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1.2

1.3

Financial Statements
Qualified Opinion

The audit of the financial statements of the Kahatagasdigiliya Pradeshiya Sabha including the financial
statements for the year ended 31 December 2023 comprising the Statement of assets and liabilities as at
31 December 2023, Comprehensive Income Statement, Statement of changes in Equity / Net Assets,
Cash Flow Statement for the year and significant accounting policies and other explanatory information
was carried out, for the year then ended, 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 the
provisions of the National Audit Act No. 19 of 2018 and the Sub-Section 172 (1) of the Pradeshiya
Sabha Act No. 15 of 1987. My comments and observations which | consider should be report to
parliament appear in this report.

In my opinion, except for the effects of the matters described in paragraph 1.6 of this report, the
accompanying financial statements give a true and fair view of the financial position of the
Kahatagasdigiliya Pradeshiya Sabha as at 31 December 2023, and of its financial performance and its
cash flows for the year then ended in accordance with Sri Lanka Public Sector Accounting Standards
for Local Authorities

Basis for Qualified Opinion

I expressed qualified opinion on the matters described in paragraph 1.6 of this report.

I conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuUSs). 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 qualified 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 Public Sector Accounting Standards for Local Authorities, 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 Pradeshiya Sabha’s financial
reporting process.

As per Section 16(1) of the National Audit Act No. 19 of 2018, the Pradeshiya Sabha is required to
maintain proper books and records of all its income, expenditure, assets and liabilities, to enable annual
and periodic financial statements.
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Audit Scope (Responsibility of the Auditor for the audit of 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, | exercised professional judgment
and maintain professional skepticism throughout the audit. | 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 its internal control.

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.

The scope of the audit also extended to examine as far as possible and as far as necessary the following;

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 Pradeshiya Sabha, and whether such systems,
procedures, books, records and other documents are in effective operation;

Whether the Pradeshiya Sabha has complied with applicable written law, or other general or special
directions issued by the governing body of the Pradeshiya Sabha ;

Whether it has performed according to its powers, functions and duties; and

Whether the resources of the Pradeshiya Sabha had been procured and utilized economically,
efficiently and effectively within the time frames and in compliance with the applicable laws.
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1.6

1.6.1

(@)

(b)

(©

Report on Other Legal Requirements

National Audit Act, No. 19 of 2018 includes specific provisions for following requirements.

(@)  The financial statements of the Pradeshiya Sabha presented is consistent with the preceding year
as per the requirement of section 6 (1) (d) (iii) of the National Audit Act, No. 19 of 2018.

(b)  The financial statements presented includes all the recommendations made by me in the previous
year as per the requirement of section 6 (1) (d) (iv) of the National Audit Act, No. 19 of 2018.

Audit Observations on the preparation of Financial Statements

Non-compliance with the Sri Lanka Public Sector Accounting Standard for Local Authorities

Non-compliance with the Standard

Only Rs.30,277,846 was paid for the
purchase of fixed assets in the year under
review, but under investing activities in
the cash flow statement, the purchase of
property and equipment was shown as
Rs.31,960,046.

According to paragraph 3.29 of the 2017
standard, investing activities are
acquisitions and disposals of long-term
assets and other investments not
included in cash equivalents, but
although, the fixed deposits has been
increased by Rs.6,811,799 during the
year under review, it was shown as
Rs.1,188,201 under investing activities
in the cash flow statement.

According to paragraph 3.30 of the 2017
standard, financing activities are
activities that result in changes in the
amount and composition of an entity's
contributed capital and borrowings, but
non-cash asset receipts of Rs.19,821,640
had been also shown as financing
activities during the year under review,
the Capital Expenditure Grants received
had been overstated by Rs.51,781,686 in
the cash flow statement.

Comments of the Sabha Recommendation
Accepted Cash flow statement
should be prepared

according to the
standards.

-Do- -Do-

-Do- -Do-



1.6.2 Accounting Deficiencies

@)

(b)

(©

(d)

1.6.3

Audit Observation

Due to the amount of Rs.237,823 paid for
installation of solar power system had not
been recognized as fixed assets and accounted
as recurring expenditure, fixed assets value
has been understated by that value.

The income of Rs.70,494 received from the
solar energy system for the period from July
to December 2023 was offset against the cost
of the Sabha’s electricity bill and the income
received had not been recognized as an
income of the Sabha and so the income had
been understated by that value. Also, an
income of Rs.78,958 received from the solar
power system for the months of November
and December of the year under review was
also not accounted for.

Although the fixed deposit interest receivable
for the year under review was Rs.67,872, it
was overstated as Rs.85,849.

The stock of stationery as at 31 December
2023 was Rs.547,663 but it has overstated as
Rs.555,911.

Un-reconciled Control Accounts or Records
Audit Observation

Although, according to Financial Statement
Note No. 14, stock balance (opening stock)
as on 31 December 2022 was Rs.3,649,393,
according to the statement of assets and
liabilities, the comparative balance has
shown as Rs.3,469,393, therefore a
difference of Rs.180,000 had been observed.

Comments of the Sabha

Accepted

-Do-

-Do-

-Do-

Comments of the Sabha

Accepted

Recommendation

Fixed assets should be
identified and
accounted for.

Incomes and expenses
related to the Sabha
should be accurately
identified and
accounted for.

Correct value should be
accounted for.

-Do-

Recommendation

The reasons for the
change should be
found and corrected.



1.6.4

@)

(b)
(©

(d)

1.7
171

@)

(b)

Lack of Written Evidences for Audit

Subject

Three-wheel
License

Entertainment Tax

Income from solar
power system

Stock of tube well
accessories

Non-Compliances

register

Amount Evidences not presented Comments
of the
Sabha
8,400 Accepted
(i) Non-conduct of
survey work
(ii) Failure to keep
records up-to-date
29,500 -Do- -Do-
148,066 Detailed Schedules -Do-
27,268 Failure to maintain a stock -Do-

Non-compliance with the Laws, Rules, Regulations and Management Decisions
Instances of Non-compliance with the Laws, Rules, Regulations and Management Decisions are as

follows.

Reference to the
Laws, Rules,
Regulations and
Management
Decisions

Section 3.2 of
Chapter vii of the
Establishment Code

Section 09 of By-law
32 of By-law Gazette
Notification dated 23
August 1988

Non Compliance

Overtime allowances of
Rs.26,324 were paid for the tasks
to be performed during normal
duty.

Action had not been taken to
charge a fee of Rs.10 per 01 kg of
meat for use of the official marks
of the Sabha and for inspection by
the Public Health Inspector
authorized to inspect animals
slaughtered in approved abattoirs
for slaughterhouses in the council
area and to record official marks;
and the details of the slaughtered
animals were not obtained.

Comments of the
Sabha

Due to 27 posts are
vacant, overtime
payment has been
made.

That the necessary
steps have Dbeen
taken in this regard.

Recommendat
ion

Corroborating
written
evidence must
be submitted.

-Do-

-Do-

-Do-

Recommendation

Should be
complied with the
establishment
code.

The by-laws must
be complied with.



2. Financial Review
2.1 Financial Results

According to the Financial Statements presented, excess of expenditure over Revenue of the Sabha for
the year ended 31 December 2023 amounted to Rs.17,796,749 as compared with the excess of
expenditure over revenue amounted to Rs.14,041,880 in the preceding year.

2.2 Revenue Administration

2.2.1 Estimated Revenue, Revenue Billed, Revenue Collected and Arrears of Revenue

According to the information submitted by the Secretary of the Sabha, information related to the
estimated revenue, billed revenue, collected revenue and revenue arrears for the year under review and
for the previous year are mentioned below.

2023 2022
Source Estimated Revenue Revenue Arrears as Estimated Revenue Revenue Arrears as
of Revenue billed Collected at 31 Revenue billed Collected at 31
Revenue December December
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
M Rates and 2,381,780 2,420,234 2,405,158 2,167,023 2,263,184 2,166,906 2,082,208 2,151,947
Taxes
(i)  Rent 21,796,960 13,310,840 13,449,843 4,248,967 16,973,465 10,959,518 10,578,749 4,387,970
(iii)  License 936,500 506,200 506,200 - 1,051,200 885,754 885,754 -
Fee
(iv)  Other 9,316,100 10,140,088 10,148,944 4,317,377 8,378,225 7,201,191 6,355,817 4,326,233
Revenue

34,431,340 26,377,362 26,510,145 10,733,367 28,666,074 21,213,369 19,902,528 10,866,150

2.2.2 Performance of Revenue Collection

Following observations are made regarding the performance of revenue collection of the council.

Audit Observation Comments of the Sabha Recommendation

(a) Rates and Taxes

0] The rates and taxes billed amount in the That effort has been Arrangements should be
year 2023 has been Rs.1,342,684, of which made to  increase made to recover current
Rs.601,983 or 45 percent was not recovered income. year rates and taxes.

in the year under review.



(i)

(iii)

(iv)

(b)
(i)

(i)

(©)

The outstanding rates and taxes as of 01
January 2023 has been Rs.2,151,947 and a
sum of Rs.1,565,040 or 73 percent of it was
not recovered in the year under review.

The Rates and Taxes had been levied as per
the assessment of the year 2016, and there
was no action taken to get a new assessment
in the year under review.

The outstanding garbage tax as on 01
January of the year under review has been
Rs.501,578 and a sum of Rs.338,378, which
was 68 percent, had not collected in the year
under review.

Rent

A sum of Rs.6,669,275 should have been
recovered as arrears shop rents and shop
rents related to the year under review but a
sum of Rs.2,478,755 which was 37 percent
of it was not recovered in the reviewed year.

A sum of Rs.138,000 receivable to the
Sabha from the year 2021 for supply of tube
well services, Rs.1,631,462 receivable for
leasing of assets and Rs.138,750 receivable
for the rental of vehicles from 2022 had not
been recovered in the year under review.

Other Revenue

Court fines of Rs.2,735,250 and stamp duty
of Rs.1,019,700 that should have been
received from the Chief Secretary of the
Provincial Council and other authorities on
31 December 2023 had not been collected.

Operating Review

Performance of functions assigned by the Act

That effort has been
made to increase
income.

The Rates and Taxes
will be collected from
the year 2025 according
to the new assessment.

Is being recovered.

Is being recovered.

Action will be taken to cut
the tube well charges and
collect other rents in the year
2024.

Once confirmed, recovery
will be processed.

Actions should be taken
to recover arrears of rates
and taxes.

The rates and taxes
should be recovered as
per the new assessment.

Arrangements should be
made to collect the
arrears of garbage tax.

Arrangements should be
made to recover shop
rents.

Actions should be taken
to recover the income
receivables.

Actions should be taken
to recover.

Matters revealed with regard to fulfilling regulation and control and administration of public health,
public utility services and public roads, generally with the protection and promotion of the comfort,
convenience and welfare of the people and amenities by the Sabha under Section 3 of the Pradeshiya

Sabha Act are shown below.



3.2

3.3

3.4

Audit Observation

By-laws could have been enacted to fulfill
30 main matters under Section 126 of the
Pradeshiya Sabha Act, but no by-laws had
been enacted for those matters by 31
December 2023.

Identified Losses

Audit Observation

Regarding the non-delivery of fees of
Rs.1,074,390 collected from
Kahatagasdigiliya Satipola belonging to
the council from January to 30 June 2023
to the Sabha the income inspector who was
working during that time had only been
transferred to another Sabha and a formal
disciplinary inquiry had not been
conducted and necessary measures had not
been taken to recover the loss incurred by
the Sabha.

Management Inefficiencies

Audit Observation

A system has not been introduced to identify
which institutions should obtain
environmental permits within the Pradeshiya
Sabha area and in granting trade licenses, a
system for identify whether an organization
should obtain environmental license and
after obtaining environmental licenses
granting of trade licenses had not been
introduced.

Assets Management

Audit Observation

03 vehicles which have been removed from
use by the Pradeshiya Sabha has been kept
parked without taking any steps to dispose
of them.

Comments of the Sabha

Not Commented

Comments of the Sabha

Not commented

Comments of the Sabha

Not Commented.

Comments of the Sabha

Not Commented

Recommendation

Arrangements
should be made to
enact by-laws.

Recommendation

A formal disciplinary
inquiry  should  be
conducted and the loss
incurred by the Sabha
should be recovered.

Recommendation

Necessary activities should
be done to identify the
institutions  that should
obtain environmental
permits.

Recommendation

Actions should be
taken to disposed of.



4.1.

Accountability and Good Governance
Annual Action Plan
Audit Observation

There was no approved action plan for the
year 2023 and 02 projects with an estimated
value of Rs.4,440,000 mentioned in the
draft action plan submitted for audit had not
been implemented and a sum of
Rs.4,440,000 had been estimated for the
maintenance of roads, culverts and bridges
in the year 2023, but the Sabha had not
identified what they were.

Comments of the Sabha

Not Commented

Recommendation

The action plan should be
properly prepared with
details.



