Financial Sector Safety Net Strengthening Project— Component1 - 2025

The audit of financial statements of the Financial Sector Safety Net Strengthening Project — Component 1 for
the year ended 31 December 2025 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
5.01 of the Loan Agreement No. 7418 - LK dated 31 January 2024 entered into between the Democratic
Socialist Republic of Sri Lanka and the International Development Association. 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 Loan Agreement, the Ministry of Finance, Economic Stabilization and National
Policies is the Executing Agency and Central Bank of Sri Lanka acting in the name of Sri Lanka
Deposit Insurance Fund is the Implementing Agency of the Project.

The objective of the Project is to strengthen the financial and institutional capacity of Sri Lanka’s
financial sector safety net, with the focus on the Deposit Insurance Scheme. The activities of the
Project are implemented under three (03) components namely Components 1, 2 and 3.

As per the Loan Agreement, US$ 146 million equivalent to Rs. 46,342 million was agreed to be
financed by International Development Association.

The Project had commenced its activities on 31 January 2024 and scheduled to be completed by 31
December 2027.

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 2025, Statements of Receipts and payments and its
Statement of Designated Account 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 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.
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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:

o 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.

o 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.

o 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 | identify during my audit.

Physical Performance
Physical progress of the activities of the Project

Audit Issue Response of the Management Auditor’s
Recommendation

In terms of Section 4.4 Procurement timelines were Procurement
(Procurement Planning) of the regularly monitored and activities should be
World Bank Procurement communicated to the relevant parties executed strictly in
Regulations for IPF Borrowers through quarterly reviews of accordance with the
issued in November 2020, the procurement progress against agreed approved
Procurement Plan was required to timelines, submission of progress Procurement Plan
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include a realistic schedule for
procurement activities, including
key milestones and implementation
timelines, to facilitate effective
monitoring and timely execution.
However, a review of the
Systematic Tracking of Exchanges
in Procurement (STEP) system of
the Financial Sector Safety Net
Strengthening  Project  (FSSNP)
revealed significant delays in
procurement activities compared
with the original planned baselines.
Delays ranging from 68 days to 172
days were observed. Further, the
procurement processes for the IT
Consultant and the  Public
Awareness Strategy Consultant had
not been conducted in accordance
with the approved procurement
roadmap and remained incomplete
as at 31 December 2025.

The achievement of Performance-
Based Conditions (PBCs) under
Component 1 of the Financial
Sector Safety Net Strengthening
Project (FSSNP) was behind
schedule. Out of the eight (8) PBCs
planned to be achieved within the
first two years of project
implementation, only five (5) had
been fully achieved as at 31
December 2025, while the
remaining three (3) had been only
partially achieved, with an average
completion rate of 62.5 per cent.

In particular, PBC 6, relating to the
conduct of a nationwide
representative survey to measure
public awareness of the Sri Lanka
Deposit Insurance Scheme
(SLDIS), which was scheduled for
completion by 31 December 2024,
remained incomplete with a
progress level of 95 per cent as at
31 December 2025. Further, the

reports to the World Bank, review of and

baseline

procurement status recorded in the timelines to prevent
STEP system during implementation project delays.

support missions, and presentation
of procurement progress at quarterly
Project Steering Committee
meetings. However, the selection of
the Public Awareness Strategy
Consultant and IT Consultant took
longer than initially planned due to
the need to re-advertise the
consultancy opportunities twice, as
no qualified consultants were
identified  through the initial
advertisement. The additional time
was required to complete the
prescribed procedural steps,
clearances and approvals in
accordance with the World Bank
Procurement Regulations and to
ensure transparency, fairness and
integrity in the selection process.

Although eight Performance Based
Conditions (PBCs) were scheduled
to be achieved within the first two
years  under the  Financing
Agreement, the World Bank revised
the target dates for PBCs 4, 6 and 8
up to June 2026 through the Aide
Memoire issued following the Mid-
Term Review Mission held from 12
to 21 January 2026, considering the
satisfactory progress made.

The nationwide  representative
survey was delayed due to the time
required to finalize the questionnaire
in consultation with the World Bank
and the Deposit Insurance Advisor,
conduct a pilot survey and
incorporate the resulting feedback.
Further time was required for the
World Bank and DIRD teams to
review the survey deliverables,
while the prevailing “Dittva” natural
disaster also affected completion of
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approval of a long-term public
awareness  strategy by  the
Governing Board of the Central
Bank of Sri Lanka (CBSL), which
was required to be completed by 31
December 2025, had achieved only
20 per cent progress by that date.

the survey at its final stage.

The long-term public awareness
strategy was also delayed as the
initial procurement advertised on 16
July 2025 was unsuccessful due to
the rejection of all Expressions of
Interest for non-compliance with
eligibility criteria. The procurement
was subsequently re-advertised on
30 September 2025 with
amendments to the Terms of
Reference, and additional time was
required during bid evaluation to
obtain clarifications and further
information from bidders.

Issues Related to System and Controls

Audit Issue

Response of the Management

As per Section 04 of the Terms of The  8th  Project  Steering
Reference for the Project Steering Committee (PSC) meeting,
Committee (PSC) of the World Bank- originally scheduled for the fourth
funded Financial Sector Safety Net quarter of 2025, was postponed
Strengthening Project (FSSNP), the and held on 16 February 2026
PSC is required to meet at least following the World Bank's Mid-
quarterly in order to discharge its Term Review (MTR) Mission
functions. However, it was revealed conducted in January 2026. As the
that, subsequent to the meeting held MTR included key discussions on

on 30 September 2025,

the project implementation and the

Committee convened only on 16 proposed restructuring, it was
February 2026. Accordingly, no PSC considered necessary to brief the
meeting had been conducted for the PSC on the outcomes of the MTR

fourth quarter of 2025.

before convening the meeting. Due
to the limited availability of PSC
members, including senior
officials of the Central Bank of Sri
Lanka and the Treasury, separate
meetings could not be scheduled.
The revised arrangement was
communicated to and agreed upon
by the World Bank.

Auditor’s
Recommendation
The PSC should
strictly adhere to the
quarterly frequency
specified in its
Terms of Reference.
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Although it was the responsibility of
the Project Management Unit (PMU)
to reconcile the loan balances
reported in the Financial Statements
with the Treasury records and ensure
their agreement, adequate action had
not been taken to reconcile the
balances with the Treasury records.
Further, while the loan balances
denominated in XDR were found to
be in agreement with the Treasury
records, a significant difference was
observed in the Rupee equivalent
balances. Consequently, the variance
of Rs. 1,201.6 million remained
unexplained and unreconciled as at 31
December 2025.

The IDA Loan Balance as at 31
December 2025 as per the
Financial Statements of the FSSNP
is Rs. 40,396,376,815.82 which is
correct and confirmed by the
Audit. The loan balance in terms
of USD and XDR reconciles with
the Financial Statements of the
project. IDA Loan Balance of
USD 130,313,247 converted at the
CBSL Indicative US Dollar SPOT
Exchange Rate as at 31.12.2025
which is 309.9944 is the rate used
by the Foreign Finance Division of
Central Bank and the Sri Lanka
Deposit Insurance Fund and the
same was used for the Financial
Statements of the  Project.
However, there is a difference in
the Rupee equivalent balance of
the Treasury which we have
communicated to the Department
of Treasury Operations. As per
their response, the difference in the
exchange rate has impacted on this
difference which they are currently
attending to.

Since  the loan
balances
denominated in

XDR are already in
agreement with the
Treasury  records,
the PMU should
urgently coordinate
with the Treasury to
investigate the
specific ~ exchange
rates used for the
Rupee conversion. A
detailed
reconciliation must
be performed to
identify the cause of
the Rupee-
equivalent variance
and to make
necessary financial
adjustments
immediately.



