads to
discourage them. According to the
information gathered from inventors,
instances  where  diminished their
confidence on injustice in the
competitions organized, were identified.

Involvement of relevant
government entities for
innovations

It was observed that the involvement of
relevant government entities performing
for this purpose is not sufficient for
giving contribution to the national
economy of the country. A suitable
environment for innovations should be
developed in the education system of the
country. But the contribution is still
getting slowly inventions can be used
effectively in the national economy by
way of facilitate to identify basis needs
required for inventions, implementation
of their needs, encourage them and help
to commercialized them.

Evaluate for Performance of

Teachers in Government Schools

The huge task for conversion of Sri
Lanka as in focal point of the knowledge
of Asia is accomplished in the provincial
level together with the leadership of
Ministry of Education. There were 10121
numbers of overall schools comprising
9771 numbers of

education of the country in the period
from year 2005 to 2014 have been
increased within the range of amounting

to Rs.53,148 million and Rs.117,000
million. Only the total recurrent
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expenditure approximately more than 50
percent of money has spent for the
primary and secondary education in the
country. Accordingly, a big provision of
money has been spent for salaries of
teachers and development programs of
teachers out of that money. The teachers
are the most important resource that is
needed to achieve the objectives of
education. Hence the quality and the
efficiency of teachers are essential.
Following observations are made for the
affairs of recruiting, attaching, training
transferring, assigning and supervising of
government  teachers in  Western
Province are as follows.

Attachment of government

teachers

Following observation are made for
attachment of teachers in Western
Province.

e There were 561 number of excess
teachers and 3886 number of
shortage in the 11 no of education
zone in Western Province by
31March 2016. Accordingly, action
have not been taken to balance those
excess and shortage within the
provide.

e It is observed that the teachers are
trained formally through the teachers
colleges. Teachers who have been
trained from those schools have been
attached as a higher percentage.
When attaching those to the
government school, 8,476 numbers of
teachers have been attached for 350
numbers of national schools whereas
for 9,771 numbers of provincial

AUDITOR GENERAL'S DEPARTMENT

schools it was only 19,307 numbers
of teachers during the period from
year 2005 to year 2012. Accordingly
trained teachers from teachers college
have not been attached to the
National and Provincial schools
under of a reasonable basis.

According to circulars number
2007/20 of Ministry of Education
dated 15 December 2007 and the
cabinet decision dated 28 October
2010, teachers who are serving more
than 10 years in the same school
should have to be transferred. A
sample audit was carried out in 6
numbers of schools in the Western
Province and observation were made
that 12 Teachers were serving more
than 20 years in the same school and
the range of years 15 to 20 were 14
numbers of teaches and years range
of 10 to 15 were 6 number of
teachers were serving in the same
schools without any transfers.

Subject Directors and instructors of
teachers are also doing a big role
together with teachers in the schools.
Accordingly, there were 68 numbers
of vacancies of subject directors and
33 number of Instructor of Teacher
were remaining without filling by the
end of the year 2014. Furthermore
586 numbers of Principal Service
were remaining unfilled due to the
vacancies on Principal Service and
Sri Lanka Education Administration
Service for a long period of time.
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Performing Duties

An annual time table is the main plan of
teachers when performing their duties.
The preparation of curriculums, record of
reports, records of classes and summaries
of marks, help to get an assurance of
whether the teachers have performed
their duties according to that time table.
Following observations were made on
the sample audit carried out on these
records.

e The Director of Education of
Western Province has ordered to
maintain the progress reports of
students and teachers as a mandatory
requirement which helps to carry out
the educational activities of schools
in an organized way. Therefore a sum
of Rs.3,440,436 has been spent for
printing of 45,000 of those books in
2014. The teachers in the range of 19
percent to 84 percent in 6 schools in
Western Province had not submitted
those books for the audit when
carrying out the audit in those
schools. Marks of school based
evaluation, records pertaining to
usage of quality inputs and co-
curriculum activities were not stated
in those record books properly which
were forwarded for auditing.

e When carrying out the audit in 10

schools of Western Province on
sample basis the records in relation to
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the engage in teaching activities
within the specified time period and
the supervisions made there on by the
supervising officers had not been
kept in the class record books.

e According to the responses given by
students in schools which were
undergone for examination on sample
basis, the checking of exercise books
by the teachers, were not in a
satisfactory level.

e [t was revealed that in case of 30
teachers who were in the 10 schools
which undergone for examination on
sample basis that not getting of prior
approvals when they are on leave,
not giving assignments for relevant
classes in such situation, getting
leave  contrary
requirements and non-updating of

to the circulars
leave and short leave registers .

e According to the information
obtained from the student in grade 10
and 11, favorable responses had not
been given by them with regard to
the arrival and departure of teachers
on time, teaching of subject matters
in clear way, doing exercises in
relation to relevant subjects,
checking of exercises books and
completing curriculum before the
examination by the teachers.

Supervision of Teachers

The management and standard units of

Ministry of Education had been

established from the date of 15 January
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2004 on a decision of the cabinet. This
Section had made aware all the parties
regarding the supervision of teachers
through their circular no.
ED/03/44/05/CIR/2008 and dated 10
March 2008. Following observations
were made using the data obtained from
the schools in Western Province
regarding the supervision of teachers.

e The overall supervision over the
school level was very effective. The
internal evaluators had not been
appointed for that purpose and some
deficiencies were there in the
evaluating process.

e A proper guidance had not been
given to the teachers through the
supervision done in divisional level.

e  Therefore follow up actions had not
been taken to get an assurance for
whether the corrective actions have
been taken for mistakes shown.
Further some schools were not
undergone for supervision.

e The supervision as made by the
Instructor Teachers and the method
of teaching assistance done had not
been made properly.

AUDITOR GENERAL'S DEPARTMENT

e All the schools had not been covered
when doing the supervision in zonal
level. Supervisions had not been
made over all the teachers and the
follow up action had not been taken
for the teachers who have undergone
for supervision.

e The deficiencies regarding the
supervision of annual progress in
provincial level, the deficiencies
regarding the guidance given an
follow up actions made, the
deficiencies regarding the indicators
used for evaluation were observed.

Achieving Targeted Examination
Results

The attention had been paid to increase
the results of few goals out of the 11
goals stated in the International
Convention for Education for all and
Millennium Development Goals.
Accordingly the examination results of
G.C.E (Ordinary level) should be in the
level of 75 percent for year 2016 as
expected and it was only 72.67 for
Western Province at the end of the year
2015.When comparing with the other
provinces, achievement of this objective
was slow in case of Colombo district and
it was observed that this situation could
be improved by increasing the
performance of teachers.
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The Environmental Impact of
the Steel Corporation of
Athurugiriya

The Steel Corporation of Athurugiriya
has started as a donation of the
Government of China under the Act No.
49 of 1957 of, establishing State
Industrial Corporations. The domestic
requirement of iron and steel had been
produced by this and it had been
privatized in the year 1996. There after
the ownership had been changed in
several instances and at present a local
investor is being carried out it as private
company.

This factory had been started as an
environmental friendly one and an area
about 1 km away from the factory had
been kept as a reservation area. The
production of galvanized tubes has been
started it in addition to the production of
steel wire under the name of Ceylon
Steel Corporation Ltd and as a project
approved by the Board of Investment.
The Environmental protection license for
production of galvanized tubes has been
issued by the Central Environment
Authority for the period from 20
November 2013 to 19 November
2014.The issuance of Environmental
Protection License has been started by
Central Environmental Authority
together with Board of Investment by
2015. However the issuance of this
license has continuously delayed due to
not taking corrective measure to rectify
some errors.

AUDITOR GENERAL'S DEPARTMENT

The housing scheme of millennium city
had started in 1999 as another project
approved by Board of Investment in the
nearby area of steel corporation
including the reservation area. This
housing scheme was in an area of 97.3
acres and comprised with 1,575 middle
level houses graded as ABC. Latterly
some disputes had been arisen between
the management of the factory and the
residents in the Millenntum City
Housing Scheme over the problems
made by this factory on the environment.
Accordingly, the relevant parties had
been made aware of the large smoke and
the noise emitted by the factory.

The following observation are made in
this regard

Occurring of Problems to Housing
Projects when developing the
factory

It was identified in the paragraph ,,2* of
report of working committee of Ministry
of Housing and Urban Development,
held on 28 October 1998 that problems
would occur relating to the housing
project when development activities are
carried out in the factory. However the
Ministry of Housing and Urban
Development had granted the approval
for this housing project with the approval
of Central Environment Authority in
1999, without paying attention to that
situation. Therefore the approval for the
plans for buildings and plans for layout
had been given by the Board of
Investment.
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Impact of Noise

The examination about the noise level of
the factory had been done at in several
instances during day and night times
with the officers of the Central
Environmental Authority and
observations were made in the area
where the noise level was highly
affected. It was confirmed that the noise
level was gradually increasing when
observations are made residing in a
house of 3 storied building.

Implementation of Millennium
City Housing Project Contrary to
the conditions Imposed

Some conditions for constructions had
been imposed by the Board of
Investment for utilizing the reservation
of factory for the housing project of
Millennium city. Accordingly, the
houses nearby the factory should be one
storied. However that condition had been
changed by Municipal Council of
Kaduwela by approving to construction
of 3 storied buildings instead of 1 storied
building in the zone 5 area where the
relevant conditions are applied for.

Smoke Emitted by the Factory

The smoke emitted by the factory have
been observed and, due to the spread of
those smoke 1in the lower level
atmosphere in the surrounding area of
the factory may harm to the lives of the
residents.
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Health Problems of Residents

According to explanation made by the
medical unit of Kaduwela Municipal
Council specific health problems to the
residents in the housing scheme are not
been reported.

Actions taken by the factory to

minimize the environmental

Problems

Few numbers specific measure has been
taken by the factory management to
control of smoke and noise coming out
from the factory and also there were
further measures to be taken.

Considering the above facts it was
caused to make several environmental
problems owing to use this reservation at
the beginning of initials this housing
scheme even under some conditions.
However this would have results to the
problem of the plans by Municipal
Council of Kaduwela ignoring these
condition had to be followed.

Performance Audit on

Construction of Oluvil Port

Sri Lanka holds a major position in
maritime transport from the past as it is
being centred in the Indian Ocean.

The contributions to the economy
through port activities can be increased
through the ability of getting connect
into nourishing naval routes and deep
basin in the harbours of oceans in
subcontinents.
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The provincial development, catering to
the mnaval vessel, development of
fisheries industry and reduction of
harmful effects to the environment were
among the objectives of construction of
Oluvil Port in the Eastern Coastal area of
Sri Lanka. A sum of Euro 86,100 as a
grant and a sum of Euro 46,009,269 as
an interest free loan had been granted to
this project by a Bank in Denmark in
2008. This loan had been granted on the
condition of paying in 20 installments
starting from the date of 31 March
2011.In the month of June 2008, the
construction contract of this project had
been awarded to the company which had
offered the lowest price after calling the
quotation from companies in Denmark
as per the conditions of loan. Agreement
Sum of Euro 23,004,634 of loan was left
to be paid as at 30 September 2015. A
sum of Rs.426.49 million had been paid
by the ports Authority to various
parities from year 2000-2010 in addition
to the above loan.

Feasibility and Environmental

Impact study report

The preliminary studies in relation to the
feasibility and environmental impacts
assessment of this project had been
carried out by a private institution and
the Central Engineering Consultancy
Bureau during the periods from year
1995 to 2001. A Sum of Rs.24.48
million and Rs.1.22 million had been
spent respectively in this regard. In
addition to that, the approvals of the

AUDITOR GENERAL'S DEPARTMENT

Coastal Conservation Department and
the Central Environment Authority had
been granted subject to conditions.

The basic problem which had been arisen
in relation to this project arisen of
present had not been stated in these
preliminary studies. Hence those studies
had not been contributed sufficiently to
implementation of this project.

The Master plan for Project

Management

A master plan had not been prepared
deciding the time frame for performing
the relevant activities. Therefore a
period of more than 18 years had been
spent from planning to construction of
this port.

Arrival of Commercial Ships to

the port

Although this port had been vested on
the people in year 2013, no commercial
ship had come to this port until 31
December 2015.Being blocked of the
mouth area of the port due to filling of
sand and being shallow of the basin of
the port due to collection of sand had
been observed as the reasons for this
situation .Therefore the high sea erosion
being occurred in the land strip to the
Northern direction of the port caused
severe damages to the paddy and coconut
cultivations of the area.
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Port entrance blocked by sand

Destroyed paddy cultivation

Paying Compensation for
Acquired Lands

The payment of compensation or giving
alternate land to the persons whom the
lands had been acquired 1is being
delayed. As a result of that no
contribution had been done by this
project for the development of the area.
Therefore non resolvement of problems
in relation to payment of compensation
caused to  non-achievement  of
development of the region.
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Sea erosion and destroying of coconut cultivation

Handing Over of the Part of
Fisheries Harbour to Ceylon
fisheries Harbour Corporation.

One sector of project had been
constructed as a fisheries harbour and it
was observed that only this part is
functioning out of the whole project.
Accordingly about 100-200 fishery crafts
can be operated at present in this harbor.
A little income had been earned by Ports
Authority by supplying electricity, water
and fuel to these crafts. Construction of
fisheries harbours, maintenance and
operations are not belong to the
establishment objectives of the ports
Authority. Hence, no action had been
taken up 31 December 2015 to vest this
part to Ceylon Fisheries Harbour
Corporation which controls and maintain
the fisheries harbours.
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Buildings
Project

Constructed by the

The administration building, engineering
staff building, quarters of staff and
cooling plant are the main buildings
belong to port project. A sum of Euro
4.33 million had been spent for create the

Idle cooling plant Machineries being faced to destroy

Taking Actions to make the Port

Productive

Sufficient attention had not been paid to
the alternate actions that can be taken to
make the port productive. Although the
lending agency had given their convent
to study the alternate actions that can be
taken to make in port productive, those
activities had not been stared until 31
December 2015.

Performance Audit on welfare

of Disable persons

The functions perform by the Central
Government, Ministries of Provincial
Educations and the Ministry of Social
Services in relation to the Development
of education , health and other welfare
facilities of disabled person in order to
rise up item their own effort through
suitable vocational training courses were
evaluated here. The special observations

AUDITOR GENERAL'S DEPARTMENT

facilities including these buildings.
Accordingly a sum of Euro 2.12 million
had been spent only for the cooling plant
and valuable machinery and equipment
were being idling there. Although the
construction of this project had been
completed more than two years, all the
buildings were in idle condition.

in this connection are summarized
below.

The disabled person should be equally
considered as same as the other members
of the society although there some
discrepancies with them.

Establishment of special

Education Units

The special education units were
established in 111 National Schools and
603 Provincial Schools in year 2014.The
number of students studying in those
units of National Schools and in the units
of Provincial Schools were 1092 and
9410 respectively. It had been decided in
the circular of the Ministry of Education
No.42/2012 and dated 23 November
2012 that there should be one specially
trained teacher for every 5 student in
those units.
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Accordingly, the requirement for
teachers who have obtained special
education training was identified as 2112
as an approximation figure while it was
identified as 1352 as according to the
information provided by Ministry of
Education in 2014. However, the actual
number of teachers who were engage in
this field was only 941. Accordingly, it
was identified that the number of
vacancies existed in this field as 411 and
the number of teachers who have
obtained special education training but
not engage in teaching in special
education units as 355. If these teachers
were engaged in the special education
units, this number of vacancies could be
reduced by 56. In addition to that there
are 25 special schools of operated under
the Ministry of Education and the
number of vacancies had been identified
separately per each of this school.

However, it was observed that no action
had been taken to fill those vacancies by
attaching the teachers who have obtained
training of special education into those
units as necessary.

Facilitate to Special Education
Units

According to the circular No.2007/07
and dated 14 May 2008 of Ministry of
Education, it was identified that
providing facilities to special education
unit as a mandatory requirement.
Therefore, this requirement had been
confirmed by the government extra
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ordinary gazette No.1467/15 and dated
17 October 2006. However it was
observed that access facilities in relation
to 13 schools, building and equipment
facilities for 3 schools and medical and
educational equipments for 22 schools
had not been provided for.

Standard Sign Language

There was not standard sign language for
the children who use sign language in the
special ~ schools of  government.
Accordingly, they had faced problems in
relation to non-existence of standard sign
language. Although the teachers who are
participating for reading the examination
papers of grade five scholarships and
General Certificate in (Ordinary level)
had trained in relation to special
education. Some problems had been
arisen due to lack of subject knowledge
of those teachers with regard to the
relevant subject.

Therefore this had been caused to the
reduction of examination results and
non-completion of relevant curriculum
within the expected time period.
Although, the text books had been
provided for blind students in brail
medium, the inability of presenting the
pictures in brail medium and inability to
answer questions in relation to brail
medium were identified as problems.
Further, lack of subject knowledge of
teachers in the relevant fields who are
participating in regarding examination
papers had been adversely affected to the
children.
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The Functions of Instructor

Teachers

The unsatisfactory level of attendance of
instructor-  teachers and the non
performing of the task of getting
participation of teachers for the training
programmes, when curriculum changes
are made and non-printing of enough
amount of teachers guides and not
distribution of them in a proper manner
and not engaging of enough amount of
attendance staff for children had caused
to give quality education to the children
in schools where we have collected
information from.

Abandonment of Vocational

Training courses

There were some considerable amounts
of students who have abandoned the
vocational training courses while the
courses are going on. Although 429
numbers of students had been enrolled
for vocational training schools in the
year 2014 only 227 number of students
had completed the courses. There were
some vacancies for vocational training
instructors for some interesting subject
areas. The details regarding the students
who had been occupied were not in the
possession of social services department.
The operating of giving most suitable set
of equipment to trained students had
been lost as that equipment had been
given  through Divisional Secretariat
Office.

AUDITOR GENERAL'S DEPARTMENT

Investigation Audit and Audit
of Public Representation

The Investigation audit focuses its
attention to the risks arising from unfair
of illegal acts committed by individuals
or a group of person for deriving undiy
gains or benefits. In such circumstances,
the investigation audit considers ways
and means of strengthening of systems
for the prevention and detection of
frauds.

The recent Nineteenth Amendment to
the Constitution of the Democratic
Socialist Republic of Sri Lanka provides
for the strengthening of the State Audit
to ensure the proper management of
the public finance. In this exercise, in
addition to the examination of the
official documents of the auditee
institutions to achieve the efficient
management of  public  finance,
attention is paid for carrying out
investigations audits based on public
representations. The Department is
taking action to develop this field by
improvement of methodologies, training
of officers to enhance their investigation
skills, physical resources, installing a hot
line, e-mail, etc.

Department regularly received public
representations and those have to be
sifted carefully to select the important
cases which need immediate attention
with the introduction of this new aspect
of audit, the Department had carried
out such audits of
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different Investigative audits of 37
public representations involving
expenditure totalling Rs.59.50 Billion
revealed an estimated loss of Rs.10.56
Billion . A summary of important
observations revealed during such

investigation audits is given below.

Urban Resuscitation Project

The Project had conducted a survey of
the tenement garden houses in the city
of Colombo at a cost of Rs.16.9 million.
According to that survey, there are
1,500 tenement gardens on lands 900
acres in extent, occupied by 68,812
families and about 84 per cent of those
lands of high economic value is State

Lands.

A summary of the important

observations contained in the Report of

the Urban Resuscitation Project is given
below.

e Plans have been made for the use of
950 acres of land including the lands
released referred to above for
Housing Construction Projects.

e Construction of 10,475 houses of
400 square feet under the First Stage
and 8,960 houses of 500 square feet
under the second stage had been
proposed.

e Cabinet approval had been granted
for raising Rs.50.0 Billion for capital
requires by issuing debentures from
the year 2010 to 2017 for earning an
income of Rs.68.9 Billion from long
term lease of lands released.

AUDITOR GENERAL'S DEPARTMENT

A summary of deficiencies in the
implementation of the Project revealed
in audit is given below.

e Annual Procurement Plans,
Procurement Time Schedules and
the strategic Plans for generation of
funds for the Project from issuing
those lands for investment purposes.

e The title to lands 11.23 hectares in
extent related to 13 Housing Projects
in progress and those released by
settling the occupants had not been
secured.

e Twenty six contracts valued at
Rs.57.4 Billion had been awarded on
unsolicited Proposals.

e Agreements for construction of 14
housing complexes costing Rs.32.5
Billion had been entered into after
the elapse 9 months to 33 months
from the date of award of contracts.

e The Chairman and the Director
General had entered into contract
agreements exceeding Rs.500 million
instead of the Secretary to the Line
Ministry.

e Performance Guarantees covering
the entire contract period had not
been obtained.

e Non-recovery of advances
amounting to Rs.315.3 million
granted despite ceasing work after
completion of preliminary work.

e Non-recovery of liquidated damages
for delay.
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e Stoppage of work for over 4 years
due to difficulties in the supply of
funds.

e Payment of additional commission of
Rs.183.3 million on debentures
during the period of stopped.

e Legal expenses of Rs.3.1 million had
been paid to an external Legal
Consultant deployed for taking legal
action on the breach of the terms of
construction contracts instead of the
Legal Division of the Authority.

e Action had not been taken to enter
into agreements with 4,676 housing
beneficiaries settled in 10 Housing
Complexes and for the recovery of
monthly rent installments amounting
to Rs.333.2 million.

e Action had not been taken for
obtaining the Preliminary Settlement
Approval of the Condominium
Management Authority in terms of
provisions in the Common Amenities
(Amendment) Act, No. 39 of 2003 in
connection with 10 Housing
complexes Consisting of 4,685
houses distributed among 4,486
beneficiary occupants.

e Contrary to the Project Criteria 201
additional  houses  valued at
Rs.1,342.68 million comprising 177
houses allocated in addition to the
first house and 24 houses in addition
in 12 instances had been allocated.

e Six houses had been allocated in
place of unauthorized businesses run
on State Lands while 39 houses had
been allocated contrary to the
approved procedure.

AUDITOR GENERAL'S DEPARTMENT

e As security fences had not been
erected around 0.1012 hectares of 6
released lands and the old houses of
131 housing recipients had not been
demolished those houses are being
used again for unathorised

occupation.

Road Development Projects -
Eastern Provincial Road
Development Authority

Financial irregularities amounting to
Rs.174 million had been committed in
connection with 13 projects out of 59
packages implemented in the Batticaloa
District under the JICA financing, by
increasing the rates quoted by the
bidders during the
Process.

Procurement

e A reconciliation of the rates and
quantities in the Bills of Quantities
agreed with the contractors and the
Revised Rates and Quantities
revealed significant variances. As a
result of the failure of the
Procurement Entity to prepare
proper Bills of Quantities an
overpayment of Rs.827,994 had
been made to the contractor.

e An overpayment of Rs.51.8 million
had been made for 4 kinds of
construction materials as materials
exceeding the quantities in the Bill of
Quantities had been supplied for the
construction of the Amarawathiyal —
Thennawaramadi Road.
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Land Grants for State Lands

Even though 910 Land Grants signed by
the President had been sent to the
Divisional Secretary. Galenbinduwewa,
Anuradhapura District from the vyear
1997 to the year 2001 for handing over
to the farmers who held the tenure of
State Lands in his area of authority,
those had not been handed over to the
farmers. In view of this situation, the
farmers could not possess the
unencumbered title to the lands to
which they held tenure and had caused
various land disputes among the

farmers.

According to a selected sample of the
farmers in the Dutuwewa Colony who
held the tenure of State Lands subjected
to audit, the documents supporting the
tenure had been misplaced by retaining
the Land Grants over a number of years,
action had been taken to prepare forged
documents to register the initial
ownership and cancel the subsequent
ownership by giving wrong
interpretations to the provisions in the
Act by obtaining irregular benefits.

Stock Shortages of Colombo
Commercial Fertilizer Company Ltd

The value of shortages of the Regional
Fertilizer Store, Negama amounting to
Rs.3,741,917 Rs.86,412
according to the stock verification of 25

comprising
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February 2014, stock shortage of
Rs.3,352,358 according to the stock
verification of 31 December 2014 and
Rs.303,146 due to entering counterfeit
issue entries in the stock book and the
departmental of 25 per cent thereon
amounting to Rs.935,479 had not been
recovered.

Corruption and Irregularities of
Milco Company

e A financial loss Rs.19.88 million had
been incurred in the purchase of
160,690 kilogrammes of milk powder
packs at higher prices rejecting the
lowest quotation contrary to

provisions in the Government

Procurement Guidelines.

e A financial loss of Rs.472,606 had
been incurred by the purchase of a
stock of Yoghurt from a supplier not
approved by the Procurement
Committee.

established
methodology for the distribution of

e Disregarding the

financial and material benefits to the
members of the Milco Milk Farmers
Social Security Fund, a sum of
Rs.728,703 had been spent on
holding  celebrations for the
handover of school equipment

valued at Rs.1.06 million to children.
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e The company had misused a sum of
Rs.6.20 million on holding a political
meeting with the participation of
4,200 farmers approximately for a
very short time of two hours under
the guise of holding a meeting of the
farmers.

e Government money amounting to
Rs.3.38 million had been misused by
designating a motor car racing Driver
as the Brand Ambassedor for
popularizing a new product of the
Company among the school children.

Restructure of Cattle Fodder

Factory, Polgahawela

e Aloss of Rs.1.61 million incurred due
to the non-implementation of the
second proposal instead of the third
proposal recommended by the
Committee on the Restructure of the
Cattle Fodder Factory, Polgahawela,
to lease out the Factory and recover
monthly rental of Rs.100,000.

e A loss of Rs.2.26 million had been
incurred as income had been
collected based on low production as
the monthly capacity of 25,000
kilogrammes of the Factory had not
been fully utilized.

AUDITOR GENERAL'S DEPARTMENT

Purchase of Motor Vehicles
Under the Financial Leasing
System

According to the National Budget
Circular No. 150 of 07 December 2010,
instructions had been issued for the
disposal of the motor vehicles of the
Government Institutions which are older
than 10 years and those not useful
economically and giving priority for the
removal of hired motor vehicles, if any,
and for the purchase of motor vehicles
under the Financial Leasing System.
According, to the information forwarded
by the Department of National Budget,
3,950 motor vehicles had been obtained
from the inception of the Financial
Leasing System to 30 April 2016.
Discussions between the Secretary to
the Treasury, the Officers of the
Department of National Budget and the
representations of the Bank of Ceylon
had been held on 14 December 2010
and agreement had been reached for
obtaining motor vehicles under the
Financial Leasing System at an interest
rate of 12 per cent per vyear.
Nevertheless, according to the
information obtained from the Bank of
Ceylon, the interest rate thereof ranged
from 10.5 per cent to 14.5 per cent. The
information thereon appears in Table 03
below.
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Interest Total

Particulars Capital

Rs. Millions Rs. Millions Rs. Millions

Cost of Motor Vehicles purchased 12,745.51 ' 4,074.86 16,820.37
Amount paid 7,230.82 3,044.86 10,275.68
Amount payable 5,514.69 1,030.00 6,544.69

Table 03 - Value of Motor Vehicles obtained under the Financial Leasing System and the payable Amount

Failure to take Action in terms of
Circulars

According to paragraph 2 of the National
Budget Circular No. 150 of 07 December
2010 the Department of National
prices and terms and conditions most
favourable to the  Government.
Miniutes had been made in the files that
the purchase is urgent and should be
expedited. Accordingly, the purchase
had been made without obtaining the
approval of the Technical Evaluation
Committee or without obtaining the

formal approval for the deviation.

According to paragraph 3 and 4 of the
above Circular when the Heads of
Institutions of Government Institutions
forward the applications with the
recommendation of the Secretary to the
Line Ministry, to the Department of
National Budget, such applications
should be studied, prioritized and
approval granted for the purchase of
motor vehicles from the selected
Leasing Company. The Government
Institutions so obtaining the approval

AUDITOR GENERAL'S DEPARTMENT

Budget should discuss with the State
Banks and the Companies affiliated to
those Banks and take action in terms of
the Guideline 3.3 of the Government
Procurement Guidelines to select the
Leasing Company which submits the

should have obtained the motor vehicles
from the relevant Leasing Company.
Nevertheless, the Department of
National Budget had entered into
agreements with the relevant company
from time to time according to the
application and purchased the motor
vehicles.

Failure to obtain the Discount
Benefit

According to letter No. BD/1/1/11/1/Sub
/2016 dated 09 March 2016 and 26
May 2016, it was observed in audit that,
for the purchase of more than 50 motor
vehicles in one transaction for all
Government Institutions, discounts will
be given. An examination of the
Financial Leasing Agreements revealed
that agreements had been entered into
for 1
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or 3 or 4 motor vehicles, etc. As such
action had not been taken in a manner
for obtaining the benefit of discounts to
the Government.

Non-furnishing Evidence to Audit

Subsequent to informing that the
selected companies had agreed to give
discounts when more than 50 motor
vehicle are purchased the information
called for was not furnished to audit.
Nevertheless, the information obtained

Purchased Motor Vehicles not
given to Government Institutions

Eighty three motor vehicles purchased
under the Finance Leasing Scheme by
the Department of National Budget for
Government Institutions had been held
in vehicle yards without being released
to the respective institutions even by 16
June 2016.

Obtaining Motor Vehicles under
the Operating Lease Scheme

The ownership of motor vehicles
purchased under the Operating Lease
System will never pass on to the
institution paying the lease installments
whereas in the case of the Finance Lease
System the ownership passes
completely to the institution concerned
on the payment of lease installments for
a period of 5 years. In view of that

reason and due to the spread of the

AUDITOR GENERAL'S DEPARTMENT

from the Bank revealed that free units
had been received in the import of
motor vehicles. In response to enquiries,
by Audit Query dated 04 July 2016 made
from the Director General of National
Budget, a file related to 17 free units of
Toyota Hiace Vans was furnished to
audit. The information on the balance
vehicles had not been furnished to audit
even by 30 June 2016.

financial impact of the Financial Loan
System over a long period, despite the
cost of maintenance has to be borne by
the party paying the lease installments,
the cost of maintenance of new motor
vehicles during the initial 5 year period
being at the minimal level, the purchase
of motor vehicles under the Financial
Lease System had been recommended
in December 2010. Nevertheless, the
Operating Lease System had been
recommended in February 2016 with
the objective of avoiding the
weaknesses in the system, reducing the
high maintenance costs incurred by the
Government Institutions and for the
promotion of the leasing industry.
Nevertheless, it was observed that in
obtaining motor vehicles under the
Operating Lease System on the payment
of a fixed hire basis on the “Use and
Return” method the ownership of motor
vehicles will never pass on to the
Government.
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Foreign Scholarships

The Department of External Resources
of the Ministry of National Policy and
Economic Affairs had made
arrangements for 1,243 training facilities
comprising 69 long term training courses
and 1,173 short term training courses
for the officers of Ministries and

AUDITOR GENERAL'S DEPARTMENT

Departments in the vyear 2015 in
collaboration with 15 foreign countries
and institutions.  All  application
forwarded for 90 training courses had
been rejected and 85 training
opportunities had been lost due to the
non-receipt of applications during the

year 2015.
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Financial Statement of
Year 2015
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Annual Financial Statements

It should be noted that the incorporation of the assets generated from the annual budget
estimates into the financial statements through the introduction of this process would
provide for their control, as well as the computation of the value of the assets held by the
government on behalf of the country, and ensure their protection by the assignment of
responsibility. This system also can maintain the control of revenue collection and
expenditure through reconciliation of the revenue and expenditure appearing in the annual
budget estimates with the revenue and expenditure computed on the accrual basis as
appearing in the financial statements.

Annual Appropriations

The total provision made for the Department for the year 2015 amounted to Rs.1186
million as compared with the provision of Rs. 1,042 million for the preceding year.

A sum of Rs.109 million was credited to the Consolidated Fund in the year 2015 as audit
fees from Public Corporations, Statutory Boards, Local Authorities, Universities and
Statutory Funds. Though the estimated revenue form audit fees for the year amounted to
Rs.110 million, collection of audit fees during the year under review decreased the
estimate by a sum of Rs.1 million.

Preparation of Financial Statements

Initial steps of the preparation of financial statements as an instrument of measurement of
the assets control and efficiency of operations were commenced in the year 2010. For the
first time, this system was introduced to the Department under the institutions in the
category of which only the Appropriation Accounts are being presented from the colonial
period. Further, this system was introduced to all Ministries and Departments from the
year 2013 by the Department of State Accounts by the Letter No. SA/AS/AA/ Circular of
24™ January 2013 issued by the Director General of State Accounts. By Introducing this
system, the preparation of the financial statements as an initial step the Department has
set an example to the public sector.

Accounting Policies
1. Reporting Entity

There is no specific law with regard to the establishment of the Auditor General*s
Department. However, Article 153 of the constitution of the Democratic Socialist
Republic of Sri Lanka states that there shall be an Auditor General. The main activity
of Auditor Generals Department is to provide audit services to Public Institutions
specified in Article 154(1) and (3) of the constitution. These Financial Statements are
for the year ended 31 December 2015.

39

AUDITOR GENERAL'S DEPARTMENT ANNUAL REPORT - 2015



2. Reporting Period

Reporting period is the calendar year commencing on 01* January and ending on 31*
December.

3. Basis for Preparation

The financial statements have been prepared in accordance with Generally Accepted
Accounting Principles. These financial statements have been prepared on the
historical cost basis and all the values are rounded to the nearest thousand Rupees.

4. Income

The Treasury Grant received for recurrent expenditure, Audit Fees, Interest on Loans,
Rent, Circuit Bungalows Income, Profit on Disposal of Assets, Fines and Charges are
the main revenue of the Department and these are brought to account under the
accrual basis. Revenue is computed on the fair basis according to the consideration
received for those.

Audit fees are charged from Public Corporations, Statutory Boards, Local Authorities,
Universities and Statutory Funds. The fee is recognized as revenue in the period to
which it is related. The value of audit fees is decided based on the time spent for audit
and the direct costs incurred on a particular audit.

Even though the Revenue Accounting Officer for the Interest on Loans, Rent of
Buildings, Circuit Bungalow Charges, Fines and Charges and Revenue from the Sale
of Assets is the Head of another Department, as the Auditor General is the officer
collecting such revenue relating to the Department and as the revenue collected
represents a small percentage of the overall revenue, that revenue is stated in the
financial statements. Even though the Treasury Grants for recurrent expenditure are
brought to account on cash basis, the depreciation on fixed assets is brought to
account as the Grants receivable for recurrent expenditure.

5. Expenditure
All recurrent expenditure is brought to account under the accrual basis.
6. Foreign Currency Transactions

Foreign currency transactions are translated into Sri Lanka Rupees by using exchange
rate prevailing on the date of transaction. Foreign exchange gains and losses resulting
from the settlement of such transactions are recognized in the Statement of Financial
Performance.

7. Cash and Cash Equivalents

Cash includes cash in hand and highly liquid short-term deposits with Banks.
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8. Debtors and Other Receivables

Debtors and receivables are initially measured at fair value. When there is evidence
that the Department is unable to recover cash or the receivable balance according to
the basic conditions attached thereto, the receivable amount is considered as impaired.

9. Property, Plant and Equipment

Property, Plant and Equipment consist of Lands, Buildings, Furniture and Fittings,
Office Equipment including Computers, Motor Vehicles, Mini Press, Electric Lifts,
etc. Property, Plant and Equipment are shown at cost, less accumulated depreciation.
The Financial Statements have been prepared for the first time based on the carried
forward balances of the year 2009 and all the Lands and Buildings that existed on 01*
January 2010 have been brought to account according to the plans of the Department
of Surveyor General and the value assessed by the Department of Valuation. All
Motor Vehicles have been brought to account on the basis of revaluation done by the
Chief Valuer while the furniture and computers and other items have been brought to
account on the basis of the valuation done by an independent team of assessors.

The cost of items of Property, Plant and Equipment is recognized as an asset, if it is
probable that the future economic benefits or service potential associated with the
item will flow to the Department and the cost of the item can be measured reliably. In
most instances, an item of Property, Plant and Equipment is recognized at its cost.
Where an asset is acquired at no cost, or for a nominal cost, it is recognized at fair
value as at the date of acquisition.

9.1 Disposals

Gains and losses on disposal are determined by comparing the proceeds with the
carrying amount of the asset. Gains and losses on disposal are included in the
Statement of Financial Performance.

9.2 Subsequent Cost

Cost incurred subsequent to initial acquisition is capitalized only when it is probable
that future economic benefits or service potential associated with the item will flow to
the Department and the cost of the item can be measured reliably.

9.3 Depreciation

Depreciation is provided on the straight line basis on all Property, Plant and
Equipment, at cost less estimated residual values of the Property, plant and equipment
and at rates according to their useful lives. The useful lives and associated
depreciation rates of major classes of assets have been estimated as follows.
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Assets Useful Life Rate
Depreciation
Years Percentage
Building 50 2.0
Mini Press 20 5.0
Electric passengers 20 5.0
Lifts
Motor Vehicles 8 12.5
Furniture and 5 20.0
Equipment
Computers and 4 25.0
Hardware
10. Payables

Payables are brought to account at the value prevailing on the date of the Statement of

Financial Position. Payables are initially measured at fair value.

11. Annual Estimates

The main estimate figures are those included in the Annual Budget Estimates approved
by the Parliament under the Annual Appropriation Act. The figures shown are final
figures after making adjustments for virement transfers under Financial Regulations 66

and 69 or Supplementary Estimates and Supplementary Provisions.

12.Judgments and Estimations

The presentation of these financial statements requires judgments, estimations and
assumptions that affect the application of policies and reported amounts of Assets and
Liabilities, Revenue and Expenses. The estimates and associated assumptions are
based on historical experience and various other factors that are believed to be

reasonable under the circumstances.

AUDITOR GENERAL'S DEPARTMENT
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STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED
31 DECEMBER 2015

Estimate Note 2015 2014
2015
Rs.000 Rs.000 Rs.000
Revenue
110,000 Audit Fees 1 104,025 117,238
150 Rent 280 232
9,000 Interest 9,384 10,110
- Fines and Forfeits 15 69
2,000 Other 3,053 2,714
- Profit on Disposal Assets 2 3,255 3,372
121,150 Total Operating Revenue 120,012 133,735
711,183 Treasury Grant for Recurrent 3 1,134,428 784,682
Expenditure
812,383 Total Revenue 1,254,440 914,973
Expenditure
1,022,850 Personal Emoluments 4 1,015,033 670,988
15,000 Staff Travelling 5 14,663 13,611
21,000 Supplies 6 18,133 21,033
20,700 Maintenance 7 16,510 14,954
72,500 Services 8 68,283 52,693
13,100 Transfers 9 10,379 10,326
1,900 Training and Capacity Building 1,889 251
- Depreciation 10 85,715 82,974
- Recurrent Expenditure -  Capacity = 1,788
Building Project
- Amortization of the cost of developing 11 24,904 24,904
Audit methodologies
812,383 Total Expenditure 1,255,509 893,522
0 Excess /Deficit of Revenue Over (1,069) 24,895

Expenditure

AUDITOR GENERAL'S DEPARTMENT
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NOTES TO ACCOUNTS

Note 01 Audit Fee
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
110,000 Receipts
Public Corporation, Boards and Other Public 32,787 38,809
Institutions
Local Authorities 26,307 15,025
Agrarian Service Centre 1,225 725
110,000 Total 60,319 54,559
Receivables
Public Corporation, Boards and Other Public 20,850 32,852
Institutions
Local Authorities 19,986 28,171
Agrarian Service Centre 2,870 1,656
- Total 43,706 62,679
110,000 Grand Total 104,025 117,238
Note 02 Disposal of Assets
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
Disposal of Vehicles
- Sales value of vehicles 6,349 7,241
- Net book value (3,212) (3,875)
- Profit / (Loss) on disposal of Vehicles 3,137 3,366
- Disposal of Furniture and Equipment
- Sales value of furniture and equipment 133 8
- Net book value (46) 2
- Profit / (Loss) on disposal of Furniture and 87 6
Equipment
Disposal of Computer and Hardware
- Sales value of computer and hardware 31 -
Net book value - -
- Profit / (Loss) on disposal of Computer 31 -
and Hardware
- Profit / (Loss) on disposal of Assets 3,255 3,372
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Note 03 Treasury Grant for Recurrent Expenditure
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
711,183 Imprest received from treasury 1,023,809 676,804
- Imprest receivable for depreciation 85,715 82,974
- Cost of the development of audit methodology 24,904 24,904
711,183 Treasury Contribution for Recurrent 1,134,428 784,682
Expenditure
Note 04 Personal Emoluments
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
388,650 Salaries and wages 384,461 341,291
3,200 Overtime and holiday payments 3,196 2,999
631,000 Other allowances 627,376 326,698
1,022,850 Total 1,015,033 670,988
Note 05 Travelling Expenses
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
11,000 Domestic 10,945 11,226
4,000 Foreign 3,718 2,385
15,000 Total 14,663 13,611
Note 06 Supplies
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
9,500 Stationary and office requisites 9,080 9,131
11,000 Fuel 8,599 11,454
500 Diets and Uniforms 454 448
21,000 Total 18,133 21,033
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Note 07 Maintenance
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
9,000 Motor vehicles 7,727 6,238
5,500 Plant, machinery and equipment 4,714 4,662
6,200 Building and structures 4,069 4,054
20,700 Total 16,510 14,954
Note 08 Services
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
11,500 Transport 9,491 10,920
16,500 Postal and communication 16,144 10,118
13,300 Electricity and water 12,201 11,518
1,200 Rent and local taxes 339 548
30,000 Other 30,108 19,589
72,500 Total 68,283 52,693
Note 09 Transfers
Estimate Description 2015 2014
2015
Rs.000 Rs.000 Rs.000
600 Subscription and contribution fees 270 468
12,500 Interest on loans to public officers 10,109 9,858
13,100 Total 10,379 10,326
Note 10 Property Plant and Equipment
Land Buildings Motor Computer Furnitu Mini  Passen Total
Vehicles and re and Press  ger Lift
Hardware Equipm and
ent Genera
tor
Rs.000 Rs.000 Rs.000 Rs.000 Rs.000 Rs.000  Rs.000 Rs.000
Cost
Balance as at 1
January 2015 256,147 775,028 109,988 132394 94,421 26,023 8,828 1,402,829
Additions - 657 15,950 1,944 4,653 - 7,002 30,206
Disposals - - (6,425) (741) (229) - - (7,395)
Balance as at 31
December 2015 256,147 775,685 119,513 133,597 98,845 26,023 15,830 1,425,640
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Depreciations

Balance as at 1

January 2015 - 39,862 41,804 92,860 47,460 3,903 1,580 227,469
Depreciations on
disposal of assets - - (3,212) (741) (183) - - (4,136)
Additions - 15,514 14,939 33,400 19,769 1,301 792 85,715
Balance as at 31
December 2015 - 55,376 53,531 125519 67,046 5204 2372 309,048
Net value as at
31  December 256,147 720309 65982 8,078 31,799 20,819 13,458 1,116,592
2015
Note 11 Cost of the Development of Audit Methodologies
Description 2015 2014
Rs.000 Rs.000
Balance as at 1 January 2015 176,284 201,108
Amortization cost for the year 2015 ( 10% of the total cost) (24,904) (24,904)
Balance as at 31 December 2015 151,380 176,284
Note 12 Inventory
Description 2015 2014
Rs.000 Rs.000
Building maintenance materials 273 367
Stationary and requisites 4,396 4,973
Tyre and tubes 556 1,237
Total 5,225 6,577
Note 13 Advances to Public Officers
o 2015 2014
Description Rs.000 Rs.000
Total amount due from officers serving in the department 210,890 228,663
Total amount due from officers transferred out of the department 3,284 187
From retired and deceased officers 3,069 1,917
From officers who vacated their posts 456 475
From service terminated officers 539 598
Total 218,238 231,840
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Note 14 Audit fees Receivables

Description 2015 2014
Rs.000 Rs.000
Development Councils 30 30
Municipal Councils 25,044 24,493
Urban Councils 46,054 50,187
Pradeshiya Saba 23,105 24,601
Public Corporations, Boards and Public Institutions 108,056 105,207
Agrarian Service Centers 12140 10254
Economic Centers 38
Total 214,429 214,810
Note 15 Payables
Description 2015 2014
Rs.000 Rs.000
Railway warrant — Leave 351 416
Railway warrant — Travelling Expenses 3 44
Other Expenses 138 -
Postal Charges 15 21
Telephone Bills 500 844
Electricity Bills 1,026 808
Water Bills 76 60
Vehicle maintenance 46 296
Stationery and Office Requisites 3 355
Plant and machinery maintenance 74 53
Total 2,232 2,897
Note 16 Treasury Contribution for Capital Expenditure and General Deposit
Account
Description 2015 2014
Rs.000 Rs.000
For advance to public officers 218,238 231,840
For deposit account (24,990) (18,221)
For fixed assets 431,887 431,287
Total 625,135 644,906
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Notes 17 Public Sector Capacity Building Project Contribution

Description 2015 2014

Rs.000 Rs.000

For fixed assets 684,706 744,073

For audit methodology 151,380 176,284

Total 836,086 920,357
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Sector Report
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Consolidated Fund

In pursuance of the provisions in Article
148 of the Constitution of the
Democratic Socialist Republic of Sri
Lanka, Parliament has the full control
over public finance. According to Article
149 of the Constitution, the revenue
collected by the Government should be
credited to the Consolidated Fund and
the manner of payments made from the
Consolidated Fund is provided for in
Articles 150 and 152 of the Constitution.

The Minister of Finance is charged with
the raising of Revenue and the collection
of other Government monies as well as
the general oversight of all the financial
operations of the Government by
Financial Regulation 124. He or the
Treasury on him behalf lays down broad
framework within which the
Departmental transactions of all kinds
may be undertaken. It is the duty of the
Minister of Finance to account to
Parliament for all receipts and
payments. He therefore, appoints, each
Secretary to a Ministry to be the Chief
Accounting Officer and delegates to him
the responsibility for supervising
Departmental transactions, subject to
the direction of the Treasury. In addition
to the Secretaries to the Ministries, the
officers in charge of the Departments
specified in Article 52(4) of the
Constitution and other Departments not
supervised by Secretaries to Ministries
are also appointed by the Minister of
Finance as the Chief Accounting Officers.

AUDITOR GENERAL'S DEPARTMENT

Provisions made for the year
2015

According to the Appropriation Act, No.
41 of 2014 as amended by the
Appropriation (Amendment) Act, No. 15
of 2015 and the Appropriation
(Amendment) Act, No. 1 of 2015,
provisions totalling Rs.2,101 Billion
comprising Rs.869 Billion for recurrent
expenditure and Rs.1,232 Billion for
capital expenditure had been made for
the year 2015. Provisions totalling
Rs.1,237 Billion comprising recurrent
expenditure of Rs.434 Billion and Capital
expenditure of Rs.803 Billion as
approved by the existing laws to be
charged to the Consolidated Fund had
been made. Accordingly, provisions of
Rs.3,338 Billion had been shown in the
Annual Budget Estimates for the year
2015. In addition, together with the
provision of Rs.137 Billion made for the
special law services, the annual
provisions for the year 2015 amounted
to Rs.3,475 Billion.

Provisions totalling Rs.201  Billion
comprising Rs.63 Billion for recurrent
expenditure and Rs.138 Billion for
capital expenditure had been made for
Budgetary = Support  Service and
Contingent Liabilities Project in terms of
Section 6 of the Appropriation Act, No.

41 of 2014.
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Utilisation of Provisions

Out of the provisions amounting to
Rs.3,475 Billion made for the year 2015,
Rs.3,204 Billion had been utilized.
Accordingly, provisions amounting to
Rs.271 Billion had been saved. As
compared with the saving of Rs.126
Billion in the preceding year an increase
of Rs.145 Billion in the savings was
observed. The estimated capital
expenditure for the year 2015, excluding
the repayment of loans, amounted to
Rs.835 Billion and had the utilization
amounted to 81.9 per cent or Rs.684
Billion. That as compared with the
utilization of capital provision of Rs.596
Billion in the preceding year, indicated
an increase of Rs.88 Billion. The
recurrent expenditure, the capital
expenditure and the total expenditure
of 5 preceding years appear in Figure 01

below.
2500 -
2000 —
§ 1500 W Recurrent
E‘ 1000
& B Capital
500
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™ = =
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Figure 01- Expenditure of Year 2015
Source- Financial Statements of the Republic and
Annual Reports of the Ministry of Finance
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Even though the recurrent expenditure
in the year 2011 amounted to Rs.1,020
Billion that had increased to Rs.1,673
Billion in the year 2015. The increase in
each year as compared with the
preceding year ranged between 7.26 per
cent to 22.12 per cent. Even though the
increased in the year 2013 had been
12.16 per cent, the increase in the year
2015 had been 22.12 per cent. Details
appear in Figure 02. Even though the
capital expenditure in the year 2011 had
been Rs.399 Billion, that had increased
to Rs.684 Billion in the year 2015. The
increase in the years 2011 to 2015
(except the year 2013) ranged from
14.77 per cent to 218.72 per cent. As
compared with the year 2012 there was
a decrease of 60.30 per cent in the year
2013. Nevertheless, the increase in the
capital expenditure for the year 2014 as
compared with the year 2013 had been
218.72 per cent. Details appear in Figure
02 below.
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500 - The recurrent and capital expenditure
—Increase/(Decr  incurred and loan repayments made
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Source — Financial Statements of the Republic

3.19 per cent for Education and High
Education

Other Sectors,

Health and Nutrition, 15.38%

4.09%

Repayment of Loans,
26.42%

Trasport, 2.15%  Agricuitre, 2.10%

Social
Empowerment,
2.54%

Public Administration
and Pension, 5.69%

—Rural Economic
Affairs, 0.40%

Provincial Council
and Local Authorites,

7.09%
Payment of

Interest on
Loans, 16.46%

Mahaweli and
Environment, 1.01%

Figure 03- Expenditure identified under 16 sectors appears
Source — Financial Statement of the Republic - 2015
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Revenue

According to the Annual Budget
Estimates for the year 2015 approved by
the Parliament of Sri Lanka, the public
revenue estimated for the year 2015,
excluding domestic and  foreign
borrowings, amounted to Rs.1,440.6
Billion. That as compared with the
estimated revenue of Rs.1,331.4 Billion
for the preceding year indicated an
increase of Rs.109.2 Billion or 8.20 per
cent. Out of the revenue estimated for
the vyear 2015, revenue amounting
t01,394.2 Billion or 96.78 per cent had
been collected. That as compared with
the collection of Rs.1,127.6 Billion or
84.96 per cent of the revenue estimated
for the preceding year indicated that a
noticeable revenue had been collected
in the year 2015. The revenue collected
in the year 2015 as compared with the
preceding year indicated an
improvement of Rs.266.6 Billion or
23.64 per cent. The public revenue
compared as a percentage of Gross
Domestic Product indicated 11.52 per
cent in the preceding year, that had
improved to 12.47 per cent in the year
2015. Particulars appear in Figure 04
below.
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Figure 04 — Total Public Revenue as a Percentage
of GDP
Source — Financial Statement of the Republic 2015

Budget Deficit

According to the Financial Statements of
the Republic, the estimated Budget
Deficit for the year 2015 had been
Rs.1,170.9 Billion and that amounted to
Rs.776.9 Billion in the preceding year.
Accordingly, the estimated Budget
Deficit of the preceding year had been
increased by Rs.394 Billion or 50.7 per
cent in the year 2015. According to
Section 3(a) of the Fiscal Management
(Responsibility) Act, No. 3 of 2003, the
estimated Budget Deficit should not
exceed 5 per cent of the estimated
Gross Domestic Product and that
amounted to 10.4 in the year 2015 and
as compared with 7.4 per cent of the
preceding year indicated an increase of
3 per cent. The estimated Budget Deficit
as a percentage of the estimated Gross
Domestic Product during the period of 5
preceding years is given the Figure 05.
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Action had been taken even during the
year under review to exceed the
maximum estimated Budget Deficit that
should be maintained in terms of the
Fiscal Management (Responsibility) Act,
No. 3 of 2003.
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Figure- 05- Estimated Budget Deficit as a
Percentage of the Gross Domestic Product
Source — Financial Statements of the Republic and
Annual Reports of the Ministry of Finance

According to the Financial Statements of
the Republic, the recurrent expenditure
of the Government for the year 2015
amounted to Rs.1,673 Billion and the
capital expenditure of the Government
amounted to Rs.684 Billion.
Nevertheless, the revenue collected by
the  Government  amounted to
Rs.1,394.2 Billion and that revenue was
not adequate even for the settlement of
the recurrent expenditure of the year
2015. Accordingly,
exceeding the overall revenue by a sum
of Rs.278.8 Billion had been incurred.

expenditure

AUDITOR GENERAL'S DEPARTMENT

Financing the Expenditure

The expenditure of Rs.3,475 Billion
estimated for the year 2015 had been
expected to be financed from Domestic
funds amounting to Rs.3,156 Billion and
foreign funds amounting to Rs.340
Billion. Foreign loans amounting to
Rs.562 Billion had been received in the
year 2015 and out of that Rs.258 Billion
or 45.9 per cent had been utilized.

The collection of Rs.321.6 Billion as
foreign loans had been expected for the
year 2015 and a sum of Rs.234 Billion
exceeding the expected amount from
that financing source had been
collected. Out of the expected target of
Rs.18 Billion from foreign grants Rs.6
Billion had been received and as such
the receipts from foreign grants had
been less by Rs.12 Billion. Even though it
was expected to collect Rs.3,156 Billion
from Domestic funds, only Rs.2,594
Billion or 82.2 per cent had been
collected. The overall position is that the
Treasury had failed to obtain the
financing required for the fulfillment of
the expected targets of the Budget for
the year 2015 as expected.

The Public Expenditure during the year
2015 represented 28.64 per cent of the
Gross Domestic Product and as
compared with 24.89 per cent of the
preceding year indicate an increase of
3.75 per cent in the year under review.
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The recurrent expenditure of the year
under review amounted to Rs.1,672.9
Billion and that represented 52.22 per
cent of the total public expenditure
while that represented 14.95 per cent of
the Gross Domestic Product. As
compared with 14.00 per cent of the
preceding vyear that indicated an
increase in the year under review. The
public investment had been Rs.683.9
Billion and represented 21.35 per cent
of the total expenditure. The interest
payments of the year under review
amounted to Rs.527.2 Billion or 31.51
per cent of the total recurrent
expenditure. That as compared with
Rs.446.4 Billion for the preceding year
indicated an increase of Rs.80.8 Billion.
The recurrent expenditure on subsidies,
grants and transfers as compared with
the preceding year had increased by
Rs.140.2 Billion and Rs.552.8 Billion had
been spent in the year under review. As
in the preceding years, the personal
emoluments for the year under review
represented 25.68 per cent of the total
recurrent expenditure or Rs.429.7 Billion
had been spent. That had increased by
Rs.95.9 Billion over the expenditure of
the preceding year. Out of the total
recurrent expenditure Rs.1,509.7 Billion
had to be spent on interest, subsidies,
grants, transfers and personal
emoluments. The above expenditure
amounted to a high percentage of the
recurrent expenditure and the revenue
collected had failed to settle the overall
recurrent expenditure.

AUDITOR GENERAL'S DEPARTMENT

Despite the inadequacy of the revenue
collected to meet the recurrent
expenditure, Rs.683.9 Billion had been
spent on public investments in the year
under review. That, as compared with
Rs.595.7 Billion for the preceding year,
had increased by Rs.88.2 Billion. The
public investments in the year under
review as compared with the Gross
Domestic Product represented 6.1 per
cent.

Domestic loans and foreign loans and
grants had to be obtained to meet a part
of the recurrent expenditure, public
investments and for the payment of loan
installments. A large sum of money has
to be spent for the payment of annual
interest and loan installments and it was
observed as an annually increasing cost.

Expenditure of Rs.3,012.4 million which
exceeded the provision of Rs.40 million
made under Head 198 programmes 2
Object 2502 (Project for Diversion of Gin
Nilwala Rivers) of the Ministry of
Irrigation and Water Management, by
Rs.2,972.4 million had been spent.

Investments

Investments amounting to Rs.397.8
Billion had been made by 01 January
2015 in the shares and capital
contribution of 121 State Commercial
Corporations, Government  owned
Companies, Plantation Companies and

Development Banks. Investments of
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Rs.94.2 Billion had been made in 7
Due to the favourable foreign exchange
fluctuation in the investments in shares
qguoted in the American and Singapore
Dollars, the Rupee value of those had
increased by Rs.23 million. In addition,
due to the decrease in the shares of an
institution in the year under review, the
total value of the investment had been
reduced by Rs.41 million. As such the
value of investments in 121 institutions
as at 31 December 2015 amounted to
Rs.492.1 Billion.

Even though investments had been
made in the Capital of 121 institutions
including 35 Public Corporations, 57
Government Owned Institutions, 24
Plantation Companies, 02 Development
Banks and 3 Corporations quoted in
American Dollars, profits and dividends
amounting to Rs.32.1 Billion had been
received in the year under review from 9
Public Corporations, 35 Institutions
owned by the Government, 12
companies and 01 Development Bank.
That revenue represented 6.5 per cent
of the total value of investments.

Public Revenue Management

Out of the overall public revenue 89 per
cent is collected by the Department of
Inland Revenue, Sri Lanka Customs, the
Department of Excise and the
Department of Motor Traffic. Sri Lanka

AUDITOR GENERAL'S DEPARTMENT

institutions in  the year 2015.
Customs had planned to collect Rs.612
Billion in the year 2015 according to the
Revised Estimate of Revenue and Rs.616
Billion which exceeded revised estimate
of revenue by Rs.4 Billion had been
collected. Even though the Department
of Inland Revenue had planned to
collect revenue of Rs.537 Billion in the
year 2015 according to the Revised
Estimate of Revenue, revenue of Rs.525
Billion which is less than the estimate by
Rs.12 Billion had been collected. The
Revised Estimates of Revenue and the
actual revenue of the 4 Departments
referred to above for the year 2015
appear in Figure 06
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Figure 06 - Revised Estimated and Actual

Revenue according to the Departments

Source — Financial Statements of the Republic
2015
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Public Debt Management

In terms of Article 148 of the
Constitution of the Democratic Socialist
Republic of Sri Lanka, the full control
over public finance including the Public
Debt is vested in Parliament. The
approval of Parliament should be
obtained for all borrowings of the
Republic. In terms of Section 2.1(b) of
the Appropriation Act, No. 41 of 2014,
the Parliamentary approval has been
granted raise loans subject to a limit of
Rs.1,780 Billion in or outside Sri Lanka
for and on behalf of the Government.

According to the Financial Statements of
the Republic, loans amounting to
Rs.3,349 Billion comprising foreign loans
amounting to Rs.556 Billion and
domestic non-banking loans amounting
to Rs.2,793 Billion had been obtained
during the year under review. That had
exceeded the approved limit of Rs.1,780
Billion by a sum of Rs.1,569 Billion. The
Parliamentary approval in this
connection had also not been obtained.
This as compared with the excess on the
limit by Rs.1,164 Billion in the preceding
year indicated an increase of Rs.405
Billion. Obtaining loans exceeding the
limit approved by the Parliament had
been resorted to by the Government
from the year 2006. Such increase in
that year amounted to Rs.64 Billion and
the limit had increased to Rs.1,569
Billion by the year 2015. The excesses
during past 11 years appear in Figure 07
below.
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Figure 07 - Loans Obtained by the Estimated
exceeding the Limit approved by Parliament
Source — Annual Appropriation Acts and
Financial Statements of the Republic

The Government had paid greater
attention to the domestic borrowings
and the domestic borrowings in the year
2015 totalled Rs.2,793 Billion and that as
compared with the domestic borrowings
of Rs.2,020 Billion in the preceding year
indicated an increase of Rs.773 Billion or
38.3 per cent.

Expenditure totalling Rs.2,715 Billion
comprising Rs.2,265 Billion for the
repayment of borrowings and Rs.450
Billion for the payment of interest had
been incurred in the year under review.
That expenditure represented 97.2 per
cent of the total domestic borrowings in
the year under review. As such a very
insignificant percentage of 2.8 only had
been utilized for the development work

of the Republic.
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The local borrowings and the payment

installments and interest

of loan

payments during the 5 preceding years
had been as shown in Table 04 below.

2015 2014 2013 2012 2011

Rs.Billions Rs.Billions Rs.Billions Rs.Billions Rs.Billions
Domestic Borrowings 2,793 2,020 2,178 2,256 1,719
Payment of Loan 2,265 1,583 1,696 1,980 1,493
Installments
Loan Interest 450 376 401 351 312
Payments
Loans Utilised for 78 61 81 - -
Development Work
Utilised Amount as a 2.8 3.0 3.7 - -
Percentage

Table 04- Domestic Borrowings, Payment of Loan Installments and Loan Utilisation

Source - Financial Statements of the Republic 2015

Expenditure totalling Rs.264 Billion
comprising Rs.187 Billion for repayment
of foreign borrowings and Rs.77 Billion
for payment of interest had been
incurred in the year under review.

utilized  for the
development work of the Republic from
the foreign borrowings during the 05
preceding years after the adjustment of
repayment of foreign loan installments
and interest appear in Table 05 below.

The amounts

2015 2014 2013 2012 2011 Total

Rs.Billions Rs.Billions Rs.Billions Rs.Billions Rs.Billions Rs. Billions
Foreign Borrowings 556 423 183 365 287 1,814
Payment of Loan 187 107 95 153 72 614
Installments
Loan Interest Payments 77 70 63 58 40 308
Amount Utilised for 292 246 25 154 175 892
Development Works
Utilised Amount as a 52.5 58.1 13.7 42.2 60.4 49.2
Percentage

Table 05- Foreign Borrowings, payment of Loan Installments and Interest and Loan utilization

Source : Financial Statements of the Republic

According to the Financial Statements of
the Republic for the year 2015, the loan
balance payable by the Government as
at 31 December 2015 amounted to
Rs.7,685 Billion and that as compared
with the loan balance of Rs.6,577 Billion
as at 31 December of the preceding year

AUDITOR GENERAL'S DEPARTMENT

indicated an increase of Rs.1,108 Billion
or 16.8 per cent. Nevertheless,
according to the economic classification
of the Ministry of Finance the loan
balance as at 31 December 2015
Rs.8,503.2

amounted of Billion.
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That as compared with the loan balance
of the preceding year according to the
economic classification amounting to

Rs.7,390.9 Billion indicated an increase
of Rs.1,112.3 Billion. The particulars of

loans according to the economic
classification for the year under review
and the preceding 4 years appear in the
following Table No. 06 below.

2015 2014 2013 2012 2011

Rs.Billions Rs.Billions Rs.Billions Rs.Billions Rs.Billions
Total Domestic Debt 4,959 4,278 3,833 3,233 2,804
Rupee Loans 24 56 56 59 62
Treasury Bills 658 695 700 629 591
Treasury Bonds 3,305 2,844 2,452 2,095 1,819
Sri Lanka Development Bonds 669 391 369 223 184
Advances from Central Bank of Sri 151 144 109 111 95
Lanka
Others 152 148 147 116 53
Total Foreign Debt 3,544 3,113 2,960 2,767 2,329
Total unsettled Public Debt 8,503 7,391 6,793 6,000 5,133
Gross Domestic Product 11,183.2 9,785 8,674 7,582 6,543
Unsettled Public Debt as a 76.03 75.53 78,31 79.13 78.45
Percentage of Gross Domestic
Product

Table 06- Information of Loans according to Economic Classification

Source : Annual Report of the Ministry of Finance 2015

The overall unsettled loan balance of the
year under review amounted to 76.03
per cent of the Gross Domestic Product
and that had increased over the
preceding year by 0.5 per cent.

The value of the total liabilities of the
Government for the year under review
including the total loans of the
Government amounted to Rs.8,125
Billion. The total liabilities of the
Government as a percentage of the
Gross Domestic Product had been 72.65
per cent and that indicated an increase
of 1.40 per cent over 71.25 per cent of
the preceding year. According to Section
2(b) of the Fiscal Management
(Responsibility) Act, No. 3 of 2003 as
amended by the Fiscal Management

AUDITOR GENERAL'S DEPARTMENT

(Responsibility) (Amendment) Act, No.
15 of 2013, the value of total liabilities,
beginning from the year commencing on
01 January 2013 should not exceed 80
per cent of the Gross Domestic Product
of each respective year. As these loans
do not include the loans obtained by the
Public Enterprises on the Guarantees of
the General Treasury and the loans
transferred by the Government to Public
Enterprises, it was observed that the
information as to whether such limit of
liabilities would be exceeded was not
reflected in the Financial Statements.

The amount of loans as at 31 December
2015 according to the
statements of the Republic as compared

Financial
with the population of the year
indicated a per capita debt of R.331,655.
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That, as compared with the per capita
debt of R.296,106 for the preceding
year, indicated an increase of Rs.35,549.

Financial

Statements of

Republic

A summary of the audit observations

revealed in correction with the Financial

Statements of Republic are given below

According to the  Financial
Statements, the loan balance payable
by the Government as at 31
December 2015 amounted to
Rs.7,684,954 million. Nevertheless,
according to the impact of the
following observations revealed
during the course of audit test checks,
that loan balance had been
understated by Rs.1,025,180 million.

- Even though the Department of
Treasury Operations had
confirmed the Face Value of the
Treasury Bonds as at 31
December 2015 as Rs.3,695,541
million, that balance had been
understated by  Rs.508,763
million in  the Financial
Statements.

- Even though the Department of
Treasury Operations had
confirmed the Face Value of the
Treasury Bills as at 31 December
2015 as Rs.663,285 million, that
balance had been understated by
Rs.30,000 million in the Financial
Statements.

- The loan balance amounting to
Rs.338,141 million payable by

AUDITOR GENERAL'S DEPARTMENT

the Republic as at 31 December
2015 in connection with 07 Loan
Agreements entered into by the
Republic with Foreign Lending
Institutions had not been included
in the Financial Statements.

According to the information
obtained from the Department of
National Budget, the Financial
Lease Liability as at 31 December
2015 had been confirmed as
Rs.19,376 million, the liability
relating to the motor cycles
purchased on financial lease
system from the year 2014 had
been understated by Rs.13,807
million.

The loan balance of Rs.7,550
million obtained by the Ministry
of Defence from 04 domestic
Banks for the construction of the
building for the Department of
Registration of Persons had not
been included in the Financial
Statements.

Sums totalling Rs.12,031 million
comprising Rs.2,469 million as
installments and Rs.9,562 million
as interest had been paid on the
loans obtained by a Ministry in
the year 2014 from domestic
Banks on Government
Guarantees. Even though the
Government had paid those loans
and interest, the loan balance of
Rs.126,919 million had not been
included in the Financial
Statements.
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Even though Rs.527,227 million had
been paid