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The Committee on Public Enterprises
Eighth Parliament (Second Session)

The Committee on Public Enterprises for the Second Session of the Eighth
Parliament consisted with following 26 members Under the Chairmanship
Hon.Sunil Handunnetti M.P., and the observations and recommendations with
regard to the institutions that have been examined by the committee from
01.07.2017 to 30.09.2017, during the second session of the eighth Parliament
have been included in this report.
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Chairman’s Note

The 7t Committee Report of the Eighth Parliament presented today to this
Parliament by the Committee on Public Enterprises signifies another landmark
in Parliament’s responsibility and exercising of fiscal powers vested in
Parliament.

It is important to note that Committee on Public Enterprises, which is a standing
committee of Parliament presents this report to Parliament with the support and
collaboration of all its members representing the government and the opposition
during a period of time marked by lack of public trust and respect towards
Parliament. All members of the Committee considered the work of the
Committee to be of public importance and accordingly the Committee between
01-07-2017 and 30-09-2017 scrutinized many areas of interest pertaining to the
maintenance of financial discipline by 13 institutions and expressed their
comments in the report. Given their significance, certain institutions such as Sir
Lankan Air and Milco had to be summoned before the Committee on several
occasions.

Whether the public will have confidence in COPE and in Parliament in general
or not, and whether the public will respect them or not, depends entirely on the
trust that the public is able to establish based on our practices and our pragmatic
actions.

It is not possible to say that disclosures made through this report and the
commitment of the Auditor General and the staff of COPE alone will be
sufficient to ensure that Parliament or COPE will act against corruption in the
country and henceforth establish trust.

Direct involvement of the Executive, which has the power and the ability to
implement recommendations and orders issued by this Committee is imperative
in this matter. If political leaders of the government display only a mild interest
in the disclosures made through this report, the effort made by this Committee
would be in vain.

I wish to convey my appreciation to our staff who helped to compile this report,
the Auditor General and the staff of the Auditor General, the officers who were
involved in translating this report and to all MPs who are members of the
Committee.

Sunil Handunnetti
Chairman
Committee on Public Enterprises
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Third Session of the Eighth Parliament
First report of the third session of the Committee on Public

Enterprises.

The Committee on Public Enterprises is happy to present its first report of the
third session of Eighth Parliament.

The Attorney General under the Committee on Public Enterprises audits the
accounts of all government corporations and the corporations registered under
the companies Act No. 07 of 2007 of which 50% of the shares are borne by the
government or government corporations or Local Authorities.

Accordingly, the observations and recommendations with regard to the following
17 institutions, apart from the universities that are to be entered in the special
report on universities that have been examined by the committee from
01.07.2017 to 30.09.2017 have been included in the report.

The name of the institutions that have been examined by the Committee
on Public Enterprises from 01.07.2017 to 30.09.2017 and the time taken
for examination.

Date on .
T . The time taken for
Institution which it was L.
. examination
examined

Auditor General’s reports for
1 | University of Colombo | 04.07.2017 | 2012,2013 and 2014 and the
present performance.

National ~ Apprentice Auditor General’s reports for
2 | and Industrial Training | 05.07.2017 | 2011,2012,2013 and 2014 and
Authority the present performance.

Auditor General’s reports for

P Marketi
addy AKEINE | 06072017 | 2013 and  the  present

Board
performance.

State Pharmaceutical o .

C cation and Present situation with regard to
4 orpo © .. 07.07.2017 | the recommendation of the

National =~ Medicines .

. committee on 06.04.2017

Regulatory Authority

Hector Kobbekaduwa Auditor General’s reports for
5 | Agrarian Research and | 25.07.2017 | 2013, 2014 and 2015 and the

Training Institute present performance.
6 | Sri Lanka Telecom 26.07.2017 | Performance for 2015/ 2016
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Auditor General’s reports for

Sri Lanka Transport | 08.08.2017 | 2010 and 2011 and the present
7 Board and performance.
Former Board of Present situation regarding the
Directors 08.09.2017 | recommendations of the
Committee on 08.08.2017
Universit of Auditor General’s reports for
8 y 09.08.2017 | 2012, 2013 and 2014 and the
Sabaragamuwa
present performance.
11.08.2017 | Performance for 2015/ 2016
0 Milco Pvt. Ltd. 2082017 Progress of the imple.mentation
of orders of the committee.
06. 09. Progress of the implementation
2017 of orders of the committee.
ig\:;ﬁg:; Institute of Auditor General’s reports for
10 . 22.08.2017 | 2012, 2013 , 2014 and 2015 and
Technological the present performance
Education P P
Resional Development Auditor General’s reports for
11 Baﬁk velop 23.08.2017 | 2012, 2013 and 2014 and the
present performance
ligamaizl?g:al State Auditor General’s reports for
12 . 24.08.2017 | 2012 and 2013 and the present
Manufacturing
. performance
Corporation
. . Auditor General’s reports for
1 L k
13 | National - Livestack |5 40 5017 | 2012, 2013 and 2014 and the
Development Board
present performance
06.09.2017 | Performance in 2016
14 | Sri Lankan Airlines
20.09.2017 | Present performance
Road  Development Auditor General’s reports for
1 19.09.201
> Authority 9:09.2017 2011, 2012,2013 and 2014
Auditor General’s reports for
2011, 2012, 2013, 2014 and
1 iversity of Ruh 21.09.201 ’ ’ ’
6 | University of Ruhuna ? ’ 2015 and the present
performance
Auditor General’s reports for
2011, 2012, 2013, 2014 and
1 iversity of Kelani 22.09.201 ’ ’ ’
7 | University of Kelaniya 09.2017 2015 and the present
performance
2
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University of Colombo

(Ministry of Higher Education and Highways)
(This institution belongs to the Ministry of City Planning, Water Supply and Higher Education
fiom 28.12.2018)

Date of Examination : 4t July 2017

Note

The committee decided to summon all universities function under the Ministry
of City Planning, Water Supply and Higher Education separately before the
committee to discuss the problems in each university and to submit a special
report to the Parliament including the courses of action and recommendations for
the identification problems in general to uplift the universities.

Therefore, the facts of the examination done by the committee on Public
Enterprises on the University of Colombo on 04t July 2017 will be submitted in
the special report on the university system.
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National Apprenticeship and Industrial Training Authority

(Ministry of Skills Development and Vocational Training)
(Brought Under the purview of the Ministry of National Policies, Economic Afiairs, Resettlement
& Rehabilitation, Northern Province Development, Vocational Training & Skills Development
and Youth Aftairs from 28.12.2018)

Date of Examination : 05t July 2017

Matters Discussed

01. Scope of the Authority

The attention of the Committee was drawn to conducting examinations relating
to vocational training that come under the purview of the National
Apprenticeship and Industrial Training Authority by the Technical and
Vocational Education Commission (TVEC)

The Committee was of the opinion that examinations be conducted by the
National Apprenticeship and Industrial Training Authority with the Commission
doing the regulatory activities relating to them and examinations for issuing of
certificates (NVQ) be conducted separately outside of the Commission.

Recommendations
i. To pay attention to this matter when the relevant Act is amended.

02. Remaining of vacancies and a number of major positions of the

institution functioning on Acting basis

The Chairman stated that officers had to be employed on acting basis since a
number of senior officers were interdicted and that arrangements have been made
to fill the remaining vacancies as soon as possible.

Recommendations

i. Submission of a report detailing the progress of the investigations being
conducted on the interdicted officers to the Committee within two weeks.

Reporting the present status and progress

The report called for by the above recommendation has been submitted to the
Committee by the letter of the Ministry of Skills Development and Vocational
Training No 1-2/03/13/2017 dated 11.10.2017. (Annexure 01)

o
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03. The vehicle released from the customs in 2010 by paying
Rs.1,134.000

The Committee questioned about the above vehicle being parked at the
Orugodawatta Engineering Training Institute without the engine and the
certificate of registration of the vehicle not being in possession of the institution.

The Chairman said that the engine has been given to the Killinochchi Training
Centre for educational purposes since a Committee that inspected the engine
informed that repairing it would be of no use. The certificate of registration was
not in possession of the institute and it has been revealed that someone else had
got a vehicle registered under that number, he added.

The Chairman also said that an inquiry had been conducted in 2015 in regard to
this and it had recommended disciplinary action being taken against officers
connected to the incident but since these officers are not in service at present, the
case has been referred to the Financial Crimes Investigation Division (FCID) for
further investigations.

Recommendation

i. Taking further steps in regard to this incident by following it up and
submitting a comprehensive report to the Committee within a month.

Reporting the Present Status and Progress

The report called for by the above recommendation has been submitted to the
Committee by the letter of the Secretary to the Ministry of Skills Development
and Vocational Training number 1-2/03/13/2017 dated 25.09.2017

04. Obtaining a Peugeot vehicle by paving Rs. 16,380,140/= to the
customs in 2017

The Committee questioned on the Commission of the above transaction when the
Authority did not have such a need as well as funds.

It was revealed that this transaction has happened as the Minister of Skills
Development and Vocational Training agreed to it on an intimation of the
Ministry of Finance and the required funds had been made available by the
Ministry of Finance.

Recommendations

i. Submit the letter sent by the Ministry of Finance to the Ministry of Skills
Development and Vocational Training seeking consent to obtain this
vehicle.

ii. Referring the letters of the Ministry expressing consent to obtain this
vehicle, to the Committee.

o
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iii. Informing the Ministry of Finance on the future action being taken in
regard to this vehicle.

iv. Submitting the reports of assessment if an assessment was made over the
need of this vehicle.

Reporting the present status and progress

The documents demanded by the Committee through the recommendations i —
iii have been submitted to the Committee by the letter of the Secretary to the
Ministry of Skills Development and Vocational Training No: 1-2/03/13/2017
dated 10.11.2017. (Annexure 02)

05. Remaining of Rs. 76 million in 04 reserves as at 31.12.2016

The Committee inquired on the above matter and the Chairman stated that these
funds operate in terms of the provisions of the Act and on the approved of the
Board of Directors and a compensation received for rebuilding a parapet wall too
is included in these reserves.

Another matter that surfaced at this meeting was that a representative of the
Treasury is not in the Board of Directors.

Recommendations

i. Making a request to the Ministry of Finance to appoint a representative of
the Treasury to the Board of Directors.

ii. Including sections pertaining to the appointment of a representative of the
treasury when the Act is amended in future.

Reporting the present status and progress

It has been reported to the Committee that a request has been made to the
Ministry of Finance to appoint a representative of the Treasury to the Board of
Directors and arrangements would be made to include sections pertaining to the
appointment of a representative of the Treasury when the Act is amended in
future and that a representative of the Treasury attends the meetings of the Board
of Directors as an observer.

06. Rented house for the accommodation facilities of the officers
visiting Colombo

Even though a house has been leased for the above purpose at the rate of Rs.
1,800,000/- a year, it has not been used for the intended purpose.

The Chairman said that arrangements were made to terminate the lease
agreement in relation to this house.
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Recommendations

Submitting a comprehensive report including the following information about
this transaction within a month.

i.
ii.

i,

vi.

The reports that studied the need of such a house.
The reports of the Board of Directors that approved this decision

Tender calling documents

. Government valuation reports

How many officers from outstations have sought accommodation in this
house?

Investigating about the owner of this house

Reporting the present status and progress

The following information has been submitted to the Committee by the letter of
the Secretary to the Ministry of Skills Development and Vocational Training No:
1-2/03/13/2017 dated 25.09.2017 on the above recommendations.

ii.

i,

The report demanded by recommendation (i) had not been submitted as a
study has not been conducted on the need of a house to provide
accommodation to officers of the National Apprenticeship and Technical
Training Authority who visit the Head Office for official purpose.

The Board paper submitted to the Board of Directors by the former
Chairman, Mr. A.U.C. Athukorala to rent the above house has been
submitted to the Committee.

The newspaper advertisement published in newspapers on 19.08.2016 to
rent the above house has been submitted to the Committee.

. It has been reported to the Committee that the government valuation

reports had not been obtained in renting this house.

The report states that no officer from the outstation, has sought
accommodation in this house and the former Deputy Chairman has lived
in it from 01.02.2017 to 30.04.2017
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Annexure 02

Ravi Karunanayake - M.P
Minister of Finance

My Ref: FM/KADS/E/5445/17 Date: 28.02.2017

Hon Mahinda Samarastaghe

Minister of Skills Developinent and Vocational Training, ;

Ministry of Skills Developnient and Vocational Training, g’% ,\é‘}\"‘/”\

“Nipuiiatha Piyasa” g7

Elvitigala Mawatha, Narahenpila, R

Colombo 05 , by oin | e
/\1/1’ - {\/(

Dear Mahinda, 2 - :

PO frts pual
Donation of two brand new Peugeot vehicles to the Automotive training instiute
bywn /Q Pn rury
1 have been infornied by Carmart that their principals, Autormobiles FeugeotVthat fiee 2015 bipind /
new Peugeot 508 vehicles were sent to India for a motor show, but will not be retained in India as the
vehicles were sent on a Carnet and then on shipped to Sri Lanka on a no foreign exchangr b

Carmazt, together with lheir principles, Automobiles Peugeot itas requested me 10'11m§der these
velticles io be donated to a Sri Lankan engineering instituite to be used as a work bench to give
automotive engineering students hands on experience in working on the latest higir-tech cars.

! have instructed my team to coordinate with yours to arrange this to be given fo the Japan Tech and
German Tech institutes respectively.

[ would appreciate your support as always to clear these vehicles via National Apprenlice &
Industrial Authority in order to facilitate the donation.

Furtherntore, | also look forward to hand over these veficles with your participation on a mutuslly
ncceptable date.

u
Ravi Karununayake o g~ 0
Minister of Finance s N
e

Cc: 1.Dr. RH.S. Samaratunga, Secretary to the Treasury, Ministry of Finaiice fo I VU;

2. Mr. K.D.S. Rumanchandre, Direcior Generul cf Budget Department vy

3. Mr. Vasendra Amarasinghe, Chief Executive Officer, Cormart Limited, 424 Uion Place, . L

Colonbo 02.

K-

434798 Fax No: 494112422507

3
@ reesury govlk

Ctice: 494112484500, +94112484600, +94112484700
Website : www. treasury.gov.Ik, email : L

Minists aF Tinnnra Tho Cannctetos
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2-2/03/3(ii)/2017 f/os/zon

Director General of Budget,
Department of National Budget, General Treasury,
Colombo 01.

Donation of two Brand New Peugeot vehicles to the Automotive Training Institute

This has reference to the letter no. FM/KAD/E/5445/17 dated 28/02/2017 addressed to
Hon Mahinda Samarasinghe, Minister of Skills Development and Vocational Training by Hon.Ravi
Karunanayeka, Minister of Finance with a copy to you on the above subject.(The copy of letter
attached) '

With the purpose of giving hands on experience to the students of the Sri Lanka Engineering
Tnstitutes (German Tec & Japan Tec) on the latest high tech cars, two brand new Peugeot 508
vehicles have been donated by Carmart (Pvt) Limited and clearance should be done by the National
Apprentice & Industrial Training Authority (NAITA).

As the Ministry of Skills Development & Vocational Training we have to bear the cost of Tax &
demurrage amounting to Rs.32, 798,481/-for clearance as per the letter of Carmart (Pvt) Ltd.

We would appreciate if you could grant an additional allocation to following vote amounting to
Rs32, 798,481/~ since our budget provision is insufficient to cover the expense to proceed with this
donation.

Vote Amount (Rs.)
197-01-02-04-2201-NAITA 16,399,240.50
197-01-02-13-2201-CGTTI 16,399,240.50

Your early attention in this regard is highly appreciated.

L

Secretary
Ministry of Skills Development & Vocational Training
Y%

Copy: 1 Chairman, National Apprentice & Industrial Training Authority (NAITA)
2 Chairman, Ceylon German Technical Training Institute (CGTTI)
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Paddy Marketing Board

(Ministry of Rural Economic Affairs)
(This institution has been brought under the purview of the Ministry of Agriculture, Rural
Economic Aftairs, Livestock Development, Irrigation and Fisheries & Aquatic Resources
Development fiom 28.12.2018)

Date of Examination : 06th July 2017

Matters Discussed

01. Exporting rice in the year 2013

Even though paddy had been given to 32 mill owners by the Board in exporting
rice in 2013 only a portion of that stock of paddy had been made in to rice and
given back to the C.W.E. The Committee inquired on the measures taken to
recover the outstanding amount in relation to the balance stock of rice and to
prevent such frauds from happening in future.

The Deputy General Manager stated that 06 out of the 32 mill owners have been
blacklisted following complaints being lodged in the Criminal Investigation
Department in 2014 and disciplinary actions have been taken against the accused
officers for dealing with mill owners without agreements and that agreements
will be made to enter into agreements after checking the registration of mill
owners in order to prevent such frauds from taking place in future.

Recommendations

i. Submitting the list of names of mill owners which was referred to the
Criminal Investigation Department for conducting investigations to the
Committee.

ii. Submitting a report which includes separate information on the following
to the Committee

> Who is the accused officer against whom the board has taken
disciplinary action on each matter?

»  What are the disciplinary actions taken against them?

Reporting the present status and progress

i. The list of names of mill owners that was submitted to the Criminal
Investigation Department for conducting investigations for failure to
return the due volume of rice that was issued to them for exporting by the
Paddy Marketing Board in 2013 has been referred to the Secretary to the
Ministry of rural Economic Affairs by the letter dated 22.08.2017 with a
copy to the Committee. The list of names as follows.
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The amount of
Name of the Mill Name of the aner of the mone}.l being
Mill complaint about
(Rs.)

Okas Rice Mill Mr. M.S.M. Haroon 10,032,785.00
Abul Rice Mill Mr. A.K. Abul 17,963,913.00
Rice Lanka Rice Mill Mr. M.S.M. Haroon 39,239,429.00
New Royal Rice Mill Mr. J.M. Subair 37,630,444.00
Fathima Rice Mill Mr. G.G.M.H.M. Sufrikan 7,762,214.00
Katukeliyawa Rice Mill | Mr. L.V. Sunil 6,613,045.00
Jayawickrama Rice Mill | Mr. J.A.S.M. Jayawickrama 15,472,891.00
A.S.M. Rice Mills Mr. SM.M. Faws 9,278,955.00

ii. That following action has been taken against Mr. K.A.V.U.S. Perera, the
Deputy General Manager who is primarily responsible for the above
transaction of issuing paddy on loan basis.

» Filing a case against him, in the court.

» Conducting a preliminary inquiry on the institution level and serving
a charge sheet (Disciplinary actions have been temporarily suspended
owing to judicial procedure)

According to the revelations at the inquiry against Deputy General
Manager Mr. K.A.V.U.S. Perera, if there are other officers involved,
disciplinary action would be initiated against them as well.

02. Selling paddy as animal feed

The Committee discussed at length about the loss of Rs. 2,487.7 million, the
Board had to incur owing to selling paddy to private companies at Rs. 24 a
kilogram for animal feed in 2016 when it was possible to sell a stock of paddy
(Nadu) which was purchased at Rs. 45 a Kilogram in the Maha season of
2014/2015 and Yala season of 2015, at Rs. 45 a Kilogram and the availability of
not only paddy unsuitable for human consumption but also paddy of good quality
in the stocks so issued as well as the issue of maintaining such stocks to be sold
to mills that do not manufacture animal feed at higher prices.

The Secretary to the Ministry and the Chairman of the Board stated that paddy
had been sold as mentioned above in order to secure storage facilities for the
harvest of the upcoming season as there was a huge surplus of paddy in the Paddy
Marketing Board at that time which necessitated the sale of that stock of paddy
regardless of whether it was suitable for human consumption or not.
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Recommendations

To send a report containing the following information to the Prime Minister’s
Secretariat within a week with a copy to the Committee.

i. All storage facilities where paddy can be stored throughout the country

ii. The Ministries/Departments/Private Institutions under which those
warehouses come at present

iii. The storage capacity of those warehouses

iv. Whether they are suitable/unsuitable for storing paddy

v. Warehouse necessity (the type of warehouses in each area)
vi. The value of paddy stored in all those warehouses separately
vii. The remaining space in those warehouses.

viii, The shortage an excess of storage capacity according to area paddy is
received from

ix. Whether the existing warehouses are sufficient

x. If the number of warehouses mentioned in (ix) above, is not sufficient the
districts and cities where new warehouses should be located.

Reporting the Present Status and Progress

The above report has been submitted to the Secretary to the Prime Minister by
the letter of the Secretary to the Ministry of Rural Economic Affairs
MRE/3/13/4/2016 dated 23.03.2017 with a copy to the Committee.

03. Setting up of warehouses of paddy

The Committee inquired whether a scientific study on the total storage capacity
/ warehouse need; required to purchase sufficient paddy in order for the Board to
control the price of paddy and a comprehensive study on storing and issuing
paddy and determining prices have been conducted.

The Chairman of the Board informed the Committee that such studies have not
been conducted and that a scientific study have not been conducted and that a
sufficient study on purchasing, maintaining stocks and selling of paddy can be
conducted and a strategic plan in that direction can be formulated.

Recommendations

i. Submitting the plan the Board has already prepared in regard to these to
the Committee within a week

ii. Submitting the completed plan later
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Reporting the Present Status and Progress

i. Four project reports on establishing warehouses of paddy and enhancing
the standard of the existing warehouses has been submitted to the
Committee by the letter of the Ministry of Rural Economic Affairs dated
22.08.2017 with a copy to the Secretary of the Committee on Public
Enterprises.

ii. A comprehensive report containing long term and short term strategies on
purchasing and selling stocks of paddy has been submitted to the
Committee by the letter of the Ministry of Rural Economic Affairs
MRE/03/03/13/4/2016 dated 27.09.2017

04. Post of General Manager

The Committee paid its attention to the post of General Manager which is vacant
at present.

The Board was of the opinion that owing to the fact that case against the violation
of human rights of the former General Manager is pending before the Supreme
Court, there is no possibility to appoint a new General Manager.

Recommendations

i. To make arrangements to fill the vacancy of General Manager without
delay.

Reporting the Present Status and Progress

The present status of the steps taken to fill the vacancy of General Manager has
not been reported to the Committee as at 31.03.2018

05. Loans to be settled and received

The Committee discussed how outstanding loans to the Treasury, Bank o Ceylon
and People’s Bank can be settled and how loans to be received from other state
Institutions can be recovered.

The Deputy General Manager stated that this type this type of a liability has
occred owing to policy decisions takes by the government from time to time and
that futher action in this regard is perused in accordance with a Cabinet decision
made in this regard.

Recommendations

i. Paying attention to other measures that can be adopted to overcome issues
in a manner that is not determined to the objectives of the institution.

ii. Developing a strategic programme to attract the small and medium scale
paddy mill owners to the Board.
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06. Damage to Stocks

A deficiency of 16,853,527 Kilograms of paddy worth Rs. 506 million in 235
warehouses in Polonnaruwa — South and North West, Anuradhapura and Ampara
zones had been detected while 586,107 Kilograms of paddy worth Rs. 17 million
in those zones have rotten. The Committee paid its attention to the importance of
verifying stock in a bid to avoid such damages and deficiencies and a system of
issuing the first stock first as well as measures to overcome the shortcomings in
the warehouses at present.

The above deficiency had been detected at the verification of stocks conducted
in 2014 and at present too verification of stocks take place while arrangements
are in place to recover a sum of Rs. 9.17 million from the 14 officers who are
responsible for unrealistic stock damages.

Recommendations

i. Submitting a report on the facilities available in the warehouses of the
Paddy Marketing Board to issue first stocks first.

Reporting the Present Status and Progress

The above report is due to be received from the Auditor General’s Department.
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State Pharmaceuticals Corporation

(Ministry of Health, Nutrition and Indigenous Medicine)

National Medicines Regulatory Authority

(Ministry of Health, Nutrition and Indigenous Medicine)

Date of Examination: 07t July 2017

Matters Discussed

On 06 April 2017 the State Pharmaceuticals Corporation was summoned before
the Committee and the Committee decided to meet again at 2.30 p.m. on 24t
May 2017 t discuss about the cancer drug and decided that the officers of the Sri
Lanka College of Oncologists, officers of the State Pharmaceuticals Corporation,
the Secretary of the Ministry and the relevant officials, officers of the Medical
Supplies Unit, the immediate past Chairman, the incumbent Chairman and the
Chief Executive Officer of the National Medicines Regulatory Authority.

The session of the Committee which was scheduled to be held at 2.30 p.m. on 24
May was postponed until 07 July 2017 and accordingly, the State
Pharmaceuticals Corporation of Sri Lanka and other relevant parties were
summoned before the Committee and the details of the inquiry are disclosed
herein.

01. National Medicines Regulatory Authority making irresponsible
submissions

When inquiries were made by the Auditor General’s Department about the
controversial cancer drug as per the instructions of the Committee on Public
Enterprises, the responses were submitted without the signature of the Chairman
of the National Medicines Regulatory Authority regarding which the committee
expressed its deep displeasure.

Recommendations

i. Be attentive and act in a responsible manner in submitting information
henceforth.

Present situation and reporting progress

It was reported to the Committee by the letter No. SH/NMRA-COPE/02/2018
dated 29.03.2018 of the Secretary of the Ministry of Health, Nutrition and
Indigenous Medicine that the signature of the Chief Executive Officer was placed
on the above letter referred to the Audit Division by the Authority since the
signature of the Chief Executive Officer is usually affixed to letters and
documents sent by of the National Medicines Regulatory Authority.
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However it is observed that the letter referred to the Secretary of the Ministry of
Health, Nutrition and Indigenous Medicine on 16.03.2018 by the Authority for
reporting this matter to the Committee had been referred to the Secretary of the
Ministry of Health, Nutrition and Indigenous Medicine by the Chairman of the
National Medicines Regulatory Authority with the signature of the Chief
Executive Officer of the Authority. (Annexure 03)

02. The institution in Russia which registered the drug ‘Herticad’
brought for cancer treatment

The committee inquired about the institution in Russia in which this drug has
been registered in the same way the drug registration activities are carried out in
Sri Lanka by the National Medicines Regulatory Authority.

When a drug is registered in another country, a Certificate of Pharmaceutical
Products (COPP) should be obtained and in many countries, it is issued by an
institution affiliated to the Ministry of Health. But the Regulation Pharmacist of
the National Medicines Regulatory Authority stated that the certificate for the
aforesaid drug had been issued by the Ministry of Industry and Commerce of
Russia.

03. Composition of the Technical Committee for Approval of
Medicines

The committee inquired whether there had been doctors who had knowledge
about this drug in the Technical Committee relevant which approved this
medicine.

The Chairman of the State Pharmaceuticals Corporation said that since this was
a cabinet tender, the technical committee was approved by a separate division of
the Ministry.

The Chairperson of the Sri Lanka College of Oncologists said, that the drug
“Herticad”-

i. had been declared as unsuitable at several technical committees,
ii. but that opinion had been disregarded;
iii, the tender had been awarded despite such objections

iv. and when the drug was required, it was requested by its generic name
‘Trastuzumab’ and never by its brand name ‘Herceptin’,

Present situation and reporting progress

It has been reported that three oncologists participated in the first Technical
Committee appointed in respect of the drug name ‘Herticad’ and one of them had
not agreed to the purchase of ‘Herticad’ while the other two had agreed. It has
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been further reported by letter No. SH/NMRA-COPE/02/2018 dated 29.03.2018
of the Secretary of the Ministry of Health, Nutrition and Indigenous Medicine
that thereafter another committee consisting of 5 medical specialists had been
appointed and once again save for the specialist who objected to the drug at the
first committee, the other four had agreed. But none of the recommendations
made by the said Technical Committee had been submitted to the Committee.

04. Allegations by Regulation Pharmacist of the State
Pharmaceuticals Corporation Mr. Krishantha De Silva that the
Auditor General had acted partially.

The serious allegation above was made when it was stated by the Auditor General
that as per the audit opinion it had been confirmed that the approval had been
obtained without the relevant doctors participating in the meeting for obtaining
approval of the drug registration technical committee.

Recommendation

i. Conducting a disciplinary inquiry against the relevant officer and
submitting the report to the Committee.

ii. Handing over all files brought by Mr. Krishantha De Silva to answer the
queries of the Committee and those prepared to be submitted in respect of
the court case filed in this regard to the Criminal Investigations
Department and reporting the progress thereof to the Committee.

Present situation and reporting progress

In letter No SH/NMRA-COPE/02/2018 dated 29.03.2018 of the Secretary to the
Ministry of Health, Nutrition and Indigenous Medicine, it has been stated that
the alleged statement may have been directed at officers who prepared the report
and not against the Auditor General due to the pain of mind caused to Mr. Silva
as he had felt that certain details submitted by the National Medicine Regulatory
Authority had been ignored in preparing the report.

However it has hitherto not been reported to the Committee that action had been
taken to conduct a disciplinary inquiry against Mr. Krishantha De Silva or any
measures had been taken regarding the conduct of a disciplinary action as
recommended by the Committee.

Thus it is observed that due attention had not been paid to the recommendations
of the Committee.

05. Reasons for objections of the College of Oncologists for
administering the drug ‘Herticad’

The College of Oncologists declared that it objected to the drug as it had only
been given to 44 patients in Russia of whom 05 had died and that administering
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this drug to early stage breast cancer patients could be detrimental as it was a
drug given to advanced breast cancer patients. The Chairperson of the College of
Oncologists stated that some doctors of the College administer the drug to
patients while some others do not and those who refuse to administer the drug
have to face disciplinary action.

06. Inquired whether the College of Oncologists did not complain
after the registration of “Herticad”

The chairperson of the College of Oncologists said that what was registered by
them was a drug named ‘Herticad’ which was very similar to ‘Herceptin’ and
that it was suitable only for advanced breast cancer patients and not for cancer
patients of all stages.

Though this situation was repeatedly brought to the notice of the Secretary of the
Ministry, the Director of the Hospital had sent letters insisting the drug to be
given to early stage cancer patients as well she added it was sad to see due
recognition not being given to expert opinion of medical specialists and noted
that as medical specialist they should have the right to recommend drugs.
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Annexure 03
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The first report of the Committee on Public Enterprises in the third session of the Eighth
Parliament of the Democratic Socialist Republic of Sri Lanka

Hector Kobbekaduwa Agrarian Research and Training
Institute

(Ministry of Agriculture)
(This institution has been brought under the purview of the Ministry of Agriculture, Rural
Economic Aftairs, Livestock Development, Irrigation and Fisheries & Aquatic Resources
Development from 28.12.2018)

Date of Examination: 25t July 2017

Matters Discussed

01. Composition of Board of Directors

The committee inquired as to why the secretary of the state ministry was
functioning as the chairman of the Board of Governors since the secretary of the
ministry in charge of the subject of agriculture should be the Chairman of the
Board of Governors as per the Act.

The Secretary to the Ministry stated that since the subject of Hector
Kobbekaduwa Agrarian Research and Training Institute had been placed under
the State Minister of Agriculture by Gazette Extraordinary No. 1986/6 dated 26
September 2016, the Secretary of the State Ministry had been appointed as
Chairman of the Board of Governors.

Recommendations

i. In order to preempt any problematic situation in future, consulting the
Attorney General’s Department regarding the legal situation in this regard.

Present situation and reporting progress

It had been notified by letter No. 5/32/COPE/HARTI dated 27.03.2018 of the
Secretary of the Ministry of Agriculture that the Secretary of the Ministry of
Agriculture was serving as Chairman of the Board of Governors as per the
instructions given by the Attorney General.

02. Non-functioning of the Internal Audit Committee

The Committee inquired about the non-issue of any audit query for a period of
nearly 06 months due to the internal audit division being non-functional.

The Director/ Chief Executive Officer said that the Internal Auditor had been
released from the service until an inquiry was held consequent to an issue that
arose at the commencement of year 2017 and added that the report of the Ministry
of Public Administration in this regard had been received as of now and action
would be taken accordingly.
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Recommendations

i. Pay special attention to this matter and take necessary action.

Present situation and reporting progress

It was reported to the Committee by letter No. 5/32/COPE/HARTI dated
27.03.2018 of the Secretary of the Ministry of Agriculture that the report of the
Ministry of Public Administration would be referred to the meeting of the Board
of Governors to be held on 20.11.2017 with the intention of taking a decision in
this regard.

03. Breaching of contracts by foreign scholarship recipients

The committee inquired about a sum of Rs 15,992,125/ =receivable from foreign
scholarship holders for the breach of contracts who had pursued post graduate
diplomas in foreign universities.

The Director/ Chief Executive Officer said that there only remained 10
scholarship holders as of now and that two of them had reached a settlement on
the payments and a ruling in favour of the institution had been received following
consultation with the Attorney General’s Department in respect of two others and
that strategic action was expected to be adopted for the recovery of dues from the
remaining six.

Recommendation

i. Pay special attention to this matter and take necessary action.

Present situation and reporting progress

It has been reported to the Committee by letter No. No. 5/32/COPE/HARTI dated
27.03.2018 of the Secretary of the Ministry of Agriculture that a balance of Rs
15,899,840/= was due to be recovered from nine foreign scholarship holders and
action had been taken to recover the dues.

No of scholarship

Measures taken to recover dues
holders

Settlement has been reached regarding the
Scholarship holders -01 | outstanding balance and payments are being made
accordingly.

Following action taken in collaboration with the
Scholarship holders -02 | Attorney General’s Department, a ruling in favour
of the institution has been received

The Director/ Chief Executive Officer said that
Scholarship holders -06 | strategic action was expected to be adopted for the
recovery of dues.
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04. Director’s quarters being used by external parties

The Committee inquired about giving the official quarters of the director to an
external party for residence without levying a rent and without approval.

The Director/ Chief Executive Officer said that the quarters had been given
temporarily to a coordinating secretary of the Minister as the director was not
occupying it in year 2015 and that he had been asked as of now to vacate the
quarters.

Present situation and reporting progress

The Committee was informed that action had been taken to inform the relevant
party to vacate the said quarters.

05. Purchasing computers

The Committee inquired about the purchase of 17 computers at a cost of Rs 1.7
million in 2015 from an institution rejected by the Technical Committee, defects
in those computers and no servicing them during the prescribed period in terms
of service contracts.

The Director/ Chief Executive Officer stated that this purchase was made on the
recommendation of the registrar of the institution.

The Committee expressed its displeasure over the involvement of an external
party in making decisions about purchases despite their being a technical
committee in the institution.

The Secretary of the Ministry said that action would be taken to prevent
recurrence of such incidents in future.

Recommendation
i. Submitting a report in this connection to the Committee within 02 weeks.

Present situation and reporting progress

It has been reported to the Committee by letter No. 5/32/COPE/HARTI dated
27.03.2018 of the Secretary of the Ministry of Agriculture that these computers
had been purchased on the recommendation of the Procurement Committee of
the Department and that action had been taken to carry put procurement activities
in compliance with rules and regulations of the Code of Procurement Guidelines.
Thus, instead of submitting the report asked by the Committee within 02 weeks,
a period of more than 09 months had been taken to furnish information in that
regard. But any supporting document to corroborate the aforesaid fact or a report
as recommended by the Committee had not been submitted to the Committee
even by 31.03.2018.
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06. Use of organic fertilizer

The Director General of the Department of Agriculture said that the Hector
Kobbekaduwa Institute only conducted agrarian research and technical
researches were conducted by the Department of Agriculture and that awareness
had been created amongst public that it was advisable to use less amounts of
chemical fertilizers with organic fertilizer.

The Director General of the Department of Agriculture further said that scientific
researches were being conducted to wean farmers off chemical fertilizer and
encourage them to use organic fertilizer.
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Sri Lanka Telecom

(Ministry of Telecommunications and Digital Infrastructure)
(This institution has not been placed under the purview of the any ministry in accordance with the
Extraordinary Gazette No. 2103/33 dated 28.12.2018)

Date of Examination: 26t July 2017

Matters Discussed

01. Corporate Plan, Action Plan and Procurement Plan

The committee inquired about the reason for not having a business plan for the
period from 2016-2017.

The Chairman said that a Corporate Plan was being prepared for years 2017-2022
and that the above plans were delayed as a result of not receiving the approval of
the board of directors.

Recommendation

i. Submit a report to the Committee as to how the institution has achieved
the goals outlined in the Corporate Plan and Strategic Plan of the
institution in order to have an understanding about the vision of the
institution.

ii. Forwarding the procurement plan to the Auditor General.

Present situation and reporting progress

The Performance Report with details as to how the institution achieved its goals
had been submitted to the Committee by letter No. MTDI/.AUDIT/03 dated
14.11.2017 of the Secretary of the Ministry of Telecommunications and Digital
Infrastructure.

02. Changing the organization realignment on a number of occasions
from time to time during the period from 2015 to 2017

The inquired about the reasons for above changes and asked whether the approval
was obtained for such changes.

Responding to the query, the Chief Executive Officer said that such changes were
necessitated due to the need to carry out institutional activities more effectively.

The Chairman stated that the approval had only been obtained for major changes
and that action would be taken to inquire from the CEO at the meeting of the
Nomination Committee appointed for the purpose of granting approval for such
changes.
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Recommendation

i. Submitting a report to the committee within 2 weeks indicating the number
of times the organization realignment was changed and instances wherein
approval was received and not received from the board of directors for
such changes with copies of minutes of board meetings.

Present situation and reporting progress

It has been reported to the Committee by letter No. MTDI/I.AUDIT/03 dated
14.11.2017 of the Secretary of the Ministry of Telecommunications and Digital
Infrastructure that a programme for the realignment of organizational hierarchy
aimed at the growth of the institution had been implemented following the
appointment of the new Group Chief Executive Officer and that the above
programme was carried out step by step subsequent to awareness being created
amongst the staff through circular 40/2015 (Annexure 04) since the
implementation of the said programme all at once would have disrupted the
business activities of the institution.

03. Outsourcing services on contract basis despite a surplus of
employees

The committee discussed the above matter at length and even though it was stated
that the outsourcing was done to prevent the collapse of consumer services during
strikes, that committee was of the opinion that such claims were not plausible.

Recommendation

i. The secretary of the Ministry and the Chairman of the company were
ordered by the Committee to conduct a performance audit to ascertain
whether the major services outsourced during year 2016 and up to now in
2017 could have been done by employing the internal staff so as to be
useful to the institution as well and submit a report to the Committee
within 2 months.

The Auditor General was instructed to extent his support for this purpose.

Present situation and reporting progress

The above report was submitted to the committee by letter No.
MTDII.AUDIT/03 dated 14.11.2017 of the Secretary of the Ministry of
Telecommunications and Digital Infrastructure.

04. Proposed voluntary retirement scheme for 450 employees

i. Prevent the retirement of employees needed by the institution
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The committee inquired about the measures to be adopted to prevent the
retirement of employees needed by the institution through this scheme.

The Chairman said that this scheme which would require about Rs 01 billion was
introduced as a solution to a surplus of 1500 employees in the institution and
added that approval would only be granted after assessing each employee.

ii. Spending a huge amount as salaries and bonuses

The Chairman said that approximately 45% of the income of the institution was
spent on employees which the institution could not afford. Paying special
attention to this matter against the backdrop of debt burden of and losses incurred
by the institution.

iii. Recruitment of engineers with qualifications as set out by the
Engineering Council Act

The Chairman said that only the engineers who satisfy qualifications as the
Engineering Council Act are recruited as of now.

iv. Incurring a huge expenditure to increase the use of fiber optic lines

The committee inquired into the reasons for increasing this number by another
600,000 in the backdrop of 80,000 out of existing 100,000 port centers remained
unused with only 20,000 being used.

The Chairman said that action was taken to increase the use of these advanced
fiber optic lines taking into account the future requirements.

v. The ownership of lands belonging to the institution not confirmed

The Chairman said that the reason for not being able to confirm the ownership of
464 lands belonging to the company was that such lands had not been gazetted
at the time institution was converted into a company and that His Excellency the
President had agreed to transfer the ownership t the Company through a grant
and that legal action was being pursued in that regard.

vi. The Auditor General has the right to audit the company

The Committee pointed out that the Auditor General has the authority to audit
the company as already more than 50% of the ownership of the company was
with the government as the Treasury owns 49.50% of the shares and Ceybank
Unit Trust owns 01% of the shares of the company.
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Annexure 04
GCEOQ’s Circular No. 4—01/2 Q15
GCEOQ’s Office,
Sri Lanka Telecom PLC,
Colombo 01.
23rd September 2015.
To: All Staff
izational Re-ali t of Sri Lanka Telecom PLC

Sri Lanka Telecom PLC is functioning in an increasingly competitive environment,
where the future growth of the company relies on regaining market leadership and
capitalizing on new opportunities created by advancements in ICT. An increased
focus on delivering a great customer experience and further improving the efficiency
of operations are essential for increasing company revenue and managing
operational costs.

In order to accommodate the above, the organizational structure will be re-aligned
to function as centres of excellence in Marketing, Planning, Sales and Operations.

The new group-level organizational structure is given in the Annex.

Further circulars will follow outlining the new organizational structures of each
Group re-aligned under this initiative.

SLT looks forward to increased effectiveness in implementing its strategies and
improved focus becoming the undisputed leader in the market, supported by thls
new organizational structure.

[ invite the SLT team to use this as a new beginning to explore new opportunities
and take the organization to greater heights.

p Chief Executive Officer

Page 1 0f2
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Sri Lanka Transport Board & Former Board of Directors

(Ministry of Transport and Civil Aviation)

Date of Examination : 08t August 2017
08th September 2017

Matters Discussed

01. Approved Cadre

It was observed that the permanent cadre had been 30,524 by 30t June 2017 even
though approval had been obtained for a cadre of 24,886 in March 2017 and that
the permanent cadre was in excess of the approved cadre by 5,638 and the reasons
for such a situation were inquired into.

The Chairman stated that there had been a cadre of nearly 36,000 by 2015 and
that 3,227 had left the service by obtaining compensation under the Voluntary
Retirement Scheme introduced subsequently while another 526 were due to retire
with compensation, that no new recruitment had been done after 2015, the
remaining workers were due to retire on completion of the age of retirement, a
plan had been submitted to the Treasury accordingly and that the cadre was
expected to reach the approved number by 2021.

Recommendations
i. Sending a copy of the plan submitted to the Treasury to the Committee.

Reporting the current situation and the progress

The said report has been submitted to the Committee through the letter of the
Secretary to the Ministry of Transport and Civil Aviation bearing
No.MT/07/06/06/08 dated 11.10.2017.

02. Surplus of Drivers and Conductors

The Committee inquired about the existence of a surplus of drivers and
conductors at certain depots while there was a shortage of the same personnel at
certain depots and also about 235 drivers and 528 conductors being engaged in
duties not relevant to them as of 01 May 2015 and about the failure to take action
to correct this situation.

The Chairman stated that such a situation had prevailed and that it had not been
corrected. He stated that practical problems emerged on every occasion that
attempts were made to change the said situation, a system of transferring workers
based on the number of days of no pay leave taken by them had been developed
and tried out initially in the North Western Province and that a transfer board
representing all trade unions had been set up in addition. It was also stated by the

39

o



Parliamentary Series No 38

Chairman that the number of drivers engaged in duties not relevant to them had
reduced to 88 as a result of the retirement of 235 such workers, the number of
such conductors had come down to 498 and that the situation would be corrected
by the end of the year.

The Chairman further stated that it would be possible to reach a final solution in
that regard at the end of the year as a committee had been set up with the
agreement of all the trade unions.

Recommendations

i. Submitting a report in that regard to the Committee.

Reporting the current situation and the progress

The said report has been submitted to the Committee through the letter of the
Secretary to the Ministry of Transport and Civil Aviation bearing
No.MT/07/06/06/08 dated 11.10.2017.

03. Procurement Procedure

It has been observed that the procurement procedure had not been carried out
according to a plan, that the report sent to the Committee in that regard was not
acceptable , that the goods were supplied to the depots by the suppliers even
though goods were ordered by the Head Office, that the difference caused due to
lack of connection between the place of ordering place supplied was around
2,000 million and that no entry existed regarding the supply of goods in addition
and the Committee questioned whether that situation had been identified.

It was stated by the Chairman that advance payment to any supplier had not been
done within the last 3 years, that all payments had been made by obtaining
invoices to the Head Office, that investigations regarding incidents of that nature
that had happened in the past were under way and that a procurement plan had
been submitted to the Board of Directors every year for approval.

Recommendations

i. Taking action to correct this situation using new technology, using a
computer system.

ii. Sending a report regarding similar incidents in the past.

Reporting the current situation and the progress

The said report has been submitted to the Committee through the letter of the
Secretary to the Ministry of Transport and Civil Aviation bearing
No.MT/07/06/06/08 dated 11.10.2017.
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04. Purchasing Spare Parts

Inquiring whether legal action has been taken against the persons responsible for
the loss incurred to the Board as a result of purchasing spare parts from the
following 2 private companies.

i. STEEL Impex Institute
ii. NYMBUS Company Ltd.

The Chairman stated that various investigations were going on in this regard at
institution level, that the investigation file of the Financial Crimes Investigation
Division had been handed over to the Attorney General and that investigations
were conducted by the Presidential Investigation Unit and the Commission to
Investigate Allegations of Bribery or Corruption.

Recommendations

i. Sending to the Committee a comprehensive report on this transaction
containing all the details from the beginning.

Reporting the current situation and the progress

The said report has been submitted to the Committee through the letter of the
Secretary to the Ministry of Transport and Civil Aviation bearing
No.MT/07/06/06/08 dated 11.10.2017.

05. Importation of Buses

Inquiring whether there was a policy of receiving one bus free of charge when
10 buses were imported and how 18 buses so obtained were distributed in
Kalutara district.

The Chairman stated that those buses had not been received by Sri Lanka
Transport Board and that an investigation was going on about that incident that
had happened in the past.

Recommendations

i. Ifthere was any document provided by the Company from which the buses
were imported relevant to the period when the buses were imported,
claiming that such a gift was made to Sri Lanka Transport Board,
submitting the same to the Committee.

Current Situation and Reporting the Progress

The said report stating that the buses distributed in Kalutara district were not
buses imported by Sri Lanka Transport Board has been submitted to the
Committee through the letter of the Secretary to the Ministry of Transport and
Civil Aviation bearing No.MT/07/06/06/08 dated 11.10.2017.
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06. Repair of buses

As it has been observed that 143 buses had been handed over to Wesco Company
for repairs, inquiring what had happened to those buses.

The Chairman stated that those buses had not been returned and that a case had
been filed against Wesco.

Recommendations

i. Ordering to send a report to the Committee in this regard including the
relevant periods of time.

Reporting the current situation and the progress

The said report has been submitted to the Committee through the letter of the
Secretary to the Ministry of Transport and Civil Aviation bearing
No.MT/07/06/06/08 dated 11.10.2017.

07. Re-summoning

Ordering the re-summoning of Sri Lanka Transport Board on 08 September
2017 including the Board of Directors , Chairman of Transport Board, Chief
Accountant, Chief Legal Officer, Chief Internal Auditor, Chief Executive Officer
and any other officers necessary with relevance to the period, 2012- 2014.

At the same time, in case of intimating their inability to appear before the
Committee, the Committee emphasized the necessity of obtaining such
intimation in writing.

Reporting the current situation and the progress

As recommended by the Committee, Sri Lanka Transport Board was summoned
again to appear before the Committee on 08t September 2018.

After this Institution had been called before the Committee on Public
Enterprises on 08.08.2017, the Committee decided to call the Institute
before the Committee once again on 08.09.2017. The following matters
were discussed at this meeting:

01. Purchase of Spare Parts

It has been observed that spare parts worth approximately Rs.1500 million had
been purchased from Steel Impex Company within the period 2011 — 2015 for
requirement relevant to 2 months. Inquiring about the procedure followed in

42

o



The first report of the Committee on Public Enterprises in the third session of the Eighth
Parliament of the Democratic Socialist Republic of Sri Lanka

selecting this institution in relation to this transaction and how the requirement
for purchasing had been identified.

As it was observed that Nymbas Automatives Company had been awarded a part
of the tender citing various short comings in the supply of spare parts by Steel
Impex, inquiring how that had happened.

The former Chairman, Mr.M.D.Bandusena stated that the daily income of the
institution had been in the range of Rs.33-40 million in 2010 and it had increased
to Rs.60 million by the time he left that office in 2012, that the institution had
been in a highly corrupt situation by that time and spare parts had been purchased
from only two or three suppliers and according to the instructions received from
the Hon. Minister when that situation had been brought to his notice, action had
been taken to purchase spare parts through the SLTB Head Office and distribute
them to places that required them, that a letter had been sent in that regard by the
Secretary to the Ministry of Finance to the Secretary to the Ministry of Transport
after discussions with the Treasury and that the Secretary to the Ministry of
Transport had later informed that to the SLTB Head Office by a letter and that
both those letters could be submitted. The Chairman further stated that the Hon.
Minister had informed that the matter would be referred to the Cabinet to take a
decision, that some countries including India had been informed in that regard
later and a news paper advertisement had been published on 14.02.2011, that the
requirement for two months had been identified by calling for a Technical
Evaluation Committee report , that a procurement committee had been appointed
in addition and that he could not remember whether the Board of Directors had
been informed about that.

The Committee emphasized that the letter of the Secretary to the Ministry of
Finance had been about instructions issued to the Customs Department to grant
tax relief to the Department of Railways and Sri Lanka Transport Board in
importing spare parts, that the limit for purchases for institution was Rs.50
million and any purchase exceeding that limit would require Cabinet approval,
that the requirement for 02 months had been used to bypass that and that the
decision should be subject to the approval of the Board even though it had been
taken by an institutional level tender board. Stating that the following weaknesses
have been observed.

i. Absence of a report that identified requirements.
ii. The method used to decide the requirement for 02 months is not clear.
iii. It is obvious that the Board of Directors had not been reported about this.

iv. The method used to select the supplier, Steel Impex is not clear.
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v. The steps taken in relation to Steel Impex according to the agreement in
selecting Nymbas Automotives to supply a part of the requirement are not
clear.

vi. The agreement with Steel Impex and Nymbas Automotives is not
satisfactory and the agreement had not been presented to the Procurement
Committee and failure to follow such a procedure.

vii. Interest on late payment for spare parts has been U.S.$.3.9 million and
paying to Steel Impex after the provision of Rs.122 million by the
Treasury for this purpose on 21.07.2017.

viii. Evidence to confirm the receipt of all items as ordered, the provision of all
those items for the use of depots is lacking and internal procedures
followed are not clear.

Recommendations

i. Investigating whether the Board of Directors has been informed and
reporting on that.

Reporting the current situation and the progress

The Paper of the Board of Directors including the method of considering the
exchange rates when payments are made to the two institutions, Steel Impex and
Nymbas Automotives has been submitted to the Committee. (Annexure 05)

But it has been reported to the Committee through the letter of the Chairman of
Sri Lanka Transport Board bearing No. Eoo® /w.2%./8.0m0./em3x/2017-9
dated 24.11 2017 that no evidence to prove that the Board of Directors had been
informed about the purchase of items from Steel Impex and Nymbas
Automotives could be discovered up to now.

02. Maintaining values in dollars

Questioning about the reason for maintaining the values in dollars in the
agreements signed with suppliers when items are ordered.

The former Chairman, Mr.M.D.Bandusena stated that it had been decided to
maintain the prices in dollars as advised in discussions with the accountants in
that regard.

The Committee was of the view that a huge additional expenditure had to be
borne as a result of maintaining the prices in dollars.

Recommendations

The following recommendations were made by the Committee.
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i. Submitting a report within one month stating the authority held to supply
Spare parts.

ii. Submitting a report within one month stating the status of Steel Impex
Company in India by 22.04.2011 and whether it prevails at present as well.

iii. In preparing that report, stating the data based on which the Technical
Evaluation Committee recommended this institution.

iv. Reporting on the local agent of the Company.

v. Conducting a special investigation about the extent to which the legal
requirement in the country in relation to such a transaction has been
followed, the requirements that have been bypassed and the manner in
which the officials have acted in making decisions and submitting a report
on the same.

vi. Paying special attention to the safety of the documents relevant to these
transactions and making arrangements to safeguard them.

vii. Investigating the failure to subject the agreements to a legal analysis and
a technical analysis and submitting a report in that regard.

viii. Reporting on the reasons for adjusting the price of the spare parts to that
of the previous month.

Reporting the current situation and the progress

Regarding the aforesaid recommendations of the committee, the following
information has been reported to the Committee through the letter of the
Chairman of  Sri Lanka Transport  Board  bearing  No.
BCo0®/t.20./8.0m%./em3/2017-09 dated 24.11.2017.

i. Approval of the Board of Directors has not been obtained to award the
tender for spare parts to Steel Impex and Nymbas Automotive companies.

ii. No special investigation had been conducted regarding the business status
of Steel Impex Company in India by 22.04.2011 and Steel Impex
Company was accepted as an institution conducting business in India at a
favourable level according to a letter dated 25.01.2011 presented by
DENA BANK of India.(Annexure 06)

iii, The Technical Evaluation Committee has recommended Steel Impex on
the following grounds.
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No. of items No. of items for
Institution that | for which bids which the lowest
submitted bids were bids were

submitted submitted

Lanka Ashok Leyland 329 21
DIMO 60 03
Douglas & Sons 187 99
Nymbas Automotive 740 206
Steel . Impex & 706 418
Industries

It has been reported to the Committee that bids had been called for by Sri
Lanka Transport Board for 747 spare parts and Steel Impex had been
identified as the institution that submitted bids for the highest number of
items with the lowest bids for the highest number of items, that it had been
recommended by the Technical Evaluation Committee to get Steel Impex
to supply other spare parts for which bids had not been submitted as well
at the lowest prices considering the difficulty for several institutions to
work within the same bonded warehouse , as only one bonded warehouse
was owned by Sri Lanka Transport Board.

. It has been reported that there had not been a procurement condition that

necessitated a local agent , that no local agent had existed at the time of
awarding the contract to the said institution and that an institution named
Steel Impex and Industries ( Lanka) had been registered later and
introduced to Sri Lanka Transport Board as the local agent.

The report requested through the recommendations of the Committee has
not been submitted to the Committee even by 31.01.2018 and it has been
reported that no such special investigation had been conducted by Sri
Lanka Transport Board up to then.

It has been reported to the Committee that the originals of the relevant
documents handed over to the Financial Crimes Division had been
returned and that those documents were kept safe at the Deputy General
Manager’s (Technical) office.

The report requested through the recommendations of the Committee has
not been submitted to the Committee even by 31.01.2018 and it has been
reported that no such investigation had been conducted by Sri Lanka
Transport Board up to then.
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viii. It has been reported to the Committee that this decision has been taken
considering the request made by Steel Impex stating that a serious
problematic situation was created in settling import bills as a result of the
rapid appreciation of the dollar against the Sri Lankan Rupee.
(Annexure 05)

03. Purchase of leaf springs from Steel Impex Company

It has been observed that action had been taken to purchase leaf springs from
Steel Impex in 2013 after the granting of the said tender by the then Deputy
General Manager (Technical) and the Secretary to the Tender Board and that it
had been informed to the supplier that had been selected earlier, Nandana Auto
Products Company (Pvt.) Ltd. through the letter dated 30.04.2013. Enquiring
whether the agreement with the supplier initially selected was cancelled in
selecting another supplier in this manner.

The then Deputy General Manager (Technical ) said that the agreement had not
been cancelled and the Legal Officer said advice had never been sought from the
officers of the Legal Branch regarding the cancelling of the agreement.

The Committee expressed its grave displeasure regarding the answer provided.
Recommendations

i. Submitting the letter dated 30.04.2013 sent to Nandana Auto Products
Company (Pvt.) Ltd.

Reporting the current situation and the progress

The said letter asked to be submitted by the Committee has not been even by
31.01.2018.

04. Payment of Rs.66 million as advances.

It has been observed that Rs.66 million had been paid through 77 cheques by Sri
Lanka Transport Board to the company that supplied lead springs, Nandana Auto
Products Company (Pvt.) Ltd. without confirming the receipt of goods before
making the advance payments.

The former Chairman, Mr.Shashi Welgama said that he had never advised to
make advance payments, not signed any cheque, that the relevant company also
had admitted that an over payment had been made, that those payments had been
approved by the then Chief Accountant and that a case had been filed in that
regard at the Commercial High Court. The current Chairman said that Nandana
Auto Products Company (Pvt.) Ltd. had been supplying leaf springs from 2010,
that an audit had been conducted subsequent to his appointment and an over
payment of Rs.124 million had been observed accordingly,that two cases had
been filed with the Commercial High Court as only Rs.697,000/= had been

47



Parliamentary Series No 38

reimbursed despite the agreement reached with the owner after discussions to
reimburse the overpaid amount and that a complaint had been lodged with the
Criminal Investigations Division as well.

It was observed that Sumith Hettiarachchi (Finanacial Manager) and Sanjeeewa
Waidyathilaka (Chief Financial Manager) had signed in the vouchers as the
officer certifying the expenditure.

It was admitted by Mr. Sumith Hettiarachchi that he had no understanding of the
financial value of the tender and that the payments had not been made according
to a proper procedure.

05. Purchase of 2,200 buses

It had been disclosed at the previous meeting of the Committee on Public
Enterprise that 18 buses received free of charge in the purchase of 2,200 buses
by the Board had been distributed among schools in Kalutara and inquiring
whether S.L.T.B. received other buses provided by the supplier in addition to the
2,200 buses.

The former Chairman Mr.Sashi Welgama stated that the decision to purchase
those 2,200 buses had been taken during the period of 2013-2014 and that action
in relation to that tender had been taken by the Ministry and an officer from that
period said that a Cabinet Memorandum submitted in that regard on 11.09.2013
had received Cabinet approval on 17.10.2013 and the decision to purchase buses
from Ashok Leyland Company had been taken accordingly by the Negotiation
Committee appointed by the Cabinet and that the buses had been purchased on
lease through People’s Bank to pay in 5 years , 50% of the payments to be made
by the Treasury and 50% to be paid by S.L.T.B.

i. 19.07.2013- First consignment of buses received
ii. 28.03.2015-Final consignment of buses received

The current Chairman further stated that S.L.T.B. had not received any additional
buses, no payment in that regard had been by S.L.T.B. or the Treasury, those
buses had been provided to schools only and that the Negotiation Committee had
considered the prices of buses purchased from Ashok Leyland Company by
private institutions as well within the relevant period.He further stated the prices
of the buses purchased by S.L.T.B. as follows.

In the first quarter | In the second quarter

42 seater U.S.$.31,100 U.S.$.32,100

54 seater U.S.$.34,100 U.S.$.35,100
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It was further stated that the prices in the ordinary market had been similar to
those and that the relevant information had been obtained from Ashok Leyland
Company. An officer who had been in the Board of Directors during that period
said that S.L..T.B. had had to pay Rs.10.684 billion by the end of the year by the
end of the 05 years.

Recommendations

i. Submitting to the Committee the report on the calculation of market prices
based on the information obtained from Ashok Leyland Company.

Reporting the current situation and the progress

The report submitted to the Committee through the letter of the Chairman of Sri
Lanka Transport Board bearing No. §c-0®/e.2%./8.0m9./emd/2017-09 dated
24.11.2017 is given under the Annexure 07.

06. Deploying 47 buses without charging any fee.

Disclosure of deploying 47 buses belonging to 6 depots of Kalutara region on
31.01.2014 for a celebration held in Mathugama without charging a fee.

The former Chairman Mr.Shashi Welgama said that during his period in office
he had instructed not to provide any bus at any time without charging a fee and
the current Chairman stated that an investigation in that regard had been started.

Key Matters Noticed by the Committee
»  Purchase of spare parts
»  Purchase of leaf springs
»  Purchase of 2,200 buses
»  Provision of buses without charging a fee

Recommendations

i. Conducting a forensic audit regarding the first two matters, conducting an
internal investigation against the officers responsible for the remaining
matters and informing the Committee about the measures taken in that
regard.

Reporting the current situation and the progress

The investigation report about the alleged deployment of 47 buses free of charge
for a celebration held in Matugama has been submitted to the Committee and it
has been further stated through that report that most of the running details to
obtain information for that investigation had not been available and that
deliberate destruction or misplacing of those documents relevant to the depots of
Horana, Panadura and Aluthgama had taken place.
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It has been further mentioned in the report that the daily income of that region on
the relavant date had shown a drastic reduction in comparison the previous days.
The summary of the investigation report is included under the Annexure 08.
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Annexure 06

7

= a 2 SANDHURST BRIDGE BRANCH
, ._—% 434, Dr. Dadasaheb Bhadkamkar Road
L DENA B Mumbai 400 004

Tel: 23821611, 23887973 Fax: 23853615

SB/LTR/34/2011
25th January, 2011

TO WHOM SO EVER IT MAY CONCERN

This is to certify that "Steel Impex & Industries, Mira Road East, Thane, India” is 100% Export Oriented
Company having business experience of over 45 years.

The Company is our customer since incepticn of its business.
It is a very well established organization with strong finanacial position.

1t is treated that this information is furnished without any risk and responsibility on our part in any respect
whatsoever more particularly either as guarantor or otherwise. This certificate is issued at the specific
request letter dated 23.01.2011

For DENA BANK,
Sandhurst Bridge Branch

CHief Manager

“TENDER SECTION

SR LANKA TRANSPORT BOARD
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Annexure 07

DGM(Technical)”’s Office
25" September 2017

Chairman,
SLTB.

Report on the Price Comparison of Buses procured under 2200 Bus Project by SLTB
and similar buses of Private Sector

On 19.07.2013 Lanka Ashok Leyland PLC had submitted a proposal on behalf of Ashok
Leyland Ltd. India to supply registered 800 nos. Viking 42 seater buses and 1400 nos. Viking
54 seater buses at all inclusive unit prices (as per exemption granted from local levies to
SLTB) of USD 32,100 and USD 35,100 respectively with a warranty of 18 months, on
supplier’s credit basis to be paid back in 05 years in 20 quarterly installments at an interest of
3.98% on diminishing balance.

Consequent to a Cabinet memo submitted by Hon. Minister of Transport on 11.09.2013 to
accept the above proposal, the Cabinet had appointed a Cabinet Appointed Negotiating
Committee (CANC) on 17.10.2013. A Project Committee (PC) to assist the CANC had been
appointed on 19.12.2013.

Taking into consideration the observation of SEMA attached to the Cabinet decision, it was
decided to provide the proposer with revised SLTB specifications including technica?
improvements from the existing fleet and request the proposer to respond to same. In the
revised specifications the following additional items, which had not been in the Ashok
Leyland proposal, were included.

The included items were:
Rear luggage compartment
Guard rail for driver area
Electronic front & rear destination board
07 nos. 16 PR Tyres instead of 14 PR Tyres
CCTV device with storage system
Multi function GPS device including fuel sensor & 02 way communication system

and a Warranty of 200,000 Km for the bus and 03 years warranty on paint

In his response dated 10.01.2014, the proposer agreed to supply all the above items excluding
CCTV devise with storage system at the quoted prices. He also agreed to a warranty of
200,000 Km for the bus and 03 years warranty on paint.

At the negotiations held on 16.01.2014 by the PC with the proposer, he agréed to include
CCTV device with storage system also at the quoted prices.

And at the negotiation held by CANC on 30.01.2014, the proposer agreed to a reduction of
USD 1000 per bus for both types.

The final agreement with the proposer was for the supply of :

e 800 nos registered A/L Viking 42 seater buses at a unit price of USD 31,100 (as per
exemption granted from local levies to SLTB)

{
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and

® 1400 nos registered A/L Viking 54 seater buses at a unit price of USD 34,100 (as per
exemption granted from local levies to SLTB)

with Rear luggage compartment, Guard rail for driver area, Electronic front & rear
destination board, 07 nos. 16 PR Tyres instead of 14 PR Tyres, CCTV device with storage
system , Multi function GPS device including fuel sensor & 02 way communication system
and a Warranty of 200,000 Km for the bus and 03 years warranty on paint.

Comparison with the prices quoted by the proposer to private sector
A/L Viking 42 seater buses offered to Private Sector
As per proforma invoice of Lanka Ashok Leylahd PLC dated 13.01.2014, the unit

price of an A/L Viking 42 seater bus was Rs. 4,200,000/~ with a warranty of 12
months/100,000 km whichever occurs first. The following items were offered as

optional:
Rear luggage compartment Rs 35,000/~ -
Guard rail for driver area Rs 18,000/-
Electronic front & rear destination board Rs. 50,000/-
07 nos. 16 PR Tyres instead of 14 PR Tyres Rs. 18,000/-
Multi function GPS device Rs 65,000/-
Registration Rs 30,000/-

Total Rs. 216,000/-
Hence the unit price of a A/L Viking 42 seater bus with above optionals was Rs
4,416,000/- with a warranty of 12 months/100,000 km whichever occurs first but
without CCTV device with storage system and 03 year warranty on paint available
Jor busses offered to SLTB.

A/L Viking 42 seater buses offered to SLTB
On 13.01.2014 the exchange rate was USD 1=Rs 132.17

Hence the Rupee price on 13.01.2014 of a A/L Viking 42 seater bus offered to SLTB
was Rs 4,110,487/~ (that is 31,100 x 132.17) as per exemption granted from local
levies to SLTB, with all the optional offered to private sector + CCTV device with
storage system, Warranty of 200,000 Km and 03 year warranty on paint.

Buses imported for SLTB as well as Private sector are exempted from VAT and
Custom Duty. But PAL & NBT is applicable. So for comparison, NBT and PAL (
which is approximately 7.3% of CIF value) have to be added to the price offered to
SLTB making the price Rs 4,410,553/~ (that is 4,110,487/~ x 1.073) .

Then the actual price of A/L Viking 42 seater bus for SLTB was Rs 4,410,553/- with
CCTV device with storage system, Warranty of 200,000 Km and 03 year warranty on
paint compared to Rs 4,416,000/~ for Private sector without CCTV device with
storage system & 03 year warranty on paint and with only a Warranty of 12
months/100,000 km whichever occurs first )

According to the CANC report, the proponent’s costing for all the extras offered to
SLTB (including the additional items and the additional warranties) was Rs.
376,390/-, making the total unit price for private sector of a bus similar to the one
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offered to SLTB at Rs. 4,410,553/- to be Rs 4,576,390/~ (that is Rs 4,200,000/~ +
376,390/-).

A/L Viking 54 seater buses offered to Private Sector

As per proforma invoice of Lanka Ashok Leyland PLC dated 13.01.2014, the unit
price of an A/L Viking 54 seater bus was Rs. 4,575,000/~ with a warranty of 12
months/100,000 km whichever occurs first.

The following items were offered as optional:

Guard rail for driver area Rs 18,000/-
Electronic front & rear destination board Rs. 50,000/-
07 nos. 16 PR Tyres instead of 14 PR Tyres Rs. 18,000/-
Multi function GPS device Rs 65,000/~
Registration Rs_30,000/-

Total Rs. 181,000/-

Hence the unit price of a A/L Viking 54 seater bus with above optionals was Rs
4,756,000/~ with a warranty of 12 months/100,000 km whichever occurs first but
without CCTV device with storage system, warranty of 200,000km for the bus and 03
year warranty on paint available for busses offered to SLTB.

A/L Viking 54 seater buses offered to SLTB e
At the exchange rate of USD 1=Rs 132.17, the Rupee price on 13.01.2014 of a A/L
Viking 54 seater bus offered to SLTB was Rs 4,506,997/ (that is 34,100 x 132.17) as
per exemption granted from local levies to SLTB, with all the optional offered to
private sector + CCTV device with storage system, Warranty of 200,000 Km and 03
year warranty on paint.

For comparison NBT and PAL ( which is approximately 7.3% of CIF value) have to
be added to the price offered to SLTB making the price Rs 4,836,008/~ (that is
4,506,997/- x 1.073) .

Then the actual price of A/L Viking 54 seater bus for SLTB was Rs 4,836,008/~ with
CCTV device with storage system, Warranty of 200,000 Km and 03 year warranty on
paint compared to Rs 4,756,000/~ for Private sector without CCTV device with
storage system & 03 year warranty on paint and with only a Warranty of 12
months/100,000 km whichever occurs first

According to the CANC report, the proponent’s costing for all the extras offered to
SLTB (including the additional items and the additional warranties) was Rs.
376,390/- making the total unit price for private sector of a bus similar to the one
offered to SLTB at Rs. 4,836,008/- to be Rs 4,951,390/~ (that is Rs 4,575,000/- +
376,390/-)

From the above it can be seen that for a proper price comparison of buses between Private
Sector and SLTB, it is not only the GPS system but other additional items and warranties
need to be taken into account.

G£ :Ariy;@r%‘

Dy. General Manager (Technical)
SLTB
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University of Sabaragamuwa

(Ministry of Higher Education and Highways)
(This institution belongs to the Ministry of City Planning, Water Supply and Higher Education
fiom 28.12.2018)

Date of Examination : 09t August 2017

The Committee took a decision to summon before it all the Universities in the
University system of Sri Lanka, which is functioning under the purview of the
Ministry of City Planning, Water Supply and Higher Education and discuss and
identify the problems prevalent in each university and accordingly submit a
special report to Parliament, which is includes the recommendations and
common actions to be taken in regard to the aforesaid problems that have been
identified, in order to ensure the uplift of the whole university system.

Therefore the information related to the inquiry made by the Committee of Public
Enterprises on 09t August 2017 having summoned the University of
Sabaragamuwa before it will be include in the special report on the University
system, which will be preferred by the Committee in the future.
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Milco (Pvt) Company

(Ministry of Rural Economic Affairs)

(This institution has been brought under the purview of the Ministry of Agriculture, Rural
Economic Aftairs, Livestock Development, Irrigation and Fisheries & Aquatic Resources
Development from 28.12.2018)

Date of Inquiry : 11t August 2017
22nd August 2017
06th September 2017

Matters Discussed

01. Factory Modernization Project

The Committee paid its serious attention to the fact of reducing the amount of
the loan agreement which was entered into in the year 2009 between Milco
Company and the Desmi Institution with the co-ordination of the Treasury and
the HSBC Bank for the modernization of the Colombo Centre, renovation of 80
milk collecting centres and the establishment of 20 new centres, from 39.1
million Euros up to 33.78 million Euros by reducing the number of activities to
be undertaken, through a new agreement entered into the year 2012.

The Chairman of the Milco Company stated that the Board of Directors had given
its approval to this decision taken by the then Chairman and the Cabinet of
Ministers had granted approval for it in the year 2011.

Recommendations

Submission of the following reports within a period of two weeks.
i. The Cabinet Memorandum that had been submitted to take this decision

ii. The letter through which the approval of the Cabinet of Ministers was
granted

iii. The report which includes the decision of the Board of Directors.

Reporting the Current Situation and the Progress

The Cabinet Paper was submitted to take this decision is included in Annexure
09 and the Cabinet decision is included in Annexure 10 respectively.

Furthermore the Report was requested under recommendation iii, has been
submitted to the Committee through the letter No: MREA/03/03/11 dated
19.10.2017 sent by the Secretary to the Ministry of Rural Economic Affairs.
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02. Agreement entered into with Desmi Institution

The Committee discussed at length about the fact that action had not been taken
to extend the contract period or charge agreed demurrage in a context in which
the modernization activities of Digana and Ambewala factories had not been
completed even by 31.07.2017 though the contract period should have ended on
12.07.2014 as per the agreement entered in to between the Milco Company and
the Desmi institution. The Committee also observed the fact that retention fees
had been released though the relevant activities had not been carried out. The
Committee also inquired about the local representative of Desmi Institution, who
deals with one company in carrying out the relevant activities.

The Chairman of the company stated that this project was suspended in the year
2010 and it was recommended in the year 2013 under a new agreement and the
time limit by which the project should be completed is not specified in the
agreement. He further mentioned that the local contributor of this project is the
Milco Company and the weakness of its performance has caused these delays
and retention fee has been paid upon a bank bond in accordance with a decision
of the Boards of Directors.

Recommendations

i. Submitting the agreements entered in to between the Company and Desmi
Institution to the Committee within two weeks.

ii. Submitting a report of the following details to the Committee within two
weeks.

» The manner in which agreements and undertakings were made with
Desmi Institution

»  The manner in which the background was prepared for it.
»  The manner in which the approval of the Treasury was granted for it.

Reporting the Current Situation and the Progress

i. The agreement entered in to between Milco Company and Desmi
Institution for the modernization of the facilities in 04 milk processing
factories and 20 milk collection centers on 31.12.2009 and the agreement
entered in to on 12.01.2012 in addition to the original agreement have been
submitted to the Committee through the letter dated 19.10.2017

It is clearly indicated in the agreement signed on 31.12.2009 that the
relevant project shall be commenced on 01.01.2010 and completed by
30.06.2012
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ii. The following information has been submitted to the Committee through
the letter No: MREA/03/03/11 dated 19.10.2017 sent by the Secretary to
the Ministry of Rural Economic Affairs.

»  The report which explains the manner in which these agreements and
undertakings were made with Desmi Institution is included in
Annexure 11.

»  The report which explains the background of this project is included
in Annexure 12

»  The Cabinet memorandum and the recommendations of the Ministry
of Finance have been submitted to the Committee. Annexure 13

03. Badalgama Project

The Committee stated that it is problematic that the Ministerial Evaluation
Committee has provided the contract of the project for shifts the Narahenpita
factory of the Company to Badalgama to Desmi Contracting Agencies on 05t
June 2013 in the evaluation made by it in regard to Desmi Contractors Agencies
and Bookard Food Furma Company even though it was advantageous to offer
the contract to Bookard Food Furma Company. The Committee also stated that
it is problematic that though action had been taken to reject this project on
04.03.2015 based on certain grounds, the approval of the Cabinet of Ministers
has been taken to implement the aforesaid project again on 23.04.2015 and the
Committee inquired about it at length.

The Chairman of the Committee stated that this loan agreement has been entered
in to with the Treasury and only a counter loan agreement exists with the
Company’

Recommendations

i. Submitting a business plan to the Treasury within a month, which includes
the manner in which the Company earns profit and takes action to repay
the loan due to the Treasury out of the profits earned

ii. Submitting a business plan to the Committee within a month, which
includes the factors that contributed to the rejection of this project along
with the reasons which rationalizes the granting of approval for it again,
within a period of one month

Reporting the Current Situation and the Progress

i. A copy of the business plan incorporated in the committee report related
to the Badalgama project has been submitted to the Committee through the
letter No: MREA/03/03/11 dated 19.10.2017 sent by the Secretary to the
Ministry of Rural Economic Affairs.
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ii, It has been informed to the Committee through the letter No:
MREA/03/03/11 dated 19.10.2017 sent by the Secretary to the Ministry of
Rural Economic Affairs that this factory has to be removed from that place
under a programme implemented with the intervention of the Urban
Development Institute and the Milco Company has no involvement in the
submission of the aforesaid Cabinet Memorandum and the Milco
Company does not possess any information in this regard.

04. Y oghurt Mixing Machine — Polonnaruwa

The Committee required about the reason for not having been used yet the
yoghurt mixing machine purchased in the year 2011 at a cost of Rs.104 million
rupees against the procurement guidelines and fixed in the Polonnaruwa factory.
The Committee also inquired about the officers who should be responsible for it
and the action taken against them.

The Chairman of the company mentioned that this machine was purchased upon
a decision taken by the former Board of Directors and the company from which
this machine was brought has been blacklisted by now.

Recommendations

Submitting the following reports to the Committee within a period of one month

i. Whether the Board of Directors has taken a decision to purchase this
machine?

ii. If not, who has taken the aforesaid decision?
iii. Were quotations called to purchase the machine?
iv. Whether a procurement process been followed? If so, How?

v. If a proposal paper has been prepared to manufacture yoghurt using this
machine, the aforesaid proposal paper

vi. If a feasibility study report has been prepared about the necessity of the
machine, the aforesaid feasibility report

vii. The reason as to why the requirement of the aforesaid machine was lost
by now

Reporting the Current Situation and the Progress

The following facts have been reported to the Committee through the letter No:
MREA/03/03/11 dated 19.10.2017 sent by the Secretary to the Ministry of Rural
Economic Affairs.

i. Even though it has been reported to the Committee that approval has been
granted for the upon a decision of the Board of Directors, the document
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which the relevant decision of the Board of Directors is included has not
been submitted to the Committee. The following details were detected
when the documents submitted to the Committee in this regard were
examined.

» A set of proposals dated 28.06.2010 in regard to the enhancement of
the production capacity of the institution has been submitted by the
manager of the Colombo factory to the Board of Directors —
Annexure 14

» The aforesaid set of proposals has been discussed in the meeting of
the Board of Directors held on 08.10.2010 and it has been decided in
that meeting only to refer the aforesaid proposals to the Technical
Committee and obtain the approval of the Ministry. (Annexure 15)

» According the aforesaid proposals have been submitted to the
Ministry on 12.10.2010 for obtaining its approval and the Ministry
has informed through the letter dated 15.10.2010 that it was
understand that the institution has already taken action to purchase
the relevant machines and the Ministry has no objection if the
decision of the Board of Directors and the procurement guild lines
were followed. — Annexure 16. According it was proved that even
by the time the letter of request was sent to the Ministry, action had
been taken to purchase the particular machine. This fact is proved
even by the notice submitted to the bidders inviting them to submit
their bids to purchase the machine concerned. The aforesaid notice
has been published in July 2010. (Annexure 17)

»  That matter has been discussed even at the meeting of the Board of
Directors held on 30.11.2010

» It has been recommended through the Tender Board Report dated
30.11.2010 to purchase the aforesaid machine from M/S Industrial
Stainless Steel Fabrications (Pvt) Ltd. At a cost of Rs. 90,814,499.99
(Annexure 18)

Though it has been mentioned that the approval of the Board of Directors
was granted for it, no evidence could be observed for such a approval even
though the aforesaid matter was discussed in the meetings of the Board of
Directors.

It has not been reported.

The notice published for inviting bidders to submit their bids to purchase
the machine is included in the Annexure 17.

. It has been reported that procurement activities have been carried out by

the procurement Committee of the Ministry.
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v. A proposal paper has not been prepared to manufacture yoghurt using this
machine

vi. A feasibility report has not been prepared regarding the requirement of this
machine

vii. It has been reported that the aforesaid machine was not required as new
machines with a higher capacity were installed after the modernization
activities were recommended in the institution which had been closed
down temporarily.

03. Following the procurement guidelines in purchasing the yoghurt
mixing machine

Even though the contracts which exceed Rs. 50 million in value and are in the
range of Rs. 100 -200 million should be implemented having called open
quotations as per the provisions of the procurement guidelines of the government,
this has been done by the procurement committee of company having called a
limited number of quotations only from the registered suppliers without
following the aforesaid procedure, causing losses to the company.

The Chairman of the company stated that any of the officers who were involved
in these activities is not employed in the company at present and such type of
irregular procurement activities are not carries out currently.

Recommendations

i. Submitting the file related to the purchases concerned and the decisions of
the Board of Directors to the Committee within two weeks

Reporting the Current Situation and the Progress

It has been informed to the Committee through the letter No: MREA/03/03/11
dated 19.10.2017 sent by the Secretary to the Ministry of Rural Economic Affairs
that the activities related to the purchase were carried out by the procurement
committee of the Ministry and the institution only submitted the
recommendations of the Technical Evaluation Committee.

04, Public Petitions

i. The Post of Engineering Superintendent

The Committee paid its attention to the necessary qualifications for the
recruitment to the Post of Engineering Superintendent

ii. Acts of misconduct committed by Mr. Vimal Rajapaksha - The
Human Resources and Personnel Manager
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The aforesaid matter was not discussed at length as the relevant officer
participated in this meeting.

Recommendations
i. Referring these public petitions to the Secretary to the Ministry.

ii. Making an inquiry into the public petitions and submitting a report to the
Committee within a month

Reporting the Current Situation and the Progress

Action has been taken in accordance with the aforesaid recommendations of the
Committee and the following details were revealed by the documents submitted
to the Committee through the letter No: MREA/03/03/11 dated 19.10.2017

i. The Chairman of the Milco Company has informed through the letter No:
MRE/02/09/12/COPE dated 14.09.2017 sent by the Secretary to the
Ministry of Rural Economic Affairs that it was revealed in the inquiry
conducted by the Ministry that the promotion given to Mr. W.A.
Priyankara as Engineering Executive IV (Engineering Superintendent IV)
is not legal. (Annexure 19)

According the Chairman of the Milco Company has been further informed
to inquire about this and sent a report of the immediate action taken to
rectify this matter.

However any corrective action has not been taken in regard to this
promotion and it has been reported to the committee that action will be
taken not to grant promotions outside the accepted procedure in the future,
having apologized regarding the aforesaid incident. (Annexure 20)

ii. The Chairman of the Milco Company has informed that the Milco
Company has also conducted a preliminary inquiry into the acts of
misconduct alleged to have committed by the Human Resources and
Personnel Manager, Mr. Vimal Rajapaksha, in addition to the Ministerial
level investigation conducted in that regard and accordingly action has
been taken to take disciplinary action in that regard. (Annexure 21)

The committee emphasized that the 109% increase of the distribution
cost is not justifiable although the sales income increased in 21% in the
years 2012/2013 in comparison to the years 2011/2012, based on the facts
presented in the committee meeting on 11* August 2017, and with
relevance to the implementation of the directives given by COPE on 22nd
July 2014 .The CAO/AO had been directed to present a report on the
distribution costs , which they have failed to submit up to date. The
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chairman of COPE explaining the objectives, stated that the officers who
were held responsible for the implementation of the said directives then
and those who are responsible for the same at present have been
summoned for this COPE meeting to discuss about the reasons for the
failure to submit the report.

01. Report on the Costs of Distribution

This report submitted to COPE today, had been requested to be submitted in the
year 2014.The committee inquired the reasons for the delay.

The chairman stated that the delay might have been resulted by certain
shortcomings that prevailed with regard to the information considered by the
committee, that the accuracy of the statistics included in the newly presented
report is satisfactory , but certain shortcomings exist in this report as well and
that a new report will be formulated rectifying the said shortcomings.

02. Head office Free Issues & Free Issues for Sales Promotion
Purpose.
Sums of Rs. 8,662,295.32/- and Rs. 41,463,719/- have been separately indicated

in annexure number 01 and 05 of this report on the Distribution Costs as Head
office Free Issues and Free Issues for Sales Promotion Purpose respectively.

The Sales Manager of the company explained that the high standard UHT milk
packets were introduced to the market in the year 2012, and it was decided to
provide 02 free boxes as a discount offer when 25 boxes are purchased by the
distribution centres and the regional managers with a view to popularize this
product among the public. It was also stated that the relevant transactions have
been indicated as above and that it has been done with the approval of the
chairman of the company.

The committee inquired as to which type of expenses in the report on the costs
of distribution have been noted down as expenditures on the Wesak festival.

The chairman of the company explained that the cost borne on the products
provided for the wesak alms halls organized by the company in the year 2012
with the objective of production promotion of the company, has been indicated
thus.

03. Sales Promotion Expenses

A sum of Rs.7407994.36 has been indicated as sales promotion expenses in
annexure number 01 of the report on the costs of distribution.
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The Sales manager of the Company explained , taking Head office Free Issues
& Free Issues for Sales Promotion Purpose together, that promotional costs of
Rs.8.2 million, 3.7 million, Rs.250000/- and Rs.2 million have been borne on
UHT products, yoghurts, milk and ice creams respectively.

04. Confirmation of facts

The committee paid attention towards the confirmation of facts mentioned in the
report on the costs of distribution since it is difficult to get all the facts confirmed
in the committee itself.

Confirmation of the accuracy of the statistics based on which the report on the
costs of distribution was formulated and inspecting whether the authorization
for the relevant expenses, approval, certification and payments have been done
in a formal manner and presenting a detailed report containing all the said
relevant details to the Committee with a copy to the Auditor General. ( with
document proof on the director board decisions , directives of the chairman,
etc.)

Recommendations

i. Directing the secretary to the Ministry of rural economy and the chairman
of Milco Private Company to present a final report to the committee
having re-examined this detailed report already presented to the
committee.

ii. Directing the Auditor General to prepare a methodology to formalize this
type of transactions in future.

Reporting the current situation and the progress

The report requested by the above recommendation [ has not been presented to
the committee even as at 31.03.2018.

05. Absence of the former Financial Controller

Mr. M.C. Madugalla , the then financial controller has not attended the
committee meeting in spite of the fact that he has been summoned to the
Committee on 22 August 2017.

Recommendations

i. Informing Mr.M.C.Madugalla to be present at the committee on 06t
September 2017 at 2.00 p.m.

Reporting the current situation and the progress

The secretary of COPE has taken measures to follow the above
recommendations of the Committee.
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The committee emphasized that the 109% increase of the distribution
cost is not justifiable although the sales income increased in 21% in the
years 2012/2013 in comparison to the years 2011/2012, based on the facts
presented in the committee meeting on 11" August 2017,and with
relevance to the implementation of the directives given by COPE on 22
July 2014 . The CAO/AO had been directed to present a report on the
costs of distribution , which they have failed to submit up to date. It was
decided to summon the officers who were held responsible for the
implementation of the said directives then and those who are responsible
for the same at present, to the COPE on 22nd August, 2017 at 2.00 p.m.

Mr. M.C. Madugalla , the then financial controller has not attended
the committee meeting on 22 08 2017, although the secretary to the
Ministry has summoned him to the meeting. Therefore, this officer was
re-summoned to the Committee meeting on 06 September 2017 at
02.00 p.m.as per the directives of Hon. Sunil Handunnetti, the chairman
of COPE . Accordingly, the Chairman of COPE explained the
committee that the letter which was sent to his personal address has
returned to the Committee Office due to the unavailability of such a
person at the particular domicile.

The chairman of COPE has contacted Mr. M.C. Madugalla over the
personal telephone number obtained from the Chairman of Milco
Company through letter dated 31.08.2017 by the Committee office .
There he has admitted himself as Madugalla and had stated that he
currently resides in Kandy. Afterwards he has disconnected the
telephone call and not attended the Committee even on 06t September
2017.

Recommendations

Since Mr. M.C. Madugalla , the former Financial Controller of Milco Company
has circumvented the significant duty of reporting to Parliament,

i. Reporting the matter to the IGP with the details of the personal address
and the telephone number of Mr.M.C.MAdugalla which are available with
the Committee.

ii. The chairman of the Committee directed the secretary to the committee to
make the required arrangements to summon him to the Committee meeting
to be held on 19t September 2017 at 2.00 p.m. , having submitted the
copies of the above letter to DIG (Western/South) , Senior Police
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Superintendent (Nugegoda) and Senior Police Superintendent (Parliament
Division).

Reporting the current situation and the progress

The secretary of COPE has taken measures to follow the above
recommendations of the Committee.
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Annexure 09

No.. MLRCD/03/05/2011-70

Ministry of Livestock and Rural Community Development

CABINET MEMORANDUM

Modernization of Processing Factories of MILCO Pvt Ltd

Introduction

Milk Industries Pvt Ltd (MILCO) is a fully government owned company coming under the purview of
the Ministry of Livestock and Rural Community Development. This institute has involved in locally
produced milk procurement, processing and marketing of various milk products such as milk powder,
pasteurized milk, sterilized milk, yoghurt, ice cream, butter, ghee under the “Highland” and has
become the leading brand in Sri Lanka since its operation. MILCO Pvt Ltd has four processing
factories in Colombo, Ambewela, Digana and Polonnaruwa.

In achieving the target of self sufficiency in local milk production by the year 2015 under the
“Mahinda Chintana” program Milco Pvt Ltd is expected to expand its operations to enhance the local
dairy industry in Sri Lanka. In this context, it is necessary to increase the processing capacity in the
above said processing factories, to handle the incremental milk production of the country and to meet
the consumer demand as well. The machineries and equipments in said factories are more than 40
years old and due to this fact the efficiency of production is adversely affected. The strategy proposed
to resoive this issue on earlier occasions was to replace these old machineries and equipments with
more advanced modern technology.

Various attempts were made to receive funds to meet the cost of the modernization process of these
factories. Meantime, a proposal has been made to the Ministry of Finance with a copy to the then
Ministry of Livestock Development by DESMI Contracting, a Danish Company offering a financing
package along with a project proposal for rehabilitation and modernization of these four factories and
twenty collecting centers with a cost of € 36.97 Millions. (Annexure 01)

A Cabinet Paper was submitted by the Ministry of Livestock Development on 02.12.2008 (Annexure
02) to the Cabinet and requesting to appoint a Cabinet Appointed Negotiation Committee (CANC) and
a Technical Evdluation Committee. (TEC which was later converted to Project Committee and
hereafter referred as PC elsewhere in this paper). The approval for appointing of CANC and PC was
granted on 03.12.2008 (Annexure 03). Meantime, the DESMI Contracting A/S informed through
KFW- IPEX Bank to the Ministry of Finance and Planning that overall contract value has increased to
€ 48.6 Millions due to extra capacity and equipment. (Annexure 04) The CANC and PC had evaluaied
and negotiated this project proposal and recommended to amend the budget of the proposal to € 39.1
Millions. This was informed to the Chairman MILCO Pvt Ltd by the Secretary of Ministry of
Livestock Development. 2
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r sdingly, a Cabinet Paper (Annexure 05) was submitted for seeking an approval for,

,1. Accept the revised proposal ard offer the contract to the DESMI Contracting A/S,
2. Direct External Resources Department to negotiate the interest rate with the credit line (KFW, IPEX-
Bank, Germany) and obtain loan facility,
3. Make provisions in the annual budgets in the years 2009 and 2010 to absorb the foreign funds,
4. Entrust the DESMI Contracting A/S to modernize four factories on 08.04.2009 and approval was
“* granted on 06.05.2009. (Annexure 06).

Jn 11.11.2009 another Cabinet Paper was submitted to the Cabinet for the approval to,

1. Offer the contract to DESMI Contracting A/S and enter into a financial agreement,
2. Direct the Department of External Resources of the Ministry of Finance and Planning to enter into a
credit agreement with the HSBC bank to finance this project.

sn approval was granted for the above Cabinet Paper on 18.11.2009. (Annexure 07)
abinet Paper produced on 23.11.2009 (Annexure 08) was sought approval to,

1. Direct the Ministry of Finance and Planning to enter into a contract with DESMI Contracting A/S ,

2. Direct the Department of External Resources of the Ministry of Finance and Planning to enter into a
credit agreement with the HSBC bank,

3. Give approval to the Ministry of Finance and Planning to release the loan amount to MILCO Pvt Ltd
on long term concessional basis and sign an agreement between two parties.

‘abinet approval was granted for the above Cabinet Paper subjected to the amendment of the item number
1, 0n25.11.2009 (Annexure 09).

laving received the Cabinet approval for the project, the contract agreement was signed between MILCO
vt Ltd and DESMI on 31.12.2009 (Annexure 10).

[owever, there had been delays to commence the project until mid 2010 and when I assumed the office as
finister of Livestock and Rural Community Development; I have noted the following reasons for the delay
f the commencement of the project. They are as follows,

1. Narahenpita factory has to be relocated as many hospitals are coming up to the surroundings
2. Shortage of locally produced milk  and,
3. At this time another proposal has come to the MILCO Pvt Ltd, to have UHT plants

he cost for modernization was € 39.1 Millions and this sum of money was a huge investment. It would be a
urden to MILCO Pvt Ltd in paying back. At the same time the milk for the factories' when they get
10dernized is not sufficient to meet their capacities and therefore, there is a risk of idling of machines when
1ey have been commissioned. Because of the introduction of UHT plants to MILCO Pvt Ltd, some of the
Quirements have been changed and the project has to be adjusted accordingly.
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Proposal

Subsequently, MILCO Pvt Ltd was requested to submit a proposal to ensure the required fresh milk
available to meet the demand of the increased capacity of the newly refurbished facility. Accordingly,
MILCO officials discussed with DESMI personnel for submission to this effect. The DESMI
Contacting A/S would include a financial package to establish dairy farms to provide 120,000 liters of
fresh milk per day to meet the demand. According to the new proposal the cost on refurbishing of
Colombo plant, provision of UHT to Digana, milk collection centers had been deleted. As a result of
these amendments the total cost of the project has been reduced from € 39.1 to € 33.7 Millions.
(Annexure 11)

In view of these changes, that will fulfill our requirement to make our country self — sufficient in
locally produced milk and dairy produce. The new proposal has enhanced the scope of undertaking this
venture, with favourable results.

As the Minister of Livestock and Rural Community Development, [ am in favour for this proposal.
Recommendation
An approval of members of Cabinet is sought for,

1. Adhere to the revised project proposal submitted by the DESMI Contracting A/S,

2. Implement the project proposal by reducing the value of deleted items (UHT plants and
collection centers) of the initial project proposal, and

3. Implement the project as it had undergone the CANC procedures and no change taken place
except financial part in the project proposal.

4. To entrust the same CANC to proceed and finalize the revised project proposal.

Aru

Ministry of Livestock and Rural Community Development
45, St. Michael’s Road

Colombo 03

3" Day of August, 2011

|
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Annexure 10
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Annexure 11
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Annexure 12
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Annexure 13

%

O 305 ) @IBW & L3.DEQD FRIDBIS
SMEOBEOL.  alam Wppd TS sapsd TalkhHES AIDF&
Ministry of Livestock and Rural Community Development

Our Ref: MLRCD/03/05/2011-70

20/12/2011

Mr.Sunil Wickramasinghe
Chairman,

Milco (Pvt) Ltd

Colombo - 05

Cabinet Paper No: 11/1606/511/028 Memorandum dated 03.08.2011 by the Ministry of
Livestock and Rural Community Development.

Further to our letter dated 29" November 2011 on the above subject. Herewith once again I am
forwarding a copy of the decision of the above Cabinet Memorandum.

Please make early arrangementto implement same.

LLLL. ,,Arl/(_' b
Dr. K.M.T.Kendaragama

Secretary

Copies to:

1. Additional Secretary (Livestock Development)
2. Chief Accountant - MLRCD

D:\Karthy 2\New Letters.doc
P.O. Box No. 562, No. 45, St. Michael's Road, Colombo 3
 Tel:+ 94 11 2541369 Fax: +94 11 2328117
E-mail - mlrcd@yahoo.com
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(B) Agenda Items :
(I) Cabinet Papers:

10. Cabinet Paper No.11/2128/511/028-1, a Note to the Cabinet dated
2011-11-11 by the Minister of Livestock and Rural Community
Development on "Cabinet Paper No.11/1606/511/028, a Memorandum
dated 03.08.2011 by the Ministry of Livestock and Rural Community
Development on Modernization of Processing Factories of MILCO
(Pvt.) Ltd."- (Cabinet decision dated 2011-08-24 refers) the above
Note was considered along with the observations of the Minister of
Finance and Planning and subject to the conditions (1), (2) and (3)
stipulated in the final paragraph of these observations, approval was
granted to implement the project for modernization of Processing
Factories of MILCO (Pvt.) Ltd. as recommended by the Cabinet
Appointed Negotiating Committee (CANC).

Action by: My/Livestock and Rural Community Development -
above observations annexed.
Copied to: My/Finance and Planning
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No:MLRCD/ €3/05/2011 - 70(1)

MINISTRY OF LIVESTOCK AND RURAL COMMUNITY DEVELOPMENT

Note to the Cabinet

Cabinet Paper No 11/1605/511/028 Memorandum dated 3.8.2011 by
the Ministry of Livestock and Rural Community Development on
“Modernization of Processing Factories of MILCO (Pvt) Ltd”

As per the Cabinet decision (Annexure I) dated 18.11.2009 on CP No 09/2455/352/005-1
the recommendation (Annexure I[) by the Cabinet Appointed Negotiating Committee is

forwarded to be submitted to the Cabinet of Ministers for consideration

Ministry of Livestock and Rural Community Development

No.45, St.Michael’s Road, Colombo 03. Cordified drée Copy .
)

||+L November 2011 %J

V.M.D.J.Fernando

tdditional Secretary

Office of the Cabinet of Ministers
Sir Baron Jayatkilake Mawatha
Colombo-01 LAY, Jy v s\
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MINISTRY OF LIVESTOCK AND RURAL COMMUNITY DEVELOPMENT
Report of the Cabinet Appointed Negotiating Committee

Nat.uré of the

CANC

[ Nameofthe

| Ministry of Livestock &

procurement Procurement Rural Community
Committee o Entity Development B
Title of Procurement Proposal for “Modernization of Processing Factories of MILCO Pvt
S [ .
Meeting Date: 04112011 [Time:1100am )
Present:
Members of CANC Others .

Mr. Udeni Chairman Secretary Asst.Director | Liaison
Wickramasinghe | CANC Ministry of . gN.Gamage MLRCD Officer

Agrarian Services .
o - wildlife
Dr. K.M.T. Member Secretary
Kendaragama CANC Ministry of

Livestock & Rural

Community
.\ |Development
Dr. Member Director General
B.M.S.Batagoda | CANC Department of

S L ____________ | NationatPlanning | .||

Decisions

The CANC which met on 04.11.2011 arrived at the following decisions

01. After the examination of TEC and the revised proposal submitted by DESMI Contracting
A/S , the CANC s principle agreed fecommend the project specified in the revised
proposal which is equivalent to € 33,.779,2i0 ( without deleted items ( Colombo Dairy
(P4-2)/ delete in its entirety, Digana Dairy (P4-3)/delete section 300-UHT plant & aseptic
filling, Milk collection Centers(MCC)(P4-5)/delete in its entirety ).

02. The CANC decided to recommend the proposal made by DESMI Constructions A/S on
following justifiable grounds.

a. Reduced estimation is reasonable and acceptable;

1{Page
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b. Existing machinery are more than 40 years old there needs swishiest

c. the machinery should bein order to meet the processing capacity

requirement of the increasing supply of milk, during the peak period.

03. The CANC strongly recommends,

a. the Department of external Resource (ERD)

to negotiate with the

credit line to  have a recommend interfet rates of the loan and,

b. As the TEC emphasizes, it is necessary to have a comprehensive and realistic

program to obtain adequate locally produced milk for full swing operation of the -

plants in order to ensure the realization of the project.

L

Members of CANC

__Signature

Mr. Udeni W_ickramasinghe Chairman ) %
CANC \L@dem:/s
; o ... o: SANII
Dr. K.M.T. Kendaragama Member
CANC
' Dr.B.MS.Batagoda ‘Member
CANC
(02 pages only)
2|Page
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Annexure 14

MILCO (PVT) LTD
No. 43, Nawala Road.
Colombo S: ;

BOARD PAPER / INFORMATION SHEEf Rel. No.

e " Date: June 28, 2010

“1. Forwarded by: Factory Manager, Colombo Milk Factory.

® 4 . -

17 AUG 2010 J z'.ff Subject: Short Term Development Proposals
Lol

W

3. Purpose of the board paper: To ebtain the consent ol the Board of
Directors for the investments proposed.

4. Background:

Milco produces milk-based value added products at Colombo. Digana
and Polennaruwa factories. he maximum capacitics of ail the factorics
are obviously less than the market demand of those products. Despite, the
same products generate comparatively higher margins unlike milk
powder and liquid milk, which are essential consumer products.

[t kas been identified that a higher turnover can be generated with the
investments pointed out in this paper. with the expanded processing

capacity.

5. Proposals aad recommendations: : 5
7 o

\./r' Repairing and re-tiling of production floor

Cost estimated ) Rs. 2.24 million

Proposed project period: From July 31, 2010 to Sep 30,
2010

Expected benefits: : To improve food salety and

') & ". . .
Y nstadlation o7 s new veehurt cup Cer with inocuiztion vals ai
Polonnaruwa Factory. '

Cost estimated Rs. 28.00 million
Proposed project period: From July 01, 2010 to Oct 3 1.
. M6
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Expected benelils: ['o increasc monthly yoghurt

production by 20% (urrent
maximum 5.800.000)

d Expected additional gross profit Rs. 2.2 milliun Jonth
8 |

Installation ol a mix making and pdStuLlrlZﬂ[lUn pldnt for products
section expanding produmon floor.

Cost estimated Rs. 32.00 million
Proposed project period: From July 01, 2010 to Dec 31,
, ©oonIn
Expected benefits: To match the mix making capacity

/

with proposed enhancements in
jce cream production

4/Insmll.mon of blast freezer system for expansion ol ice cream
production and controlling the atmospheric moisture in ice cream
filling area to improve the hardening process of ice cream.

Cost estimated Rs. 33.60 million (In 3 stages)

Proposed project period: From Aug 01,2010 to March 21.
2011

Expected benetits: To increase the capacity of ice

cream production by 75%. (From
10.800 to (8,000 litres per day)

Expected additional gross profit Rs. 2.8 million/ month

———
gy _\
(O e
S

Signature of presenter

Comments of Working Owector

.

\j\u;mo»\‘\\‘\.¥

Seen by Chairman / Deputy Chairman
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Annexure 15

| coNFIDE AL |

INTERNAL MEMO *

AN BNINAL IVERIVIRD
/
@ TO : Actg. Manager - Purchasing ' )
FROM :  Chairman
SUBIECT : MINUTES - BOARD MEETING - 08-10-2010
- Development Proposal Mix Pasteurization Plant
- 500 KVA Generator at PMF
DATE  :  11%November 2010

Extracts of the Minutes of Board Meeting held on 8% October 2010
relating to your Department/ Unit or Section is enclosed herewith for

necessary action please.
SUNIL WICKRAMASINGHE

proposal Mix Pasteurizati
“The Boal_ bf irectors deaded tha, hey: hay

project. T erefore they décided to sibmit this for tect ical’ he 8
approval for this Board paper forwarded by Factory anager éofbmbo Mﬂl} FacFOI‘Y
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Annexure 16
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\
Sumithea’s Compater/My doc/Ruwani/Letter head

\
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Annexure 17

Byvaovdes © T pywiSlen

€uoiled - 3an 3y, w.aw)

SUPPLY, INSTALLATION, COMMISSIONING AND

Docyment from Manager - Purchasing at his

TESTING OF YOGHURT MIX PLANT AT
COLOMBO MILK FACTORY
(CAPACITY - 4000 LITRES PER HOUR)

TENDER NO: M/PUR/TEN/2010/07

fice No. 07, Vajira Lane,

We are éallmg Tenders for the above and ﬁou may collect the Bid

(Off ; Vajira Road), Colombo 05 from  QZF J.Q.S.l.??.’..@ ...... onwards
, unt|l| 16198 [a0wo

The Bid Document fee is Rs. 25,000/= which is to be paid in cash to
Cashier at Colombo Milk Factory, No. 45, Nawala Road, Narahenpita.

at 3200 B Ay

§ o

.- Tenders will be closed on 67/071““ ........... Bids should be submitted
separately as Technical Bid (TB) and Price Bld (PB). Both the TB and PB
to be forwarded in the same cover. %

Duly completed Bid Documents could be placed in the Tender Box
available at the office of Manager — Purchasing, No. 07, Vajira Lane (Off
Vajira Road), Colombo OS

% /
CHAIRMAN - TENDER COMMITTEE
MILCO (PRIVATE) LIMITED
NO. 07, VAJIRA LANE (OFF VAJIRA ROAD)
- COLOMBO 05

R wondud  Hor o\/{spnu\ﬂ K f‘Lb‘D‘FH" ok W\'
Wab ond LS cad Pv  loocl P 7*:{” b
N?NT“’Y\LJ ﬁvw adléake d Lawo e b =t

Coli gy ™. L ) M/ /
%ﬂ/ \\\5 \\Q
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Annexure 18
30" NOVEMBER 2010

MILCO (PRIVATE) LIMITED
REPORT OF THE TENDER BOARD

bUPPLY INSTALLATION, COMMISSIONING AND TESTING OF YOGHURT MIX
PLANT AT COLOMBO MILK FACTORY —4000L/ hr. :

The marketing / sales divisions of MILCO (Pvt) Ltd had been reporting to the
Board of Directors and the Senior Management the need for the above plant based
on demands. We are informed that the yoghurt mix plant at the Narahenpita factory
is nearly 30 years old and has been used by repairing and replacing parts from time
to time. We understand that the same plant is used for mixing lce cream as well.
According to the Technical Director and the Factory Management it is advisable to
have separate “Mixing Plants” for yoghwt and Ice cream which will improve the
quality of the products further. Installing and Commissionery a new “Product
+ Mixing Plant” at Narahenpita will increase the production to a substantial level
which in turn will contribute towards maximizing the profit of the company. These
facts and information justify the purchase and installation of a new yoghurt mix

plant,

Initial steps taken by the Factory Manager - Narahenpita had indicated the
financial commitment for the above as bemg, approximately Rs. 30 Million.
Tenders had been called via web providing requlred information to_registered

suppliers fo participate in the tender. Of the 10° Reglstercd Suppliers, three (3)
m&mmm by paying a non-refundable deposit of
Rs. 25,000/= each. One party abstained from thc Tender and tmall y tenders have
been recewed only from. ”

i

a) Industrial Stainless Steel Fabrications (PVT) Ltd.
b) - Analytical Instruments (PVT) Lid.

The Technical Evaluation Committee (TEC) has evaluated the proposals submitied
by the above two parties and has recommended Proposal (b) of M/s. Industrial
Stainléss Steel Fabrications (Pvt) Ltd. with laser welded fabrication at a total cost
of Rs. ’90,814,499.99 — without 1'ax. The report of the TEC is attached.
According to the TEC the pay back period of this investment is approximately six
vears based on the present demand in the markel for MILCO yoghurt. ~
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After. exe;mining the report: submitted by the TEC and ébtainiﬁg clarification and
further information from the members of the TEC we are in agreement with the
recommendation of the TEC.

Submitted for the approval of the Board of Directors to purchase, install and
Commission a new yoghurt mix plant with laser welded fabrication from M/s
Industrial Stainless Steel Fabrications (Pvt) Ltd at a total cost of Rs.

© 90,814,499/99 (without tax).

7
1. N. Junaideen
Working Director
MILCO (Private) Limited
(Chairman of the Committee)

2. S.. Loganathan

Director
. MILCO (Private) Limited
(Member)
)
3. K.MH. Bandara —— ﬁ’ﬁ‘{.’.ﬂl@gf: .
Engineer 2 . :

Ministry of Livestock & Rural
Community Development
(Member) . :
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Sri Lanka Institute of Advanced Technological Education

(Ministry of Higher Education and Highways)
(This institution comes under the purview of the Ministry of City Planning, Water Supply and
Higher Education with effect from 28.12.2018.)

Date of Examination: 22nd August 2017

Matters Discussed

01. Staff vacancies

The committee discussed about the 116 vacancies which existed in the institute
including the 29 permanent cadre vacancies in the academic staff.

The director general stated that most of these vacancies have been filled by now
and only the 09 vacancies relevant to the Engineering section, out of the 29
vacancies of the permanent academic cadre remain unfilled.

The director General further explained that there is a difficulty in filling these
vacancies since the salary levels of this institute are low when compared with
the salary levels of the sector, and that even though the treasury approval has
been received for a proposal dated 2014/06/16 to increase the salary levels of
the institution up to university salary levels and that even the relevant estimates
had been prepared and submitted, it has not yet been materialized.

The Committee is of the view that the difficulty to fill the cadre vacancies due to
low salary levels is a common issue in most of the state institutions and that the
Ministry of Finance should intervene and take expeditious action to solve this
kind of issues.

Recommendations

i. The Committee directed the state secretary to the Ministry who attended
the Committee representing the secretary to the Ministry , to inquire and
report the reasons for not implementing the proposal dated 16/06/2014
which was put forward to resolve this issue.

Reporting the current situation and the progress

In the letter number IA/COPE/2017/01 and dated 26.10.2017 sent by the Director
General of SLIATE in this regard, it has been informed that the documents
pertaining to the salary increase have been forwarded to the State Minister of the
Ministry of Higher Education on 22.08.2017.

However, the state secretary to the Ministry has not taken measures even as at
31.01.2018 to submit the Committee with the above report which has been
requested to be submitted to the committee through its recommendations.
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02. Under-utilization and lack of repair of the Laser printer with a
value of approximately Rs.06 million

The committee inquired about the above matter.

The director general stated that there is no experienced person to run this Laser
printer which was a donation from Austrian and Netherlands projects, and that
they have made inquiries to hand it over to the government press .

Recommendations

i. Taking action either to use the Laser printer or to take any other suitable
measures with regard to the printer and to inform the same to the
Committee within 03 months.

Reporting the current situation and the progress

It was reported to the Committee that these four high technology laser printers
which were received by SLIATE in the year 2009 as a donation from the Austrian
and Netherlands projects, are out of order at the moment and that they could
not be repaired owing to the lack of required technological expertise and the tools
needed for the repair. Therefore, letters have been sent to the Sri Lanka Printing
Corporation with a view to donating the machines to them.

Further, through letter number IA/COPE/2017/01 dated 26.10.2017 sent by the
Director General of SLIATE, the committee has been informed that the Sri Lanka
Printing Corporation has not responded to the said letters yet, and that action
would be taken to auction the printers as per the recommendations of the Audit
and Management Committee in case if there is no agreement from the part of the
Printing Corporation.

03. Two salaries received by one officer

The salary of one officer who was recruited to SLIATE on Sabbatical leave has
been mistakenly paid by SLIATE and by his original place of work too and the
Director General stated that it would be rectified and that the overpayment will
be recovered from the particular officer.

Recommendations

i. Submitting the documents with pertinence to the recovery of the
overpayment, to the Auditor general

Reporting the current situation and the progress

It has been reported that the above documents have been submitted to the
Committee.

102

o



The first report of the Committee on Public Enterprises in the third session of the Eighth
Parliament of the Democratic Socialist Republic of Sri Lanka

04, Under utilization of Funds

A sum of around rupees 518 million that was available in 12 current accounts
belonging to the Head office and Institutes of Higher Technology has been
maintained as deposits and the said savings had not been utilized for any
investment purpose.

It was pointed out by the Committee that it is more productive to deposit the said
moneys in Savings accounts than maintaining current accounts belonging to the
head office and the Institutes of Higher Education.

It was disclosed, as per the Act based on which the Institute was established,
which states that the funds earned and the donations received by the institute
shall be maintained as an own fund of the institute. Therefore , it is not possible
to deposit the income generated by the Technological institutes in the Savings
account of the Head office on the same day.

Recommendations

i. To discuss about the possibility to deposit a certain amount of the earnings
of the said institutions in the savings accounts having started separate
savings accounts for the said institutes as an alternative to the above issue.

Reporting the current situation and the progress

It has been reported through the letter number IA/COPE/2017/01 dated
26.10.2017 of the Director General of SLIATE that a surplus balance will not
remain again since the payments are being done for the relevant projects at the
end of the financial year 2017 utilizing the surplus in the current account of the
office, and that however the accountant of the Head Office has been instructed
to invest in Treasury Bills without keeping the surplus money in the current
accounts as per the recommendations of the committee.

05. Calling Tenders for the Cleaning services of the Institute

The committee inquired about the above matter and the Director General stated
that the processes of Calling tenders and selecting proper institutes are handled
separately by the relevant centers and not by the head office.

Recommendations

i. The committee informed the Secretary to the ministry and the Director
General to provide the following information to the Auditor General
enabling to submit the relevant report to the committee having inquired
the information received on the cleaning services.

»  What are the institutions from which bids were offered?
>  What are the bids offered?
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» How were the appropriate institutes were selected to offer the tender?
»  What are the institutions thus selected?

Several information have been received with pertinence to the purchase of home
appliances and other items and these information have been submitted to the
Auditor general to be further inquired and reported and the Director general has
been instructed to extend support in this regard by providing the information
further required.

Reporting the current situation and the progress

The Director general of SLIATE reported to the committee that the relevant
documents have been submitted to the Auditor general as per the
recommendations of the Committee.

06. Availability of several institutions of the same level, similar
programmes being conducted by different institutions and the

productivity of these programmes not at a satisfactory level

A member of the Director board stated that proposals to this effect have been
forwarded to the Treasury.

Recommendations

i. The committee pointed out the importance of having the institutions of the
same level under one institution and recommended that the proposals
submitted by the particular director board member be submitted to the
committee.

ii. To make arrangements to summon the heads of the vocational training
institutes coming under the Ministry of Higher Education and Highways,
and the Ministry of Capacity Development and Vocational Training to
discuss with the committee regarding the decisions to be taken for the
enhancement of these institutes.

Reporting the current situation and the progress

The proposals which have been requested by the committee under the above
recommendation number (i) have not been submitted to the committee yet.

Under the above recommendation number (ii) , the committee has directed the
state secretary of the Ministry to make arrangements to discuss the decisions to
be taken with pertinence to the development of the above institutes . However,
the committee has not been informed of any measures taken to that effect.
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Regional Development Bank

(Ministry of Public Enterprise Development)
(This Institution comes under the purview of the Ministry of Finance & Mass Media with
effect from 28.12.2018)

Date of Examination: 23rd August 2017

01. Misappropriation of funds from the Ruhunu Development Bank

A sum of Rs. 6,181,409/- had been misappropriated from the Ruhunu
Development Bank between January 2008 and March 2010 by 11 officers.
Instructions had been issued to submit a comprehensive report on disciplinary
action taken against the said officers. The Committee made inquiries regarding
the determination of the case filed in this regard at the High Courts of Matara.

Chairman stated that a determination has not yet been given with regard to the
aforementioned case; that disciplinary action was taken against the aforesaid 11
officers; that only one lady officer is involved in the aforementioned fraud and
that her service has been terminated and a case has been filed in this regard at the
Magistrate Court. He further stated that the aforesaid matter has been forwarded
to the attention of the Attorney General and that they are awaiting instructions
from the Attorney General.

Recommendations

i. Contacting the Attorney General’s Department and expediting the process

Reporting Current Status and Progress

Through the letter dated 07-11-2017 bearing reference MPED/IA-2/COPE/RDB,
the Secretary to the Ministry of Public Enterprise Development has informed the
Committee that the case filed before the courts regarding this matter is scheduled
to be heard on 17-02-2018.

02. Loans granted by the Kandurata Development Bank

Committee observed the following: In keeping with the budget proposals of year
2003, the Kandurata Development Bank had entered into an agreement with the
Central Bank of Sri Lanka on 01 March 2014 in order to function as a partner
agent of credit with the objective of resolving the housing problem faced by
persons earning an income less than Rs. 20,000/-. Under the aforesaid ‘Sahana
Piyasa’ loan scheme, the General Treasury had granted a loan of Rs. 67 million
to the Bank at an interest rate of 6%. The Bank was supposed to issue loans to
the public at an interest rate of 9.5% but the Bank had violated this condition.
Between years 2003 and 2004, a sum of Rs. 21,515,000/- had been paid as loans
granted to 56 members of staff.
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Recommendations

i. Submitting a comprehensive report citing reasons behind the decision
taken to grant the aforementioned loan to members of Bank staff.

Reporting Current Status and Progress

Report requested by the Committee has been submitted to the Committee through
the letter of the Secretary to the Ministry of Public Enterprise Development dated
07-11-2017 bearing reference MPED/IA-2/COPE/RDB.

03. Recruitments and Salaries

It was enquired whether the process adopted to determine recruitments and
salaries is in line with the Department of Public Administration and Treasury
PED circulars.

Chairman explained the following: Salaries of staff up to the level of Assistant
General Manager are based on the collective agreement. Salaries of staff above
the level of Assistant General Manager are determined by the Board.
Recruitments are made through competitive examinations and interviews. When
a request was forwarded to the Department of Public Enterprises to grant
approval to this process they have informed that a decision in this regard can be
taken by the Board of Directors. The aforementioned letter can be produced if
necessary.

Recommendations

i. Producing the aforementioned letter.

Reporting Current Status and Progress

Letter bearing reference MPED/SEC/COM dated 30-09-2013, sent by the
Secretary to the Ministry of Public Enterprise Development to all Chairpersons
of banks coming under the purview of the Ministry, informing them that the
authority to make new recruitments to state banks is vested in the Board of
Directors of the respective bank has been submitted to the Committee
(Annexure 22)

04. Discussion held with the Secretary to the Ministry of Finance on
13-08-2013

It was stated that as per the minutes of a meeting that took place with the
participation of Mr. N. Godakanda, Director General of the Department of Public
Enterprises and the Secretary to the Ministry of Finance, it is evident that an
observation had been made that the Regional Development Bank is not in a
position to make recruitments based only on the decisions taken by its Board of
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Directors. Therefore it was mentioned that further clarifications in this regard are
required from the Treasury.

Recommendations

i. The Treasury is to forward a report in this regard to the Committee and the
Ministry.

Reporting Current Status and Progress

Through the letter of the Additional Director General of the Department of Public
Enterprise Development dated 24-10-2017 bearing reference
PE/BN/RDB/COPE/2017, it has been reported that the Bank requested approval
from the Department of Management Services for the recruitments made by the
Bank and that in response they have been informed that decisions regarding
recruitments can be made through the Board of Directors of the Bank.

05. PED/12/9/7 Circular

Committee enquired whether the decision of the Board is the only factor taken
into consideration when salaries are arranged. It was observed that as per
Department of Public Enterprise Circular PED/12/9/7, salary revisions cannot be
made without obtaining approval from the Secretary to the Treasury. It was
further observed that a decision had been taken to increase the salary of the
General Manager by 45% with effect from January 2015 and that as at
01.01.2015 the basic monthly salary of the General Manager had been increased
to Rs. 298,000/- from Rs. 206,000/- . Again in the month of April, it has been
decided that the salary of the GM should be Rs.300,000/-. Afterwards, the 45%
increase has been effected on the aforesaid salary which resulted in the salary
being increased to Rs.435,000/-. The Committee enquired as to how this
happened.

Chairman stated as follows: The post of General Manager does not come under
the collective agreement. Decisions related to this post are taken by the Board of
Directors. Collective agreement covers positions only up to the Regional General
Manager while the salaries of all positions above that are revised according to
appropriate percentages subject to approval from the Board. In state banks,
salaries are increased once every three years in accordance with the collective
agreement. In year 2015, it was decided to increase the salary of the General
Manager by 45% and subject to the approval of the Board, the aforesaid salary
increase was effected. There was an annual salary increment of 8.5%.
Accordingly, the salary of the General Manager amounted to Rs.475,000/- with
effect from 01-01-2017.
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Recommendations

i. A report is to be submitted to the Committee within two weeks, citing the
basis on which the salary of the General Manager was increased and the
Board decisions applicable to the same

ii. A report is to be submitted to the Committee stating whether the Regional
Development Bank can increase salaries based only on the decisions taken
by the Board and whether the PED/12/9/7 Circular is not applicable to
banks

Reporting Current Status and Progress

Report on determining the salary of the General Manager requested under
recommendation (i) has been submitted to the Committee and the same is
attached as Annexure 23

Through the letter of the Additional Director General of the Department of Public
Enterprises dated 24-10-2017 bearing reference PE/BN/RDB/COPE/2017, it has
been informed that an enquiry was made from the Department of Management
Services to obtain information necessary to submit the report mentioned in
recommendation (ii) and that the aforementioned report will be submitted once
the information is received.

06. Liya Isura’ loan scheme

Following observations were made: In keeping with the budget proposals, Rs.
2,443.93 million had been paid as 15,199 interest free loans granted under ‘Liya
Isura’ loan scheme as at 31-12-2015. Cost of the aforementioned loans had not
been reimbursed by the government. As at 31 July 2017, there was a recoverable
sum of Rs. 422.6 million from 8,550 loans granted. Out of this amount Rs. 83
million belonged in the category of non-performing loans.

Chairman stated as follows: The loans in question were granted using funds of
the institution. These loans were issued as per a provision in the 2014 budget
which was presented in year 2013. Under this scheme, arrangements were made
to grant loans of Rs. 250,000/- to women. Accordingly a total of Rs. 2,443.93
million was granted to 15,199 persons. Although it was requested from the
Treasury to pay at least a percentage of this amount, no response has been
received in this regard. By now the Bank has suffered a loss of Rs. 527 billion.
82% of the entire loan portfolio are loans less than Rs.500,000/-
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Annexure 22
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To: All Chairmen of State Banks under the purview of the

Ministry of Public Enterprise Development

RE: CANCELLATION OF RECRUITMENT CIRCULAR FOR STATE BANKS DA' 26.09.201 /
| refer to the above letter sent by the Secretary to the Treasury on the above subject.

The Hon. Minister of Public Enterprise Development sought clarification from the Hon. Minister
of Finance on 27.07.2016 on recruitment processes for State Banks. The Secretary to the
Treasury by his letter dated 26.09.2016 responded, iane authority of recruitment
is vested in the Board of Directors of the State Banks.

I kindly request you to adhere to the instructions given above.

Yours sincerely,
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Ravindra Hewavitharana
Secretary

.{:S\—\W
.

N %\.)( X 5
\Q\\r—’ %\\Jw\m\_‘l\r -~

>

\'}——\ o |
Level 7, West Tower DOOd1 men
Al ks
\Miard Teada Canfre = - .. _ . 9aks eDegk 8Tndowa, ™ fgﬂ 13‘2, 2'3::’1 232



Parliamentary Series No 38

Annexure 23
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Sri Lanka State Pharmaceutical Manufacturing
Corporation

(Ministry of Health, Nutrition and Indigenous Medicine)

Date of Examination: 24t August 2017

01. Failure to attend Committee meetings

Although it had been informed that the following two officers from the Medical
Supplies Division will attend the Committee meeting, they had failed to do so.

i. Mrs. R.A.K. Fonseca, Accountant
ii. Mr. P.D.S. Cooray, Accountant (Supplies)

Chairman explained that the abovementioned officers were unable to attend the
Committee meeting as they had to appear before the Commission to Investigate
Allegations of Bribery and Corruption in order to give evidence.

Recommendations

i. Clear explanations are to be submitted to the Committee citing the date on
which notification to appear before the Commission was received,
showing whether or not such notification was received prior to the date on
which the Committee met.

Reporting Current Status and Progress

As at 31-03-2018, an explanation on the failure of the two aforementioned
officers to attend the Committee meeting has not been submitted to the
Committee although it was instructed to do so.

02. Presenting annual reports to Parliament

Annual report for year 2015 had not been presented to Parliament even by 11
August 2017.

Secretary to the Ministry stated that annual report of year 2015 was submitted to
the Cabinet on 21-08-2017 and that it will be presented to Parliament once
approval is received. The Secretary further stated that the 2016 report will be
submitted as soon as possible.

Reporting Current Status and Progress

Annual report of 2015 was presented to Parliament on 25-11-2017.
03. Cadre

Attention of the Committee was drawn to the following:

113

o



ii.

Parliamentary Series No 38

Although there were 38 vacancies in the cadre approved as at 31 December
2016, recruitments have been made in excess to 01 executive post, 05 non
executive posts and 11 minor staff posts. Out of these appointments, one
person has been recruited on permanent basis while the 16 have been
recruited on contract basis.

Out of the 16 recruited on contract basis, 06 minor staff members have not
reported for duty at the Corporation while the aforesaid 06 were paid a
total of Rs. 1,796,755/- as salaries for years 2015 and 2016.

In years 2015 and 2016, 24 persons have been recruited for the posts of
Sales Promotion Officer, Project Coordinator and Consultant which are
not part of the approved cadre.

These 24 officers have not reported for duty at the Corporation. They have
not been assigned duties and they have not been given job descriptions. In
years 2015 and 2016 they have been paid a total of Rs. 9,430,398/- as
salaries.

Recommendations

ii.

iii.

A copy of the Cabinet approval received for the Joint Venture which was
formulated for the staff that was recruited on contract basis is to be
submitted to the Committee

Considering this as a matter that affects the public, the service of the
aforementioned members of staff is to be suspended with immediate effect

Following documents related to the aforesaid recruitments are to be
furnished to the Committee within two weeks:

»  Decisions of the Board of Directors
Nature of the project

The basis on which selections were made
Duties assigned

District offices to which the aforesaid officers were attached

vV V V VYV V

Attestation by the Heads of the respective district offices and the
activity report

. Copies of all reports submitted by the Sales Promotion Officers at the end

of every month to the Board of Directors are to be presented to the
Committee.

Once the aforementioned reports are received, the Auditor General is to
examine them and report to the Committee.
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Reporting Current Status and Progress

i. A copy of the Cabinet Paper mentioned in recommendation (i) above has
been submitted to the Committee. (Annexure 24)

ii. It has been reported to the Committee that in keeping with the
recommendation made by the Committee, service of the aforementioned
officer was suspended with effect from August 2017. (Annexure 25)

Since the aforesaid project was an accelerated project, recruitments had
been made subject to Board approval without obtaining approval from the
Department of Management Services. Later, when approval was sought
from the Department of Public Services, full approval has not been given
by the Department. The Department has given approval for only the posts
of Management Assistant, Dirver and Labourer. (Annexure 26)

iii, The information regarding the project, requested by the Committee are as
foiilows.

» Nature of the project

National level programme to publicize the national drug policy
among the general public

> Basis of selection

Selections were made from among the residents of the Kaluthara
District

» Duties assigned

Contributing to the publicizing of the national drug policy among the
general public

> District attached

These officers carry out their duties in the field hence their attendance
is not recorded in the register maintained at the Corporation. They
have been deployed for field work in the Kaluthara District.

»> Attesting service

Attestations from the District Officer and Activity Reports have not
been submitted

» Monthly reports

These officers have not submitted such monthly reports at the end of
every month.

04. Payment of Incentives and Transport Allowances

Regardless of their travel distances, a monthly sum of Rs. 4,700/- and Rs.3,000/-
has been paid to the executive and non-executive staff members respectively
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since the year 2009. A total production incentive amounting to Rs. 45,565,152/-
has been paid to the staff from year 2012 to 2016 subject to a maximum payment
of Rs.12,000/- per month.

Recommendations

i. Approval for the above is to be obtained from the Department of
Management Services

Reporting Current Status and Progress

Through the letter of the Chairman of the State Pharmaceutical Manufacturing
Corporation dated 22.02.2018, it has been reported that in order to encourage
employees the aforementioned incentive will be paid after obtaining Board
approval.

However, the recommendation of the Committee was to obtain approval from
the Department of Management Services. It does not appear as if the
recommendation has been implemented.

05. Failure of the E/H Gelatin Capsules raw material to pass the
quality test

E/H Gelatin Capsule raw material purchased on 05 August 2010 at a cost of Rs.
5,656,285/ has failed to pass the quality test. The Corporation has not been able
to recover the loss from the responsible parties.

Recommendations

i, Committee is to be informed of the action that has been taken to prevent
such incidents from recurring in future.

Reporting Current Status and Progress

Information on action taken has been submitted to the Committee through the
letter of the Secretary to the Ministry of Health, Nutrition and Indigenous
Medicine dated 14-02-2018 bearing reference MH/FCC/02/COPA-SPMC/2017.
(Annexure 27)

06. Complaints from the public

Committee discussed matters pertaining to a complaint made to the Committee
by the public regarding the purchasing of a land in the Bulathsinhala area.

Recommendations

i. Areportis to be submitted to the Committee on the legal status of the land,
purchasing of the land and the new building that will be erected on the
land.
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Current situation and progress is to be reported.

Reporting Current Status and Progress

A comprehensive report on the aforementioned building has been submitted to
the Committee through the letter of the Secretary to the Ministry of Health,
Nutrition and Indigenous Medicine dated 13-12-2017 bearing reference
MH/FCC/02/COPA-SPMC/2017. (Annexure 28)
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Annexure 25
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Annexure 27

To : General Manager

From : Deputy General Manager — Planning and Procurement
Subject : Replies to cope report

Date :45.01.2018

Rejected Empty Gelatin Capsules — quantity 35.56million) with the Value of Rs. 5.6mn —

It has been following up matter continuously. the latest reply by High Commission of India, it was informed
that the matter is referred to respective authorities in India after sending several reminders to them.

In this situation, it is hard to expects positive answer due to left over 5 years’ time period and response
also very slow by High commission of India.

Further, in view of avoid this type of issues, SPMC speed up coordinating process with the suppliers if
found any errors with the materials without getting delay.

//As‘-well, procurements of similar type of products are getting done through selected and recommended
suppliers.

74v——_9% o\ N’))Q.
RoHan qar%a asa.

Deputy General Manager- Planning and Procurement.
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vuig Yo BEAG 0m v ( COPE) BOn® oo 8E:
Acs8ove gedaed Lo 82 o15@ ©®axw

D>

. B50w nsidae

e0eded BB, eadced BBwened Sbede o3B30 on 8005 ¢rndd dbed
ofeeds; D850 BEE vslon GT.

. 82 01 B®

909 8K 01530 PNV Hds DD Bdviem 08D B8 Coty 2EBOS Bemom

G 80 g¢ed cog 0285 @€ o0, dD1 ecolbinedsiy s qun&@ 820 8823
41086051 gond® 08 ®Jed Sedan On yudoan OO 885 co® Co3® @eBost
20 87 JedtBooc gedwed 883 embn8des ©8n 90® e o300 an® e cess
a0 da dded muled; 93mmmBO OB® Goemd; §e8om me BEO O af) e B2
osimI G3.

. B2 91 Re® g08en

D980 Heoaen DESITIDME Bem HRG 990 A OB ©0OES BHOLS. O5® Vusd

Bdogm emdned Sl 9¥285ed Svus vdBm 1 BS.

@®® ©OEdD BEwed ege ks Dusd e eotdnd 885 008 une dsd
o a@dsl 8800 gnes ciscs @dde ©I g 08 Gywm S86® msE P
FeBBooE emmBcEed vostdieem 0@ 2Cyy Dy CEd.

@035 ¢@ImBIned 2020 HE (139" ¢xD DD Rvws LI ened »O Duwd
BEvwn DSome 145 ¢ehs ¢o®d Hudne. 8 PEOHTB@E ewIdes o
Bt weds qigmd o0 NCHIDS g (008 emdes yedaed
b@sinmEs 03 ¢0®n 23 .

D0 ©01 eGr@menp®ed sumdows cdes BERsnmE 1000 gomnem gRbdw wE
e 30w BB0 Budmw. & emd ewmdem, emdoc i gedede ® nb®isinwicy
0DOO EH®DS S emd Dusd Horgm mbdsimaic 80 qrmesio.

GO0 @ed BEoi mbSrEnmc @@=t BEogma onedm D9edDE Qepnidn Bum
B30 ey ool EH Sewmeidos B89, qdenmdes. demiBone gedaswsd &R
o5 @00 BEC 090 D vIeH TLIEINICH BB BB escmI ¢ B Ve,

- 2088 Pimdm e B8

0Oz emDMBEE gOEBMDLIO ©1EEHD ©82 »Twdeny B0 YeidmHnd ©Bed
Bodoo. 60 B o8 50 e Bdcs 32880 4donmduns 62n@1D.

124

o



The first report of the Committee on Public Enterprises in the third session of the Eighth
Parliament of the Democratic Socialist Republic of Sri Lanka

National Livestock Development Board

Ministry of Rural Economic Affairs
(This institution has been brought under the purview of the Ministry of Agriculture, Rural
Economic Aftairs, Livestock Development, Irrigation and Fisheries & Aquatic Resources
Development from 28.12.2018)

Date of Examination: 25t August 2017

Matters Discussed

01. Purchasing a vehicle at a price exceeding the valuation

Although approval has been granted by the Department of Public Enterprises to
purchase 03 cabs on lease basis, the institution has taken action to purchase a
vehicle at a price exceeding the valuation. This matter was raised at the COPE
meeting held on 25-10-2013 and by now, it has been revealed to the Committee
that the information furnished by the officers of the Institution at the
aforementioned meeting is false.

Recommendations

Action is to be taken to look into this matter at Ministerial level and a report is to
be submitted to the Committee within a month

Reporting Current Status and Progress

The report requested by the Committee had not been submitted even as at
31.03.2018.

02. Failure to recover loans

Committee enquired about the failure to recover the sum of Rs. 8,489,772/-
which is due from the Mahaweli Livestock Company.

The Chairman explained that the said loan was granted in connection to the
distribution of chicks and the erecting of a pandol and that the Mahaweli
Livestock Company has agreed to pay back the amount due for the distribution
of chicks but they are not willing to pay back the expenses made for erecting the
pandol.

Recommendations

i. Necessary steps are to be taken after looking into this matter

ii. A report that includes the following information is to be submitted
regarding the pandol in question:

»  Who gave approval for the pandol?
»  Who bore the expenses for the pandol?
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» Is there a Board decision in this regard?
»  Has the then Minister made a request in this regard?

Reporting Current Status and Progress

Even as at 31-03-2018, the report requested by the Committee, had not been
submitted to the Committee.

03. Amount recoverable from the Bank of Ceylon, Kanthale Branch

Committee enquired about the overdue balance of Rs. 2,092,150/~ which has
been due from the Bank of Ceylon, Kanthale Branch since 2009.

The General Manager stated that loans were granted to farmers by the BoC
Kanthale Branch in order to cultivate maze under the condition that the harvest
is to be purchased by the Livestock Development Board. However, the farmers
have not settled the loans obtained. As a result the Bank has put on hold the funds
in the account of the Institution.

Recommendations

i. Information on the aforementioned bank account is to be submitted to the
Committee

Reporting Current Status and Progress

Even as at 31-03-2018, the report requested by the Committee, had not been
submitted to the Committee.

04. Wellard Project

Committee enquired about the following: Failure of the project which was
implemented under an agreement that was made between Wellard Rural Exports
Pvt. (Ltd.) and the Institution; exorbitant expenses that had to be borne to
implement the project; the fact that a considerable number of animals which were
imported under this project were unable to get conceived; and the measures that
the Institution can take under the agreement at a situation of this nature.

The Chairman stated as follows: Animals which were imported were already
conceived but after arriving in Sri Lanka some of them suffered miscarriages.
First born calves of the animals which were imported, were distributed among
the farms free of charge. To some extent, the free distribution of calves born of
the animals which were imported under the project contributed to the failure of
the project.

Secretary to the Ministry stated that as per the agreement, concessions can be
sought only if the miscarriages took place during transportation of the animals
and that concessions cannot be sought for miscarriages that occurred after the
animals arrived in Sri Lanka.
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Recommendations

i. Submitting to the Committee the background report currently available
with the Ministry regarding the Wellard Project;

ii. Submitting a comprehensive report describing the manner in which the
said Project was implemented from the beginning to the end; and

iii. Submitting to the Committee a report containing details of all the animals
that had been imported.

Reporting the current situation and the progress

The report that had been called for by the Committee under recommendation (i)
above has been submitted to the Committee through the letter of the Secretary to
the Ministry of Rural Economic Affairs bearing reference MER/3-
1/2017/NLDB/COPE dated 15.11.2017.

The report that had been called for under recommendation (ii) above has been
submitted to the Committee through the letter of the Secretary to the Ministry of
Rural Economic Affairs bearing reference MER/3-1/2017/NLDB/COPE dated
10.11.2017, and it has been further informed that the report containing details of
all the animals that had been imported would be submitted to the Committee
without delay once it has been received by the Ministry from the Chairman of
the National Livestock Development Board. However, the said report had not
been submitted to the Committee even by 31.03.2018.

05. Payments that had been made with regard to Wellard Project

The committee directed its special attention towards the payments that had been
made with regard to Wellard Project.

Recommendations

i. Submitting to the Committee a complete report including the following
information:

» details of the persons who coordinated this Project on behalf of the
National Livestock Development Board;

»  whether National Livestock Development Board is a stakeholder of
this Project in terms of the agreement; and

»  whether there is an internal control in effect at farms belonging to the
National Livestock Development Board for certifying the expenses
of the Project, and if so, details of the steps of implementation of such
mechanism,;
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ii. Submitting to the Committee a report describing the responsibilities
assigned to the Ministry and National Livestock Development Board in
implementing this Project.

iii. Director General of the Department of Public Enterprises was directed to
submit to the Committee a report describing the responsibilities of the
officers who represented the Treasury in implementing the agreement and
stating whether the relevant specifications have been provided in terms of
the agreement.

Reporting the current situation and the progress

The aforesaid report that had been requested by the Committee had not been
submitted to the Committee even by 31.03.2018.

Even though the report that has been submitted with regard to question No.05
above contains information about the Wellard Project, it does not cover all of the
abovementioned details that have been requested by the Committee.

06. Discrepancies existing in some of the accounts of the farms —
Menikpalama Farm

The Committee directed its attention towards the discrepancies existing in the
statistics in the accounts of some of the farms belonging to the Board, particularly
in those of the Menikpalama Farm, and the Committee enquired as to how the
Farm that incurred losses over a few years earned a profit of Rs. 26,608,362/- in
2015 and once again incurred a loss of Rs. 135,613,497/- in 2016.

Recommendations

i. Submitting in collaboration with the Ministry a report of the breakdown
of the loss of Rs. 135,613,497/-.

Reporting the current situation and the progress

The aforesaid report that had been requested by the Committee had not been
submitted to the Committee even by 31.03.2018.
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Sri Lankan Airlines Limited

(Ministry of Public Enterprise Development)

(This institution has not been placed under the purview of the any ministry in accordance with the
Extraordinary Gazette No. 2103/33 dated 28.12.2018)

Date of Examination: 06th September 2017
20th September 2017

Matters Discussed

01. Present financial situation of the institute

As the situation of this institute that existed at the time when this institute
appeared before the Committee on Public Enterprises on 12.02.2016 has further
deteriorated at present, the Committee enquired as to what measures could be
taken to cope with this situation.

The Chairman stated that the institute had implemented the following measures
to cope with this situation:

i. A proposal had been submitted to the government to grant a sum of Rs.
150 million as a capital for the institute, but the it has not been successful;

ii. The government is engaged in discussions at present to transfer 49% of
the shares of the institute to a foreign party; and

iii. A restructuring plan has been submitted.
Recommendations
i. Submitting a copy of the restructuring plan to the Committee

Reporting the current situation and the progress

The restructuring plan approved by the Cabinet of Ministers in 2015 and the new
restructuring proposal referred to the Ministry of Public Enterprise Development
in August 2017 have been submitted to the Committee through the letter of the
Chairman of Sri Lankan Airlines dated 14.09.2017.

02. Purchase of new aircrafts for the Company

The Committee enquired as to why a copy of the report of the technical
evaluation committee of these purchases, and a copy of the letter of approval
given by the Cabinet have not been submitted to the Committee so far despite
that the Committee at its meeting held on 12.02.2016 had recommended that
copies of those documents be submitted to the Committee.
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Recommendations

Sending the following information to the Committee within a period of one week:
i. A copy of the Cabinet memorandum and all observations relating to that;

ii. If a Cabinet memorandum had not been  submitted,
letters/documents/information which contain the decision that such
memorandum was not needed;

iii. If it was a decision of the Board of Directors, the report relating to such
decision; and

iv. The final decision made by the Board of Directors regarding this.

Reporting the current situation and the progress

A copy of the Cabinet Memorandum dated 27.03.2013 that had been submitted
on behalf of Sri Lankan Airlines regarding replacement of the fleet of wide-body
aircrafts, that has been submitted to the Committee through the letter of the
Chairman of the Company dated 14.09.2017, and observations of the Minister of
Finance and Planning regarding the same are included in Annexure 29.

03. Cancellation of lease agreement

The institute had paid a sum of Rs. 16,924.36 million as compensation for
cancelling the financial lease agreements of 4 of the 8, A-350 aircrafts, and the
Committee enquired as to whether Cabinet approval had been granted for that.

The Chairman stated that approval had been granted for that through the Cabinet
paper dated 15.08.2017, and then the following facts were disclosed by the
Committee:

i. That this Cabinet paper had been submitted after the said payment had
been made, i.e. after 15.08.2017;

ii. That making this payment had not been directly approved through that
Cabinet paper, and only the observations of the then Minister of Finance
had been given through that Cabinet paper; and

iii. That the Cabinet paper had not been signed.
Recommendations

i. Submitting to the Committee the relevant Cabinet memorandum, all the
observations that had been presented for that, and the final decision.
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Reporting the current situation and the progress

The relevant Cabinet memorandum and all the observations presented for that
have been submitted to the Committee through the letter of the Chairman of Sri
Lankan Airlines dated 14.09.2017. (Annexure 30)

04. Payment of compensation when terminating the agreement

The institute had agreed to make a payment as compensation when terminating
the agreement, but the following issues arose with regard to determining the
relevant amount:

i. What was the basis for determining this amount?
ii. Who determined the amount of the payment?
iii. How was that decision reached?
The Chairman had presented the following facts with regard these issues:
i. That this amount was calculated by the relevant leasing company;
ii. That a sum of $ 90.5 million had been paid in cash for 03 aircrafts;

iii, Thatasum of $ 7.5 million had been retained by the institute as the deposit
rental for 03 aircrafts; and

iv. That a sum of $ 17 million had been paid for one aircraft.

05. Lack of termination clauses in the agreement on A350 aircrafts

The Committee drew its attention towards the lack of a termination clause in the
agreement in question.

The Chairman stated that agreements on purchasing aircrafts do not usually
contain termination clauses and that is the standard method, and that such
practices cannot be seen in agreements on purchasing aircrafts even in other
countries.

Recommendations

i. Submitting to the Committee as early as possible examples and evidence
on whether such a tradition exists in other countries, and whether there is
a practice that the total amount should be paid in case an agreement is
cancelled halfway.

Reporting the current situation and the progress

Explanations have been submitted regarding that, but examples and evidence
have not been submitted to the Committee as requested by the Committee.
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06. Cabinet paper dated 19.04.2017

It was disclosed by the Committee that the effort that had been made through this
Cabinet paper was to get powers granted to the Secretary to the Treasury and to
the Secretary to the Ministry of Public Enterprise Development to take action
regarding this agreement.

The Chairman stated that the approval requested through the Cabinet paper dated
19.04.2017 was not granted, and that a Cabinet paper was submitted again on
14.06.2017 referring to the Cabinet paper dated 19.04.2017.

Recommendations

Submitting to the Committee a report including the following information:
i, Cabinet paper dated 19.04.2017;
ii. The period of time during which payments will be made; and

iii. Submitting to the Committee the two decisions of the Cabinet relating to
this matter.

Reporting the current situation and the progress

2017.04.19 dated Cabinet Paper, Period of payment and relevant 02 Cabinet
decisions which are the documents were requested by the Committee have been
submitted to the Committee, and they are given Annexure 31, Annexure 32
and Annexure 33 respectively

07. CCAM Annexure 01 — Option — 15

It was disclosed by the Committee that approval had been granted through a
Cabinet paper submitted in October 2016 for the payment relating to the
termination of the agreement, and that the said approval had been granted only
relating to the other matters except for CCAM Annexure 01 — Option 15 of the
Cabinet paper.

Accordingly, the Committee decided that this document should be called for by
the Committee in order to find out whether this task had been carried out under
proper approval.

Recommendations

i. Submitting the relevant document to the Committee

Reporting the current situation and the progress

The aforesaid documents that have been submitted to the Committee through the
letter of the Chairman of Sri Lankan Airlines dated 14.09.2017 are given in the
Annexure 34.
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08. Officers who draw a monthly salary of over one million

It was disclosed through audit reports that there are 190 officers at the Institute
who draw a monthly salary of over one million rupees as at present.

The Committee expressed its dissatisfaction over the fact that, despite the
recommendation that had been issued by the Committee to send information on
their educational qualifications, age, and the tasks assigned to them, a report
containing such information has not been submitted to the Committee so far.

Recommendations

i. Sending to the Committee a report containing the following information
about those employees.
»  Educational qualifications;
» Age; and
»  Tasks assigned to them.

Reporting the current situation and the progress

The aforesaid documents that have been submitted to the Committee through the
letter of the Chairman of Sri Lanka Airlines dated 14.09.2017.

After this Institution had been called before the Committee on Public
Enterprises on 06.09.2017, the Committee decided to call the Institute
before the Committee once again on 20.09.2017. The following matters
were discussed at this meeting:

01. Not obtaining approval of the Cabinet of Ministers for purchase

of aircrafts

The following facts were disclosed about purchasing of the 08 aircrafts as per the
Cabinet Memorandum dated 27.03.2013:

i. Having no Cabinet approval for that;

ii, It has been noted down as “postponed” according to Cabinet meeting;
(Annexure 35)

iii, The then Minister of Finance had signed the said Cabinet memorandum,;
and

iv. That the right to make decisions regarding the said transaction has not been
given to the Institute.
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The Committee enquired whether a discussion had taken place among the
Cabinet of Ministers regarding this transaction after postponing the Cabinet
meeting of 16.04.2014 in which the Cabinet memorandum dated 27.03.2013 had
been discussed.

Secretary to the Ministry stated that the Secretary to the Cabinet, when he was
enquired about this, had confirmed that no cabinet paper or note had been
submitted to the cabinet relating to purchase of these aircrafts after 16.04.2013.

Recommendations

i. Sending a copy of that confirmation letter to the Committee

Reporting the current situation and the progress

The document that had been requested by the Committee has been submitted to
the Committee through the letter of the Secretary to the Ministry of Public
Enterprise Development bearing reference MPED/IA-1/COPE/SLAL(V-II)
dated 11.10.2007. (Annexure 34)

02. The report submitted by Seabury

The Committee enquired whether the report that has been submitted to the
Committee on this day is the same report that had been submitted to the
Committee on 06.09.2017.

The Committee paid attention towards whether a technical evaluation committee
had functioned at institutional level regarding the said transaction.

The Chairman stated the following:

»  that it was the same report that had been submitted earlier;

> that Seabury company had not signed the report that had been
presented on 06.09.2017, and therefore the report was returned to
Seabury company to get it signed by them;

> that the report that has been presented on this day is the report that
contains the signature;

»  that there has be no change in the content of the report; and

» That such a committee had not functioned at institutional level, and
that a working committee had been appointed to work with Seabury
Company.

03. Termination of the agreement

The Committee directed its attention towards the fact that, despite that the
Cabinet Committee on Economic Management had set a limit of about $ 75 — 85
million for termination, efforts had been made to terminate it incurring a cost that

134



The first report of the Committee on Public Enterprises in the third session of the Eighth
Parliament of the Democratic Socialist Republic of Sri Lanka

exceeds the said limit, and the Committee enquired about the steps of the increase
of that amount up to $ 98 million from the aforesaid minimum limit.

The following matters came to light from the explanations that the Chairman of
Sri Lankan Airlines made regarding this issue:

ii.

iii.

vi.

vil.

that Aercap company has proposed a sum of $115 million for termination
of the agreement for 03 aircrafts;

that Aercap company had not agreed to the amount that had been proposed
by the Cabinet Committee on Economic Management.

that the proposed amount of $115 million could be reduced to $ 98 million.

. that for reducing that amount (to $ 98 million) other conditions had to be

agreed to as follows:

»  to pay every installment on the agreed date;

» extending the lease period of A330-200 MSN 627 aircraft by 10
years;

» implementing a lease agreement for A330-200 MSN 1008 aircraft;

» transferring to Sri Lankan Airlines 02 narrow-body aircrafts
belonging to Aercap company that have been leased to Mihin Lanka;

that the Board of Directors agreed to pay the said amount;

that the Board of Directors was assigned the task of obtaining approval for
that; and

that the said amount could not be further reduced, but an opportunity was
given to pay the amount in 2017.

The Committee inquired whether a technical evaluation committee was
appointed to negotiate with Aercap company in determining this amount, and the
following facts came to light:

ii.

iii.

that a technical evaluation committee had not been appointed;

that the Board of Directors had vested power in the Chief Executive
Officer to take action in that regard;

that this has been stated in the Board decisions;

. that, despite of the instructions given by CCEM, the involvement of the

Ministry was obtained only for the first round of negotiations; and

that involvement of the Ministry had not been obtained for the negotiations
held thereafter.

The Chairman stated that, Rs. 98 million, which was amount decided to be paid
for termination of the agreement, was approved by the Board of Directors.
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04. Agreement for termination of the aircraft deal

The Committee enquired whether legal clearance had been obtained from the
Attorney General for the agreement for termination of aircraft deal.

The Chairman stated that advice was taken from an institute named Aviation
Legal Experts in England, and that this termination agreement was prepared
under their guidance.

It was disclosed that the Institute had not consulted the Attorney General
regarding this matter, and that the Attorney General would be consulted only if
the Cabinet of Ministers issued directions to do so.

The Secretary to the Ministry stated that the Attorney General was consulted at
Ministry level, and then the Attorney General had pointed out the following:

» that the Attorney General had not been consulted when the decision
to purchase the aircrafts was taken, and therefore, consulting him at
this stage was not needed;

»  that making decision by the Board of Directors as a business decision
is adequate; and

> that intervention in this matter as the Government is not needed.

05. Persons who participated in the negotiations for terminating the
agreement

The Committee inquired about the persons who participated in the negotiations
for terminating the agreement, and the committee directed its attention towards
the participation of Dr Rajan Sarah, an advisor to the then Minister of Finance,
in those negotiations.

The Committee pointed out that it is problematic that only the Ministry of
Finance and the Institute had participated in these negotiations and the Ministry
of Public Enterprise Development, which is the subject Ministry, had not
participated.

Recommendation

i. Department of Public Enterprises was directed by the Committee to report
to the Committee as to whether Dr Rajan Sarah was an Advisor to the then
Minister of Finance or an Advisor to the Ministry of Finance.

ii. Submitting to the Committee the minutes of the negotiations that were
held.

Reporting the current situations and the progress

It has been reported through the letter of the Secretary to the Ministry of Public
Enterprise Development bearing reference PE/AV/SLA/COPE & Audit/2017
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dated 08.11.2017 that Dr Rajan Sarah had been the Advisor — Financial
Management and Foreign Investment to Hon. Ravi Karunanayake, the then
Minister of Finance, and in addition he had also served as the Head of the
Performance Efficiency Unit on honourary basis.

The Copy of the relevant appointment letter is included in Annexure 37 and the
copy of cabinet decision is included in Annexure 38 respectively.

06. Comprehensive reports

It was the opinion of the Committee that it would be appropriate to obtain from
the Department of the Auditor General two reports regarding purchase of
aircrafts and regarding cancellation of that agreement, and to present to the
Parliament a report that is prepared based on those two reports.

Recommendations

i. Preparing two comprehensive reports including the relevant details and
submitting them to the Committee.

ii. Presenting to the Parliament a report that is prepared based on those two
reports.

Reporting the current situation and the progress

The aforesaid report has been prepared by the Department of the Auditor General
and has been submitted to the Committee, the Committee has planned to submit
a special report regarding this to Parliament.
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Annexure 29

Cabinet Paper No: 2013/ 07 Date: 47/03/2013
Reference No:MCA/AV/04/100

-WIDE-BODY FLEET REPLACEMENT

1. Background

.1 The wide-body fleet of SriLankan Airlines (SLA) which consist of 13 Aircraft
(6-A 340-300 and 7-A 330-200) need to be replaced at the end of their respective lease terms

___which fall between 2014 and 2019. The age of the wide body fleet at present ranges from
13to 18 years for the A 340s’ and from 9 to 13 for the A 330 aircraft.

1.2 The A 340 aircraft has 4 engines and its operating cost is 10% higher than that of a
twin engine A 330 - 300 aircraft and is at least 24% higher than a new generation twin engine
aircraft. Furthermore, the average age of the wide body fleet being 13.5 years, it is not only
uneconomical to maintain, but makes SLA unattractive to customers vis a vis competition

who have modern aircraft fleets,

1.3 SLA hence requires new aircraft to replace the current wide body fleet and this can be
timed with the return of al] existing wide body aircraft to lessors upon expiry of lease terms.

2. Rationzale
2.1 Aircraft Selection Process

The Board of Directors appointed an internal team led by the Director/CEO (and includes the
Chief Operations Officer, Head of Finance and the Head of Engincering) and an External
Consultant to assist and provide expert advice to the internal team in the selection process.

Offers were called by way of an RFP/RFI in August 2012 from the two aircraft manufactures
(Boeing and Airbus) and two. engine manufactures (namely Rolls Royce (RR) and GE
Aviation). Available Aircraft models that meet the Operational Requirements are: '

» Doeing 787 (new generation) with RR or GE engine
» Airbus A 350 (new generation) with RR engine
s Airbus A 330 with RR or GE engines

The RFP specifically targeted the above models and offers wers received from all the
manufacturers as requested. The manufacturers were afforded several rounds for
clarifications and opportunities to submit revised  offers and a final round “of
meetings/negotiations with all the manufactures was held in February 2013.
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2.2 Aircraft/Engine selection criterié

1) Availabulity of aircraft to match the return of the leased wide body fleet which
commences in the last quarter of 2014.

2) Operating cost of aircraft

3) Overhaul cost of engines

4) Commonality benefits (spares, training, crew utll(zatlon)

5) Availability of lease aircraft to fill gaps

6) AircraftEngine purchase price and overall benefits measures in terms of Net Present
Value (NPV)

7y Ofther benefits offered by the manufacturer for the development of the aviation

——industry-in-Sri-Lanka —facilitation of maintenance, technical training, technology
transfer.

2.3, Replacement of 6A 340 Aircraft

The aging fleet of A 340 aircraft needs to be replaced in the year 2014/2015 as the leases of
these aircraft expire during this time frame and these aircraft are also approaching the end of
their useful design life, thus there been no other option than replace them with a suitable
available aircraft type. The new generation wide body aircraft were not available with the
manufactures until 2019, and with Lessors until 2017. Therefore, also considering the
commonahty with the current fleet, the Alrbus A 330 was sclectod as the most suxtablc optlon

A 330-200 variant used by SLA and has 299 seats compared w1th the 269 at present and the
range and payload is also morc aligned to the mission requirements of the airline and is
therefore the preferred option. Airbus offered aggresswe discounts for the aircraft whilst the
RR cngme is prefcrrcd as it is the engine used in the current fleet and also as considerable
discounts in both pnce and maintenance cost have been offered by RR. The final pricing of

the aircraft is given in the Annexure 1.
2.4. Replacement of 7A 330-200 Aircraft

The A 330 — 200 Fleet of SLA needs to be replaced commencing 2017, upon lease expiry,
and both the Boeing 787 and Airbus A 350 new generation aircraft were considered as

suitable options.

Following a through selection process and negotiations with the manufacturers, the A 350-
900 has been chosen as the preferred option to replace the A 330 —200 fleet. .

2.5. Rationale for choosing Airbus A 350- 900 aircraft compared to Boeing

787
More room for growth

Favoured more strongly over the B 787 in an high growth scenario as the A 350
has 338 seats compared to the B 787 which has 300 seats in a typical two class
configuration. Considering that these aircraft wjll enter service only in 2017, it is
considered prudent to have a larger size aircraft in order to harness the envisaged

growth potential, both it Lanka, and the Asian Reglon
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Allows greater cargo capacity on long routes, including ample cargo capacity on
all European services yoar- round.

Wider fuselage enables more flexibility in offering innovative premium cabin
seats,

2.6 Lower Cost per Available Seat Kilometre

- Critical for competing with the large Middle Eastern Carriers, which all have low-
cost per kilometer due to their scale. The A 350-900 aircraft offers the least cost
per kilometer (refer Annexure 2) compared to all the evaluated aircrafl.

2,7. Commonality Benefits

Pilot training requirements will be simplified by continuing to operate an all -
Airbus wide body fleet and Airbus expects that airlines will be able fo cross-utilise
“Pilats between (he A 330 and A 350 whilst the selection of Boting will necessitate
a separate set of pilots. :

Airbus has been far more engaged in the negotiation process and currently offers a
better financial deal

- Airbus has negotiated aggressively throughout, offering multiple rounds of
discounts and concessions worth more than $ 100 million during the final round of

negotiations.
The offered A 350-900 purchase price is lower than the currently offered B 787-9.

The total NPV of the A 330 — 300 /A 350-900 combination is $40 million better
than the A330 300/B787-9 combination (refer Annexure 3).

Airbus will provide a VIP kit for installation in the eircraft valued at USD 13
million which can be used for official visits by the Head of State.

The final negotiated prices are provided in the Annexure 1.

2.8  Engine Selection

RR engines are available in both types of aircraft selected by SLA (A 350 and A 330) whilst
GE is available on the A 330. RR has offered a very attractive deal for both types taken
together and on a net present value basis (considering purchase price and maintenance cost),
is USD 5.5 million more attractive than if the GE engines were considered for A 330 (refer
Annexure 4). As the current fleet of A 330 aircraft are operating with RR engines, SLA will
not be required to train engineers, no investment in tooling will be required and additional

spare enginc requirement will be minimal,
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2.9. Benefits offered to the Country

Airbus has offered a USD 25.0 million credit towards purchases made from Airbus to

"develop aircraft maintenance (MRO) capability in Sri Lanka. Additionally, Airbus has
offered USD 6. million in credits to help set up an advance aircraft technical training centre,
Sri Lankan intends to utilize 2 major part of these credits to develop a modern training facility
at the HR1 airport,

Boeing has not offered any specific benefits in monetary value,

Funding Requirement

“Tris proposed that the 6 nos A 330 — 300 aircraft be funded through a sale and lease back
-method—However, USD-45-million-will be required for-initial pre-delivery payments and rent
deposit for the Lessor. Being a current generation aircraft it is not proposed to own any of
these aircraft due to the downside risk of accelerated depreciation in the future.

The A 350 aircraft is required in 2017, and as it is not available through the manufacturer.
We will have to be leased initially (3 aircraft). It is proposed that SL purchase four A 350
aircraft in 2012/2) to be funded by both Sale and Lease back and/or purchase. The exact
number of aircraft to purchase outright need not be decided now as there is sufficient time to
make that decision. However the initial payments at the time of ordering amounting to USD
15 million will bave to be made immediately. ,

T i i i i r the efe wide body re-
fleeting plan consisting of 10 aircraft to be procured through the manufactures, will amount
to approximately USD 80 million. '

3. Recommendation
Based on the above approval of Cabinet of Ministers is sought:-

1. To purchase of six (6) A330-300 aircraft powered by Rolls Royce Trent 700 engines
for delivery commencing in the last quarter of 2014 to 2015.

2. To purchase of four (4) A350 - 900 aircraft powered by Rolls Royce XWB engines
delivery to commence in 2020/2021 as replacement for A330-200 aircraft.

3. To lease aircraft for an additional threc (3) A350-900 aircraft to be delivered in 2017
as replacement for A330-200 aircraft.

4, To fund for (1) above on sale and Jease back method for all six (6) A330 -300 aircraft.
As these are current generation aircraft, it is not proposed 1o own any of them due to
the risk of falling value in the future.

5. To make funding available for USD 80 million required for the SLA
re-fleeting programme during the second and third quarter of 2013,

<

Piyankara Jayarathna
Minister of Civil Aviation
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CABINET MENC

CABINET MEMORENDOM

Ministry of Public Enterprise Development

Cahinet Memorandum No. @ ' 2017/16

Reference No MPED/01/02/CM 2017 Date : 19.04.2017

sriLankan Airlines-Termination of lease Agreement to purchase three A350-900 Airbus wide
bodied aircraft

Overview

01. This refers to the Cabinet 7Mem_or3r1;ium,jmq&mg»ml&ﬂ/@z -and-dated 08/02/2017

~submitted by Hon. Minister of Public Enterprise Development, the cabinet decision no: ®w
qoz 17/0336/733/006 and dated 21/02/2017 and Cabinet Decision on note to the Cabinet
submitted by Hon. Minister of Public Enterprise Development, no: g®@o geom 17/0432/733/006-|

and dated 28.02.2017 on the captioned matter,

02. SriLankan Airlines had entered into an agreement in 2013 to lease four Airbus A350-900
aircrafts at an approximate cost of US$1.45 million per month per aircraft over a 12 year
period. The total cost of this arrangement was to be USS 835.2 million.

03. With the proposed network optimization initiatives and the review of the airline operations
undertaken by the Government of Sri Lanka (GosSL) in early 2015, it became apparent that the
four Airbus A350-900 aircrafts were not suitable as new additions to the fleet.

04. International Aviation Specialists Consultants were engaged by Srilankan Airlines to advise
the company on restructuring the operations and lead them towards an improvement in their
operations. In the course of their analysis, they confirmed that operating the Airbus A350-900
wide bodied aircrafts that were on order would affect the profitability of the airline operations
adversely. The Ministries of Finance and Public Enterprise Development were advised

accordingly by the consultants.

05. SriLankan Airlines also calculated the revenue and costs associated with the operation of
the Airbus aircrafts, which substantiated the findings of the consultants:

06. Consequently, the restructuring plan that was prepared for Srilankan Airlines did not

include the operation of these (A350-900) aircrafts.

07. In June 2015, Cabinet approved the Restructuring Plan for SriLg'QEa_Q_Aiiquqst R
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9 o
08. According to Srilankan Airlines, international aviation lawyers were thenggggg%(@gy Sri

Lankan Airlines to advise the company on handling negotiations for the termination of the leases to
the 3 airbus A350-900 aircrafts.

Methodology - Negotiations to terminate lease

09. Negotiations with the lessor {AerCap) commenced at the end of October 2015 while other
avenues of placing the A350-900 aircraft were also explored.

10.  SriLankan Airlines managed to negotiate a termination of the lease on the 4™ aircraft, due
for delivery in November 2017 for a termination fee of USS$17.7 million.

11 The Cabinet Committee ;n Economic Management (CCEM) was given a detailed update on
the status of the negotiations on 24 August 2016 by SriLankan Airlines.

12, SriLankan Airlines was subsequently authorized by CCEM to negotiate a Termination Fee for
the 3 aircrafts within the range of US$ 75-US$85 million.

13.  After further negotiations, SriLankan Airlines reported to CCEM on 21%"September 2016

that,
a) The Termination Fee had been renegotiated:
b) The Termination Fee had been reduced from USS 154 million to USS$ 98 million
¢) The reduction in the Termination Fee was conditional upon
d) Leasing of a used Airbus 330-200 aircraft and
e) The extension of a lease on an aircraft already leased. -
f) SriLankan Air Lines take over the lease on 2 narrow bodied aircrafts owned by AerCap and

leased to Mihin Lanka.

14. At the CCEM on 21 September 2016, the Hon Ministers of Finance and Public Enterprise
Development agreed to contact the lessor and negotiate directly with them. .

15. The CCEM was briefed by Srilankan Airlines on the termination offers at the meeting held on 28
September 2016.

16. The CCEM instructed the Hon. Minister of Finance to obtain a written ;}g;gm—gp}_frgm_grle_Igg;gr

statingthese—cvnmtioh's.“CCEM‘aIs’ETﬁs?UEt’e?tTEFoEj Minister of Finance to verify with the IMF
on whether these payment terms were compliant with IMF conditions. If they were in accordance
with the conditions, the agreement was to be accepted. If however the payments terms were
incongruent with the IMF conditions. The lessor was 1o be so informed and the matter was to be

negotiated further.
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000369

Outcome )
17. in view of the imminent delivery of the aircraft, based on the discussion and agreement

reached at the Finance Ministry on 1 October 2016 , the “No Objection” received from the
Ministry of Finance and approval from the Hon Prime Ministers, SriLankan Airlines signed the
Termination Agreement in line with the terms agreed by the Ministry of Finance as follows, (for
a payment of US$ 154 million which would be reduced to US$98 million on SriLlankan Airlines

meeting the terms and conditions as stipulated below).
USSM

154.0
98.0
(7.5)
90.5

s Termination Fee for 3 Airbus A350-900 aircrafts
+ Reduced Termination Fee for 3 Airbus A350-900 aircrafts

e Forfeit Security Deposit( already paid)
Cash Payment from SLA

‘Schedule of Payments
o Immediate 10.5
o 2 January 2017 135
o 2 February 2017 133
o 2 March 2017 133
o 3 April 2017 133
o 2May2017 13.3
o 2June 2017 13.3
o 30June 2017 56.0 *

* If following conditions are satisfied in full, Lessor agreed to waive the final installment.
Conditions to be satisfied by SriLankan Airlines as part of the settlement Package:

Pay each instalment of the Termination Fee by the agreed date:
Extend the current lease on A330-200 MSN 627 aircraft for 10

years by 30 November 2016

Execute the lease agreement the A330-200 MSN 1008 Aircraft by
30 November 2016

SriLankan Airlines take over the leases on 2 narrow bodied

aircrafts owned by AerCap and leased to Mihin Lanka.

(o]
o

If SriLankan Airlines fails to fulfil any or all of the above conditions, the Terminations fee
will not be reduced to US$ 98 million (termination fee US5146.5 + security deposit 7.5).
In addition, any delay in payments ta accrue an anpual interest rate of 3% plus JP

Morgan Chase, NY published interest rate.

Recommendation

18.To note and place on record accurately ,the sequence of events as they occurred that
SriLankan Airlines Ltd confirm the AerCap settlement reached for the termination of the lease
relating to three Airbus A350-900 aircrafts was the best possible outcome at the time.
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Approval
To seek approval of the Cabinet of Ministers for the following:

a) To authorize the Secretary of Treasury and the Secretary of Public Enterprise Development,
to note the contents of the agreement and facilitate any actions that may be required by
the Ministry of Finance and the Ministry of Public Enterprise Development to ensure
compliance with the terms of the agreement.

Kabir/Hashim (M.P.), avi Karunanayeke (M.P.),

Minister of Public Enterprise Development Minister of Finance.
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13.5 Jan-17
13.3 Feb-17
13.3 Mar-17
13.3 Apr-17
13.3 May-17
13.3 Jun-17
90.5
1
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(B) Agenda Items:
(@ . Cabinet Papers - General

27. Cabinet Paper No.13/0407/545/007, a Memorandum dated
2013-03-27 by the Minister of Civil Aviation on "Wide -
Body Fleet Replacement of Sri Lankan Airline" - was

deferred for the time-being.

Action by: Secretary to the Cabinet
My/Civil Aviation

Copied to: My/Finance and Planning
Chairman/CEO, SEMA

[ermseir i
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13/0407/545/007- st B MPED/AH/01/01/Vol-lI 2 2017-09- i3

Your No. Date

Mr. Ravindra Hewavitharana

Secretary,

Ministry of Public Enterprise Development,
Level 7, West Tower, Echelon Square,
Colombo - 01.

Re-fleeting SriLankan Airlines with wide bodied Aircraft

Reference is requested to your letter dated 2017-09-11 on the above matter.

02. When the Cabinet Memorandum on “Wide-Body Fleet Replacement”, by then
Minister of Civil Aviation, dated 2013-03-27 was taken up for discussion at the
Cabinet Meeting held on 2013-04-18, the Cabinet decided to defer the matter for
the time being, and the Cabinet decision was sent to the relevant line Ministry at
the time. | presume that the observation of then Minister of Finance and Planning
pertaining to the said Memorandum, which is referred in para 03. | of your letter is
the one that should have been transmitted to the then line Ministry, via fax, with

the draft decision on the same.

03. On a perusal of the documents attached to your letter, | observe that the said
Cabinet Memorandum and the relevant Cabinet decision (draft) are already in
your possession. Therefore, in response to your request in para 03. A, | attach
herewith a copy of the ‘official Cabinet decision’ dated 2013-04-18 (Annexure ),
which was issued after the confirmation of that decision at the subsequent
Cabinet Meeting, and the following observations pertaining to the above-

mentioned Cabinet Memorandum.

(i) A signed copy of the observations submitted by the then Minister of
Finance and Planning (Annexure l).

Observations submitted by the then Minister of National Languages
and Social Integration, dated 2013-04-17 (Annexure IlI).
Observations submitted by the Central Bank of Sri Lanka, dated
2013-04-18 (Annexure V).

Observations submitted by Strategic Enterprise  Management
Agency (SEMA), dated 2013-04-10 (Annexure V).

(i)
(i)
)

retary

Sebo> egod s 8d2ad oo egod
2325279 L apgalé Qeweorery - 2431004
Secretary

Additional Si

Jenemj > 2329620 Condas Qeweoneai Aoy
}_, ecretary 2329621 Senior Assistant
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05. I wish to state that further Cabinet decisions or observations are not available
according to the records at this office, pertaining to lease or purchase of A350-900
wide bodied aircraft except the one, which has been mentioned in para 03.V of

your letter.

S. Abeysinghe
Secretary to the Cabinet of Ministers
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Road Development Authority

(Ministry of Higher Education and Highways)
(This institution comes under the purview of the Ministry of Highways & Road Development and
Petroleum Resources Development fiom 28.12.2018)

The Date Examination : 19th September 2017

Matters Discussed

01. Annual action plan and the progress

The chairman of the committee stated that following facts have been revealed
on the annual action plan of the institution as per the report of the Auditor
General’s Department.

Non completion of 342 contracts to the value of Rs. 16,771.37 Million which
had been scheduled to be completed by the end of the year 2016 and no causes
of delay has been mentioned in the annual progress report .

Non commencement of 114 projects within the reviewed year, amounting to
an estimated cost of Rs. 7,778.44 Million by 31.12 2016 and 39 projects
out of 114 are the projects outs side the purview of the Road Development
Authority.

The Director, Public Enterprises Department stated that the allocations are made
to the Road Development Authority by the treasury to develop rural roads in
addition for the roads that are coming under the purview of Road Development
Authority

Recommendations

i. The chairman RDA was directed to submit a report to the committee
within 2 weeks time, with the causes of delays of the constructions of
aforesaid roads and copy same to the Auditor General.

ii. The Auditor General’s Department was directed to submit a report on the
district basis distribution of the 114 projects.

iii. Setting up a legal framework, having power to construct Non RDA roads.

Current situation and the progress report

The report that has been requested as per aforesaid recommendation i has not
been submitted to the committee even by 31.03.2018
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02. Procurement Plan

Following matters were considered by the committee.

i. No procurement plan has been prepared by the Authority pertaining to
the  selection of contractors for road widening improvements and
maintenance , purchasing  road construction materials , purchasing
capital assets and consumer items .

ii. The committee considered following data with regard to the performance
of the authority and emphasized the fact that the issues have arisen due to
the absence of a Central Procurement Plan.

» Rs 126,000 Million has been spent out of treasury allocation of Rs.
135,706 Million for year 2014

» Rs 173,000 Million has been spent out of treasure allocation of Rs.
191,214 Million for year 2015.

» Rs 145,000 Million has been pent out of treasure allocation of Rs.
171,988 Million for year 2016

The chairman stated that a procurement plan has been made in regard to the
rural constructions that were carried out with the treasury allocations and no
Central Procurement Plan has been made as there are issues pertaining to the
manner in which such allocations have been made . He further stated that
without further delay a plan will be prepared.

The secretary to the Ministry stated that the most part of the allocations that are
made for RDA are for projects and the Ministry undertakes the procurements
in connection with all purchases done by the RDA for RDA projects
accordance with the Action plan.

, in

Recommendations

i. Submit the Ministry procurement plan to the committee and copy the
same to the Auditor General .

Current situation and the progress

The procurement plan that has been requested by the committee has not been
submitted even by 31.03.2018

03. Appointment of advisors and public relation officers

In compliance with the directives that were issued by the committee that was held
on 08.07.2016, the committee considered following facts that were observed
within the report which was submitted by RDA on the Appointment of Advisors
and Public Relation Officers.
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The service of the advisors and the public relation officers, employed since
2006 has been terminated by the date of 12.01.2015

The service of 43 new advisers and public relation officers have been
obtained from 31.12.2016 without the approval of the Board of directors
of the institution .

The chairman of the authority submitted following details to the committee.

ii.

i,

The service of 43 advisers who were employed in the projects of the
Authority has been terminated and such advisors have been employed
paying maximum  monthly allowance of Rs. 65,000/- as per the
requirements of the projects and that it doesn’t amount to a recruitment

The new recruitment procedures should be formulated within 3 months
and the director board has decided not to recruit and promote officers until
such time.

No director board approval to promote officers of the permanent service
on contract basis and an error has occurred due to the unawareness of
managing section and the chairman of the Authority has admitted the
same. And the measures have been taken to set it right.

Recommendations

Submission of the report including the following details pertaining to
aforesaid Advisors and Public Relation Officers

Name and address
The allowance, paid
The project ,attached to

The mode of recruitment

YV V V V VY

Educational and other qualifications

»  Date of appointment

Current situation and the progress

The name list of Advisors and the Public Relation Officers who were appointed
by the letter MPH/HWY/ACC/13/2017/28 dated 10.11.2017 has been submitted
to the committee.

04.

The Southern Highway extension

The chairman of the committee requested to explain following basic facts
pertaining to the Southern Highway extension from Matara to Hambanthota.

As to how the area of this extension was identified
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ii. The feasibility report in that regard
iii. As to how the estimates were made

Following views were expressed by the Project Director of the Integrated
Highway Investment programme .

i. That a feasibility study was conducted in this regard by RDA in 2013

ii. That the assistance of the other institutions like Measurement
Department was obtained in this regard

iii, Thisis a design and Build nature of a project

iv. Hydraulic test was conducted in 2013 by an institution called Hydraulic
Institute in relation to the Highway Project

v. The measures were taken to recertify the defects which were revealed
in aforesaid report by the Moratuwa University

vi. Borehole Investigation was done
vii. The preliminary designs were done after aforesaid studies
Recommendations
Submit following reports to the committee within 2 weeks
i. The feasibility report of highway extension of Southern express way
ii. Environmental Impact Assessment Report of the project

Current situation and the progress

The requested report has not been submitted to the committee at least by
31.03.2018

05. The feasibility study report

The chairman demonstrated a feasibility study report and inquired the RDA
officials as to whether it is the accurate report on Southern express way
extension. He further inquired that as to who is responsible for the report and
whether it has been as approved by the Director Board.

The project director stated that it is the correct report and the planning section of
RDA has prepared that.

Following facts were submitted by the Director (Planning) pertaining to this
matter,

i. The planning section of RDA did not prepare a fusibility report with
regard to the said road extension in 2013
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ii. Only a single chapter on financial matters of the report was formulated
by planning section

iii. Former Director (Planning) has formulated the final feasibility study
report, combining each chapter that was prepared by each section.

It was revealed that in the feasibility study conducted by the Moratuwa
University it has considered “not feasible “. And also this feasibility study has
not been submitted for the approval of the Director Board. And the Senior
Project Director confirmed that the approval of the Director General has been
obtained.

Recommendations

i. Submitting the written evidence to the committee to prove that the
approval of the director general was obtained.

Current situation and the progress

The requested report has not been submitted to the committee even by
31.03.2018

06. Estimation and grant of contracts on Southern hichway extension

The committee considered following matters

i. Existence ofa considerable difference between engineering estimate and
the contracted value.

ii. 40% increase of the agreed cost with the contractor in terms of the
estimated amount in section 1

iii. In determining the rates whether a comparison was drawn with the rates
of the previous highways projects and whether there is an raise in
the cost .

iv. The factors leading to the difference between engineering estimate and the
contractors estimates.

v. Whether a final estimate has been formulated .

Following explanations were given by the Chairman of the Authority and the
Directors of each project

i. The engineering estimate is based on the amounts identified by the BOQ
and HSR.

ii. The estimate of the contractor is based on the HSR of the current market
value and not on the HSR of RDA

iii. A cost evaluation was done with previously built Highways .
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. There had been an increase in the new amounts than the engineers estimate

in cost evaluation. (Increase of the new amount sec 1 -20% /sec.2 -19%
/ sec-3 32% / sec-4 17 %)

Forecasted final estimation  for section 1. Rs. 111 Billion

Forecasted final estimation  for section 2. Rs. 55.1 Billion other costs
Rs 9 Billion

Forecasted final estimation  for section 3. Rs. 33.5 Billion

Forecasted final estimation  for section 4. Rs. 52.1 Billion

The Central Highway

Following issues were unfolded before the committee with regard to the
constructions of Central Highway

i.
ii.

iii.

the number of lanes of the Central Highway
the Engineers estimates of the each section of the Highway

of the contracted value on which the contracts were awarded for each
section

. Even though the directions have been issued that these projects have to be

insured with the government institutions most of the projects have been
insured with private institutions. the reasons for that

The Authority had following explanations

ii.

i,

the Central Highway is of 4 lanes

the Engineers estimate for the section 1 is Rs 129 Billion and the
contracted value ws at Rs. 158 Billion

the engineering estimate for the section 2 is Rs 126.89 Billion and the
contracted value was at Rs. 137.1 Billion

iv. the engineering estimate for the section is Rs 123.5 Billion and the
contract has still not been awarded
v. The project insurance is done by the contractor himself and not by the
RDA.
Recommendations

submit a detailed report on the procurement process that has been
undertaken awarding of contracts for the Central Highway projects
to the committee and copy the same with the Auditor General
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ii. the Auditor General’s Department was directed to conduct an audit
based on aforementioned report and submit the same report to the
committee

Current situation and the progress

The report that has been requested by aforesaid recommendation Lhas not
been submitted to the committee even by 31.03.2018
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University of Ruhuna

(Ministry of Higher Education and Highways)
(This institution comes under the purview of the Ministry of City Planning, Water Supply and
Higher Education from 28.12.2018)

The date investigated — 21st September 2017

The committee decided to summon all the Universities of the University system
of Sri Lanka that are coming under the purview of the Ministry of City
Planning, Water Supply and Higher Education, before the committee ,separately
and to have discussion on the issues pertaining to each university so as to get
acquainted with them. And also, a special report including the recommendations
and the measures that should be taken for the betterment of the entire university
system, will be submitted to the Parliament.

Therefore , the details pertaining to the investigation , conducted on University
of Ruhuna on the date of 21.09.2017, will be included in the special report on
the University System that is to be presented by the committee in time to come
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University of Kelaniva

(Ministry of Higher education and Highways)
(This institution comes under the purview of the Ministry of City Planning, Water Supply and
Higher Education from 28.12.2018)

The date investigated — 22nd September 2017

The committee decided to summon all the Universities of the university system
of Sri Lanka that are coming under the purview of the Ministry of City
Planning, Water Supply and Higher Education, before the committee ,separately
and to have discussion on the issues pertaining to each university so as to get
acquainted with them. And also, a special report including the recommendations
and the measures that should be taken for the betterment of the entire university
system, will be submitted to the Parliament.

Therefore , the details pertaining to the investigation conducted on University
of Kelaniya on the date of 22.09.2017 , will be included in the special report
on the University System that is to be presented by the committee in time to
come .
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Profit/ (Loss) and Net Surplus/ (Deficit) before Tax of
aforesaid institutions

Profit/ (Loss) before Tax (COPE —2017)

Profit / (Loss) before Tax for the year ended

Entity 31st December (Rs.)
2016 2015 2014
State
Pharmasuiticals 1,867,608,521 1,230,137,320 741,553,839
Corporation

Sri Lanka Telecom

2,643,000,000

2,795,000,000

4,859,000,000

Sri Lanka

632,619,173 751,260,744 1,228,021,529
Transport Board (632,619,173) (751,260,744) | (1,228,021,529)
Milco (Pvt) Ltd. 339,331,549 3,817,741 248,159,134
State
Pharmasuitical 441,164,887 414,501 247 266,481,394
Coropration
Sri Lankan (12,621,690,000) |(16,433,030,000) | (32,357,980,000)
Airlines Ltd. e P T
Regional
Development 1,255,599,863 971,914,920 928,668,064
Bank
Paddy Marketing | 5 04 355 g56) | (1.771.072.410) | (1.126.977.106)
Board
National Livestock
Development 9487,130 35,095,663 60505,358
Board
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Net Surplus/ (Deficit) before Tax (COPE —2017)

Surplus / (Deficit) before Tax for the year

N ended 31st December (Rs.)
Entity
o 2016 2015 2014
1 | University of 176,157,091 | 326,038,151 372,221,037
Colombo
Sri Lanka Institute of
2 | Advanced 81,198,533 16,516,167 54,087,414
Technological
Education
3 | Road Development 7,872,136,608 | 1,794,773,606 | (4,962,677,696)
Authority
4 | University of ruhuna (76,040,206) 29,901,759 (70,332,415)
5 | University of Kelaniya | 495,212,649 474,804,754 122,261,416
¢ | Sabaragamuwa 26,902,016 | (22,927,315) (59,919,196)
University
National Apprentice &
7 | Industrial Traning 21,878,483 |  (84,748,374) (19,566,476)
Authority
Hector kobbekaduwa
8 | Agrigarian Research 10,547,296 (15,718,659) (10,364,363)
& Traning Institute
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