
P.S.No 2013/273 Fourth Instalment - Part - VII Foreign Funded Projects  Report  of  the Auditor  General  2010 

 

 

Small and Micro Industries Leader and Entrepreneur Promotion Project III (SMILE-III) 

-  2010 

------------------------------------------------------------------------------------------------------------------- 

 

1.    Opinion 

 

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

explanations given to me, except for the effects of the adjustments arising from the matters referred 

to in the paragraph 3 of this report, I am of opinion that,  

 

(a) the Project had maintained proper accounting records for the year ended 31 December 2010 and 

the  financial  statements  give  a  true  and  fair  view  of   the  state  of  affairs  of  the  Project  as 

at 31 December 2010 in  accordance with  Generally Accepted Accounting Principles, 

  

(b) the  withdrawals  from  and  replenishments  to the  Special  Yen  Account  during  the year ended 

31 December 2010 had been truly and fairly disclosed in the books and records maintained by the 

Project  and the balance as at 31 December 2010  had been satisfactorily reconciled with the 

accounting records of the Central Bank of Sri Lanka as at that date,  

 

(c) 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 

Agreement, 

 

(d) satisfactory measures had been taken by the management to rectify the issues highlighted in my 

previous  year audit report, and 

 

(e) the financial covenants laid down in the Loan Agreement had been complied with. 
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3. Audit Observations  

 

3.1 Presentation of Financial Statements 

 

Following observations are made. 

  

(a) Progress of sub-loans for each component of the technical assistant loan and the 

general loan had not been disclosed separately in the financial statements. 

 

(b) Cumulative disbursement summaries of loans in district wise as well as in sector 

wise had not been disclosed in the financial statements. 

 

3.2 Lack of Evidence for Audit 

Following observations are made. 

 

(a) Information relating to issue of Eligibility Clearance and approval granted for 

sub-loans by the PMU during the year under review were not made available to 

audit.  

 

(b) A fixed assets register or any other adequate records with regard to the fixed 

assets amounting to Rs. 5,498,356 had not been made available to audit. Further, 

documentary evidence relating to handing over of such assets to the Ministry of 

Industry and Commerce, which is the present implementing agency of the 

Project, by the then Ministry of Enterprise Development and Investment 

Promotion, which was the former implementing agency, had not been made 

available to audit. Accordingly, the existence and valuation of such assets could 

not be ascertained in audit due to lack of proper evidence.  

 

(c) Even though, a sum of Rs. 4,239,778 had been paid as personal emoluments for 

the year under review, appropriate records such as attendance records, salaries 

and wages records, overtime and holiday pay records, etc. were not made 
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3.4 Human Resource Management  

 

Following observations are made. 

 

According to Section 2:2 of the Management Services Circular No. 33 of 05 April 2007, 

�D���W�H�D�P���L�G�H�Q�W�L�I�L�H�G���D�V���³�&�R�U�H���3�U�R�M�H�F�W���6�W�D�I�I�´���F�R�Q�V�L�V�W�L�Q�J���R�I���W�K�H���3�U�R�M�H�F�W���'�L�U�H�F�W�R�U���D�Q�G���N�H�\���V�W�D�I�I��

may be deployed to ensure smooth and timely implementation of the project. However, 

according to the information made available, it was observed that in several instances 

the aforesaid instructions had not been followed. Details are given below. 

 

(a) The implementation of  SMILE III Project had been transferred from the then 

Ministry of Enterprise Development and Investment Promotion to the Ministry 

of Industry and Commerce during April 2010. However, a team identified as 

�³�&�R�U�H���3�U�R�M�H�F�W���6�W�D�I�I�´���F�R�Q�V�L�V�W�L�Q�J���R�I���W�K�H���3�U�R�M�H�F�W���'�L�U�H�F�W�R�U���D�Q�G���N�H�\���V�W�D�I�I���K�D�G���Q�R�W���\�H�W��

been appointed to ensure smooth and timely implementation of the Project. 

 

(b) Before transferring the Project to the Ministry of Industry and Commerce, Key 

posts of Senior Environmental Officer, Disbursement Officer and Statistical/ 

MIS Officer had not been recruited. Further, seven employees including the 

posts of Accounts Assistant, Driver, Data Entry Operator, Office Assistant and 

three Trainees had been recruited exceeding the approved cadre without 

obtaining the proper approval from the Department of Management Services.   

 

3.5 Unresolved Audit Issues  

 

According to the information made available it was revealed that the following audit 

issues identified and reported to the management of the Project in my previous years�¶ 

audit reports had not yet been rectified. 

 

(a) Before transferring the Project to the Ministry of Industry and Commerce, 

following issues were made relating to the recruitment of staff to the PMU of the 

Project. 






