Ratmalana/Moratuwa Wastewater Disposal Project - Phase 2 Stage 1 - 2023

The audit of financial statements of the Phase 2 Stage 1 Ratmalana/Moratuwa Wastewater Disposal Project
for the year ended 31 December 2023 was carried out under my direction in pursuance of provisions in Article
154(1) of the Constitution of the Democratic Socialist Republic of Sri Lanka read in conjunction with Section
3.4.3.(j) of the Credit Facility Agreement No. CLK 1023 — 01 L dated 18 February 2019 entered into between
the Democratic Socialist Republic of Sri Lanka and the Agency Franchise de Development. My comments
and observations which I consider should be reported to Parliament appear in this report
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Implementation, Objectives, Funding and Duration of the Project

According to the Credit Facility Agreement of the Project, the Ministry of Water Supply, presently the
Ministry of Water Supply and Estate Infrastructure Development is the Executing Agency and National
Water Supply and Drainage Board is the Implementing Agency of the Project. The objectives of the
Project are to improving access to the sewerage service to the residents of Rathmalana (95,000
inhabitants) and Moratuwa (167,000 inhabitants). The activities of the Project are implemented under 04
components namely Expansion of sewer collection network, Construction of new pump stations and
modifications to existing pump station and treatment plant, Internal property connection, Construction
and supervision consultancy.

The estimated total cost of the Project amounted to Euro 105.5 million equivalent to Rs. 21,682.36
million and out of that Euro 75 million equivalent to Rs. 15,414 million was agreed to be financed by
the Agence Francaise de Development as a Loan. The balance of Euro 30.5 million equivalents to Rs.6,
268.36 million required to be contributed by the Government of Sri Lanka. The Project commenced its
activities on July 2016 and scheduled to be completed by December 2024.

Opinion

In my opinion, the accompanying financial statements give a true and fair view of the financial
position of the Project as at 31 December 2023 and its cash flows for the year then ended in
accordance with Sri Lanka Accounting Standards.

Basis for Opinion

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

Responsibilities of management and those charged with governance for the Financial
Statements

Management is responsible for the preparation of financial statements that give a true and fair view in
accordance with Sri Lanka Accounting Standard and for such internal control as management
determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

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



1.6

Auditor’s Responsibilities for the audit of the Financial Statements

My objective is to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes my opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Sri Lanka Auditing Standards will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with Sri Lanka Auditing Standards, | exercise professional judgment

and maintain professional scepticism throughout the audit.

I also:
Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of internal control of the Project.

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

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

I communicate with those charged with governance regarding, among other matters, significant audit findings,
including any significant deficiencies in internal control that I identify during my audit.
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Physical Performance

Physical progress of the activities of the Project

Project component

Expansion of sewer
collection network.

V.

Vi.

vii

Audit Issue

Under the priority scope,
12,634 meters of gravity
main, rider main, and force
main were supposed to be
laid by December 31, 2023,
but only 8,519 meters had
been completed, resulting in
67 percent progress.
Although 239 meters of
gravity main pipes with
diameters of 315 mm and
250 mm were supposed to be
laid, no pipes had been laid
as of December 31, 2023,
resulting in zero physical
progress.

Although 1,934 meters of
Gravity main 315 mm pipe
and Rider Main 160 mm
pipe were to be laid, progress
was at 35 percent as on 31
December 2023.

Although Rider Main 1684

meters were to be laid, 549
meters had been completed
by 31 December 2023,
reflecting a progress rate of
33 percent.

Although 1,015 lateral
connections were to be
provided; only 607 had been
completed by December 31,
2023, reflecting a progress
rate of 60 percent.

Although 1,015 IC
installations were planned,
only 266 connections had
been provided by December
31, 2023, resulting in a
progress rate of 26 percent.

. Although 10,950 meters of

Management
Response

progress was affected due
to Covid 19 Pandemic
Situation and its
lockdown  restrictions,
PVC pipes and fittings
could not be imported as
LC opening was
suspended in local banks,
Importation  restrictions
imposed by government,
Curfew due to public
protests, Cash  flow
difficulties of contractor
due to non-payment of
interim bills, Delay of
granting RDA approval
for 1.5 km of road
sections.

Auditor’s
Recommendation

Should be expedited
the project activities
to achieve expected
outcome.



(b)

Land Acquisition and
Land Clearance

roads were to be reinstated
and handed over to the
relevant authorities, only 352
meters had been completed
by December 31, 2023,
reflecting a progress rate of
just 3 percent.

viii. Although 1,500 domestic
connections were planned,
none had been provided by
December 31, 2023.

One plot of land had not been
acquired by December 31, 2023,
which could seriously affect to
project completion and may lead
to additional payments to the
contractor.

Out of 05 lands to be
acquired, 04 lands are in
the status of ready for
construction.

Action

should be

taken to expedite the

land
process

acquisition



2.3

2.4

Contract Administration

Audit Issue

Although the project office was established
in the year 2016, Rs. 401 million spent as
recurrent expenditure for maintain the
Project Management Unit and around 20
officers have been working there. The
project performance was very poor at the
end of 31 December 2023, only 2 out of 4
contracts had been awarded.

Underutilized Resources

Response of the Management

As a result of having a PMU staff
with high performance, the project
could achieve this target without
guidance  from highly paid
technical experts.

Audit Issue Response of the Management

Auditor’s
Recommendation

Action should be taken to
complete the project and
fulfil the objectives of the
beneficiaries.

Auditor’s
Recommendation

The  commitment charges The Government is committed to make Action should be taken to
amounting to Rs. 248 million commitment fees to the lender according minimize the uneconomic
had been paid by the General to the loan agreement.

Treasury on undisbursed loan
balance from the year 2019 to
2022 uneconomically to the
lending agency.

expenditure.



