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The Secretary

Ministry of Mahaweli Development and Environment

Report of the Auditor General on the Financial Statements of the Mahaweli Water
Security Investment Programme —Tranche 1 Project for the first accounting period from

17 September 2015 to 31 December 2015

The English version of the above mentioned report is sent herewith.

H.M.Gamini ‘Wijesinghe

Auditor General
Copies - 1. Secretary, Ministry of Finance

2. Project Director, Mahaweli Water Security Investment Programme —

Tranche 1 Project
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The Secretary

Ministry of Mahaweli Development and Environment

Report of the Auditor General on the Financial Statements of the Mahaweli Water Security

Investment Programme —Tranche 1 Project for the first accounting period from

17 September 2015 to 31 December 2015

The audit of financial statements of the Mahaweli Water Security Investment Programme —
Tranche 1 Project for the first accounting period from 17 September 2015 to 31 December 2015
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 Article
4.06 (a) of Loan Agreement No. 3267 — (SRI) and Article 4.03 (a) of Loan Agreement No 3268
(SF) dated 17 September 2015 entered into between the Democratic Socialist Republic of Sri
Lanka (GOSL) and the Asian Development Bank (ADB).

1.2 Implementation, Objectives, Funding and Duration of the Project

According to the Loan Agreements of the Project, the Ministry Mahaweli Development
and Environment is the Executing Agency and the Sri Lanka Mahaweli Authority and
Department of Irrigation are the Implementing Agencies of the Project. The objective of
the Project is to secure access to water resources for agricultural and drinking purposes in
Project area. As per the Loan Agreements, the estimated total cost of the Project
US$ 190 million equivalent to Rs 26,720.80 million and out of that US$ 150 million
equivalent to Rs 21,095.36 million was agreed to be provided by the Asian Development
Bank. The Project commenced its activities in June 2015 and scheduled to be completed

by December 2019.

Gatd 306/72, emdeD @i, 83ed@ds, @ oD, .- @e. 306/72, GuIhET off, LSsFER@m, Bemme.- No. 306/72, Polduwa Read, Battaramulila, Sri Lanka

+94.11-2887028-34 +94.11-2887233 ¢ oaggev@slinet.lk A www.anditorgeneral.gov.lk



EngHonDod econBmeBoind

Auditor General’s Department

1.3 Responsibility of the Management for the Financial Statements

1.4

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Sri Lanka Accounting Standards and for such internal control
as the management determines is necessary to enable the preparation of financial statements

that are free from material misstatements, whether due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. I
conducted my audit in accordance with Sri Lanka Auditing Standards. Those standards
require that I comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatements. An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the Project’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Project’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the
management as well as evaluating the overall presentation of the financial statements. I
believe that the audit evidence I have obtained is sufficient and appropriate to provide a
basis for my opinion. The examination also included such tests as deemed necessary to

assess the following.

(a) Whether the systems and controls were adequate from the point of view of internal
control so as to ensure a satisfactory control over Project management and the

reliability of books, records, etc. relating to the operations of the Project.

(b) Whether the expenditure shown in the financial statements of the Project had been
satisfactorily reconciled with the enhanced financial reports and progress reports

maintained by thé Project.

B BEIVER HaaIe HGIR Fainthbane
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(c) Whether adequate accounting records were maintained on a continuing basis to
show the expenditure of the Project from the funds of the Government of Sri
Lanka and the Lending Agency, the progress of the Project in financial and
physical terms, the assets and liabilities arising from the operations of the Project,

the identifications of the purchases made out of the Loans, etc.

(@) Whether the initial deposit, withdrawals from and the replenishments to the
Special (Dollar) Account had been truly and fairly disclosed in the books and
records maintained by the Project and the balance as at 31 December 2015 had
been satisfactorily reconciled with the accounting records of the Central Bank of
Sri Lanka (CBSL) as at that date.

(e) The Statements of Expenditure (SOEs) submitted could be fairly relied upon to
support the applications for reimbursement in accordance with the requirements

specified in the Loan Agreements.

® Whether the withdrawals under the Loan had been made in accordance with the

specifications laid down in the Loan Agreements. :

(2) Whether the funds, materials and equipment supplied under the Loans had been
utilized for the purposes of the Project.

(h) Whether the expenditure had been correctly identified according to the

classification adopted for the implementation of the Project.

6] Whether the financial statements had been prepared on the basis of Sri Lanka

Accounting Standards.

6)) Whether the financial covenants laid down in the Loan Agreements had been

complied with.



EnamnBod eqcnBoeloind
TNV EEINTIT BEnann NRICE B haair
Auditor General’s Department

AGDSL

2. Financial Statements

2.1 Opinion
So far as appears from my examination and to the best of information and according to the

explanations given to me, I am of opinion that,

(a) the Project had maintained proper accounting records for the first accounting
period ended 31 December 2015 and the financial statements give a true and fair
view of the state of affairs of the Project as at 31 December 2015 in accordance

with Sri Lanka Accounting Standards,

(b)  the funds provided had been utilized for the purposes for which they were
provided,

() the initial deposit, withdrawals from and the replenishments to the Special (Dollar)
Account had been truly and fairly disclosed in the books and records maintained
by the Project and the balance as at 31 December 2015 had been satisfactorily
reconciled with the accounting records of the Central Bank of Sri Lanka (CBSL) as
at that date.

(d)  the Statements of ExpendiﬁJre (SOEs) submitted could be fairly relied upon to
support the applications for reimbursement in accordance with the requirements

specified in the Loan Agreements,

(e)  the financial covenants laid down in the Loan Agreements had been complied

with.
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3. Financial and Physical Performance

3.1 Utilization of Funds

Certain significant statistics relating to the financing, budgetary provision for the year

under review and the utilization of funds up to 31 December 2015 are shown below.

Source Amount agreed for Allocation made in Funds utilized as at
' financing in the the Budget 31 December 2015
Loan Agreement Estimate for the

year under review

US$ Rs. Rs. USS$ Rs.
million  million million million million
ADB 76 10,688.32 63.45 - -
- Loan No 3267 74 10,407.04 400.00 2.3 332.50
- Loan No 3268 40 5,625.44 75.00 0.5 71.54
190 26,720.80 538.45 2.8 404.04

3.2 Physical Progress

The following observations are made.

(a) According to the Action Plan, a sum of Rs. 561 million had been allocated to carry
out field works, procurement of equipments for operations and maintenance
purposes and recruit expert panel and other special assistance for the Project.

However, those activities had not been implemented even as at 31 December 2015.

(b) The overall physical progress of the activities of Project as at 31 December 2015
was remained as 0.3 per cent eventhough it was expected to achieve physical

progress of 02 per cent as at that date.
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3.3 Extraneous Expenses

It was observed that a sum of Rs. 1.5 million had been spent on procurement of air
conditioners and other equipments for the building constructed for the use of Project

Operating Unit of the Line Ministry had been charged as a cost of the Project.

3.4 Human Resources Management

According to the Facility Administration Manual, the staff of the Project Monitoring Unit
should be comprised with 143 cadre positions. However, according to the Letter dated
27 July 2015 of the Department of Management Services 158 cadre positions had been
approved. Out of those, only 30 officers including Project Directors, Project Accountants

and Engineers had only been recruited as at 31 December 2015.

H.M.Gamini Wij esinghe

Auditor General
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Ministry of Mahaweli Development and Environment
Mahaweli Water Security Investment Programme - Tranche 1

Financial Position as at 31st December, 2015.

Non Current Assets Note Rs. uss
Property Plant and Equipment 03 2,103,599
Project Development Cost
Other Project Related Cost 14,958,138
Advance payments to Lameyer International - Consultancy 387,328,412

payments to Lameyer International
Consultancy - 1st Payment - December

Current Asset
Central Bank Imprest Accounts

ADB - L/N 3267 SRI - Ordinary Operations

ADB - L/N 3268 SRI - Special Operations

Accumulated Fund

8,360,697 395,689,109 410,647,247
412,750,846

965,828,517 6,704,242
984,198,778 6,831,758
1,950,027,294

GOSL - Contribution 71,539,015
Revaluation of Imprest Accounts
ADB - L/N 3267 SRI - Ordinary Operations 5,928,561
ADB - L/N 3268 SRI - Special Operations 5,529,625
__ 11,458,186
82,997,201
Non Current Liabilities
ADB Loan
Loan No. 3268
Direct Payment 332,502,232
Special Operations - Imprest Release by the CBSL 978,669,153 6,831,758
ADB - L/N 3268 SRI - Special Operations 1,311,171,384
Loan No. 3267
Ordinary Operations 959,899,955 6,704,242
2,271,071,340
2,354,068,541
Current Liabilities
Accrued Expenses 04 8,709,599
8,709,599

2,362,778,140

NALN

D.Abeysuriya Eng.N.A.Sisira Kum\i?é Udaya R.Senevirathna
Finance Manager Project Programme Director Secretary to the Ministry
3 B lamare e el .
i[mgat@ Abeysooriya Udaya R, Seneviratne
Project Accountant 5 PML Serelnty ot
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Ministry of Mahaweli Development and Environment
Mahaweli Water Security Investment Programme - Tranche 1

Cash Flow Statement for the year ended 31st December, 2015.

Receipts
GOSL - Contribution

Net receipts during the year

Cash flow -Investment Activities

Civil Works

Mechanical and Electrical Equipment (Property, Plant and Equipment)

Environment and Social Mitigation

Consulting Services

incremental PMU and PLU Salaries

Training

Equipment Operation and Maintenance

Net Cash flow - Investment Activities

Cash flow - Financing Activities

Obtaining Loans

ADB - L/N 3268 SRI - Special Operations Direct Payment

ADB - L/N 3268 SRI - Special Operations Imprest Release to CBSL
ADB - L/N 3268 SRI - Special Operations Currency Revaluation
ADB - L/N 3267 SRI - Ordinary Operations Imprest Release to CBSL

Rs.
71,539,015

71,539,015

[T SRS e
== S5 S

4,372,125
1,999,929
448,440
387,328,412
6,313,494
5,443
3,573,404

(804,041,247)

ADB - L/N 3267 SRI - Ordinary Operations Currency Revaluation
Net Cash flow - Financing Activities

Increase / (Decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the year
Cash and cash equivalents he end as at 31.12.2015

Note - A

Imprest Accounts at Central Bank of Sri Lanka
ADB - L/N 3267 SR! - Ordinary Operations

ADB - L/N 3268 SR! - Special Operations

332,502,232
978,669,153

5,529,625 1,316,701,009
959,899,955

5,525,625 965,429,580

2,282,130,590

1,949,628,358

Note - A 1,949,628,358

Rs.

i

984,198,778

965429580
1,949,628,358

(3)
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MINISTRY OF MAHAWELI DEVELOPMENT AND ENVIRONMRNT

MAHAWELI WATER SECURITY INVESTMENT PROGRAMME - TRANCHE 1

Notes to the financial statement for the year ended 31 December, 2015.

1. PROGRAMME INFORMATION

1.1 General
The Investment program was approved by ADB on 24 June 2015, its first tranche was approved by ADB

President on 2 July 2015, and the loan agreements were signed by ADB and Ministry of Finance on 17
September 2015. It will support the government finance Phase 1 of the government’s planned two-
phased North Central Province Canal Program (NCPCP) that will complete outstanding investments of
the Mahaweli Development Program. The investment program’s financing will be under a $675 million
multi tranche financing facility amounting to $453 million ADB contribution, $114 million co financing,
and $108 million government contribution. The investment program will be implemented over 10 years
from 2015 to 2024. It will comprise three tranches financing the following projects, time-sliced under

each tranche:

jii.

The Upper Elahera Canal Project (UECP) comprises two components. The first component is the
9km Kaluganga — Moragahakanda Transfer Canal (including a 8km tunnel) that transfers water
between the Kaluganga and Moragahakanda Reservoirs. The second component is the Upper
Elahera Canal that connects the Moragahakanda Reservoir to the existing reservoirs:
Huruluwewa, Manankattiya, Eruwewa and Mahakanadarawa via 82km of canals (including a
26km tunnel). These reservoirs supply water to existing irrigation and water supply schemes.

The North Western Province Canal Project (NWPCP) will construct 96km of new and upgraded
canals (including a 940m tunnel) and two new 25m tall earth gravity dams impounding the
Mahakithula and Mahakirula Reservoirs. It will transfer water from the Dambulu Oya River and
the existing Nalanda and Wemedilla Reservoirs to command existing irrigation and water supply

reservoirs.

Minipe Left Bank Canal Rehabilitation Project (MLBCRP), located in the downstream
reaches of the Mahaweli River, will: (a) add upstream storage by heightening the
headwork’s weir by 3.5m, (b) construct new intake gates to the left bank canal and
emergency spill weirs to both left and right bank canals; and (c) rehabilitate the 74km
Minipe Left Bank Canal to improve conveyance and reliability of service to existing
farmers.
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MINISTRY OF MAHAWELI DEVELOPMENT AND ENVIRONMRNT

MAHAWELI WATER SECURITY INVESTMENT PROGRAMME — TRANCHE 1
Notes to the financial statement for the year ended 31° December, 2015.

The investment program also supports preparation of Phase 2 projects that will develop additional

transfer canals and reservoirs to allow additional water be diverted from the Mahaweli River and

extend the system to additional existing reservoirs in the North Central Province. The government

plans to implement Phase 2 from 2018-2030 under separate financing, possibly with ADB’s support.

It may comprise the following projects:

(i) Kalinganuwara Pumping Complex Project;

(i1) Lower Uma Oya Reservoir Project;

(iii) Randenigala — Kalu Ganga Transfer Canal Project; and

(iv) North Central Province Canal Project.

The investment program’s impact will be improved agricultural production and sustained economic

growth in the North Central, central, North Western and Eastern Provinces. Its outcome will secure

access to water resources for agricultural and non-agricultural purposes in the project areas. The

outputs will be

(i) Output 1: New and improved water conveyance and storage infrastructure developed,

(i) Output 2: Systems for improving water resources management and productivity developed, and

(iii)Output3: Efficient multi-disciplinary investment program management operational. Each tranche
of the MLF finances facilitate respective slices of the investment project.

Output 2 will address the key non-structural sector priorities through two consulting packages.
Firstly the “Improving System Efficiencies and Water Productivity” package investigates existing
inefficiencies within the existing conveyance and irrigation systems, and also constraints to
improving water productivity, and will recommend on-farm and system-wide improvements,
Structural recommendations will be incorporated into civil packages for implementation under
subsequent tranches and possibly under Phase 2. The second consulting package, “Strengthening
Institutions With Integrated Water Resources Management,” will recommend programs for
modernizing policy and governance frameworks, and institutional strengthening to improve national
water resources planning and operational procedures.
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MINISTRY OF MAHAWELI DEVELOPMENT AND ENVIRONMRNT

MAHAWELI WATER SECURITY INVESTMENT PROGRAMME — TRANCHE 1

Notes to the financial statement for the year ended 31* December, 2015.

2.

2.1.

2.2.

2.3.

2.4.

2.5.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statement are set
out below. These policies have consistently applied to all the year presented, unless otherwise
stated.

Basis of Preparation

These financial statement have been prepared in accordance with the Sri Lanka Accounting
Standard issued by the Institute of Charted Accountants of Sri Lanka. These Financial
Statements are Presented in Sri Lankan Rupees (Rs .) and all financial information presented in

Sri Lanka Rupees has been rounded to the nearest rupee.

Comparative Information
No comparative information is shown as the programme commenced its activities in November,2015 after

signing of the loan agreement.

Foreign Currency Translation
The Financial Statements are presented in Sri Lanka Rupees, which is the Programmme’s

functional and presentation currency. Transactions in foreign currencies are initially recorded at
the functional currency rate ruling at the date of the transaction. Monetary assets and lLiabilities
denominated in foreign currencies are retranslated at the functional currency rate of exchange
ruling at the balance sheet date. All differences are not taken to Income and Expenditure
Account. Non monetary items that are measured in terms of historical cost in a foreign currency
are translated using the exchange rates as at the dates of the initial transactions.

Revenue
All revenue collected by the project is transferred to the Consolidated Fund as a Revenue.

Income Tax
The income tax is not applicable.

2.6. Borrowing costs

All borrowing costs are recognised in Expenditure in the period in which they are incurred.
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MINISTRY OF MAHAWELI DEVELOPMENT AND ENVIRONMRNT

MAHAWELI WATER SECURITY INVESTMENT PROGRAMME —~ TRANCHE 1

Notes to the financial statement for the year ended 31° December, 2015.

2.7. Property, Plant and Equipment

Items of property, plant and equipment are measured at cost less accumulated depreciation and
any accumulated impairment losses.

Depreciation is charged so as to allocate the cost of assets less their residual values over their
estimated useful lives, using the straight-line method. The following annual rates are used for the
depreciation of property, plant and equipment:

Air Conditioners Over 05 Years
Tools and Equipment Over 10 Years
Computers and Accessories Over 04 Years
Office Equipment Over 10 Years

No depreciation is provided for the year of purchases but full year depreciation is provided for the year of
disposal

If there is an indication that there has been a significant change in depreciation rate, useful life or
residual value of an asset, the depreciation of that asset is revised prospectively to reflect the new
expectations.

2.8.  Cash and Cash Equivalents o
Cash and cash equivalents are cash in hand, demand deposits and short — team highly liquid

investments, readily convertible to known amounts of cash and subject to insignificant risk of
changes in value.

For the purpose of cash flow statement, cash and cash equivalents consist of cash in hand and
deposits in banks.
2.9. Retirement Benefit Obligations

a) Defined Contribution Plans

As per circulars issued by the Management Services Department of the Treasury, the entitled
officers are contributed 12% and 3% of gross emoluments of employees as Provident Fund
and Trust Fund contribution respectively.
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Ministry of Mahaweli Development and Environment
Mahaweli Water Security Investment Programme - Tranche 1

Notes to the Financial Statements for the year ended 31st March, 2015.

Note - 01
Property Plant and Equipment

Cost Balance asa Additions Balance as at
the beginning 31.12.2015.

USB Adapter - 2,250 2,250
Prolink UPS - 4,400 4,400
UPS for Computers - 31,000 31,000
Office Equipment - 71,816 71,816
Photo Copy Machine - 362,970 362,970
Fans - 19,900 19,900
Air Conditioners - 1,503,053 1,503,053
Grass Cutters - 12,500 12,500
Fax Machines - 32,560 32,560
Scanner - 7,650 7,650
Multy Media Project - 55,500 55,500
Rs. - 2,103,599 2,103,599

Depreciation
Balance as a Charged for Balance as at
the beginnin  the year 31.12.2015.
USB Adapter - - -
Prolink UPS - - -
UPS for Computers - - -
Office Equipment - - -
Photo Copy Machine - - -
Fans - -
Air Conditioners - - -
Grass Cutters - - -
Fax Machines - - -
Scanner - - -
Multy Media Project - -

Rs. - - -
Net Value
Balance as.at Balance as at .
the beginning 31.12.2015.
USB Adapter - 2,250
Prolink UPS - 4,400
UPS for Computers - 31,000
Office Equipment - 71,816
Photo Copy Machine - 362,970
Fans - 19,900
Air Conditioners - 1,503,053
Grass Cutters - 12,500
Fax Machines - 32,560
Scanner - 7,650
Multy Media Project - 55,500

Rs. - 2,103,599
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Ministry of Mahaweli Development and Environment
Mahaweli Water Security Investment Programme - Tranche 1

Notes to the Financial Statements for the year ended 31st March, 2015.

Note - 02

Accrued Expenses

Water
Security
Janitorial
Electricity
Telephone
Consultancy
EPF
Stationery
Paper Ad.
Subsistence
Equipment

Total PMU NWP UECP MLBCR
21,933 21,933
9,002 9,002
17,538 17,538
80,957 80,169 788
17,748 10,602 2,381 4,765
8,360,697 8,360,697
79 79
30,045 30,045
57,720 57,720
10,210 10,210
103,670 103,670
Rs. 8,709,599 8,587,785 3,169 14,975 103,670
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