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y No.
The Chairman

Board of Investment of Sri Lanka

Report of the Auditor General on the Financial Statement and Other Legal and
Régulai}brjr Requirements of the Board of Investment of Sri Lanka for the year ended

31 Degemiber 2021 in terms of Section 12 of National Audit Act, No. 19 of 2018.

The above report is sent herewith.

C,._c,,_,,_}

ickramarathne

Auditor General

Copies : 01. Secretary, Ministry of Technology and Investment Promotion
02. Secretary, Ministry of Finance

ot 306/72, 8EBD )0, DBOEEE, B @otd @e. 306/72, GQuredgmey o), ug 0 i No. 306/72, Polduwa Road, Battaramulla, Sri Lanka.
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Chairman

Board of Investment of Sri Lanka

Report of the Auditor General on the Financial Statements and Other Legal and Regulatory
Requirements of the Board of Investment of Sri Lanka for the year ended 31 December 2021

in terms of Scction 12 of the National Audit Act, No. 19 of 2018.

1. Financial Statements

1.1 Qualified Opinion

The audit of the financial statements of the Board of Investment of Sri Lanka (*Board™) for the
vear ended 31 December 2021 comprising the statement of financial position as at 31
December 2021 and the statement of income, statement of changes in equity and cash flow
statement for the year then ended, and notes to the financial statements, including a summary
of significant accounting policies, was carried out under my direction in pursuance of
provisions in Article 154(1) of the Constitution of the Democratic Socialist Republic of Sri
Lanka read in conjunction with provisions of the National Audit Act No. 19 of 2018 and
Finance Act No. 38 of 1971. My report to Parliament in pursuance of provisions in Article 154

(6) of the Constitution will be tabled in due course.

In my opinion, except for the effects of the matters described in the basis for Qualified Opinion
section of my report, the accompanying financial statements give a true and fair view of the
financial position of the Board as at 31 December 2021, and of its financial performance and

its cash flows for the year then ended in accordance with Sri Lanka Accounting Standards.

ot 306/72, 8EBD )0, DBOEEE, B @otd @ev. 306/72, Quredgney alf, uBBIUPOME, BEVEINE. No. 306/72, Polduwa Road, Battaramulla, Sri Lanka.

@ +94 112887028 -34 +94112887223 8 ag@auditorgeneral.gov.lk @www.auditorgeneral.gov.lk
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1.2 Basis for Qualified Opinion

(a) Although the 08 projects in 05 Zones valued at Rs. 134,775.645 had been completed and
handed over to the Board and are also being used, the Board had not capitalized those
assets and therefore the capital work-in -progress had been overstated and the property
plant and equipment had been understated by that amount in contrary to the Paragraph 7
of Sri Lanka Accounting Standards 16 (LKAS 16) . Similarly, the depreciation had been
understated by Rs. 4,990,565 and the surplus had been overstated by the same amount in
contrary to the Paragraph 43 of LKAS 16.

(b) The Board had fully impaired the other debtors amounting to Rs.102,138,350 which has a

pending litigation even though the case was in favour of the Board.

(¢) An amount of Rs. 185 ,178,54_4 of the Differed Revenue of Land Premium relating to 06
Enterprises which were closed/ cancelled its agreements with Board had remained in the

account without revising as at 31 December 2021.

(d) The depreciation and the accumulated depreciation amounting to Rs. 543,096 and
Rs.2,926.,681 respectively had been understated relating to the administration building of

Horana Export Processing Zone.

(e) A sum of Rs. 3,464,665, had been credited to Receipt in Advance Account relating to
collection of income for the transfer of housing projects during the period of 2012- 2018
and it had been credited as miscellaneous income for the year 2021 without being

considered as a prior year adjustment.

() A sum of Rs.3,782,236 credited to receipt in advance account relating to ground rent, land
premium and annual fee during the year 2015-2019 had been accounted as a
miscellaneous income of the year 2021 without being considered as a prior year

adjustment.
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(2) A refundable deposit amounting to Rs. 2.855.264 relating to a terminated company in the
year 2011 had been taken into the income statement in the year under review without being

-

considered as a prior year adjustment.

(h) A sum of Rs.2,580,365 received for a land of an enterprise in November 2007 had been
credited to the deposit against compensation account at that time and it was taken into
account as a miscellaneous income of the year 2021 without being considered as a prior

year adjustment.

(i) An extent of 3.96 acres of land transferred to the Board as a free grant by the Government

on 29 March 2018 had not been valued and taken into accounts as at 31 December 2021.

(j) The roads of Mirijjawila Export Processing Zone valued at Rs.516,964.285 included in the
Capital Work- In- Progress (CWIP) had not been transferred to structures in property
plant and equipment even though the Project was completed in December 2017. Hence,
the depreciation had been understated by Rs. 25,848,214 for each year since 2017 .
Further, the balance payable to the Road Development Authority for the construction of
road amounting to Rs.130,383,717 had not been taken into accounts as at 31 December

2020.

[ conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My
responsibilities, under those standards are further described in the Auditor’s Responsibilities
for the Audit of the Financial Statements section of my report. [ believe that the audit
evidence I have obtained is sufficient and appropriate to provide a basis for my qualified

opinion.

1.3 Other information included in the Board’s 2021 Annual Report

The other information comprises the information included in the Board’s 2021 Annual
Report but does not include the financial statements and my auditor’s report thereon, which
I have obtained prior to the date of this auditor’s report. Management is responsible for the

other information.
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My opinion on the financial statements does not cover the other information and [ do not

express any form of assurance conclusion thereon.

In connection with my audit of the financial statements, my responsibility is to read the other
information identified above and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or my knowledge obtained in the audit or

otherwise appears to be materially misstated.

[f based on the work I have performed on the other information that | have obtained prior to
the date of this auditor’s report, [ conclude that there is a material misstatement of this

other information, I am required to report that tact. [ have nothing to report in this regard.

1.4 Responsibilities of Management and Those Charged with Governance for the Financial

Statements

Management is responsible for the preparation of financial statements that give a true and fair
view in accordance with Sri Lanka Accounting Standards, and for such internal control as
management determine is necessary to enable the preparation of financial statements that are

free from material misstatement, whether due to fraud or error.

[n preparing the financial statements, management is responsible for assessing the Board’s
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to

liquidate the Board or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Board’s financial

reporting process.
As per Section 16(1) of the National Audit Act No. 19 of 2018, the Board is required to

maintain proper books and records of all its income, expenditure, assets and liabilities, to

enable annual and periodic financial statements to be prepared of the Board.

B o @iy O@wWREE - DIBED DIbmD 202A
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1.5 Auditor’s Responsibilities for the Audit of the Financial Statements

My objective is to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with Sri Lanka Auditing
Standards will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the

basis of these financial statements.

As part of an audit in accordance with Sri Lanka Auditing Standards, I exercise professional

judgment and maintain professional scepticism throughout the audit. I also:

o [dentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,

misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of

expressing an opinion on the effectiveness of the Board’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of

accounting estimates and related disclosures made by the management.
e Conclude on the appropriateness of the management’s use of the going concern basis of

accounting and based on the audit evidence obtained, whether a material uncertainty

exists related to events or conditions that may cast significant doubt on the Board’s

h@ Co 200wiEy QWRE®E - DB DIbmND 2021
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ability to continue as a going concern. If [ conclude that a material uncertainty exists. [
am required to draw attention in my auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify my opinion. My
conclusions are based on the audit evidence obtained up to the date of my auditor’s
report. However, future events or conditions may cause the Board to cease to continue as

a going concern.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying

transactions and events in a manner that achieves fair presentation.

[ communicate with those charged with governance regarding, among other matters,
significant audit findings, including any significant deficiencies in internal control that I

identify during my audit.

2. Report on Other Legal and Regulatory Requirements
2.1 National Audit Act, No. 19 of 2018 includes specific provisions for following
requirements.

2.1.1  Except for the effects of the matters described in the basis for Qualified Opinion section
of my report, I have obtained all the information and explanation that required for the
audit and as far as appears from my examination, proper accounting records have been
kept by the Board as per the requirement of section 12 (a) of the National Audit Act, No.
19 0f 2018.

2.1.2  The financial statements presented is consistent with the preceding year as per the

requirement of  section 6 (1) (d) (iii) of the National Audit Act, No. 19 of 2018.

2.1.3  The financial statements presented includes all the recommendations made by me in the
previous year except the audit matters of 1.2 (j) as per the requirement of Section 6 (1)
(d) (iv) of the National Audit Act, No. 19 of 2018.

B o @iy O@wWREE - DIBED DIbmD 202A
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2.2 Based on the procedures performed and cvidence obtained were limited to matters that are

material, nothing has come to my attention;

-

2.2.1 to state that any member of the governing body of the Board has any direct or indirect
interest in any contract entered into by the Board which are out of the normal cause of
business as per the requirement of section 12 (d) of the National Audit Act, No. 19 of

2018.

2.2.2 to state that the Board has not complied with any applicable written law, general and
special directions issued by the governing body of the Board as per the requirement of

section 12 (f) of the National Audit Act, No. 19 of 2018 except for;

Reference to Law/ Direction Description
(a) National Environment Act Seven enterprises in Wathupitiwala Zone
No.47 of 1980 and 04 enterprises in Mirigama Export

Processing Zone had not obtained
Environmental Protection Licenses and 03
enterprises in Mirigama Zone had not

renewed their Environmental Protection

Licenses.
(b) Financial Regulation of
Democratic Socialist
Republic of Sri Lanka
(i) Financial Regulation Reporting to  police and carrying out
103,104 and 1642 preliminary investigations had not been

carried out on 15 vehicle accidents

occurred in the year 2021 .

m@ Co 200wiEy QWRE®E - DB DIbmND 2021
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(i)  Financial Regulation A register for losses and damages had
110 not been properly maintained.

(iii)  Financial Regulation Vehicle log books had not been
1645 (a) and (b) maintained in accordance with the

Regulation and the daily running charts
had not been presented to audit as per

the Regulation.

(c) Finance Act No. 38 of

Section 11 The Board had invested Rs.5612 Million
by the year 2021 without obtaining the
approval of the appropriate Minister given

with the concurrence of the Minister of

Finance.
(d) Department of Public
Enterprises Circulars
(i)  No.95 of 14 June 1994 A number of 10 allowances amounting to

Rs. 666,716,143 and 13 loan and welfare
schemes amounting to Rs.420,800,245
had been implemented during the year
under review without obtaining approval

of Treasury.

(ii)  Section 3.1 of No. e Contrary to the C-ircular, the fuel limits
PED/2015 dated 25 May had been changed as follows.
2015, PED/2015 (i) Chairman — As required
dated 26 October 2016 Director General- 300 litres

B o @iy O@wWREE - DIBED DIbmD 202A
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and Section 1.2 of PED
01/2020 dated 27

January 2020

(¢) Department of Management

Services Circulars

Section 14.1 of No.
02/2016 dated 25 April
2016

Executive Director- 170 litres

Directors — 140 litres

-

e Contrary to the Circular, a monthly
driver allowance of Rs.35.000
totalled to Rs. 11,134,215 had been

paid for 33 officers to whom entitled

for an official vehicle.

A sum of Rs. 10,704,620 had been paid as
special allowance to 242 officers in 21

Tertiary Level posts which is not entitled

to be paid.

2.2.3 to state that the Board has not performed according to its powers, functions and duties as
per the requirement of section 12 (g) of the National Audit Act, No. 19 of 2018 except
for;

(a) Although the then Ministry of the Board had granted Rs. 1988 Million to

commence an Export Processing Zone in Milleniya in 2017,2018 and 2019 , it had

not been commenced even by the end of the year under review.

(b) The total acres of land belonging to the 14 Zones of the Board from year 1983 up
to 31 December 2021 was 4045 acres and out that 721.5 acres of land were in

vacant without being utilized.

(¢) The Board had paid Rs. 4,384,440 during the year under review for the supply of
water to Wathupitiwala Zone through water bowsers due to the actions had not been
taken to supply water in timely manner through National Water Supply and

Drainage Board.
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2.2.4 to state that the resources ot the Board had not been procured and utilized economically,
efficiently and effectively within the time frames and in compliance with the applicable

laws as per the requirement of section 12 (h) of the National Audit Act, No. 19 of 2018.

3. Other Matters

(a) The general projects and special projects valued at Rs. 568,142,375 and .
Rs. 224,192,401 respectively represented 63.6 per cent and 91 per cent of each total
Capital Work-In -Progress had remained unchanged for more than 4 years without

taking actions to complete.

(b) Although the installation of Integrated Accounting Software System had to be
completed in April 2019 , it had not yet been completed and an additional expense of
Rs. 3,750,000 had to be incurred as at 31 December 2021.

(¢) The number of enterprises which had signed agreements as at 31 December 2021
in 14  Zones of the Board was 740 since the inception and the number of closed,
suspended or agreement cancelled enterprises was 440 as at the end of the year
under review. Therefore, only 285 enterprises have been functioning by the end of

the year under review since inception.

(d) The progress of the Foreign Direct Investments (FDI) during past three years as

compared to the year under review were as follows.

Year Annual Target as  Actual Actual Achievement
per Corporate Achievement as a percentage of

Plan (USD Mn.) (USD Mn.) Annual Target (%)

2021 1,100 -1,300 780 60
2020 5,000 687 14
2019 3,000 1,189 40
2018 2,500 2.367 ' 95

10§12
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(e) A company had signed an agreement in 2018 and defaulted its ground rent amounting to
Rs. 97.788.426 since the inception. The Board had made a 100 per cent impairment
against the aforesaid balance without making any effort to obtain the dues from the

Company.

() The dues from Board approved enterprises as at December 2021 was Rs. 737,308,534
and out of that a sum of Rs. 170,396,676 or 23 per cent had remained for more than 04
years. The provision for impairment on dues was Rs. 418,846,474 and it had represented

57 per cent of total dues as at 31 December 2021 .

(g) Within the balance of staff loan and advances amounting to Rs.776,797,006, there was a
sum of Rs.1,222,035 receivable from 25 officers who had been interdicted, vacated on

post and stop payment for more than 04 years as at 31 December 2021.

(h) The Board had rented out 02 floors of Head Office building to 03 Ministries and the

Zone buildings to external parties .The following observations were made.

(i) Even though the 40 external parties including a State Ministry are using
43,931.59 square feet of the Head Office building of the Board and Zone
premises for a Rs. 16,446,233  per month , agreements had not been entered

into.
(i) Due to failure to send invoices to two Ministries on time, a total rent of

Rs.13,466,838 could not be collected and a sum of Rs.4,934,018 had not been

recovered from a State Ministry since August 2020.
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(i) The approved cadre ot the Board was 1,299 and the actual cadre was 1253 . The
number of vacancies were 128 and the excess statt was 82 including 07 contract basis
positions. However, 09 officials recruited as ‘Special Team’ was not included in the
actual cadre. Further, the total personnel cost of the Board was Rs. 2091.8 Million for the

year under review and it represents 62 per cent of the total cost.

W.P.C. Wickramarathne )

Auditor General
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Report of the Auditor General on the Financial Statements and Other Legal and Regulatory
Requirements of the Board of Investment of Sri Lanka (BOI) for the year ended 31 December
2021 in terms of Section 12 of the National Audit Act, No. 19 of 2018

1.2 Basis for Opinion
(a)
Zone Description Comment
Emptying & Clearing of Equalization Tank | Capitalized in 2022
SEPZ Construction of Sanitary Land filling site in T
Lot G2 Phase 2 at SEPZ Capitalized in 2022
MEPZ Water Retention Tank Final paymeqt was made in year 2022
and to be capitalised in the same year.
Consultancy Fee Augmentation Contract for Augmentation of Common
Wastewater Treatment Plant has been
completed. Final claim is being
WEPZ Augmentation of Common Waste Water scmtlnlzed and after finalizing the ﬁpal
claim, Consultancy and Construction
Treatment Plant .
work of Augmentation of Common
Wastewater Treatment Plant will be
capitalized.
MjEPZ Electricity Connection Capitalized in year 2022
(To a company)
Preliminary construction works of Internal | Final payment of the project has been
Roads at Textile Manufacturing Zone at | made recently and the project will be
Panakada, Eravur, Baticaloa capitalized.
Eravur - - -
Excavation of Earth Drains for Storm | Final payment has been made on
Water Drainage Stage [ at Textile | 04.04.2022 and it has been capitalized in
Manufacturing Zone year 2022.

(b) The Case No. CA/RI/08/2016 filed by BOI, secking to get released a sum of
Rs.102,138,350/- seized by the Commercial High Court from a BOI account for the
enforcement of an arbitral award pronounced against the BOI, (the said Arbitral Award was
declared as a forged document in the High Court in 2020), is still being heard.

Therefore, a 100% provision has been made since the credit risk is high as the judgement of
the Court Case is still pending.

(c) =

Orient Garments (Pvt) Ltd - Rs. 3,141,609.14

The Agreement of this enterprise has been cancelled on 11.06.2021 & it would be
adjusted in year 2022.

» Fairway Aviation Academy (Pvt) Ltd - Rs. 3,604,698.20

BOI has invoiced for the Ground Rent for the 1% half of year 2021 & the company has
settled the same. It would be adjusted in year 2022.
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= All the Enterprises mentioned below, have failed to implement the respective projects
due to various reasons. Hence adjustments would be made in year 2022 with the
approval of Board with regard to the balances appearing in the Differed Land Premium
Account after a final decision is made on the numerous requests made by these
enterprises.

o Lankaal Industries (Pvt) Ltd

o Suchirindia Lankan Hotels & Resorts (Pvt) Ltd
o Micro Cars International Consortium (Pvt) Ltd
= Uclan Lanka (Pvt) Ltd

(d) Noted.

(e) These amounts have been identified in year 2021 as payments in excess & transferred to the
income account in year 2021.

It is not an income pertaining to a previous year, whereas it has been identified in year 2021
as an amount which can be treated as an income, hence such amount has been credited to
miscellaneous income of the same year 2021, instead of the Accumulated Fund.

(f) These are excess payments done by various enterprises during the last few years which have
been identified in year 2021 & considered as income in the same year; hence the reason for
accounting treatment is as same as mentioned in 1.2(e) above.

(g) The refundable deposit of Rs 2,855,264 paid in year 2003, by an enterprise was credited to
the revenue in year 2021 since it has remained without being refunded and the Agreement
had been terminated in year 2011.

(h) Noted.

(1) The ownership of this land in extent of 3.96 acres was transferred to BOI as a Free Grant on
29.03.2018. Government Valuation was obtained for the purpose of leasing the land to the
investor. However, the undeveloped land value was not provided in the said valuation other
than the valuation required to calculate the lease rental. Request has been sent to the
Valuation Department to obtain the land value to be included in the Asset Register.

(j) Final payment of the contract has not been made to Road Development Authority due to
contract disputes. This matter has been reviewed in the past and the cost of the road could
be capitalized only after the disputes are resolved. This will be further reviewed in detail
during the financial year 2022.

The Contract for the construction of the Internal Road Network at Mirijjawila Export
Processing has been awarded to Road Development Authority and contract disputes have
arisen due to the poor quality of the construction work done by RDA, as all the internal
roads constructed by RDA have been damaged and not in a usable condition.
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In such a situation, the Board is not in a position to make a provision for the amount
claimed by RDA. Liability cannot be determined due to the contract disputes between the
Board and the RDA.

= As per the LKAS 37, it is not required to make a provision, in the case of such a
situation

= An outflow of Cash/Economic Benefits cannot be expected due to the unusable
condition of the Internal Roads

= There is no constructive obligation to accept responsibilities of the payment.
= There is no contract obligation due to breach of contract conditions.

= A reliable estimate cannot be made due to the uncertainty of the negotiations
= There is no agreement between the parties on the settlement.

Hence a provision has not been made in the Financial Statements for the year ended 31*
December 2021.
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2. Report on Other Legal and Regulatory Requirements

2.2.2 Non-compliances with written laws, general and special directions issued by the Board

Regulation of
Democratic Socialist
Republic of Sri
Lanka

Reference to Laws, Description Reply
Rules, Regulations
and Directions Made
by Governing Body
(a) | National 07 enterprises of | Industries in these three zones are either in possession
Environmental Act Wathupitiwala EPZ | of EPLs or under the renewal process. Please note
No. 47 of 1980 & 04 enterprises of | EPLL are issued for maximum validity period of one
Mririgama EPZ had | year and hence it is a continuous process.
not obtained EPL
03 enterprises of
Mirigama EPZ had
not renewed EPL
(b) | Financial

(i) Financial
Regulation 103,
104 & 1642

Reporting to police
and carrying out

preliminary
investigations had
not been done

w.r.g. to 15 vehicle
accidents occurred
in the year 2021

The BOI prepares the preliminary reports on vehicle
accidents, however due to the practical reasons given
below, there may be deviations.

The vehicle accidents during the year 2020 were very
minor nature (except one) and those were occurred due
to the fault of other drivers and hit the rear side of the
BOI vehicles. In many occasions at the time of the
accident, an officer/officers were traveling in the
vehicle, and in most cases, the transport officer had
inspected the place of the accidents. As the cause for the
accidents were clear, the officers came in to the
conclusion that no need to proceed on the inquiry.
Further, in all possible occasions, BOI had made
complaints at nearest police stations.

BOI follows the conditions stipulated in the Financial
Regulations 104(3) and 104(4). A Committee had been
appointed comprising Director (Finance), Director
(Internal Audit), and Director (Technical Services) to
inquire the vehicle accidents and to recover the cost to
the BOIL. When it is clear that the accident occurred due
to misconduct of employees of BOI, disciplinary actions
are taken against them.

BOI will fully adopt the procedure stipulated in the
given Financial Regulation with regard to vehicle
accidents in future.
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Reference to Laws,
Rules, Regulations
and Directions Made
by Governing Body

Description

Reply

(i1) Financial
Regulation 110

Register for losses
and damages had
not been properly

A comprehensive record will be maintained.

maintained.
(ii1) Financial Vehicle log books | Actions are being taken to update vehicle log Books and
Regulation 1645 had not been | daily running charts will be submitted to the
(a) & (b) maintained and the | Government Audit on monthly basis.
daily running charts
had not  been
presented to audit
(¢) | Finance Act No. 38

of 1971

Section 11

The Board had
invested
Rs.5,612Mn

by  year 2021
without  obtaining
the approval of the
appropriate

Minister given with
the concurrence of
the Minister of
Finance.

Guidelines on Corporate Governance for State Owned
Enterprises (SOE) and an Operational Manual has been
published by the Public Enterprises Department of the
Ministry of Finance with a view to address the demands
of SOEs for urgent structural changes in their operations
in line with the modern practices and market
requirements.

According to para (v) of Item 6.2 on Investment of
Surplus Funds, in Chapter 6 of the Operational Manual
for State Owned Enterprises, SOEs with an average
revenue of less than Rs. 30 billion in the last two years,
could invest its surplus funds in Government Owned
Banks and in Government Securities if such entity has
not been supported in meeting its recurrent expenditure
through budgetary allocations.

Since the BOI is a self-financed institution and it is not
supported through budgetary allocations, the BOI could
invest its surplus funds in Government Securities as per
the above directive of the Ministry of Finance.

()

Department of
Public Enterprises
Circulars

(1) No. 95 of 14 June
1994

10 allowances and
13 loan & welfare
schemes had been
implemented
without
approval.

proper

10 Allowances paid without proper approval (Rs.

666.716,143/-)

With the introduction of the open economic policy in
1978, Sri Lanka began to experience new development
in the economy with key initiatives of implementation of
an open trade policy, industrial development and
attraction of foreign direct investment. The purpose of
attracting foreign investment was to re-orient the
agriculture based economy in to a new direction, to an
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Reference to Laws,
Rules, Regulations
and Directions Made
by Governing Body

Description

Reply

industrial production based economy. The Government
formulated policy to attract foreign direct investment
and also established a specialized agency for the same
purpose. The Greater Colombo Economic Commission
(Re-structured in 1992 as the Board of investment of Sri
Lanka) was the said organization constituted under the
Act No. 4 of 1978.

As the apex agency of the government promoting and
facilitating foreign direct investment and private sector
capital formation in priority sectors of the economy, the
BOI has made a significant contribution to develop the
economy of the country from its inception in year 1978
and the workforce of the BOI has made a huge
contribution by giving their maximum capacity to the
organization in achieving its corporate objectives.

In order to achieve its objectives, undoubtedly the BOI
should have highly qualified and motivated staff. To
motivate & retain the existing staff in the organization as
well as to attract highly qualified staff to the
organization, BOI salary scales were higher when
compared to those in the public service and other state
owned organizations at the time of its establishment. In
addition, various allowances/ payments were approved
for BOI employees from time to time by various
authorities from its inception (e.g. H.E the President,
Secretary to the Treasury, Board of Directors,
Government Circulars, etc.) as follows.

= Leave Encashment -1979
=  Uniform Allowance - 1981
= KPP Allowance/ Attendance incentive - 1990
= Transport Allowance - 1990
=  Professional Allowance - 1991
= Risk Allowance - 1995

BOI is functioning as a hybrid organization having
professionalism, efficiency and customer orientation like
a private sector institution along with the authority,
responsibility and security of a Government sector
organization. Therefore, it is unique to any other
organization in the country and should have a highly
qualified staff unlike any other ordinary organization.
For an example BOI is the only investment promotion
agency in South Asia that directly provides custom
services to the investors. Further, BOI is vested with the
task of managing 14 Export Processing Zones/ Industrial
Parks. Therefore, it is a distinct advantage of payment of
allowances and other fringe benefits to employees to
attract qualified professionals to the organization by
giving an attractive package to the right person in par
with the job market conditions. In the context,
Management has introduced allowances/ payments from
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Reference to Laws,
Rules, Regulations
and Directions Made
by Governing Body

Description

Reply

time to time since 1979 as a part and parcel of the
benefit package.

It may be noted that most of the allowances queried by
the National Audit Office being paid for the staff
members over a period of 25 years and had been
advertised as privileges when recruiting for BOI
vacancies. Therefore, it is not possible to withdraw the
existing privileges which had been paying since long
ago. Further, as an organization with self-generated
funds, the BOI never burdened to the Treasury for its
recurrent expenditure including salaries and other
allowances.

As the National Audit Office has been repeatedly raising
the same query, we have submitted this matter to
Department of Management Services by letter dated
24.07.2020 and requested the approval for the
allowances being paid to the employees of the BOI, but
their decision is pending to-date.

This matter has been queried again at the COPE meeting
held on 11.11.2021 and directed the BOI to get the
concurrence of Ministry of Finance and regularize the
allowances being paid to the employees of the BOL
Accordingly, the Treasury approval has been requested
by letter dated 02.12.2021 and BOI is pursuing to obtain
a response for the same.

13 Loans & Welfare Schemes implemented without
proper approval (Rs. 420.800,245)

Loans and several other Welfare Schemes in the
Organization were implemented from its inception in
1978 identifying the necessity of such Schemes to
patronize employees in their critical situations. Such
loans and Welfare Schemes were approved by the Board
of Directors time to time as follows.

o Distress Loan Scheme - 1979
o Festival Advance Scheme -1979
o Medical Scheme - 1980
o Bicycle Loan Scheme - 1981
o Death Donation Scheme -1993
o Housing Loan Scheme - 1994
o Vehicle Loan Scheme - 1995
o Life Insurance Scheme - 1996

o Payment of one year salary of
demise employee - 1996

It may be noted that all the loans are given through a
proper procedure with signing of agreements and bonds
ensuring the recovery of respective loans with relevant
interests.
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Reference to Laws,
Rules, Regulations
and Directions Made
by Governing Body

Description

Reply

Subsequently, the said loans and welfare schemes were
comprised in to the Human Resource Policy Manual of
the BOI which was approved by the Board of Directors
on 20.03.2007. Approval for the Human Resources
Policy Manual of the BOI was requested from the
Department of Public Enterprises on 10.03.2014.
Several reminders in this regard have been sent and the
BOI is pursuing to obtain response for the same.

(i1) Sec 3.1 of No.
PED/2015 dated
25 May 2015,
PED/2015(i) dated
26 October 2016
and Section 1.2 of
PED 01/2020
dated 27 January
2020

Changed fuel limits

contrary to the
circular

Monthly driver
allowance

Rs.35,000/- paid to
33 officers

The given fact is correct. However, during the last
couple of years, the Chairman of BOI has not used the
BOI vehicle or not obtained fuel from BOI. The Board
of Directors has decided the fuel limits for senior
officers by critically analysing the extensive travel
requirements (Vvisit to zones, meetings, site inspections,
conferences etc.) of senior officers of the BOI.

The Public Enterprises Circular No. PED 1/2015 of May
2015 states that entitlement of the fuel allowances is
granted to the Officers above the category HM-1-1.

However, the Directors of BOI are in the Grade of
HM 1-3, and Executive Directors are in the Grade of
HM 2-1. Considering the differences of grades, the fuel
limits were decided by the BOI in accordance with the
previous circulars of the Department of Public
Enterprises.

In the year 2003, the Board of Directors of the BOI has
decided to pay Rs.15,000/- monthly allowances for a
hired Driver in lieu of a BOI Driver. The Board had
taken the decision to pay for hired drivers aiming to
utilize the BOI Drivers for project inspections,
monitoring, and other necessary transport activities.
Also the decision for payment of hired drivers has a
considerable cost beneficial impact to the BOI.

Since this payment prevailed at the same rate for 15
years, the Board has decided to increase the rate in the
year 2020. The Board took the decision for hired drivers
in the year 2003 and it is clear that the Board Decision
does not have a relationship with the PED circular
issued in the year 2015.

(e)

Department of
Management
Services Circulars

Section 14.1 of No.
02/2016 dated 25
April 2016

Special allowance
paid to 242 officers
in 21 tertiary level
posts

Executive category of the Board was started from the
post of Executive Assistant from the inception of the
organization in 1978 and graduates, professionals
(Lawyers/ Engineers/ Architects/ Accountants etc.) and
Management Trainees started their career at the BOI as
Executive Assistants. They were entitled to all the rights
of executives and recognized as executive of the Board.

m@ Co 200wiEy QWRE®E - DB DIbmND 2021




Reference to Laws,
Rules, Regulations
and Directions Made
by Governing Body

Description

Reply

However, at the salary restructuring in 2006 under
Management Services Circular no. 30 and 30(1) said
Executive Assistants were placed under Junior Manager
(JM) category despite their career as executives in the
Board as well as the practice followed in the Board over
a period more than 25 years.

This has created a huge unrest among the affected
employees and then Management has issued a letter
emphasizing that the posts they were holding in the
Board is considered as an Executive grade post with all
rights and benefits eligible for the Executive grade
posts. Accordingly, all the officers in Junior Manager
category of BOI are entitled for the benefits declared for
Executive grade posts by the government.

Subsequently, Ministry of Public Administration, Local
Government and Democratic Governance has issued the
Public Administration Circular No. 18/2015 dated
26.06.2015 regarding the Payment of a Special
Allowance for officers holding posts of Executive
Services Category in the Public Service with effect from
01.07.2015.

Executives of BOI staff are fallen under three (03)
categories, namely; Junior Manger (JM), Middle
Manager (MM) and Senior Manager (HM).
Accordingly, Board of Directors of the BOI at its
meeting held on 07.07.2015 has granted approval for the
payment of Special Allowance to the Executive Staff
comprising Junior, Middle and Senior Managers as per
the Public Administration Circular No. 18/2015 of
26.06.2015.

According to the Public Enterprise Circular No PED/40
dated 27.09.2006 issued by the Secretary to the
Treasury, Public Administration Circulars would be
relevant to Public Enterprises only when such circulars
are specifically made applicable to them. In the context,
it is evident that the BOI has obtained proper approval
form the Board of Directors appointed by H.E the
President to apply the Public Administration Circular
No. 18/2015 of 26.06.2015 to its staff prior to issue the
Management Services Circular No. 05/2017 dated
25.10.2017 and the respective payments were being
made over a period of two (02) years at the time of
issuing said Management Services Circular.

B o @iy O@wWREE - DIBED DIbmD 202A




2.2.3 Performance

(a) Horana Plantations PLC (Lessee of the land) has filed a case against Ministry (Ministry
of Development Strategies & International Trade) to prevent acquisition of land on
24.05.2019 which is still unsettled. Hence providing on site infrastructure facilities for
Milleniya zone was temporarily suspended since 24.05.2019.

(b) BOI is continuously taking the steps to promote the vacant lands among the investors
based on the following advantages, giving priority to drawing attention of potential
investors with maximum investment quantum and export orientation to utilizing BOI
Zonal land for investment activities in order to gain a maximum benefit/return:

= Dealing with the BOI as the sole entity for all location related approvals expedites
the project implementation process

= BOI can provide end to end facilitation from project evaluation to
commercialization for projects within a Zone

* Ongoing facilitation such as import/export/customs clearance is accessed by the
enterprise with ease within a Zone

Further, the vacant land details are included in the Land Bank and also as a new
strategy, BOI is communicating with the existing investors to promote zonal lands.

Therefore first preference is given to promoting BOI Zonal lands for investments, and
this will gain more momentum as the BOI continues to develop new industrial space.

(c) Water demand of WEPZ is approximately 1400m? per day. However, NWS&DB is able
to supply only 700m? per day and the supply is mostly done only during the night times
when the water demand of the general public is minimum.

There are no reliable water sources close to the zone to implement a new Water Supply
scheme. Therefore, the zone management has arranged to supply water from hired
bowsers and the water bowser available at the zone from Mirigama EPZ and NWS&DB
Veyangoda Water Supply Scheme whereas factories with high demand of water have
managed to deploy their own bowsers to transport water from the above two locations.

BOI has requested NWS&DB to fulfil water demand of the zone on several occasions.
Accordingly, NWS&DB has agreed to supply 2000 m* per day from the proposed
Karasnagala Water Supply Scheme which was proposed to be implemented from 2019.
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3 Other Matters

(a) The remaining balances (both general and special project values) will be reviewed in
detail for suitable action to adjust amounts in the current financial year except for the
following two projects.

= Galle Road - Rs. 5.034.813.83 (Former Cashew Corporation land at Colombo 03)

The land in extent of 52.92 perches was purchased by Board of Investment of Sri
Lanka at a cost of Rs. 278,263,250.00 in 2006 from the Ministry of Plantation
Industries (former Cashew Corporation land and building at Colombo 03) and BOI
has also incurred a sum of Rs. 5,034,813.83 for preliminary works. Subsequently
this land was acquired to the state through the Revival of Underperforming
Enterprises or Underutilized Assets Act No. 43 of 2011. The ownership of the said
land was transferred to UDA as per Cabinet decision dated 01.02.2012. Within the
provisions of the said act a claim for compensation for Rs. 423.36 Mn. was lodged
by BOI to Compensation Tribunal and Compensation Tribunal had determined the
said claim of Rs. 423.36 Mn.

UDA had settled an amount of Rs. 300 Mn to BOI and Rs. 123.36 Mn. is pending
from UDA at the end of April 2022 that will be paid in instalments.

=  Milleniva Rs. 500,000.00 (Proposed Milleniya Industrial Zone)

As per the request of Central Environmental Authority an amount of Rs.500,000/-
has been deposited as administrative charges to follow the EIA procedure for the
above zone.

Horana Plantation PLC have filed a case against the issuing Section 38 at the Court
of Appeal on 27.05.2019.

The above payment made to CEA could be used for the EIA scope once the land is vested
with BOI in due course.

(b) Even though it was planned to complete the ERP Implementation within a period of 9
months according to the original Project Implementation Plan, the project milestones
could not be completed as planned, due to the complexity of the ERP solution
expected by the BOI, the necessity to integrate the proposed system with the related
internal systems on an online real time basis and the impact of the outbreak of COVID-
19 pandemic in 2020 and 2021.

Our main concern is the successful implementation of this Project and the delays are due
to the complexities involved and the magnitude of the Project.

However, we have completed the Key User Training & the End User Training. A
meeting was called to discuss the project status after the appointment of the present
Chairman & all relevant parties agreed to the tentative plan presented by the
Implementation Partner, to start the UAT in June 2022 & Go — live by July 2022.

(c) The BOI facilitates the enterprises located within zones with its maximum effort
ensuring seamless functioning of these projects since they are functioning in an area
under the management of BOL.

It is to be noted that, the 440-agreement cancelled, closed or operation suspended
projects mentioned above, span for 43 years from inception to date (1978-2021). Also,
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this list of 440 projects include 86 projects that have either merged with another
company or takeovers which means they are technically operative.

Reasons for balance 354 agreement cancelled, closed or operation suspended projects
includes non-compliance with the agreement, lack of orders, financial constraints,
liquidation of companies most of which are beyond the facilitation limits of BOL

(d) The FDI targets set for 2018 to 2020 is depicted in the Corporate Plan 2017-2020 under
two scenarios, 1.€.

Scenario 1 - under normal situation and

Scenario 2 - under better investment environment

Due to the prevailed investment environment it is prudent to adhere to the Scenario 1
which clearly set the targets as follows;

2018 - US$ 1,600Mn
2019 - US$ 1,800 Mn
2020 - US$ 2,000 Mn

Further, considering the adverse impact to the investment environment during 2019
(Easter Sunday Attack and 2020 (COVID pandemic) the set target under the normal
scenario for 2020 was revised from July to December period and the new target set for
2020 was to US$ 0.9 - 1.1 Mn. Considering the continued impact of COVID pandemic,
the FDI target for 2021 was set as US$ 1.1 to 1.3Mn.

(e) The company has defaulted the payment of Ground Rent by challenging that the BOI
has still failed to discharge its obligations in terms of the Agreement and that they
would make the due payment of Ground Rent only after the preconditions are fulfilled.

Hence, considering the high credit risk BOI has made a 100% provision for impairment.

(f) Financial assets are reviewed at each Statement of Financial Position date, to determine
whether there are any expected credit losses. If any such indication exists, the asset’s
recoverable amount is estimated. The Board measures the Expected Credit Losses based
on an evaluation across all categories of financial instruments. These estimates are
driven by a number of factors such as time value of money, breach of condition of
contract, customer situation analysis, sub group of receivables, payment profiles of
debtors, collateral values, the assessment of a significant increase in credit risk, financial
difficulties of the customers, legal issues, reasonable and supportable information and
forecasts of future economic conditions.

An impairment loss is recognized whenever the carrying amount of an assets or its cash
generating units exceed its recoverable amount. Impairment losses are recognized in the
Income Statement.
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(g) Actions are taken to recover the staff loans in the events of interdictions, vacation of
posts and stop payments are mentioned below.

= [Interdiction - If the interdiction is on the basis of half payment of salary,
loan instalments are recovered from the respective employee

If the interdiction is on the basis of without payment of salary,
recovery of loan instalments are temporarily suspended

= Vacation of post - Employee should settle the outstanding loan amount. If the
employee fails to do so, sureties of the respective loan are
liable to settle the loan

= Stop payment - During the period of stop payment, recovery of loan
instalments are temporarily suspended

Accordingly, recovery actions have already been taken with regard to the cases
highlighted in the query as above and are in progress at present.

It may be noted further there was a sum of Rs. 2,914,000/- receivable for more than 04
years from 26 officers who had been interdicted, vacated on post, stop payment and
released to foreign service as at 31.12.2020 and due to the recovery actions taken by the
Board (recovering Rs. 1.692 Mn), the said amount has been reduced to Rs. 1,222,035/-
as at 31.12.2021.

(h) Rented out floors and buildings

(1) The Ministry of Batik, Handloom Textile & Local Apparel Productions utilize only a
floor area of 3800 sq.ft. Though the Ministry has not signed the Lease agreement
they settled the monthly rent.

The status of the Zonal buildings rented out to external parties are given in
Annexure 1.

(i1) As per the instructions given by the Secretary to the President, three offices of the
Ministries (Ministry of Tourism, State Ministry of Batik, Handloom & Local Apparel
Industries, State Ministry of Aviation Services and Export Zone Development) have been
established at BOI owned floors of the WTC Building at Level 25 & part of Level 27 on
lease basis. The Ministries were informed to sign the Lease Agreements with BOL.

The Ministry of Tourism has requested to reduce the rent. Then this year the
Ministry of Tourism & State Ministry of Aviation & Export Zones Development
signed the Lease Agreements and BOI has sent the invoices in time. However the
Ministries settle the invoices once the funds are received from the General Treasury.

State Ministry of Batik and State Ministry of Aviation have settled the Rent for the
year 2021 in full.

By now, the State Ministry of Aviation & Export Zone Development has paid the
rent up to March 2022.

At present, only a sum of Rs 1,000,000/- is due in respect of the year 2021 from the
Ministry of Tourism.
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(1) Arrangements were made to fill 67 vacancies during the first 04 months of 2022.
However, all the recruitments have been temporarily suspended in accordance with the
instructions of National Budget Circular No. 03/2022 dated 26.04.2022 issued by the
Ministry of Finance.

All the excess employees in the Management Assistant and Primary level are Casual/
Contract basis employees who were absorbed in to the permanent cadre on 01.09.2019
as per the Public Administration Circular No. 29/2019 dated 18.09.2019 issued on a
Cabinet decision. Accordingly, the total cadre has been increased to 1486. As per the
circular guidelines the details of absorbed employees were submitted to the Department
of Management Services on 29.11.2019 in order to update the cadre of the BOI.
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KEPZ

EPZ/

Zonal buildings rented out to private parties

Annual Rent

Annexure 1

IP Sq. Ft. Name of Lease Period (Rs) Response
625 Sri Lanka Telecom PLC 01.04.2019 - 487,500/-| Ready to sign Lease
31.03.2022 agreement
3212 | Perstaff Holdings Pvt Ltd 15.10.2021 - 2,119,920/-
14.10.2024
423 | Perstaff Holdings Pvt Ltd  [01.11.2020 - 329,940/-| Agreement signed on
31.10.2023 11.02.2022
808 | Perstaff Holdings Pvt Ltd | 01.06.2021 - 630,240/-
31.05.2024
239 Aitken Spence Shipping Ltd|01.02.2020 - 186,420/-
31.01.2023
150.5|Mr D E M Wasalathantry  [01.01.2020 - 99,330/-
31.12.2022
398 | George Steuart Insurance  |01.11.2021 - 310,440/- Ready to sign agreement
31.10.2024
430 | Coats Thread Export Pvt 01.08.2021 - 335,400/-
Ltd 31.07.2024
430|U S Cargo Freight Services |01.01.2020 - 335,400/-
30.09.2023
1500 | Free Trade Zone - 97,200/-|Since this Association 1is
Association represented by the owners
of the zonal enterprises, this
premises has been reserved
for them on a concessionary
rate.
1398.74 | Post Office - Free of  |Since this is a government
charge institution and their service
is essential for the zonal
operation this premises has
been reserved on free of
charge.
3178 | Medical Office of Health - Free of |Since this is a government
charge institution and their service
is essential for the zonal
operations and benefited the
employees of the zone, this
premises has been reserved
on free of charge.
302 | Counselling Centre - Free of |Since employees benefit
charge from this, the premises has
been reserved on free of
charge.
485 | Labour Dept - Mediation - Free of  |Since this is a government
Centre charge institution and the zonal

enterprises and employees
benefit from this, premises
has been reserved on free of
charge.
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EPZ/

IP Sq. Ft.

Name of Lease

Period

Annual Rent
(Rs)

Response

WEPZ 780 | Family Planning 01.04.2021 - 70,200/- | Agreement signed on
Association 31.03.2023 03.02.2022;
Settled the dues on
02.02.2022
KgEPZ 7556 | Brandix Apparel Solutions |22/10/2021- -| Pending Agreement-
Ltd 22/04/2022 Requested government
valuation for new agreement
980.6 | Family Planning 01/01/2021- 70,200/- | Location changed &
Association 01/01/2023 ongoing preparation of new
Legal Agreement.
200.07 | Expo Lanka Freight Ltd 01.07.2020.- 84,029/40 | Agreement signed on
.30.06.2023 17.07.2020
618.8 | Nalin Harsha 07/01/2002- 88,275/-| These businesses, which are
42 25 | Nalin Harsha 06/01/2005 mainly based on the tourism
[Awarded by industry, have been affected
Letter] by the Corvid-19 pandemic
618.8 | MG Neranjith 27/12/1999- 94,875/- | situation. Owing to this,
26/12/2004 there are several years of
[Awarded by dues arrears and in turn there
Letter] is an issue in entering into
42.25|MG Neranjith 01/02/2014- agreements with them due to
42.25| MG Neranjith 31/01/2015 the said arrears. They have
[Awarded by requested for a concessionary
Letter] period to settle the dues
and it has been considered.
618.8 | Susantha Salwathura 01/01/2014- 81,675/-| Agreements will be signed
31/12/2014 as early as possible after the
[Awarded by matter with regard to dues is
Letter] resolved.
SEPZ 812 | Bank of Ceylon Awarded by 40,600/- | Agreement is pending for
Letter signing.
150 | Family Planning Awarded by 7,500/- | Signing of the Agreement yet
Association Letter to be finalized by the Legal
Dept. FPA has requested for
a waiver of gazetted rates of
land premium & ground rent.
MjJEPZ | 1214.06 | Lanwa Sanstha Based on a 36,000/-| The said building is used
letter by Lanwa Sanstha and they
have requested to rent out for
another 3yrs period.
HEPZ 160.63 | Commercial Bank ATM 01.12.2010 3,877/-| Agreement signed.
to 30.11.2040
[30 years]
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