Phase 2 Stage 1 Ratmalana/Moratuwa Wastewater Disposal Project - 2024

The audit of financial statements of the Phase 2 Stage 1 Ratmalana/Moratuwa Wastewater Disposal
Project for the year ended 31 December 2024 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 | 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 Urban Development, Construction and Housing 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.

As per the credit facility agreement, the estimated total cost of the Project was 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 is expected to be financed
by the Government of Sri Lanka. The Project commenced its activities on July 2016 and
scheduled to be completed by December 2024.

Qualified Opinion
In my opinion, except for the effects of the matters described in the section 2.1 of this report
the accompanying financial statements give a true and fair view of the financial position of
the Project as at 31 December 2024, financial performance and its cash flows for the year then
ended in accordance with Sri Lanka Accounting Standards.

Basis for Qualified 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:

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.

° 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 | identify during my audit.

2. Comments on Financial Statements
2.1 Accounting Deficiencies

Accounting Deficiencies Response of the Auditor’s
Management Recommendations

Project accrued expenditure of Rs. 309.35 Error has been identified and Error should
million as at 31 December 2024 had been appropriately corrected in the rectified.
erroneously accounted under the work-in- financial year 2025.

progress. As a result, work-in-progress had

been understated by similar amount.

be



3. Physical Performance

3.1 Physical progress of the activities of the Project

Project
component

(@) Pipe Laying

(b) lateral
connections

©) Manhole
Placing

(d) IC
Installations

As at 31 December 2024
Performance
achieved
Percentage

Expected
physical

performance

Percentage

100

100

100

100

83

85

82

72

Audit issue

Required the
laying of 11,716
meters of pipe and
by December 31,
2024, only 10,162
meters had been
completed.

1,407 lateral
connections were
to be provided and
completed by 31
March 2024, 1192
lateral connections
had been provided
by 31 December
2024

200 manhole
placing were
scheduled to be
completed by 31
March 2024 only
182 units had been
completed.

Only 860 IC
Installations  had
been done by
December 31,
2024.out of 1070
which should have
to be installed by
March 31

Management
Response
Planned to
complete on
September 2025.
Planned to
complete on
September 2025.
Planned to
complete on
September 2025.
Planned to

complete on
September 2025.

Auditor’s
Recommendations

Project works
should be expedited
to achieve the
expected targets

Expected lateral
connections should
be provided

Expected  targets
should be achieved

Expected  targets
should be achieved



(€)

Road 100 33 10,217meters  of Planned
reinstatement piped roads were complete

to be

and handed over
as of 31 December
2024, only 3,364
meters had been
completed

3.2 Contract Administration

Audit Issue

The contract for the expansion of the sewerage
network was awarded in December 2021 to a
contracting entity for EUR 20.5 million and Rs.
3,869 million, based on the recommendations of a
Standing Cabinet-Appointed Procurement
Committee. However, a separate contract value of
Rs. 474 million which included unrelated works to
the original contract had been subsequently
awarded to the same contractor as a variation
without following a competitive procurement
procedure. The engineers estimate for that contract
was Rs. 403 million and accordingly the contract
value had been exceeded by Rs. 71 million with the
original estimate.

Response of the
Management

AFD was informed of the
decision to award the
property connection work
to the same contractor.
This approach was further
accepted and recorded in
the minutes of ERD and
DPMM meetings.

to Expected targets
on should be achieved

reinstated September 2025.

Auditor’s
Recommendation

PMU  should be
followed the National
Procurement
Guidelines and other
applicable regulations
as required.



3.3 Underutilized Resources

Audit Issue

Despite the absence of funding from the Agence
Francaise de Développement (AFD) in 2024, the
Government of Sri Lanka allocated LKR 1,010
million for project activities however, as at 31
December 2024, only LKR 73.43 million,
representing approximately 7% of the allocation,
had been utilized. It was further noted that
sufficient government funds were available to
settle Inter-Bill Nos. 1 to 23, However the project
officers failed to take necessary action to utilized
the allocated money to complete the project.

Auditor’s
Recommendation

Response of the
Management

In 2024, a budget allocation Loan fund should be
was provided under utilized effective
Financial Code 11 for land manner.

and land improvement, and

clarification was sought

from the Treasury

regarding its utilization for

construction expenses.



