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SUMMARY FIDUCIARY SYSTEMS ASSESSMENT  
 
A. Introduction and Program Description 

1. This assessment of the program financial management and procurement systems is 
intended to determine how well they will be able to manage fiduciary risks and provide 
reasonable assurance that program funds will be used appropriately, and in line with the sound 
procurement principles of competition, economy and efficiency, transparency and fairness.1 
Fiduciary systems have been assessed based on the extensive experience of the Asian 
Development Bank (ADB) in supporting education in Sri Lanka, as well as earlier country and 
sector assessments and recent analysis and field-based assessments conducted as part of the 
results-based lending (RBL) program’s due diligence. Systems and performance in terms of 
sector outcomes are strong. The Ministry of Education (MOE) has implemented a number of 
projects financed by international agencies, and MOE staff are familiar with national and 
international procurement and financial management procedures. To improve capacity and 
compliance, action plans that include measures to improve financial management and 
procurement systems have been developed to reduce risks associated with the implementation 
of the Government of Sri Lanka’s sector program in a more efficient manner, while enabling the 
achievement of sector results.  
 
2. The detailed financial management assessment has been conducted with reference to 
the Guidelines for the Financial Management and Analysis of Projects2 and Financial Due 
Diligence: A Methodology Note.3 As required by ADB’s RBL policy, the financial management 
systems assessment emphasizes accountability and transparency.4 It covers (i) internal 
controls, (ii) funds flow arrangements, (iii) accounting, (iv) financial reporting, and (v) audit 
arrangements. The assessment includes a review of the government’s public financial 
management (PFM) system and the capacity within the Ministry of Finance and Planning 
(MOFP), the MOE, provincial departments of education (DOEs), and the Auditor General 
Department (AGD). Under the proposed arrangements, country PFM systems will be fully used. 
The procurement assessment is based on a detailed review of procurement systems, 
capacities, and practices at the MOE and in all nine provinces in Sri Lanka. It follows the 
methodologies prescribed in the proposed program’s procurement capacity assessment (PCA) 
and procurement review for effective implementation (PREI) questionnaires and tools.5 Field 
visits were conducted to each province, detailed discussions were held, and samples of 
education sector procurement in each category were reviewed to complete the assessment. 
 
3. The medium-term Education Sector Development Framework and Program (ESDFP) 
2013–2017 lays out the government’s strategy to improve the equity and quality of education.6 
The ESDFP includes targets and provides the foundation for allocating financial and 
nonfinancial resources. The ESDFP’s flagship component—the 1,000 Secondary Schools 
Development Program—aims to improve the equitable provision of quality science and math 
education. The ESDFP is a wide-ranging education development program that includes MOE 
support and supervision of provincial activities through capacity building and technical support. 

                                                
1
 This summary is based on the detailed Financial Management Systems Assessment and Procurement Systems 
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2
  ADB. 2005. Guidelines for the Financial Management and Analysis of Projects. Manila. 

3
  ADB. 2009. Financial Due Diligence: A Methodology Note. Manila. 

4
  ADB. 2013. Piloting Results-Based Lending for Programs. Manila  

5
  Detailed questionnaires available upon request.  

6
 Government of Sri Lanka, Ministry of Education. 2012. Education Sector Development Framework and Program 

(2013–2017). Colombo. 

http://adb.org/Documents/RRPs/?id=39293-037-3


2 

The ESDFP describes the key outcomes and results to be achieved, including strategies and 
resources required to achieve them. Annual implementation plans, including procurement plans, 
will guide implementation. The allocations vary from province to province, based on each one’s 
specific needs and economic and education development. The ESDFP also seeks to strengthen 
the efficiency of program implementation by supporting activities such as procurement planning 
and monitoring, and land-use planning in school construction. The ESDFP will be reviewed and 
updated annually based on implementation experience, and in light of new information and 
policy needs and priorities. ADB will support the ESDFP’s implementation through direct 
contributions to the government budget. ADB’s financial contributions will be contingent on 
results delivery and will be made directly to government’s consolidated fund. ADB’s financial 
contributions to the ESDFP will enhance the government’s ability to fully finance ESDFP’s 
implementation. 

B. Summary Financial Management System Assessment  

1. National and Sector Issues 

4. National issues that could undermine financial management include an unreliable budget 
allocation process, weak oversight and public accountability arrangements, and management 
and skills capacity weaknesses. This current financial management assessment has drawn from 
the risk areas—as well as related progress made—identified by (i) ADB’s 2002 diagnostic study 
of accounting and auditing practices in Sri Lanka;7 (ii) the World Bank’s 2003 country financial 
accountability assessment of Sri Lanka;8 (iii) the 2007 report by the World Bank and the 
government comparing public sector accounting and auditing to international standards;9 (iv) 
ADB’s governance risk assessment and risk management plan prepared in 2011 as part of the 
country partnership strategy for Sri Lanka, 2012–2016, together with an education sector 
assessment;10 (v) the World Bank’s Transforming the School Education System as the 
Foundation of a Knowledge Hub project in Sri Lanka, approved in 2011;11 (vi) Sri Lanka’s 
performance as indicated in the open budget survey 2012;12 and (vii) the World Bank’s 2012 
report on the implementation status and results of the public sector capacity building initiative in 
Sri Lanka.13 The main sector concerns that have been identified are (i) inadequate budget 
allocation and release; (ii) inadequate financial reporting standards and arrangements; (iii) 
weaknesses in external auditing, oversight, and public accountability; (iv) ineffective subnational 
accountability mechanisms and arrangements; and (v) shortages of suitably skilled accountants 
and auditors.  
 

2. Existing Program Financial Management System 

5. Implementing agencies. The DOE will implement the program and have overall 
responsibility for its management and supervision. Provincial DOEs, zonal offices, and school 
management and administration will execute different components. The program will be 
financed from regular government budget allocations to the respective entities. The MOE has 

                                                
7
   ADB. 2002. Diagnostic Study of Accounting and Auditing Practices. Manila. 

8
   World Bank. 2003. Sri Lanka: Country Financial Accountability Assessment (CFAA) Study. Washington, D.C. 

9
  World Bank. 2007. Sri Lanka: Public Sector Accounting and Auditing, A Comparison to International Standards.  

Washington, D.C. 
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    ADB. 2011. Country Partnership Strategy: Sri Lanka, 2012-2016. Manila. 
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  World Bank. 2011. Project Appraisal Document: Transforming the School Education System as the Foundation of 
a Knowledge Hub Project- Sri Lanka. Washington, D.C. 

12
  International Budget Partnership. 2013. Open Budget Survey 2012. Washington, D.C. 
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 World Bank. 2012. Sri Lanka–Public Sector Capacity Building: P097329 Implementation Status Results Report 

Sequence 08. Washington, D.C.  
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overall responsibility for the planning and implementation of the ESDFP. It is responsible for 
establishing national policies, norms, and standards, as well as for the development of the 
education system. National incentives, such as free school uniforms and transport subsidies to 
increase school attendance, are also financed from the MOE’s budget. The MOE plans and 
manages professional development programs and courses for principals, section heads, and 
teachers for national schools (3% of the total number of schools). Provincial councils are 
responsible for developing and implementing the provincial education sector development 
plans, which form an integral part of the ESDFP. They manage the provincial school system, 
including education administrators, school principals, and teachers. The main financial 
management challenges observed within these sector institutions relate to capacity constraints 
and retaining adequate staff for financial management in provinces, particularly in zones and 
schools. 
 
6. Internal controls. The accounting departments of these sector institutions maintain 
accounts in accordance with the government’s financial regulations.14 These departments are 
staffed by civil service employees who handle accounting at the ministry and in the provinces. 
Their services are defined by the regular service of government accounting staff with an 
accounting unit within each spending unit such as the MOE and provincial DOEs. Personnel in 
key financial management positions of the MOE and most provinces have been in their 
positions for several years, although some provinces have had challenges in retaining qualified 
staff. The Ministry of Public Administration and Home Affairs advertises all posts. Recruitment is 
made through a competitive process. The Public Service Commission serves as the regulating 
entity, issuing rules and regulations and monitoring their implementation. With the Civil Service 
Training Institute (CSTI), the government recently introduced mandatory training programs for 
civil servants with options for attaining a diploma in public administration and management 
through a program for senior executives, including training for accounting staff. The MOE will be 
required to encourage provincial participation in the CSTI training programs. 
 
7. The financial control procedures, as stated in the financial regulations and subsequent 
procedures pronounced in MOFP circulars are followed by all central- level spending units. 
Provincial institutions follow the rules issued by the governor of each province. The provincial 
rules are aligned with the financial regulations. Preparation of vouchers are segregated from 
accounting, which in turn is segregated from issuing and/or processing of payment, all under the 
responsibility of the respective ministry or agency accounting officer.  
 
8. Fund flow arrangements. ADB will disburse to a consolidated fund, where the 
resources will be blended with other revenues. The ESDFP will be financed by regular releases 
from the consolidated fund. The flow of funds will follow a procedure where ADB disburses 
directly to one of the government’s central revenue accounts with the Central Bank of Sri Lanka. 
The funds from the consolidated fund will be released in accordance with government 
procedures. For the MOE and provincial DOEs, the funds will appear as if they are released 
from only one source: the government. 
 
9. The financial regulations set out clear rules for transfers between budget heads to 
ensure compliance with overall budget allocation objectives. The transfer of savings from a 
recurrent expenditure head of any program to capital expenditure of the same program, or to the 
recurrent or capital expenditure of any other program, should be ordered by the Secretary to the 
Treasury or any authorized officer, as provided for in the Appropriation Act. Transfers between 
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 Government of Sri Lanka. 1992. Financial Regulations of the Government of the Democratic Socialist Republic of 
Sri Lanka. Colombo. This is also in compliance with international standards of accounting. 
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programs can be done only if the Appropriation Act provides for such transfers. Transfers 
between object classes of recurrent expenditure (types of expenditures) within projects 
(subsectors) can only be made if authorized by the secretary to the chief accounting officer of 
the ministry concerned. Transfers between object classes of a capital expenditure project can 
only be made if authorized by the secretary to the deputy secretary to the treasury or any other 
authorized officer by secretary to the Treasury. Within the year, adjustments are made to the 
budget, and these are pronounced through circulars from the MOFP. Spending units are asked 
to consider an overall reduction in the budget or a cut for specific budget heads. These mid-year 
budget cuts—particularly their impact on lower levels of government (provinces) and sector 
program deliverables—have been addressed by making ADB disbursements contingent on 
adequate spending of capital budget under disbursement-linked indicator (DLI) 6. This 
requirement for adequate budget allocation and spending under the recurrent budget has been 
made part of the program action plan.  
 
10. Accounting. The program budget is an integrated part of the budgets for the MOE and 
the provincial DOEs. Budget formulation follows the regular government budget process with 
budget releases made entirely from the MOE and provincial-level budgets. All expenditures are 
recorded in the government’s integrated financial management system, the computerized 
integrated government accounting system used by all ministries and provinces. The system 
records revenues and expenditures by institutional, functional, and economic category, 
segregates expenditures by projects. It has standard formats for processing of payments. The 
duties of the executing entity, pay point, and accounting entity are clearly segregated. 
Furthermore, all entities have resident internal audit units reporting to management. The chart of 
accounts consists of a 13-digit code. The classification system enables segregation of 
allocations and expenditures by administrative units with budget and sub-budget heads 
(ministries, departments and agencies), functional and sub-functional areas, and type of 
expenditures, i.e., recurrent and capital (economic classification codes).  
 
11. Accounts are closed monthly with full reconciliation. This is a requirement for 
subsequent budget releases to each entity. All vouchers and other transactional evidence are 
maintained by the spending agency. The government’s Public Sector Accounting Standards 
2009 (SLPSAS) follow International Public Sector Accounting Standards (IPSAS) as per the 
International Public Sector Accounting Standards Board of the International Federation of 
Accountants. However, the IPSAS do not apply to public sector enterprises that do not apply the 
accrual basis of accounting. The current accounting procedures are double-entry, modified-
accrual accounting, but a process is underway to transform the system and procedures into full 
accrual accounting. This will improve commitment control and asset management.  

 
12. The system and procedures for budget management and accounting include a 
decentralized computerized integrated government accounting system. Accounts are 
consolidated upwards by submission of accounting records from each accounting unit. 
Advances are controlled and settled, with end-of-year zero balances in all bank accounts of all 
government accounting units. The system is not fully automated. Instead each spending unit 
submits its accounting data electronically to a higher-level accounting unit (such as provincial 
departments) as part of a process of upward consolidation of accounts to a full consolidated 
account of government made by the MOFP’s Department of State Accounts. All spending units, 
including provinces, use the accounting software. Accounts are closed monthly in compliance 
with the government financial regulations. All bank account balances are controlled by the 
central treasury, which prepares daily and monthly cash balances of all government bank 
accounts, i.e., the balances of the more than 2,200 bank accounts are rolled back to one overall 
balance.  
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13. Financial reporting. The MOE financial statements should be prepared to ensure 
maximum alignment with the SLPSAS. This could also be supported during implementation as 
part of the improvement in the financial management system. 
 
14. Internal audit. The internal audit unit attached to the MOE covers all entities at the 
central level, including the national schools; each provincial council has an internal audit unit 
covering all the sectors at the provincial level. The DOEs have resident internal auditors from 
the provincial internal audit unit. MOE’s chief internal auditor has a direct reporting line to the 
MOE secretary; the chief internal auditor in a province reports to the chief secretary. This 
arrangement ensures the functional independence of the internal auditors. The World Bank 
assessment in preparation for the Transforming School Education Project (TSEP) in 2011 found 
that internal audit units in MOE and across provinces suffer from staff shortages. Since then, 
internal audit units have been further strengthened through training and additional supervision 
provided by the Department of Management Audit.15 In addition, the MOE has included a 
framework for training the internal auditors involved in the education sector under the ESDFP. 
The training will be based on the government’s internal audit guidelines, which are in line with 
international internal audit guidelines and standards.  
 
15. External audit. There are 21 appropriation accounts under the education sector—3 for 
central-level agencies and ministries and 18 for the provinces. The AGD issues an opinion on 
each of the appropriation accounts. The key audit findings are incorporated in the annual 
consolidated audit report that the AGD presents to the Parliament. The government presents its 
annual budget and subsequent quarterly financial progress reports (accounts) for financial 
monitoring purposes. They show spending segregated by the different budget codes. The 
financial progress reports will enable an assessment of the budget allocation required for 
funding to deliver ESDFP results and the level of compliance with the budget forecast. Although 
the external audit is conducted in accordance with Sri Lankan auditing standards, the form and 
content of the audit report can be improved. In addition, AGD staff has limited capacity to 
perform audit procedures specific to a particular funding agency and has not been able to issue 
financial statements in less than a year. External audit findings are also not followed up on in a 
timely manner, although a review of a sample of 2010 education sector development projects 
indicated that the more serious observations related to unutilized fixed assets at schools. 
 
16. Assessment. Overall, the education sector in Sri Lanka has performed well and a 
number of public financial management improvements have been made in the recent years. 
Although substantial financial management risks still remain, these can be largely mitigated 
through actions and institutional capacity building embedded in the financial management action 
plan. These are summarized in paras. 17–23.  
 

3. Program Financial Management Arrangements 

17. The AGD will audit the annual program expenditure statements. These include audit 
reports of the appropriation accounts for the MOE and the provinces.  
 
18. For the World Bank TSEP project, the AGD will issue two consolidated audit reports for 
the ESDFP including an audit opinion and management letters on the consolidated financial 

                                                
15

  The department is the central internal audit unit of the government in the MOFP. It oversees all internal audit units 
of ministries and is represented at the internal audit management committees in each ministry, to which all internal 
audit units submits their reports in addition to the management in respective ministry as well as the AGD. 
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reports prepared for the sector—one reflecting education sector expenditure incurred by central-
level institutions and the other reflecting the provincial expenditures. The same reports will be 
submitted to ADB. The consolidation has been harmonized with the World Bank to avoid 
overburdening the MOE with multiple reporting requirements.  
 
19. The Audited consolidated financial statements in English should be received on a timely 
basis as follows: 

(i) within 10 months of the end of the fiscal year, for the year ended 31 December 
2013; 

(ii) within 9 months of the end of the fiscal year, for the year ended 31 December 
2014; 

(iii) within 7 months of the end of the fiscal year, for the year ended 31 December 
2015; and 

(iv) within 6 months of the end of the fiscal year, for the year ended 31 December 
2016 and 2017 

 
20. To ensure that consolidated financial statements are available on time, individual audit 
reports for the provincial and central appropriation accounts shall be made available, as follows: 

(i) within 9 months of the end of the fiscal year, for the year ended 31 December 
2013; 

(ii) within 8 months of the end of the fiscal year, for the year ended 31 December 
2014; 

(iii) within 6 months of the end of the fiscal year, for the year ended 31 December 
2015; and 

(iv) within 5 months of the end of the fiscal year, for the year ended 31 December 
2016 and 2017 

 
21. The reports will reflect the entire education sector expenditures for all sources of funds 
including all the appropriation accounts. Although the World Bank requires distinction of certain 
expenditure heads that it has agreed to fund, ADB requires all the expenditure for the program 
to be disclosed adequately in line with the SLPSAS. A separate statement of sources of funds 
will also be provided. All financial reporting requirements will be set out in the statement of audit 
needs, which would reflect payments made to ADB non-member countries and other relevant 
disclosures to ensure that ADB funds are utilized for their intended purposes and are in line with 
the Agreement Establishing the Asian Development Bank (the Charter).16 
 
22. In addition to the statutory opinion, ADB will require the AGD to give specific positive 
audit assurance with respect to use of the loan proceeds and compliance with financial 
covenants in the loan agreement. The AGD will undergo training to ensure that its staff 
understands the development partners’ requirements 
 
23. All spending agencies making charges to the MOE budget and the provincial DOEs will 
provide the auditors with full access to the related documents and records. The government 
system for resolution and settlement of audit observations will be applicable to the ESDFP. The 
government will provide evidence to ADB of the course of action to resolve financial 
irregularities within 6 months after the date of the audit report. ADB will monitor the timely 
resolution of any irregularities identified in financial audit reports and follow up on government’s 
compliance with audit observations. ADB will reserve the right to commission supplementary 

                                                
16

 ADB. 1965. Agreement Establishing the Asian Development Bank (ADB Charter). Manila. 
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financial and compliance audits, if required. Any irregular expenditure will be followed up 
through the government’s accountability procedures. 

 
24. The disbursement arrangement is designed to promote results-based management by 
linking disbursements to the delivery of results by the government. Disbursements by ADB will 
be contingent on achieving key results of the ESDPF results framework, as presented in the DLI 
matrix. These also include required actions to improve institutional capacity, sector financing, 
and procurement. ADB will disburse their funds to the government’s consolidated fund, adding 
finances for the general budget of the government. A special account will not hold ADB funds to 
pay for specific transactions. The management of funds in support of the program will follow the 
government system for budget formulation, execution, accounting, internal control and/or audit, 
and external audit,17 i.e., the ESDFP will be entirely funded from the consolidated fund with no 
requirement to identify which transaction or payment is funded from which source since they are 
all funded from one fund. 
 
25. A project management unit will not be required for specific accounting and reporting of 
ADB funding. However, additional support will be provided to strengthen the government’s 
overall sector management capacity for the implementation of the ESDFP, rather than for the 
purpose of complying with ADB-specific monitoring and reporting requirements through the 
MOE’s Sector Monitoring and Technical Support Unit (SMTSU). The SMTSU is being 
established as the institutionalized unit to oversee ESDFP implementation. Disbursements will 
be made upon achievement of at least three DLIs, around June or July of each year. For any 
DLIs not met at this time, withdrawal application(s) may be submitted as the remaining DLI for 
the year is met. ADB will allocate $200 million to the Education Sector Development Program 
(ESDP) for the 5 years. The first disbursement of will be made upon loan effectiveness and 
achievement of year 1 DLIs (at least three DLIs must be achieved). If all DLIs are achieved, the 
amount disbursed will be $40 million. The same disbursement schedule will be applied for the 
following fiscal years.18  
 
26. In addition, training and recruitment for the MOE and provincial accounting and audit 
staff have been incorporated within the program action plan.19  
 
C. Summary Procurement Systems Assessment 

1. Existing Program Procurement System 

27. The MOE and the provincial councils will share the responsibility of the procurement 
aspects, with the provincial councils assuming a large role. Sri Lanka has a functional public 
procurement system based on comprehensive National Procurement Guidelines issued in 2007. 
In the absence of a codified public procurement statute, these guidelines have the force of law. 
They are supplemented by detailed manuals and standard bidding documents issued by the 
Institute for Construction Training and Development for procurement of goods and works, as 
well as consultant recruitment. Public procurement in Sri Lanka, both at central and provincial 
level, is governed by these guidelines. The MOE, the apex agency in the sector, implements 
many government-led sector initiatives and has extensive experience in implementing projects 
funded by development partners, including three major loan projects financed by ADB.20 
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 Using country system for financing of the program. 
18

 The government’s fiscal year is calendar year. 
19

 Program Action Plan (accessible from list of linked documents in Appendix 2). 
20

 ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 
Democratic Socialist Republic of Sri Lanka for the Secondary Education Modernization Project. Manila; ADB. 
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Through this experience and technical support from various agencies, the MOE has gained the 
required experience and knowledge on the principles and guidelines of both development 
partner and government procurement processes and practices. Four operational divisions within 
the MOE are involved in managing procurement—two fall under the authority of the additional 
secretary for school supplies and services, the other two under the chief accountant.21 Public 
officials, primarily accountants and engineers, bear primary responsibility for procurement within 
the MOE. However, systematic procurement training is not provided to these officials.22  

 
28. Procurement capacity is weaker in the provinces. While in some provinces the provincial 
DOEs have their own engineering units, in most the provincial engineering departments provide 
technical support for management of civil works contracts. Staffing numbers are adequate, but 
they may need to be increased based on the additional workload brought on by the expanded 
focus of the ESDFP. However, experience in managing procurement in the provinces—
particularly in the education sector—is low. This is partly because all major previous projects 
funded by development partners followed project funding modality, where most implementation 
is tightly controlled through a centralized project management unit and skills transfer to 
government staff, especially those in the provinces, is severely limited. Substantial training and 
capacity building will be required in the provinces and is a key component of the RBL approach. 
The impacts of such capacity building initiatives are expected to be positive, long-lasting, and 
highly beneficial to the sector, as well as provincial governance and project administration.  
 
29. While the country has a functional public procurement system, the assessment 
concludes that the key risks relating to procurement for implementation of the program in the 
provinces include:  

 
(i) lack of detailed knowledge on procurement guidelines among staff who manage 

and handle procurement,  
(ii) lack of experience in selection of consulting services, 
(iii) weak procurement performance and compliance monitoring,  
(iv) weak procurement planning,  
(v) inefficient document management and retrieval systems, 
(vi) lack of transparency and competitiveness in the procurement process, and 
(vii) lack of a transparent complaints mechanism.  
 

30. Provincial education authorities have had limited exposure to international best practices 
in procurement. Given that many of the development works in the education sector have been 
financed through project lending managed centrally by the MOE, most major public procurement 
for education have also been managed by the MOE. While provincial staff are aware of, and 
have experience in following government procurement guidelines, staff capacity and knowledge 
is limited, and for the most part unsupported by any guidance or compliance monitoring. The 
additional workload associated with the implementation of the ESDFP may necessitate increase 
procurement-related staff as well. However, the recently approved TSEP is working closely with 

                                                                                                                                                       
2004. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Democratic 
Socialist Republic of Sri Lanka for the Secondary Education Modernization Project II. Manila; and ADB. 2007. 
Report and Recommendation of the President to the Board of Directors: Proposed Loan and Asian Development 
Fund Grant to the Democratic Socialist Republic of Sri Lanka for the Education for Knowledge Society Project. 

Manila. 
21

 The School Works Branch, School Supplies Branch, and the Procurement Cell are under the Additional Secretary 
for school supplies and services, while the MOE Supplies Branch is under the chief accountant.  

22
 ADB. 2013. Spot Review Report for Loan 2371-SRI (SF) / Grant 0091-SRI: Education for Knowledge Society. 

Manila. This review also pointed to capacity weaknesses, particularly in the provinces, and advocated improved 
training and capacity building supported by ADB. 
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the provincial authorities in procurement planning and management, which is expected to result 
in substantial skills transfer over the coming years. Nevertheless, comprehensive and 
systematic procurement capacity building program would greatly benefit the efficiency, 
economy, and transparency of procurement practices at all levels.  
 

2. Program Procurement Arrangements 

31. All procurement will be processed following national guidelines and procedures, in line 
with sound procurement principles. Consulting contracts will also be awarded following national 
procedures. Disbursement will be based on the achievement of agreed sector indicators. The 
bulk of the procurement under the ESDFP comprises small civil works contracts for school 
upgrading, which could be packaged or grouped by district or province to improve efficiency and 
economy. Provincial authorities will undertake most of these procurements using national 
competitive bidding (NCB) procedures. Small-scale procurement (less than SLRs5 million), such 
as for school maintenance, will follow shopping procedures. Direct contracting may also be used 
for small-value contracts through approved societies, such as school development societies, as 
indicated in the National Procurement Guidelines. The MOE will centrally manage all consulting 
services and equipment procurement for the overall school system to maximize efficiency. Most 
of these are expected to be NCB procurements. A few, such as those for laboratory and 
information and communication technology equipment, may exceed the NCB threshold of 
SLRs300 million and require international competitive bidding procedures.23 The MOE would 
centrally handle all such contracts. 
 
32. National procurement guidelines, manuals, and standard bidding documents are 
adopted for public procurement both at the central and provincial level. Open competitive 
bidding procedures are mandatory for all procurement exceeding SLRs5 million for goods and 
works. The thresholds and procedures currently applicable are as follows. At the central level in 
the MOE, the procurement department within the MOE processes all procurement. The sector 
divisions provide the bidding documents and cost estimates. Sector-specific departments and 
divisions provide bidding documents and cost estimates. The Technical Evaluation Committee 
(TEC) initially evaluates each major procurement (at both the central and provincial levels). The 
TEC has at least 3 members, including at least one subject specialist, and a representative from 
the concerned ministry. (For larger and/or complex procurements, the minimum TEC size is five 
members, with at least one external member.) An appointed procurement committee reviews 
the TEC’s evaluation and recommendation, and depending on the value of the package and 
delegation of authority, the recommendations are approved. Appointing authorities, composition, 
and the thresholds and approval authority levels of procurement committees are well defined in 
the Procurement Manual and Guidelines, and are followed at both the national and provincial 
levels.  
 
33. The procedures for the recruitment of consulting services are laid out in the appropriate 
guidelines. The terms of reference are prepared by the requesting section or department and 
approved by the secretary, MOE Procurement Committee. For the recruitment of consultants, a 
similar process is applicable except that the TEC and procurement committee review the 
proposal together, and no tier review and approval process is required. No recruitment of 
consultants for the education sector will be undertaken in the provinces for the ESDP. 
 

                                                
23

 The international competitive bidding threshold of SLRs300 million applies to procurement under the consolidated 
fund of the national budget (which is the case applicable to ESDFP). Projects funded by development partners 
have a higher threshold for NCB procedures. 
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D. Governance and Anticorruption Activities 

34. The Procurement Guidelines provide ethical standards and general prohibitions on 
corrupt activities, conflicts of interest, and the acceptance of gifts or inducements. Although the 
process is not being practiced consistently, these guidelines provide procedures for blacklisting. 
The AGD conducts the external audit. The AGD’s recommendations are considered by two 
parliamentary oversight committees—the Committee on Public Expenditure and the Committee 
on Public Accounts—which issue directions to the procurement entities. The guidelines also 
provide terms for briefing bidders, establishing appeal procedures, and setting up an appeal 
board. The appeal board is established directly under the President of Sri Lanka. The 
observations of the board are forwarded to the Cabinet in parallel with the cabinet memo usually 
forwarded by the line ministry to the Cabinet for large-value contracts. For small-value contracts 
the appeal procedure is administered by the secretary of the line ministry. 

 
35. The approvals are accorded by the designated procurement committees, and in higher 
value case, the concerned secretary or the Cabinet of Ministers. The government requires that 
all records be kept for at least 5 years. In practice, while records are kept, document 
management and retrieval systems are suboptimal and could be improved with training of the 
concerned personnel. All procurement is subjected annually to internal audit by the agency 
internal auditors and to external audit by AGD as part of the annual financial audits. No 
procurement audits are carried out by the auditor general. Technical and procurement 
knowledge capacity gaps in the AGD have been addressed recently. In special cases, the AGD 
conducts field checks and reviews on request.  
 
36. Transparency International ranked Sri Lanka 79 out of 176 countries on its Corruption 
Perception Index in 2012. Although Sri Lanka performed significantly better than most of its 
neighbors in South Asia and several countries in Southeast Asia,24 with a score of 40/100, 
anticorruption mechanisms clearly need to be strengthened. The 2011 governance risk analysis 
of the education sector25 noted instances of bribery in primary school admissions and found that 
parents prepared fraudulent documents to establish residency in order to get into ―popular‖ 
schools, as reported in complaints to the Commission to Investigate Allegations of Bribery and 
Corruption in 2008.26 The ESDP will help alleviate these instances of petty corruption by 
improving equitable access to high-quality schools in every division of the country through 
support for the 1,000 Secondary Schools Development Program. The risk analysis also flagged 
the absence of sector-specific corruption prevention measures for procurement. The ESDP will 
help mitigate these risks by creating an online system for posting procurement information and 
conducting regular procurement audits with incrementally reduced negative substantial findings.  
 
E. Risk Analysis and Mitigation Plan 

37. Financial management.27 The risks associated with country and program financial 
management include (i) inconsistencies between the program expenditure framework and 
budget allocations; (ii) funds releases that are not in line with budget allocations; (iii) weak staff 
capacity for accounting, budgeting, and internal audit, particularly in the provinces; and (iv) 

                                                
24

 Sri Lanka (40), the People’s Republic of China (80), India (94), Philippines (105), Indonesia (118), Viet Nam (123), 
and Bangladesh (144). A lower score shows a lower perception of corruption. Sri Lanka ranked 79 out of 176 
countries. 

25
 ADB. 2011. Sri Lanka: Education Sector: Governance Risk Analysis. Manila. 

26
 The permanent commission was reconstituted in 2011. 

27
 Financial Management Systems Assessment and Procurement Systems Assessment have been prepared based 
on the fiduciary risk assessments (accessible from the list of linked documents in Appendix 2).  
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audited program financial statements that are not prepared and audited fully in compliance with 
Sri Lankan Public Sector Accounting Standards and Sri Lankan Auditing Standards. The RBL 
approach mitigates the risk of inadequate allocation and releases to the sector because 
disbursements are linked to results for which predictable financing is required. The RBL 
approach also requires that the ESDFP expenditure framework be supported with sufficient 
budgetary allocations and timely release of within-year budget allocations by including adequate 
spending on recurrent account in the program action plan. In addition, adequate spending of the 
allocated capital budget has also been made a condition for disbursement under DLI 6. This 
would be verified through periodic monthly financial reports. The government has made 
progress in addressing many of the observed challenges related to the government PFM 
system. The AGD’s capacity has been significantly strengthened and a more consultative 
approach to sector planning is taking place (also in the provinces through the introduction of 
new planning tools). The government continues to strengthen internal audit and control 
functions institution-wide through training and introducing new and improved procedures guided 
by circulars from the Management Audit Department of the MOFP. Some financial management 
measures include (i) performing annual fiduciary reviews; (ii) agreeing on the form and content 
of annual audited program financial statements that are more closely aligned with Sri Lankan 
Public Sector Accounting Standards; and (iii) ensuring timely resolution of external audit 
recommendations. To address and mitigate these risks, an action plan that includes capacity 
building is embedded in the program to improve procurement and financial management 
practices incrementally in the education sector.  
 
38. Procurement. Procurement system risks include inadequate procurement capacity in 
provincial procuring entities and a lack of a robust system of procurement plan publication, and 
related procurement performance and compliance monitoring. Some critical measures with 
respect to procurement include (i) updating and making easily accessible bidding and related 
documentation, and improving transparency of procurement processes, included as a DLI; (ii) 
ensuring that bid packaging is aggregated to the extent reasonable to maximize cost and 
delivery efficiencies; (iii) sequenced training on bid packaging, evaluation, and contract 
management, particularly in the provinces; and (iv) conducting annual procurement reviews. 
Considering the issues identified in the country’s procurement system, procurement planning, 
procurement performance, and compliance monitoring will need strengthening. The 
procurement risk, particularly in the provinces, is high.  

 
39. The ESDFP will address some of the risks through components to strengthen the 
capacity of the education management system, particularly the provincial and sub-provincial 
systems. Special emphasis is given to strengthening the capacity for planning, budgeting, 
administration, and monitoring at the provincial and subordinated levels. An SMTSU at the MOE 
will be responsible for coordinating capacity support and activities, and will reach out to the 
provinces. Some of the risks identified will be addressed through complementary technical 
assistance funded by ADB in support of strengthening planning and management at the MOE 
and in the provinces,28 close partnership with the World Bank to strengthen procurement 
practices in the sector, and strong government commitment.  
 

                                                
28 ADB. 2012. Technical Assistance to Sri Lanka for Human Capital Development Capacity and Implementation 

Support. Manila. 
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F. Monitoring and Implementation Support Plan 

40. The SMTSU at the MOE will be responsible for overseeing the implementation of the 
fiduciary actions, including the specific measures identified as part of the DLIs and assurances, 
and effective and timely implementation of capacity building. 
 
41. Performance-based partnership agreements will be established between the MOE and 
all provinces to set out clear and agreed targets and implementation arrangements for the 
ESDFP. As part of these agreements, procurement-related requirements and protocols will be 
clearly articulated, including the requirements for strict compliance with national guidelines, 
submission of regular procurement activity updates, periodic reviews of ESDFP procurement 
activities, participation in the procurement capacity building program, and adequate financing 
and releases for ESDFP implementation. The support role played by the SMTSU in providing 
technical support for provincial-level procurement will also be articulated.  
 
42. ADB will conduct annual fiduciary reviews covering procurement and financial 
management, with a focus on higher risk areas identified by the AGD. 
 
 


