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Ministry of Skills Development and Vocational Training

My No. 6/2/7/1
01.12.2015
el S
Country Director
Asian Development Bank
Sri Lanka Resident Mission ari
Mo. 23, Independence Avenue
Colombo 07 3

. Attn: Mr. S, Muthugala

!
Dear Madam), ’

skills Sector Development Program of Ajian Development Bank Loan Nos.
3119 - SRI and 3120 — SRI (SF), Skills Sector Enhancement Programme.,
Consolidated Financial Statement for the year ended 31.12.2014

Pursuant to above loan agreements, herewith forwarding copy of Audited Consolidated
Financial Statement (Annex I) for your records.

As per the request of Ms. Gi Soon Song, Principal Social Sector Specialist of Asian
Development Bank (ADB) following documents attached for your perusal,

- Ministry responses for the Audit Quarries of year 2015 (Annex II)

- Request letter addressed to the Auditor General to adjust/amend unreconciled
balances referred in subparagraph 2,2.2 of 2.2 Comments on Financial
Statement {Annex III).

It is reported that translation work of english version of agency audit reports are in
progress.

Yours faithfully,

i.-'

. Abeyratne
Additional Secretary (Skills Sector Development)
Ministry of Skills Development and Vocational Training
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The Secretary,

Ministry of Skills Development and Vocational Training

Development Programme for the first nccounting vear ended 31 December 2014

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

0§ RET 201

&

A

W.P.C Wickramaratne }_

Acting Auditor General

Copies - 1. Secretary, Ministry of Finance

2. Additional Secretary, Skills Sector Development Division
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The Secrctary,

Ministry of Skills Development and Vogational Training

Report of the Auditor General on the Consolidated Financial Statement of the Skills

Sector Development Programme for the first accounting year ended 31 December 2014

The audit of consolidated finaneial statement of the Skills Sector Development Programmie
for the first accounting year ended 31 December 2014 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 provisions in the Article IV ol Section 4.04
(a) of the Loan Agreement No, SRI 31 19 — SRI (SF) 3120 dated 27 May 20114 entered nto

between the Democratic Socialist Republic of $ri Lanka and the Asian Development Bank.

1.2 Implementation, Objectives, Fundin and Duration of the Programme

According to the Programme Implementation Document, then Ministry of Youth
Affairs and Skills Development, presently Ministry of Skills Development and
Vocational Training is the Executing Agency of the Programme and 09 other
institutions under then Ministry of Youth Alfairs and Skills Development, presently
Ministry of Skills Development and Vocational ‘Itaining are the Implementing
Agencies of the Programme. According to the Programme Implementation Document,
the objectives of the Programme are building an efficient education system fo meet the
local and foreign labour market demand by 2020 and improving quality, relevance,
access, recognition for vocational training and supportive policies, systems and
structures. The estimated total cost of the Programme amounted to 1SS 961 million
equivalent to Rs.125.916 million and agreed to provide US$ 100 million equivalent to
Rs. 13,100 million by the Asian Devclopment Bank. Further, US$ 141 million
equivalent to Rs. 18,523 million was cxpected to be provided by (he International
Development Association, Government ol Germany and Export - Import Bank of
Korea. This report consists of the comments on activities carried out by then Ministry

of Youth Affairs and Skills Development, presently Ministry of Skills Development
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and Vocational Training and other 09 Implementing Agencies. The Programme

activitics were commenced in 2014 and scheduled to be completed by 2020,

Responsibility of the Management {or the Consolidated Financial Statement

Management 15 responsible for the preparation and [air presentation of these
consolidated financial statement in accordance with Generally Accepted Accounting
Principles and for such inlernal control as the management delermines is necessary to
enable the preparation of consolidated financial statement that are free from material

misstalements, whether due to fraud or errot,

Auditor's Responsibility

My responsibility is lo express an opinion on these consolidated financial statement
based on my audit. 1 conducted my audit in accordance with Sri Lanka Auditing
Standards. Those standards require that 1 comply with ethical requirements and plan
and perform the audil to oblain reasonable assurance aboul whether the consolidated
financial statements are free from material misstalements. An audit involves performing
procedures to obtain audit evidence about the amounts and disclosures in the

consolidated [inancial statement, The procedures sclected depend on the auditor’s

judgment, including the assessment of the risks of material misstatement of the

consolidated financial statement, whether due to {raud or error. In making those risk
assessments, the auditor considers internal control relevant to the Programme’s
preparation and fair presentation of the consolidated linancial statement in order to
design audit procedures that are appropriate in the cireumstances, but nol for the
purpose of expressing an opinion on the effectiveness of the programme’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 consolidated financial stalement. 1 believe
that the audit evidence I have oblained 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 salisfactory control over the Progamme

management and the reliability of books, records ete. relating to the operations of

the Programme TRUE COPY
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Whether the cxpenditure shown in the consolidated financial statement of the
Programme had been satisfactorily reconciled with the enhanced financial

reports and progress reports maintained by the Programme.

Whether adequate accounting records were maintained on a continuing basis to
show the expenditure for the Line Ministry and 09 other Implementing Agencies
front the funds of the Government of $ri Lanka and the Lending Agency, the
progress of the Programme in financial and physical terms, the assets and
liahilities arising from the operations, the identifications of purchase made oul of

e Loan, ete.

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

specifications laid down in the Loan Agreement,
Whether the funds under the Loan had been utilized for the purposes of the
Vocational Training Sector.

Whether financial covenants laid down in the lLoan Agreemeni bad been

complied with.

Basis for Qualified Audit Opinion

My opinion is qualified based on the matters described in paragraph 2.2 of this report.

Financial Statements

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

the explanations given to me, except [or the effects of the adjustments arising from

{he matters referred to in paragraph 2.2 of this report, | am of opinion that,

()

(b)

(c)

the Programme had maintained proper accounling records for the year
ended 31 December 2014 and the consolidated [inancial statements give a
true and fair view of the state of affairs of the Programme as at 31 December

2014 in accordance with Generally Accepted Accounting Principles.

the funds provided had been utilized [or the purposes for which they were

TRUE COPY
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2.2 Comments on Financial Statemenis

2.2.1  Accounting Deficiencics

The following deficiencies had been observed,

(a)  Compuler and accessaries procured for the Ministry of Skills Development and
Vacational Training at a cost of Rs. 2.5 millien during the year under review

had been categorized and shown under the vehicles due to a posting error.

(b} Building renavation works carried out and equipment procured [or Skills Sector
Development Division at a cost of Rs.24.65 million had been charged as the
expenditure of the Programme instead of treated as an expenditure of the Line

Ministry.

(¢)  Salaries and other operating cost of Rs. 53.03 million and advertisement cost of

Rs. 4.6 million had been shown as the cost of stalT training.

2.2.2  Un-reconciled Balances

Although material differences were observed between several capital and recurrent
expenditure items shown in the individual financial statements of 06 Implementing
Agencies, out of 09 Tmplementing Agencies with the figures shown in the
consolidated financial statements, those differences were not reconciled and adjusted

i the consolidated finaneial statements.

Details are given below,

Institution Expenses of the vear under review
as per individual financial as per consolidated
statement presented financial statement
Rs. million 12s, million
Vocational Training Authority 1,830.61 1,668.11

National Apprentice and Industrial

‘Training Authority 1,061.37 994.75
University of Vocational ’
Technology 248.02 TRUE E OPY
Ceylon German Technical Training '

Institute 299.03 ' 347.57
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Wational Institute of Fisheries and
Mantical Enginecring 172,06 19122
Teetiary and Vocational Education
Comimission 9481 694,25

3. IMinancial and Physical Performance

3.1 Ulilization of Funds

According to the information furnished. the details of funds sched uled to be disbursed

lo the General Treasury as a budgetary support and actual amount releasced as at

31 December 2014 are given below.

Source Amount agreed to be financed Funds released up
according to the up to 31 December to
Loan Agreement 2014 31 December 2014
US$ Rs. Uss Rs. USS Rs.
million million million million million million
AlB 100.0 13,100 40.0 5.240 20.04 2.613
DA 100.0 13,100 9.6 1,205 - -
Government of Germany 15.4 2,017 - : - L, o2 5
Fxport-Import Bank of Korca 26.0 3,400 - - - -
OSL 719.8 04,293 - - - 7,308

hﬁ?

961.2 125,916 49.6 6,445 20.04 9,921

3.2 Physical 'rogress
According to the Action Plan of the Programme, 59 sub programs was scheduled to be

implemented during the ycar under review by the Implementing Agencies and a sum of
Rs. 3,457.52 million had been allocated thereon. However, only 44 sub programs had

been implemented during the year under review and a sum of Rs. 1,657.53 million had

been spent thereon, The following observations are madc. TRUE (‘r‘
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(a) Out of 10 Implementing Agencics including then Ministry of Youth Alfairs and
Skills Development, 05 Implementing Agencies had commenced sub programs
during the vear under review as scheduled, whilst other 05 Implementing

Agencies had shown slow progress  as described below.

Implementing Agency Sub Programs
Expected to be Commenced as al
commenced 31 December 2014
Tertiary and Vocational FEducation 11 05
Commission

National Apprentice and Industrial Traming
Authority 08 05
University of Technical Education (6 (14

National Institute of Fisheries and Nautical

Engineering 06 04
Vocational ‘I'raining Authority of Sri Lanka 05 (03
(b) The Programme had spent a sum of Rs. 100.64 million for renovations of

building and to procure computers for the University College located in
Kuliyapitiya. However, only 05 training courses had been conducted, out of 09
training courses expected to be conducted during the year under review.
Further, it was revealed that only 14 students had been registercd for 02
training courses above mentioned. Thus revealed that the resources allocated

for training purposes were remained underutilized as at 31 December 2014.

(c) The first year studics for 02 year Diploma Programs had been commenced at
the University College located in Matara during the ycar under review.
}However, recruitments for second bateh of same course would be questionable
due to lack of class rooms and other facilities. Further, the Food Technology
Courses with practical sessions had been commenced at the University College
located in Matara, required training equipment, lab layouts and other facilities
such as electricity, water and gases had not been provided adequately at the

TRUE CoPy
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Contract Administration

The following deficiencies are made.

{i)

(b)

(€)

According to the informaticn made available, the contracts for eonstruction o I
buildings {or 09 University Colleges had been awarded during the year under
review (0 a state owned Corporation and out of thal, cost cls.ﬂmamr; of 16
buildings located at Kuliyapitiva, Anuradhapura, Ratmalana, Katubedda,
Matara and Jaffna had  been revised from Rs 673.8 million to Rs 1.022.3
million subsequently. 1l was observed that the scope variations made on
installation of passenger lifts. air-conditioning system. (ransformers, [ire
protections system and additional conereting works due to structural changes

were the major causes for the escalations of the cost of constructions,

According to the Programme Implementation Plan, a sum of Rs. 1,700 million
had been allocated for the purpose of procuring of training equipment for
newly constructed University Colleges. However, action had been laken at the
end of the year under review to award contracts to procure equipment valued at
Rs. 1.579 million only and out of that, training equipment valued at Rs. 98.57
million had been received at the end of the year under review, as per records
made available at the Skills Sector Development Division of the Programme.
Further, as specified in the Programme Implementation [ocument,
International Competitive Bidding Procedures was required to be applied to
procure equipment valued over UUS$ 0.5 million and equipments with similar
nature should be grouped together and packaged accordingly. However, the
Skills Sector Development Division had applied National Competitive Bidding

Procedure to procure training equipment under individual basis ol assets.

It was observed that the bids had been called to procure training malerials at a
cost of Rs. 186 million for Production Technology Courses at newly
constructed University Colleges without preparing of cost estimate and
grouping of assets with similar nature and as a result, the bidders had not
responded properly. Eventhough the Technical Evaluation Commiltee and
Procurement Committee had recommended to recall the bid for 35 items out of
97 items, Skills Scctor Development Division had not taken action Lo recall

TRUE COPY
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() Nationul Youth Services Council had awarded a contract o procure raining
equipment at a cost of Rs.35.54 million and the conlract was required 1o be
completed by 24 December 2014, However, the training equipment valued al
e 1468 million had not been received even as at 31 August 2015, The Skills
Sector Development Division had reimbursed a sum of 15.30.94 million to the

Council without tracing evidence to prove the equipment physically received.

(e) [t was observed at the site inspection made by the auditors that the Consultant
had failed to identify delects of the newly constiucted  building at the
University College at Matara at the time of handinig, over on 03 December 2014
and action had not been taken to reetify 06 major defects identified by the officers
of the University College even up to 31 May 2015. Further, the some of the
training equipment could nol be inetalled as the building layoul plans were tot
properly prepared. In addition, several major defeets and cracks of the
building constructed at University Collepe located at Kuliyapitiya had alse

heen observed at the time of audit inspection made.

3.4 Issues on Finaneial Controls

The following observations are made,

(1) According to the paragraph 24 of Project Appraisal Document, the Internal
Audit Units of every Implementing Agency of the Programme are required to
be carried oul risk based high impact audits and Skills Sector Development
Division of the Programme is required to take action for the momitoring
purposes. Liven though Internal Audit Units had been established in the Line
Ministry and 04 other Implementing Agencies and 53 auditors atiached therein,
material findings had not been included in the internal audit reports relating to
the operations of the Programme. jrurther, the Internal Audit Units had not

been established in 05 Implementing Agencies.

(k) Incentive schemes, ‘ntroduced to the staff of the Tmplementing Agencies had not

heen based on results and eriteria developed by the Line Ministry. The total cost

TRUE COPY

of the incentive payments amounted Rs. 97.09 million.
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WP, O Wickramaratne

Acting Auditor General
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Annex

SKILLS SECTOR ENHANCEMENT PROGRAM (JULY 1, 2013 - 2020)
EXECUTED BY THE MINISTRY OF SKILLS DEVELOPMENT AND VOCATIONAL TRAINING

MOTES TO THE INTERIM UNAUDITED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2014

1. PROGRAM NATURE AND ACTIVITIES

1.1. 5kills Sector Development Program (S5DP) (2014-2020) is a medium term sector development
program the 5ri Lankan Government has undertaken for TVET sector. SSDP covers all - skills
development activities carried out by agencies and training providers under the Ministry of Skills
Development and Vocational Training (MSDVT). Following table shows the program scope.

Outcome An efficient skills education system to meet the local/fareign
labor market demand
Outputs Improving (i) quality (i) relevance (iii) access (iv) recognition for
vocational training and (v) supportive policies, systems and
I—— structures. U <. N1 P
Lxecutive Ug-énty Ministry of Skills Deve!c':pme_nm&' Voeational Training (MSOVT)

| Period of the program | 2014-2020

S550P has supported the public investment strategy 2014 — 2016. The ADB's Results Based
Lending (RBL) for the government sector program is called Skills Sector Enhancement Program
' (S5EP) 2014-2016. Outcomes, outputs, participating ministries and agencies are same as for

55DP.

Originally estimated total expenditure of 550P is 5 961 for 2014-2020, SSEP total expenditure for
2014-2016 Is S 386. The ADB contribution is 5 100 for 2014-2016, 5 50 Mn. From Ordinary Capital
resources and 5DR 32.6 Mn from Special Fund resources,

Implementation agancies under the purview of MSDVT are as [ollows,

=

Sl il -l .ol o T 4 T
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Ministry of Skills Development and Vacational Training (M5DVT)
Department of Technical Education and Training (DTET)
Vacational Training Authority of Sl Lanka (VTA)

Mational Apprentice and Industrial Training Authority {NAITA)
Tertiary and Vocational Education Commission (TVEC)

Unlversity of Vocational Technology (UNIVOTEC)
Mational Youth Corps (NYC) : TR_UE COPY
Mational Youth Service Council (NYSC)

Ceylon German Technical Training Institute (CGTTI)
Mational Institute of Fisheries and MNautical Engineering (MIFNI)

Motes to the Financial Statement — Skills Seclor Developrent Program, Page 1
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1.2 MSDVT is a Government ministry and the DTET is a Government department. Both of them are

coming under separate expenditure heads as budgetary units of the appropriation bill. All other
agencies are treated as public enterprises under a line ministry as separate legal entities.
Ministries, Departments and public enterprises are regulated by government finance.

The legal frame work for government finance is in the 1978 Constitution and the public, finance
Act No. 38 of 1971, Rules and procedures on finance are detailed in the Government Financial
Regulations 1992 which has been amended time to time.

STATEMENT OF COMPLIANCE

These special purpose Interim unaudited financial statements has been prepared for the Skills
Sector Enhancement Program on a cash basis of accounting as provided in the Finance
Repulations, Finance Act No 38 of 1971 and Enabling Acts of Parliament as applicable in Sri Lanka.

SIGMIFICANT ACCOUNTING POLICIES

3.1. Unaudited Interim Consolidated Financial Statement

3.2,

3.3

This comprises of the consolidated statement of Sources and Uses of Funds according to the
infarmation available in the statements submitted by implementation apencies, and related
notes to these the financial statement.

Basis of measurement
i

L] 1

Financial Statements have been prepared under the historical cost convention and on a cash
basis of accounting. Data has been oblained from the implementation agencies, consolidated
and reconciled with the CIGAS accounting records for (i) expenditure incurred by MSDVT and
DTET and for (ii) amount transferred to the TVET agencies as block Grants. TVET agencies
maintain this books of accounts on an accrual basis of accounting, However to reconcile with the
GOSL cash hasis accounting system, financial information relating to cash inflows and outflows
has been obtained from the TVET agencies financial/ expenditure reports.

Fund Flow mechanism

All transactions are funded by consolidated funds, other than World Bank funding for the
compoenent 2 were the conventional investment project procedure is applied. Consolidated
funds are received by MSOVT/DTET on cash imprest to their Bank Accounts. Specific allocation
for SSDP will be transferred to SSDD Bank account as a sub imprest to dishurse to TVET agencies
an manthly progress. Block grant will be transferred to TVET agencies by the treasury on direct
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3.4, Cash and cash equivalents

Cash in hand is minimized at implementation agencies, Other than the unspent amount of Block
grant, all other mprest cash balances should be refunded to the treasury through MSDVT/DTET
at the year end. Unspent block grant shall be used in the following year and accounted by the
agencies. Self-financing cash balances are remaining in agencies accounts. Advances not charged
to the expenditure codes are also treated as cash equivalents.

3.5, Accrued and other liabilities

On the cash basis policy, year-end commitments are not accounted as expenditure in the current
year. Although the policy is contrary to the time basis, the expenditure will be recorded in the

following year where the payment is made.

i 3.6. Income

I In the government finance , other than to the self-financing activities, all income shall be
accaunted to the povernment revenue. Revenue in self —financing activities is reflected in

the income and expenditure Accounts,
Il.  If any asset is given free of charge by the povernment , such asset is not accounted in the

financial statements of the agencles.
3.7. Interest and Financial Charges

If the finance charges are derived from the specific project identified to the Head (Minstry) , such
expenditure would be charged to the ministry’s head as an expenditure. IF they are common
charges, the accounting will be done at the treasury for a commeon vote.

| 4, BLOCK GRANTS, ADVANCES & CASH EQUAL ANT

Under the eash basis of accounting , advances by MSDVT and DTET to suppliers and contractors
are charped as expenditure under a separate identifiable code. In addition ,block grants to TVET
agencies which have not yet been recorded as expenditure by the TVET agencies but charged to
expenditure under the cash basis of accounting are attached as Table 01,
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FINANCING FROM CONSOLIDATED FUND AND OTHER SOURCES

Government budgeting and funding miechanism urider the RBL

Government budget is prepared for the entire activities of MSEVT , DTET and TVET agencies, excepl
for self-financing activities. TVET apencies shall include self = financing budget in their corporate plan,
Fund flow is effected in the following manner.

5.1,

e

5.4.

Block grant transfer

Treasury disburses the funds directly to TVET agencies on the recommendation of MSDVT for
recurrent and approved capital expenditures. Actual expenditures are reported monthly to the
treasury and recorded by CIGAR system to the MSDVT Head and disclosed in Treasury print outs.
Unspent balance, if any at the year end, will be used In the following year by the agencies and
reported under new Treasury Votes. The imprest authority lies on MSDVT for Block grant
transfers,

Project specific funds and others

S50F specific and others of consolidated funds allocated to MSDVT are issued periodically to the
MSDVT Bank account as an imprest by the treasury. Project specific fund is managed by a
separate division of the Ministry known as Skills Sector Development Division (SSDD) as a sub
imprest which is transferred to separate Bank aceount from the ministry, while others are
managed by the MSDVT accounts division. 550D issues projectspecific funds to TVET agencies
reviewing the monthly progress and having liguidations far the previous balances monthly. Any
balances at the year-end will be refunded to the treasury by M3DVT under these arrangements.

. World Bank contributing

Waorld Bank contribution is effected in two ways. Component 1 is as same as RBL and componant
2 is as the conventional investment project frame work under MSDVT.

Self-financing

Some of TVET agencies are allowed to run the self-financing activities. These cash flows are
moved within the Agencies as going concern.

TRUE COPY

Motes La the Financial Statement - Skills Sector Development Program. Page 4

b



5.5. Others

Others shall be special purpose programs other than to the above and miscellaneous in come
stich as scrap sales elc,

Description - Current Periotdl Prior Year Cumulative Year |
Jan 1, 2014 - Dec to date
] 31,2004 e
Rs. 00D

Government Counterpart | 6,935,040 3,321,828 10,256,868
550D i 1,647,672 0 1,647,672
WE

Other Sources of Funding 1,338,908 290,847 1,629,755
Total 9,921,620 3,612,675 | 13,534,295

RECONCILIATION OF ASIAN DEVELOPMENT BANK DISBURSEMENT FOR SSEP

Twvo Loan agreements have been signed between Demecratic Socialist Republic of SriLanka and Asfan
Development Bank on 27.05.2014. one is for Ordinary Operations and the other for Special
operations. The ADB contribution for SSEP is $ 100 for 2014-2016, S 50 Mn. From Ordinary Capital
resources and SDR 32.6 Mn. From Special Fund resources. Interest shall be paid on the principle
amount of the loan withdrawn and outstanding from time to time at the rate for '

a. LIBRO

b, 60% as determined by Sec. 3.02 of the loan regulation less a éredit af 0.10% as prwidc'd by Sec.
3.03 of the loan regulation

c. A maturity premium of 0.10% as provided by section 3.03 of the lean regulation

d. Commitment charges of 0.15% shall be paid per annum

Lo an closing date 30 lune 2017

_ADF loan (SDR 32.6 Mn.)

Interest rate is 2% per annum during the grace period and thereafter.
Loan closing date 307 June 2017
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Details of dishursernents are given below:

fis of 31 December 2014

SLR 000
Amount in SLR
credited to
5L Curre Dishursed Exchang Consolidated
Mo Development Pariner Date ey Amount e Rate Funel
A DPs Accumulated disbursement as of sD
01.01.2014 ekl N i
B I'tece'ipﬁs of DPs Contribution dur-i.ng the year i =
1 | Disbursement 3/6/2014 | USD | 10,000,000.00 130.35 | 1,303,500,000.00 |
2 | Disbursement : 3/6/2014 uUsD | 10,045,885.60 130,35 | 1,309,481,187.96
3 Disbursement™® 2111/2014
Total Recelpts of DPs Contribution duﬂng" B i =
the year I
C | Total cash received as of December 1,2014 S
{C=A+B)

As 39 Withdrawal SSDD submitted application for USD 16,000 Mn. As per the donor Information USD

15,625,948 scheduled to be disbursed on 26.11.2014.

18.12 .2014, has not been reimbursed.

7. GIVE DETAILS FOR OTHER DONOR FUNDING TO S5EP

P Spea— T

World Bank Liso
(a}, Component 01 Uso
(b). Componant 02 Lso

DATE OF AUTHORIZATION

101.5 Mn.
93.6 Mn.
7.9 Mn.

PROCUREMENT FROM NON ADB MEMBER COUNTRIES
Procurement were based on National Competitive Bidding from the period 01.01.2014 to 31.12.2014,

(SDR 65.7 Mn.)

4% \ithdrawal Application submitted on

These financial statements have been authorized for issue by Secretary of Ministry of Skills
Dewvelopment and Vocational Training and Skills Development on 25.06.2015
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