
Rooftop Solar Power Generation Project (RRP SRI 50373-002) 

 

FINANCIAL MANAGEMENT ASSESSMENT 
 
A. EXECUTIVE SUMMARY  
 
1. A financial management assessment was conducted on 10 potential participating financial 
institutions (PFIs) in accordance with the Asian Development Bank (ADB) Guidelines for the 
Financial Management and Analysis of Projects (2005) and Financial Management Assessment 
Technical Guidance Note (2015). The selection of the PFIs was based on their existing rooftop 
solar lending potential, institutional standing, and/or established relationship with ADB through 
the ADB Private Sector Operations Department’s Trade Finance Program1 and the ADB           
Loan 3370-SRI: Small and Medium-Sized Enterprises (SME) Line of Credit Project.2 Other PFIs 
should be added following the loans implementation, subject to the Government of Sri Lanka’s 
(the government) request and the established ADB review process.3  
 
2. The financial management assessment focuses on whether the PFIs’ fund flows (e.g., 
disbursement, liquidation, reimbursement, and replenishment), project administration staffing 
capacity (e.g., project financial monitoring and review process), national and institutional 
accounting policies and procedures, internal control mechanisms, financial reporting, and internal 
and external audit arrangements are adequate for the project. The Ministry of Finance and Mass 
Media (MOFMM) will be the project executing agency and implementing agency, and its 
performance under the ADB SME Line of Credit Project is a determining factor to ensure that it 
has the adequate capacity to implement the project. Furthermore, the assessment was also based 
on (i) detailed financial management questionnaires completed by the PFIs;4 (ii) recent fiduciary 
assessments conducted in Sri Lanka for similar programs and projects (footnotes 1 and 2);          
(iii) the most recent Country Program Strategy, in particular the Governance and Public 
Management Assessment for Sri Lanka5; and (iv) other relevant documentation including integrity 
and anti-money laundering due diligence. 
 
3. The overall financial management risk for the project is assessed as moderate. The PFIs 
are regulated under the Banking Act, Monetary Law Act, Financial Transaction Reporting Act, and 
the Exchange Control Act, have mature financial management systems in place, and often have 
experience in handling credit line facilities from international financial institutions. Candidate PFIs’ 
basic financial strength has been assessed separately in a CAMELS assessment and is provided 
in the text below as well as in the linked document.6 
 
4. Key risks identified include: (i) the capacity MOFMM managed the ADB funds; (ii) the 
capacity PFIs manages the ADB funds provided by MOFMM; (iii) the disbursement arrangement 
from MOFMM and PFIs; and (iv) the project monitoring and review process to ensure project 
compliance. Mitigating measures include (i) implementation of a technical assistance to enhance 
the capacities of MOFMM and PFIs; (ii) frequent review missions by ADB staff and technical 
assistance consultants; and (iii) close follow-ups on the reporting and audit requirements. With 

                                                           
1  ADB Trade Finance Program. Available: https://www.adb.org/sites/default/files/page/179612/tfp-issuing-banks-list-

20170602.pdf.  
2  ADB. 2016. Report and Recommendation of the President to the Board of Directors for Small and Medium-Sized 

Enterprises Line of Credit Project. Manila (Loan 3370-SRI: $100 million, approved on 15 February, financed by 
ordinary capital resources) 

3  Future due diligence process would be conducted either through the technical assistance attached to the project or 
by ADB staff (e.g., project officer).  

4  The template has been modified to be suitable to PFIs, and completed questionnaires are available upon request. 
5  ADB. 2011. Sri Lanka Country Partnership Strategy 2012-2016. Manila. Available: https://www.adb.org/sites/ 

default/files/institutional-document/32989/files/cps-sri-2012-2016.pdf.  
6  Financial Analysis (accessible from the list of linked documents in Appendix 2). 

http://www.adb.org/Documents/RRPs/?id=50373-002-3
https://www.adb.org/sites/
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the above measures in place, the overall financial management arrangements are considered 
adequate. 
 
B. PROJECT DESCRIPTION  
 
5. The $50 million sovereign guaranteed loan will be provided through the MOFMM to PFIs, 
such as public and private sector banks and nonbank financial institutions, for financing rooftop 
solar systems in Sri Lanka. The ADB funds will finance qualified rooftop solar systems based on 
the available business models (e.g., net metering, net accounting, and net plus schemes) from 
Ceylon Electricity Board (CEB) and Lanka Electricity Company (Private) Limited (LECO). A 
transaction technical assistance in the amount of $1.0 million will be financed on a grant basis to 
support ADB loan’s implementation. The RSPGP will help mainstream renewable energy 
development, enhance power generation capacity, and improve the environmental conditions in 
the country. The RSPGP’s implementation period is from 2017–2021.  
 
6. The project will be aligned with the following impact: access to clean and reliable power 
supply in Sri Lanka enhanced by 2025 (Sri Lanka Energy Sector Development Plan for a 
Knowledge Based Economy 2015–2025).7 The project will have the following outcome: clean 
power generation increased.8 
 
7. The government has requested a sovereign loan of $50 million from ADB’s ordinary capital 
resources to help finance the project. The loan will have a 20-year term, including a grace period 
of 5 years; an annual interest rate determined in accordance with ADB’s London interbank offered 
rate (LIBOR)-based lending facility; a commitment charge of 0.15% per year; and such other 
terms and conditions set forth in the draft loan agreement. Based on the straight-line repayment 
method,9 the average maturity is 12.75 years, and there is no maturity premium payable to ADB. 
 

Table 1: Summary Financing Plan 
 Amount 

($ million) 
Share of Total 

(%) Source 

Asian Development Bank    
Ordinary capital resources (regular loan) 50.0 83.6 

Subproject equity contributiona  9.8 16.4 
Total 59.8 100.0 

a  For commercial rooftop solar systems, an equity contribution of about 20% of the total subproject costs may be 
required by participating financial institutions, assuming 40% of the Asian Development Bank project or $20 million 
is used for commercial rooftop solar system financing. The government will cover financing charges during 
implementation. 

Source: Asian Development Bank estimates. 

 
8. The summary financing plan is in Table 1. ADB will finance the eligible expenditures 
leading to installation of the qualified rooftop solar photovoltaic systems. In cases of commercial 
scale systems, an appropriate amount of equity (e.g., about 20–30%) may be required, and 
additional debt may also be leveraged by the PFIs, based on commercial and risk management 
principles.  
 
 
 

                                                           
7  Government of Sri Lanka. 2015. Sri Lanka Energy Sector Development Plan for a Knowledge Based Economy 2015–

2025. Colombo. 
8 The design and monitoring framework is in Appendix 1 of the Report and Recommendation of the President. 
9 This is based on the above loan terms and the government’s choice of repayment option and dates. 
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C. IMPLEMENTATION ARRANGEMENTS 
 
9. The financial intermediation loan project will be implemented over a 4-year period. The 
MOFMM will be the executing agency and the Development Finance Department (DFD) of 
MOFMM will be the implementing agency for the financial intermediation loan. MOFMM will sign 
a subsidiary loan agreement, satisfactory to ADB, with the PFIs. MOFMM will convert the ADB’s 
US dollar funds at market exchange rate and provide the equivalent amount in SLR to PFIs, either 
as advance, based on the forthcoming six months’ disbursement requirement proposed by PFIs, 
or as reimbursements. As such, the government will be responsible for any potential foreign 
exchange risk. The subsidiary loan’s terms and conditions to PFIs will be based on the 
government cost of ADB funds and reflect the commercial market conditions to develop the 
rooftop solar photovoltaic systems in Sri Lanka. ADB and MOFMM will ensure that the selected 
PFIs meet the ADB requirements for integrity assessments, including anti-money laundering, and 
sound financial management capacity, based on the ADB financial management assessment 
criteria. The debt funding (through a credit line) to finance rooftop solar facilities could be used on 
a revolving basis, at the government’s discretion, following the ADB loan closure, but maintaining 
the same project compliance requirements.  
 
10. MOFMM will establish a project management unit that will include experienced staff and 
will be headed by a senior officer. SLSEA will establish a suitable project implementation unit, 
staffed with consultants funded under the ADB technical assistance (para. 24). Ceylon Electricity 
Board (CEB) and Lanka Electricity Company Limited (LECO), the only two utilities in Sri Lanka, 
will support project implementation by providing technical recommendations to the PFIs regarding 
technical proposals of the applicants in their areas of responsibility, including review and approval 
of applications for connection of rooftop solar systems to the distribution network and confirming 
quality of generated power.  
 
11. Financial due diligence was conducted for the following PFIs:  

 
(i) Bank of Ceylon 
(ii) People’s Bank 
(iii) Commercial Bank of Ceylon 
(iv) Hatton National Bank PLC 
(v) Sampath Bank PLC 
(vi) Seylan Bank 
(vii) National Development Bank 
(viii) Nations Trust Bank 
(ix) DFCC Bank PLC 
(x) Regional Development Bank 

 
12. MOFMM is the most appropriate organization to implement the ADB project because 
MOFMM is ADB’s direct counterpart, and the ADB funds can be provided directly to MOFMM 
without any additional administrative burden or cost overheads such as through the Central Bank 
of Sri Lanka. In addition, MOFMM is in the best position to manage the foreign exchange rate risk 
because MOFMM has a natural hedge of the foreign exchange rate risk from continuous inflows 
of development assistance and other foreign exchanges to Sri Lanka over the coming decades. 
In addition, MOFMM has ready access to information in determining the financial soundness and 
capabilities of PFIs for providing local currency funds to the rooftop solar sector. 
 
13. MOFMM gained substantial relevant experiences in implementing development 
assistance projects over the past few years, and DFD has a tested track record implementing an 
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ADB credit line for SME development (footnote 2). More specifically, MOFMM has successfully 
handled at least two SME credit line facilities under different modalities over the last decade. From 
2011 to 2015, the MOFMM implemented the Small and Medium Enterprise Development Facility, 
a credit line facility with the World Bank with similar modalities as the proposed project,10 whose 
Implementation Status Results Report indicates a successful project with low fiduciary risk 
rating.11 The nature of rooftop solar system financing is similar to those of prior SME facilities. 
Finally, MOFMM has the necessary financial management arrangements—including procedures 
for making payments, accounting of transactions, financial reporting, auditing of financial 
statements, and internal control procedures—to avoid misuse or misappropriation of funds and 
assets. 
 
14. MOFMM established a project management unit (PMU) for implementation of the World 
Bank credit line facility in April 2012. The same PMU was used by the ADB SME Line of Credit 
Project. It is proposed that the same PMU be used for the proposed project. The PMU will be 
established in the DFD. Currently, the PMU has 18 staff, experienced in appraising and reviewing 
credit proposals. Staffing includes at least (i) one project director; (ii) one project implementation 
officer; and (iii) one financial officer. MOFMM is audited by the Auditor General and the 
Department of Management Audit is pro-actively managing risk. Overall, the risk level at the 
MOFMM is assessed as low. 
 
15. Finally, MOFMM will be responsible for coordinating the inputs of all PFIs, including the 
PFIs’ semi-annual and annual performance reports. MOFMM and ADB have agreed on the 
eligibility criteria for PFIs and rooftop solar subprojects. MOFMM will regularly monitor (i) PFIs’ 
continued eligibility based on eligibility criteria; and (ii) eligible disbursements consistent with 
ADB’s financial intermediary loan policy.12 MOFMM will be responsible for (i) coordinating with 
relevant PFIs to ensure appropriate appraisal and management of subloans; (ii) ensuring that 
ADB information and reporting requirements related to PFIs and subloans are met; and                  
(iii) ensuring that all necessary submissions of accounts, related financial statements, and 
disbursement records are duly submitted to ADB. 
 
D. COUNTRY AND SECTOR FINANCIAL MANAGEMENT ISSUES  
 
16. Sri Lanka’s financial system comprises the banking sector (e.g., central and licensed 
commercial banks), which accounts for 68.7% of total finance sector assets; other deposit-taking 
financial institutions (e.g., licensed finance companies and thrift institutions) (8.1%); specialized 
financial institutions (e.g., leasing companies and primary dealers) (3.4%), and contractual saving 
institutions (e.g., insurance companies and a provident fund) (19.8%). In the banking subsector, 
as of the end of 2016, there were 25 licensed commercial banks and seven licensed specialized 
banks. There were also seven branches of foreign banks. Six licensed commercial banks are 
systemically important banks: two of them state banks (Bank of Ceylon and People’s Bank) and 
four private banks (Commercial Bank of Ceylon, Hatton National Bank, Sampath Bank, and 
Seylan Bank). An analysis of the banking sector and an initial list of 10 potential participating 
financial institutions (PFIs) in terms of capital adequacy, asset quality, earning, liquidity, and 
sensitivity to market risk have been provided in this analysis. 
 

                                                           
10 World Bank. 2010. Small and Medium Enterprise Development Facility. Washington DC. 
11 Niang, Cecile Thioro. 2011. Sri Lanka - Small and Medium Enterprise Development Facility: P121328 - 

Implementation Status Results Report: Sequence 01. Washington, D.C.: World Bank Group. 
http://documents.worldbank.org/curated/en/2011/04/14048244/sri-lanka-small-medium-enterprise-development-
facility-p121328-implementation-status-results-report-sequence-01 

12 ADB. 2003. Financial Intermediation Loans. Operations Manual. OM Section D6/BP. Manila. 
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17. Sri Lanka’s long-term economic development plan requires a stronger and more dynamic 
banking sector to efficiently mobilize financial resources. During 2014–2015, the Central Bank of 
Sri Lanka (CBSL) began to improve the banking subsector’s performance by promoting 
consolidation amongst the country’s larger banks and smaller nonbanking financial institutions 
through strategic mergers and acquisitions.13 This should produce bigger and stronger financial 
institutions, with greater economies of scale and improved product offerings. Larger banks could 
help deleverage systemic risks from smaller and weaker nonbanking financial institutions which 
do not have stable deposits. An expanded global presence of these larger banks could also help 
them access cheaper offshore funds and increase business volume overseas. Finally, the banking 
sector consolidation should also better help Sri Lanka’s banking sector to meet the new Basel III 
compliance requirements including capital requirement (e.g., regular and additional buffers),14 
liquidity buffer, and leverage ratio. This banking sector consolidation plan is expected to be a long-
term economic policy of the country. 
 
18. The banking sector maintained its total capital adequacy ratio at 14.40% in 2016, 
compared to 15.40% in 2015, which was still above the regulatory requirement of 11.25% for 
banks with total assets of less than SLRs 500 billion and 11.75% for banks with total assets of 
more than SLRs500 billion imposed by the CBSL on 1 July 2017 in compliance with the Basel III 
implementation requirement. Total risk weighted assets increased from SLRs4,291 billion to 
SLRs5,062 billion during the same period. 
 
19. During 2015–2016, total banking sector assets grew by SLRs 969 billion, an increase of 
12%. This was primarily attributed to the credit growth from loans and advances in the amount of 
SLRs825 billion, which accounts for 85.1% of the total banking sector assets of SLRs969 billion 
(in 2016). At the end of 2016, banking sector credit exposures included construction (18% of total 
sector assets), traders (14%), manufacturing (11%), and agriculture and fishing (9%), among 
others. Despite the credit growth, banking sector asset quality remained adequate in 2016 as a 
result of aggressive credit recovery efforts. Gross nonperforming loans improved from    
SLRs153.0 billion in 2015 to SLRs142.0 billion in 2016, while the total loan loss provisions 
(general provision and specific provision) increased from SLRs62.3 billion to SLRs70.0 billion. 
The net nonperforming loan ratio improved from 1.6% in 2015 to 1.2% in 2016. 
 
20. During 2015–2016 the banking sector had moderate growth. Seventy new banking outlets 
(out of a total of 6,659 banking outlets) were opened and 366 new ATMs were installed (out of a 
total of 3,843 ATMs). Net interest income of the banking sector increased by 14.4%, from            
SLRs265.8 billion to SLRs304.1 billion, but at a slower rate than during 2014–2015. This was a 
result of improved interest income over interest expenses during the year. Non-interest income, 
including from foreign exchange income, also increased by 5.5% during the same period. Return 
on assets increased only marginally, from 1.3% in 2015 to 1.4% in 2016, while return on equity 
increased from 16.2% to 17.3%. Net interest margin remained stable during 2015–2016 at 3.6%. 
 
21. Despite the increased lending volume, Sri Lanka’s banking sector maintained its liquidity 
level above the statutory requirement. The statutory liquid assets ratio for the domestic bank 
sector was 30% in 2016, versus the minimum statutory requirement of 20%. However, during 
2015–2016, because of fiscal constraints and monetary tightening, the statutory liquid assets ratio 
decreased by 3.9 percentage points, from 33.9% to 30.0%, in the banking sector. In addition,       
(i) liquid assets to total assets; and (ii) liquid assets to total deposits also decreased by 2.8% and 

                                                           
13  Available: http://www.cbsl.gov.lk/htm/english/_arc/consolidation.htm. 
14 Regulatory buffer required by Basel III guidelines to be increased from 10.000% to 10.625% as of 31 December 2016 

and from 10.625% to 11.750% as of 1 July 2017. 

http://www.cbsl.gov.lk/htm/english/_arc/consolidation.htm
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5.8%, respectively, during the same period. The loan–deposit ratio increased across many 
licensed commercial banks, pointing to a tightening liquidity condition in the market. The 
tightening liquidity is also reflected in the general rise of key commercial bank rates. 
 
22. PFIs primarily face three types of market risk. First, gold pawning has strong cultural 
antecedents and is widespread. Gold-collateralized pawning loans expose banks to gold price 
fluctuations. In 2013, many banks faced a spike in nonperforming loans as gold prices fell and 
borrowers forfeited their collateral. The risk of future gold price exposure is moderated because 
many banks, having learned from recent experience, have tightened their gold lending policies 
and because the CBSL introduced a partial guarantee scheme for gold loans. Second, banks face 
foreign exchange rate risk. The two large state-owned banks have significant foreign currency 
loan exposure to state-owned enterprises such as the Ceylon Petroleum Corporation and Sri 
Lankan Air. Commercial Bank also makes foreign currency loans to support its clients’ 
international operations. Yet, these risks are mitigated by (i) foreign currency liabilities, which 
reduce the net open positions; and (ii) the relatively small volume as compared with the PFIs’ 
capital, as most PFIs have less than 15% of total loans in foreign currencies. Third, banks face 
interest rate risk. Such risk is moderate in Sri Lanka because most loan contracts give the lender 
the right to reset interest rates annually. Moreover, deposits dominate PFI liabilities, and the PFIs 
have the flexibility to adjust both asset and liability rates to close any interest rate mismatches. 
 
23. The fiduciary systems assessment indicates that although overall fiduciary risk in               
Sri Lanka is substantial on account of weaknesses in budget credibility and execution, internal 
audit oversight, and transparency, various national public financial management reforms and 
initiatives are being undertaken. The government has a functional public procurement system, 
based on comprehensive National Procurement Guidelines and National Guidelines on Selection 
and Employment of Consultants that are in line with the sound procurement principles of open 
competition, economy and efficiency, transparency, and fairness. In the absence of a codified 
public procurement statute, these guidelines are legally enforceable. They are supplemented by 
detailed manuals on procedural aspects and standard bidding documents. The manuals and 
bidding documents are improved and updated from time to time. Overall, public procurement in 
Sri Lanka at all levels is governed by national guidelines, manuals, and standard bidding 
documents. The project does not procure goods and services and hence fiduciary risks related to 
budget allocation and public procurement are considered low. Government is making efforts to 
transition to accrual basis accounting, which has been piloted already in various ministries, and 
is in the process of finalizing and adopting Sri Lankan Public Sector Accounting Standards.  
 
24. The banking sector in Sri Lanka is subject to adequate standards of corporate governance 
and is supervised and monitored by the CBSL. Banking institutions are subject to a mandatory 
Code of Corporate Governance issued by the Central Bank, developed after a comprehensive 
consultation process. CBSL has mandated full compliance with this Code and disclosure by all 
banks in their Annual Reports. Section 7.10 of the Listing Rules of the Colombo Stock Exchange 
requires listed companies to comply with the governance rules prescribed by the Exchange and 
to disclose compliance in the companies’ annual reports. The Securities and Exchange 
Commission of Sri Lanka and the Institute of Chartered Accountants of Sri Lanka have jointly 
framed a “Code of Best Practice on Corporate Governance.” These three sets of governance 
standards fully address the core of corporate governance issues. All ten PFIs are in compliance 
with these standards and have disclosed their level of compliance in their Annual Reports for the 
fiscal year ending 31 December 2014.  
 
25. All commercial banks must publish audited financial statements within five months of the 
end of the financial year. Mandatory reporting under the Financial Transaction Reporting Act 
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includes a monthly statement of assets, liabilities, and liquidity ratios; quarterly statements on 
nonperforming assets; risk-based capital calculations; and yearend financial statements, 
including detailed notes and accounting policies. The financial statements of the banks must be 
audited by a selected qualified auditor from the list maintained by the Director of the Central 
Bank’s Supervision Department. 
 
26. Public financial management (PFM) is centralized, with the MOFMM playing the key role. 
PFM guidelines are comprehensive and are contained in a manual of Financial Regulations. 
Violating Financial Regulations can expose an official to disciplinary proceedings. The provinces 
have their own manuals, but largely based on the central government’s Financial Regulations. 
The last major reform of Financial Regulations was initiated as part of the ADB funded Financial 
Management Reforms Program, (subsequently converted to a project) in 2008/9. Financial 
Regulations, having their roots in the country’s colonial past, are critiqued for being outdated and 
slowing down processes, although they have managed to maintain financial discipline. 
 
27. At the macro level, the government is still faced with a debt burden and high governmental 
expenditures. In preceding years, supplementary budgets were sought on many occasions. Many 
avoidable expenditures are unchecked due to the weakened opposition and shortcomings within 
the PFM accountability framework. The Fiscal Management (Responsibility) Act of 2003 
pressures the Government to maintain the budget deficit under 5% through prudent PFM. This 
Act further requires the publication of an Annual Fiscal Strategy Statement and Mid-Year Fiscal 
Position report enhancing transparency.15 
 
28. There is no evidence of any forthcoming balance of payments crisis in Sri Lanka over the 
short term. However there has been a recent increase in stress on the external accounts of the 
balance of payments affecting the country’s reserve position and the exchange rate. If the 
situation further deteriorated, it might adversely affect economic growth and as a consequence 
decreases the demand for credit from SMEs. From a financial management perspective, a 
reduced demand for credit may lead banks to lend to riskier clients or clients who do not meet the 
project eligibility criteria. The government in Sri Lanka is proactively monitoring and managing the 
situation. The project team will also monitor the situation carefully. ADB is ready to support the 
government through various initiatives including revenue enhancement, capital market and 
financial sector development. As a result, the country-specific risk is assessed as moderate. 
 
E. RISK ANALYSIS  
 

29. The financial management internal control and risk assessment examines the proposed 
project considering the inherent risks to FI projects in Sri Lanka and PFIs as well as the control 
risks unique to MOFMM and its PFI subprojects. 
 
30. A financial management internal control and risk assessment was conducted. The 
following risk assessments are based on risk prevalent in the system as relevant to the banking 
sector. 
 
 
 
 
 

                                                           
15 ADB. Financial Management Systems Assessment – Education Sector Development Program – Results Based 

Lending. RRP SRI 39293. 2013. http://www.adb.org/sites/default/files/linked-documents/39293-037-sri-oth-07.pdf 

http://www.adb.org/sites/default/files/linked-documents/39293-037-sri-oth-07.pdf
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Table 1: Financial Management Internal Control and Risk Assessment 

Risk Risk Description Risk Rating Risk-Mitigation Measures 

Inherent Risk    
1. Country-Specific 

Risks 
Recent change in government 
Pressure on balance of payment 

Moderate ADB will carefully monitor 
the macro-economic 
situation.  

2. Entity-Specific Risks PFIs have generally reasonable 
corporate governance framework 
 

Low  

3. Project-Specific 
Risks 

The ability of PFIs to handle fund flow 
and monitor eligibility criteria of end-
borrowers 
 

Low The implementation at the 
PFI level will be regularly 
reviewed by ADB and 
MOFMM to ensure 
compliance.  
 

Overall Inherent Risk Moderate  
    
Control Risk – PFI Level   
1. Internal Controls PFIs have sound internal control 

arrangements in place 
 

Moderate  

2. Funds Flow Funds will flow through the Ministry of 
Finance and Mass Media (MOFMM) to 
the PFIs in accordance with well-
established mechanisms and tested 
practices under the current ADB credit 
line (footnote 2). Delays in transfer in 
funds 
 

Moderate  

3. Budgeting All participating PFIs have their own 
budgeting procedures and the 
project will be taken into consideration in 
budget formulations and revisions 
 

Low  

4. Staffing Project management unit (PMU) in 
MOFMM has 16 staff to manage the 
project, and the PFIs are also adequately 
staffed to absorb additional lending 
 

Moderate  

5. Accounting Policies 
and Procedures 

PFIs follow the Sri Lanka Accounting 
Standards and Sri Lanka Financial 
Reporting Standards 
 

Low  

6. Internal Audit Internal Audit Departments are 
functioning in all 10 PFIs, and barring 
three, all report to an independent Audit 
Committee 
 

Low  

7. External Audit Audited annual financial statements 
available publicly, and all 10 PFIs have 
an unqualified audit report for 2017 
 

Low  

8. Reporting and 
Monitoring 

MIS is able to monitor and report 
regularly to management 
 

Low  

9. Information Systems Currently do not capture all elements of 
sub project eligibility criteria 
 

Moderate 
 

 

Overall Control Risk for all PFIs Moderate  

MIS = management information system, MOFMM = Ministry of Finance and Mass Media, PFI = participating financial 
institution, PMU = project management unit. 
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F. PARTICIPATING FINANCIAL INSTITUTIONS 
 
31. The PFIs comprise of 10 commercial banks, out of which three are state-owned. All the 
PFIs have strong internal control procedures and practices in place. All the PFIs have strong 
governance and management structures in place. The turn-over rate at the PFI level is extremely 
low, which results in managers and key personnel who are knowledgeable and experienced. 
Senior management and staff were present during the due diligence displaying strong banking 
expertise and vision. The annual reports are well structured, analytical and of good quality. Most 
also have substantial experience in implementing credit lines from international financial 
institutions. A detailed snapshot of the financial management arrangements is given in      
Appendix 1 of this report. 
 

1. Fund-Flow Mechanisms 
 
32. Please refer to the project administration manual for the fund flow diagram.16 A subsidiary 
loan agreement between the implementing agency and the PFIs will be prepared and signed. The 
content of the subsidiary loan agreement will be subject to ADB concurrence. Detailed information 
please refer to the implementation arrangement provided above.  
 

2. Personnel 
 
33. Most PFIs have some experience in lending to rooftop solar systems users and/or 
renewable energy projects, and some (such as DFCC Bank) have existing rooftop solar 
subproject pipelines. As a result of extremely low staff turnover, project management staff is 
capable and highly experienced in monitoring eligibility criteria of subborrowers as well as to 
ensure environmental standards in line with ADB safeguard policies. The PMU in most of the PFIs 
is located in a specialized (e.g., SME) department and is usually supported with staff from the 
finance department. All the PFIs reported to be adequately staffed. 
 

3. Accounting Policies and Procedures and Financial Reporting 
 
34. All PFIs have strong accounting policies, procedures and manuals in place. The banking 
core accounting systems are computerized and able to prepare financial statements. The lending 
pipeline is developed and should be regularly reviewed. Checks and balance for credit appraisal 
and disbursements are in place. Adequate safeguards to prevent against fraud, waste and abuse 
are in place and employees know how to report if such cases arise. Financial statements are 
prepared in accordance with Sri Lankan Accounting Standards and Sri Lanka Financial Reporting 
Standards latest available financial statements for PFIs are available for the most recent financial 
year. 
 

4. Internal Audit 
 
35. All PFIs have an internal audit departments equipped with experienced staff including for 
information technology. There are no unfilled vacancies. The internal audit departments are able 
to include the proposed credit line in their work programs. All PFIs described adequate procedures 
to follow up on audit findings. With some exceptions, the internal auditor meets with the Board 
Audit Review Committee without the presence of management. The project team received 
assurances that informal access was granted to the internal auditor to meet with the Board 

                                                           
16  Project Administration Manual (accessible from the list of linked documents in Appendix 2). 
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members without the presence of management. The Head of the internal audit unit in all the PFIs 
is either a chartered accountant or has adequate alternative qualifications. 
 

5. External Audit 
 
36. Audit statements are produced in time and all PFIs report unqualified opinions for the most 
recent fiscal year. The external auditor reports to the Board Audit Review Committee. While all 
PFIs reported to engage their audit firms for other consulting assignments, by regulations, all 
these assignments are cleared by the Board Audit Review Committee. The PFIs have been 
informed about the ADB audit requirements, and they will include them in the work program of 
their external auditors. 
 
37. The Auditor General’s Department will also audit the project financial statements, which 
historically are submitted late in Sri Lanka. The financial reporting and auditing arrangements for 
the project have been detailed in the project administration manual. 
 

6. Financial Reporting and Monitoring 
 
38. Financial reports are system generated for most banks. For the proposed credit line, 
financial reporting will be possible. Some of the banks may need to rely on manual systems to 
report on project-specific covenants (i.e., customers new to the formal banking sector). 
 

7. Information Systems 
 
39. All PFIs have automated core banking systems. The systems are generally able to create 
a new product for the proposed credit line facility to track loan disbursements of eligible 
endborrowers. 
 

8. Integrity Due Diligence 
 
40. An integrity due diligence was conducted with the selected potential PFIs in coordination 
with the Office of Anticorruption and Integrity. No major concern for disclosure was discovered. 
 

9. Procurement Arrangements 
 
41. There is no conventional procurement envisaged as the project is a financial 
intermediation loan modality. 
 

10. Disbursement Arrangements 
 
42. Please refer to the project administration manual and subsidiary loan agreement for 
specific disbursement arrangements. 
 

11. Supervision 
 

43. The project team will review the annual audited financial statements, project level 
Statement of Utilization of Funds and other financial management reports through review 
missions and deskwork. 
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12. Action Plan 
 
44. The government and ADB have already agreed to certain minimum eligibility criteria and 
ongoing financial covenants for PFIs and since the overall financial management risk is 
considered low, there is no proposed action plan. 
 
45. The government has agreed with ADB on certain covenants for the project, which are set 
forth in the loan agreement. They include that the participating banks are in good regulatory 
standing with the Central Bank of Sri Lanka, are profitable, have a net nonperforming loan ratio 
less than 5%, and maintain a management information system that can provide semi-annual 
reports on their rooftop solar lending under the project. 
 
G. PROPOSED TIME-BOUND ACTION PLAN  
 
46. This will be developed during the project’s implementation period.  
 
H. SUGGESTED FINANCIAL MANAGEMENT COVENANTS  
 
47. Please refer to the subsidiary loan agreement.  
 
ATTACHMENTS: 
 
Financial management assessment questionnaires of potential PFIs–available upon request. 
 



Appendix 1 

 

 
Bank of 
Ceylon 

People’s 
Bank 

Commercial 
Bank of 
Ceylon 

Hatton 
National 

Bank PLC 
Sampath 
Bank PLC Seylan Bank 

National 
Development 

Bank 
Nations Trust 

Bank 
DFCC Bank 

PLC 

Regional 
Development 

Bank 

External 
Auditors 

AG and EY AG and 
KPMG 

KPMG EY EY KPMG EY EY KPMG Auditor 
General 

Year of latest 
Annual Report 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

31 December 
2016 

Audit Opinion unqualified unqualified unqualified unqualified unqualified unqualified unqualified unqualified unqualified unqualified 

Internal Audit 
Function 

Yes – 61 audit 
staff 

Yes – 75 Yes – 58 Yes – 52 staff Yes- 43 Yes -43 Yes – 27 staff Yes - 26 staff Yes – 20 staff Yes 32 

Qualification of 
the Head of 
Internal Audit 

Chief internal 
auditor is a 
chartered 
accountant 

Chartered 
Accountant 

MBA and 
Diploma in 
Information 
System 
Security 

Chief Internal 
Auditor is a 
Chartered 
Accountant 
and System 
Auditor 

Chartered 
accountant 

AIB part 1  Chartered 
Management 
Accountant 
(UK) 

Certified 
Management 
Accountant 

Internal 
auditors have 
adequate 
qualification 
and audit 
experience 

AIB 

MIS System Yes Yes Accounting 
system is 
computerized. 
Further 
automation is 
under way. 

Core banking 
system is 
computerized. 
However, 
manual 
records are 
maintained for 
IFRS related 
adjustments. 

There is a 
core banking 
system in 
place and 
necessary 
supporting 
systems are 
integrated to 
the same for 
all significant 
business and 
accounting 
processes. 

Fully 
computerized 
– the core 
banking 
system is 
Kapity. 

Core banking 
system is 
computerized 
and financial 
statements 
are generated 
from the 
system’s 
reporting 
module. 

The bank core 
accounting 
systems are 
computerized, 
which generate 
trial balances 
and other 
reports for 
preparations of 
financial 
statements. 

Core system 
is 
computerized. 
Financial 
reporting is 
oracle based. 

There is a 
centralized 
accounting 
system 
named core 
banking 
systems. 

Confirmation of 
Compliance with 
Code of 
Corporate 
Governance in 
latest Annual 
Report 

Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

AG = Auditor General, AIB = Associate Member of the Institute of Bankers (of Sri Lanka), EY = Ernst & Young. 


