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SRI LANKA AT A GLANCE

2004 2009 2013 2004 2009 2013
THE ECONOMY TOTAL GOVERNMENT DEBT (US$ Mn) 21144 36,205 52,616
GDP at Market Prices (Rs.Bn.) 2,091 4,835 8,674  Total Debt Service (GDP %) 14.8 171 13.4
GDP at Market Prices (US$ Bn.) 21.0 42 67.2  Total Government Debt (GDP %) 102.3 86.1 78.3
Per Capita GDP at Market Prices (Rs.) 107,432 236,445 423,467 Domestic (GDP %) 547 49.7 44.2
Per Capita GDP at Market Prices (US$) 1,062 2,057 3,280 Foreign (GDP %) 476 36.4 341
GDP (Growth %) 5.4 3.5 7.3
GNP (Growth %) 53 4.8 6.6 PROVINCIAL BUDGET
Inflation - GDP Implicit Price Deflator (%) 8.8 5.9 6.7 Revenue (Rs.Bn) 13.5 29.4 50.5
Inflation - CCPI (%) (Annual Average) 9.0 3.5 6.9 Tax Revenue (Rs.Bn) n.5 24.9 439
Unemployment (%) 8.3 5.8 4.4 Expenditure (Rs.Bn) 56.9 130.3 186.1
Labour Force Participation Rate (%) 48.6 48.7 53.8  Central Government Transfers (Rs.Bn) 458 93.9 135.6
STRUCTURE OF THE ECONOMY MONETARY SECTOR DEVELOPMENTS
Share of GDP (%) Narrow Money (Rs.Bn.) 188.4 336.7 484.6
Agriculture 12.5 12.7 10.8 Broad Money (Rs.Bn) 6879 1,536.7 3,058.8
Industry 28.6 29.7 32.5 Money Growth (M,) (%) 19.6 18.6 16.7
Services 58.8 57.6 56.8
Sectoral Growth (%)
Agriculture -0.3 3.2 47  ACCESS TO BANKING & FINANCE
Industry 52 4.2 9.9 Domestic Commercial Banks n n 12
Services 7.6 3.3 6.4 Branches 1,056 1,333 2,576
Foreign Commercial Banks n n 12
EXTERANL TRADE Branches 33 44 221
Exports (US$ Mn.) 5,759 7,085 10,394  Specialized Banks (Excluding RDBs) 8 8 8
Imports (US$ Mn.) 8,000 10,207 18,003 Branches 178 239 390
Trade Balance (US$ Mn.) -2,241 -3,122 -7,609 Regional Development Bank 6 6 1
Tourism (US$ Mn.) 417 349 1,707 Branches 197 226 255
Worker Remittances (US$ Mn.) 1,564 3,330 6,407 ATMs - 1,876 2,538
Current Account Balance (US$ Mn) -648 -214 -2,607 Domestic Commercial Banks - 1,710 2,310
Overall Balance of Payment (US$ Mn) -205 2,725 985 Foreign Commercial Banks - 47 48
Specialized Banks - 19 180
GOVERNMENT FINANCE
Revenue (Rs.Bn) 3M 700 1,137
Tax Revenue (Rs.Bn) 282 619 1,006 Insurance Companies 13 18 22
Non Tax Revenue (Rs.Bn) 30 81 131 Registered Finance Companies 26 35 48
Specialized Leasing Companies 17 21 10
Total Expenditure and Net Lending (Rs.Bn) 477 1,202 1,669 Student Savings Units 978 2,788 3,039
o/w Current Expenditure (Rs.Bn.) 390 880 1,205 Credit Cards Issued 153186 68,430 166,181
Public Investment (Rs.Bn.) 98 330 481  Credit Cards In Use 491196 840,905 951,320
Current Account Deficit / GDP % -3.9 -3.7 -0.8
Primary Deficit/GDP % -2.2 -3.5 -0.8
Budget Deficit / GDP % -8.2 -9.9 -5.9
EXCHANGE RATE
Revenue (US$ Mn.) 3,078 6,087 8,810 Annual Average
Tax Revenue (US$ Mn) 2,782 5,385 7791  Rs/US$ 101.19 14.94 1291
Non Tax Revenue (US$ Mn) 296 702 1,019 Rs/SDR 149.88 177.22 196.19
Total Expenditure Net Lending (US$.Mn) 4,713 10,457 12,930
o/w Current Expenditure (US$ Mn.) 3,851 7,653 9,334  Year End
Public Investment (US$ Mn..) 968 2,875 3,727  Rs/US$ 104.60 Nn4.38  130.75
Budget Deficit (US$ Mn.) -1,635 -444 -3,997  Rs/SDR 161.60  178.67 20136
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SRI LANKA AT A GLANCE

SRI LANKA AT A GLANCE

TARIFF REGIME AS AT 31 DECEMBER

2004 2009 2013

Duty free items 651 Duty free items } Raw 764 Duty free items | Raw 3,379

Duty 2% Raw 1,560 Duty below 5% Materials 2,087 Duty 7.5% Materials 184

Duty 5% Materials 761 Duty between i i

Yy 5% y Intermediate 475 Duty 15% Intermediate 1590
5%-10% Goods Goods
Luxury Luxury
i Duty between
Duty 10% Intermediate 1,478 \% Goods & 2,923 Duty 25% Goods & 1,415
Goods 15%-28% Motor Motor
Vehicles Vehicles
Tobacco
Luxury Goods & Duty between - ’
0, 0,
Duty 25% Motor Vehicles 1,170 75%-100% Cvlgarettes & 9 Duty 75% Tqbacco, &
Liquor Cigarettes &
Duty 50% Tobacco, 1 Specific 50 Duty 85% Liquor 1
) ifi
Duty 75% Cigarettes & 2 P Zofodcgtlems Duty 125% 5
Liquor e
Duty 100% 5 Specific & Industries e
Advelorum 210 Specific ZOLOd Itlems od
- oca
Specific & Inelsiies 183
Advelorum
Total 5,628 Total 6,520 Total 6,844
2004 2009 2013 2004 2009 2013
SOCIAL DEVELOPMENT ACCESS TO BASIC INFRASTRUCTURE
Growth of Population 1.2 11 0.8 Electricity to Households (%) 73 85 96
) . Access to Pipe-borne Water
Life Expectancy at Birth 67.9 741 751 (% of Population) 28 37 45
Infant Mortality (Per 1,000 Live Births) 98 97 9.7 Access to Safe Drinking Water 72 80 88
(% of Population)
Materrjal Mortality Rate (Per 100,000 121 7.2 7.2 Telecommunications
Live Births
Crude Birth Rate (Per 1,000) 18.8 18.4 17.5 Fixed Access Services (No."000) 991 3,436 2,707
Crude Death Rate (Per 1,000) 5.9 5.9 6.0 Cellular Phones (No. of Subscribers '000) 2,211 14,264 20,315
. Internet and email Subscribers (Including
0,
Literacy Rate (%) mobile internet services) (No."000) 93 240 2012

Average 925 925 95.6 Postal

Male 94.5 94.5 96.8  Public Post Offices 4,040 4,057 4,026

Female 90.6 90.6 94.6 Private Post Offices 650 657 602
Ab|||ﬁy tp use Computer Roads
(Projection)

Age 10 Years and above (%) n.a. 20.3 40.0 Total Road Length (Km) mM,001 13,674 115,425
Dependency Ratio (%) 48.3 48.4 49.4 Road Density (Km?) 1.69 173 1.76
MOTOR VEHICLE IMPORTS Ports

Motor Bicycles 142,445 17,913 159,769  Vessels Arrived 3,883 4,592 4,024

Three-Wheelers 41,445 30,356 80,585 Total Container Traffic (TEUs '000) 2,221 3,464 4,306

Tractors 15,288 12,874 14178  Total Cargo Handled - ( MT '000) 33,959 48,778 66,292

Motor Vehicles for Transport of Goods 18,291 5,639 25,654  Transshipment Containers (TEUs '000) 1,531 2,712 3,274

Passenger Van and Buses 2,241 649 1,627 MEGA IRRIGATION SCHEMES

Motor Cars 16,876 1,852 27,088 (Extent to be newly cultivated)-ha.

Other 282 210 409 Deduru Oya Reservoir - - nns
Total Vehicle Stock 2,297,711 3,595,068 5,203,678 Menikganga Reservoir - - 10,000

Motor Cars 293,747 387210 528,094 Rambukkan Oya Reservoir - - 1,400

Three Wheelers 213108 443,895 850,457 Yanoya Project - - 650

Motor Cycles 1134,818 1,896,021 2,715,727 Moragahakanda & Kalu Ganga - - 5,624

Buses 71,818 81,789 93,428

Dual Purpose Vehicles 174,091 197516 304,746

Goods Transport Vehicles - Lorries 209,478 284,847 329,648

Land Vehicle - Tractors 165,343 259,634 326,292

Land Vehicles - Trailers 35,308 4456 55,286
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SRI LANKA AT A GLANCE

2004 2009 2013 2004 2009 2013

ACCESS TO BASIC NEEDS PRINT MEDIA
HEALTH Newspapers (No.) 146 105 193
Public Hospitals 606 555 813 Sinhala 108 63 )
Private Hospitals 172 161 206 Tamil 13 19 25
Central Dispensaries 397 461 484 English 25 23 45
Beds 61,868 68,905 79,820 Bilingual - - 08
Doctors 12,210 15,930 19,847 ELECTRONIC MEDIA
Nurses 17,316 26,351 30,892 Television Services n 19 25
Attendants 6,696 8,358 8,087 Government 4
Midwives 7,407 8,276 9,119 Sinhala
Public Health Inspectors (PHI) 1,564 1,691 1,693 Tamil 1

English 1

Private 13 18

Sinhala 4 7 1
EDUCATION Tamil - 2
Government English 3 4 5
Schools 9,765 9,410 10,010
Students (000") 3,871 3,865 4,036 Radio Services 20 52 54
Teachers 187,337 213,126 223,730 Government 14 21 19
Private Sinhala 12 14 12
Schools 85 98 104  Tamil - 5 5
Students (000") 101 15 128 English 2 2
Teachers 4,846 5,701 6,200 Private 6 31 35
Pirivenas Sinhala 4 19 21
Schools 651 697 736  Tamil 1 4
Students (000") 57 58 66 English 1 10
Teachers 5,514 5,845 6,097

CAPACITY OF ON-GOING THERMAL

PLANTS (MW)
WOMEN PARTICIPATION Norochcholai Coal Fired Plant . . 600

(Phase 11 & 111)
Women Population ('O00) 7994 10715 10.463 INSTALLED CAPACITY (MW)

Total 2,436 2,737 3,371
Employed Women ('O00) 2179 2,639 2153 Public Sector - CEB 1783 1758 2,242

Hydro Power 1,207 1,207 1,361
Z‘;‘;:j:;li:;i;iﬁon in the 34 328 300 Thermal Power 573 548 878
Z\goorge)” In the Public Service 342 464 393 Fuel 573 548 578
Unemployed Women (%) 13.2 8.2 2.9 Coal - - 300

Other 3 3 3
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SRI LANKA AT A GLANCE

2004 2009 2013 2004 2009 2013
Private Sector 653 979 1,129
POVERTY (2006/2007, Hydro Power 84 158 262
2009/2010 & 2012/2013)
Poverty Head Count Index - 152 8.9 6.7 Thermal Power - Fuel 567 779 771
US$ 1.25 a day
Poverty Gap Index - 21 17 1 Other 5 42 96
US$ 2.00 a day
Average Daily Calorie Intake (2007 2120 2118 2145 Capital Market
and 2012)
Multi Diamentional Poverty Index 3.6 2.7 1.8 Market Capitalization (Rs.Bn) 382 1,092 2,460
Average Daily Turnover (Rs.Mn) 245 142 828
All Share Price Index (ASPI) 1985 =100 1,507 3,386 5,913
S&P SL 20 Index (2004 Dec. = 1,000) - - 3,264
Market Price Earning Ratio- End of 108 165 159
the Year (%)
Turnover to Market Capitalization (%) 15.5 13.0 8.7
Personal Income Tax (%)
2004 2009 2014
Tax Free Allowance Rs. 240,000 Tax Free Allowance Rs. 300,000 Tax Free Allowance Rs. 500,000
Tax on Taxable income Tax on Taxable income Tax on Taxable income
First Rs. 0-180,000 10 First Rs. 0-300,000 5 First Rs. 0-500,000 4
Next Rs.180,000 20 Next Rs.200,000 10 Next Rs.500,000 8
Balance 30 Next Rs.200,000 15 Next Rs. 500,000 12
Next Rs.200,000 20 Next Rs.500,000 16
Next Rs.200,000 25 Next Rs.1,000,000 20
Next Rs.500,000 30 Balance 24
Balance 35
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SRI LANKA AT A GLANCE

2004 2009 2014 2004 2009 2014
Corporate Tax (%) Excise Duty
Standard Rate 35 35 28 Cigarettes (Rs. Per 1,000)
Taxable Income Less Than Rs.5.0 Mn. 20 15 12 Length below 60mm 1,640 2,289 5,722
Export Income 15 15 12 Length 60-67mm 3,137 5,706 10,355
Length 67-72mm 5,088 8,485 12,100
Economic Service Charge (ESC) (%) Length 72-84mm 5,904 10,715 16,610
ESC Rate 1 0.05-1 0.25 Length Exceeding 84mm 6,50 12,70 20,000
(ESC Paid is Deductible from Motor Vehicles (%)
Income Tax / Corporate Tax
Passenger Transport [0} (0] (¢}
Payable)
Value Added Tax (VAT) (%) Three - Wheelers
Standard Rate 15 15 12 Petrol 4 4 53
Exports O (0] 0 Diesel 14 14 53
Other Vehicles 15-65 34-120 14 -183
Nation Building Tax (NBT) (%) - 3 2
Liquor Duty Structure
Ports and Airports Development X
15 ks 5 (Rs. Per Proof Liter)
Levy (%)
Telecommunications Levy (%) - - 25 Coconut Processed/Molasses Arrack 366 610 1,110
Share Transactions Levy (%) - 0.2 0.3 Country Made Foreign Liquor 490 740 1,250
Malt Liquor (Beer) above 5%
CUSTOMS DUTY (%) ) ] 43.50 64 130
in Strength (Per Liter)
Malt Liquor Less than 5% in Strength
Inputs / Raw Material 0-3 0-2.5 0-75 27.50 48 1o
(Per Liter)
Intermediate Goods 12 6-15 7.5-15 Wine (Foreign) 200 465 898
Finished and Luxury Goods 27.5 28 25 Aerated Water (Per Liter) 5.50 6 12

XVii



SRI LANKA AT A GLANCE

SRILANKA'S POSITION IN SOCIAL & ECONOMIC DEVELOPMENT BY COUNTRY RANKING

No Index Name No. of Sri Lanka’s Ranking
Countries 2006 2008 2010 2012 2013
1 Global innovation Index 142 N/A 58 (2008/09) 79 (2009/10) 94 98
2 Logistic Performance Index 160 N/A 92 (2007) 137 81 89 (2014)
3 Doing Business Index 189 N/A 103 105 81 83
4  Global Competitiveness Index 148 79 77 62 68 65
5 Basic Requirements Index 148 80 92 73 72 77
6 Infrastructure Index 148 76 65 70 62 73
7 Human Development Index 186 0.683 (2005) 0.693 0.705 0.715 N/A
(Value)
Economic Freedom Index 185 80 86 19 96 81
Global Peace Index 162 1M (2007) 125 133 103 110
10 Prosperity Index 142 - 68 (2009) 59 58 60
1 Sri Lanka Prosperity Index - 50.3 56.5(2009) 58.2 66.8 N/A
(value)
12 ICT Development Index 155 N/A 106 105  105(2011) N/A
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1.1 Overview

013 made further consolidations in the
2 economy towards stronger growth.

The economy registered a 7.3 percent
growth in GDP from 6.3 percent in 2012,
satisfactorily above the annual average growth
of 7 percent recorded over the past 10 years.
Headline price inflation moderated at a single
digit level of 5 percent, well below the past 10-
year average of 12 percent. The employment
level that was averaging around 95.5 percent
of the labour force in an environment of higher
income growth was evident in the poverty
headcount which declined to 6.7 percent in
2013 securing a consistent downward trend in
the past decade from 15.9 percent.

On the social front, maternal mortality
declined to 0.3 per 1,000 live births and infant
mortality to 9.7 per 1,000 live births while life
expectancy improved to 75 years for women
and 70 for men. Primary and secondary school
enrolment rose to 99 percent and 84 percent
respectively, while showing a marked decline
in primary and secondary school drop outs
from 7 percent and 20 percent respectively in
2003 to 1 percent and 4 percent respectively
in 2013. Country’s general literacy stood at 96
percent and computer literacy sharply rose

to 40 percent. Capturing these developments
the Human Development Index 2013 ranked
Sri Lanka at 92" place among 186 countries

in the world. With the highest level of human
development among SAARC countries.

Access to public utilities has become
widespread. Reflecting the success in
providing electricity and safe drinking water
to all, access to electricity increased to 96
percent of households, with access to safe
drinking water rising to 88.7 percent of the
population with access to pipe-borne water

at 45 percent. Cellular phone usage in 2013
has risen to 20.3 Mn. as against 2.2 Mn. in
2004 and internet and e-mail subscribers have
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increased to 2 Mn. from a virtually zero base
up to 2009. Credit Card users have expanded
to almost 1 Mn. doubling the number of users
in 2004. The number of private television
stations has expanded to 18, almost a threefold
increase over 2004 while private radio stations
have increase to 35 in 2013 from 6 in 2004
reflecting a vibrant growth in the media
industry.

The total vehicle stock stood at 5.2 Mn.

in 2013 in comparison to 2.3 Mn. in 2004
showing the rising demand for an improved
road network and the widespread nature of
transportation facilities associated with growth
in employment and middle income living.
Underpinning this expansion of basic urban
public facilities to the rural Sri Lanka, are the
inclusive development strategies followed by
the Government since 2005. It is evident that
three main factors namely health, education
and the standards of living have contributed
towards this vast poverty reduction from a
multidimensional perspective. The percentage
of multi dimensionally poor people in the
country has dropped from 3.6 percent in
2006/07 to 2.7 percent in 2009/10 and further
to 1.8 percent in 2012/13.

Access to Basic Facilities (2013)

Electrification Level
Access to Safe Drinking Water 88.7%
Paved Roads in the Total Road Network
International Roughness Index (IRI) - .
less than 5mm/km of National Roads °
Telephone Density - including Celluar
Phones per 100 persons L

T T
T G
AT G
s

Source: Compiled by the Ministry of Finance & Planning




The economy has gained its international
competitive edge while registering
sustained improvements in the rankings
noted in the Ease of Doing Business Index
becoming 83 from among 189 countries,
registering the 65™ place out of 148
countries in the Global Competitive Index
2013/2014, 73 out of 148 countries in the
Infrastructure Index and 81t out of 185
countries in the Economic Freedom Index.
ATKerney a leading global management

Chart 11 > Sri Lanka has a Niche in Finance
and Accounting Outsourcing

UK

Sri Lanka
South Africa
Malaysia
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Source: ATKearney ‘Competitive Benchmarking: Sri Lanka
Knowledge Services’

consultancy firm who publishes Global
Services Location Index widely regarded as
one of the world’s leading barometers on the
relative attractiveness of different countries
as locations for delivery of IT, BPO, and other
knowledge services has ranked Sri Lanka 21t
among the top 50 leading service locations
in the world, describing the country as a
location with a highly skilled workforce and
a cost-competitive business environment,
showing new avenues of growth for the
country.
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Overall Policy Framework

The socio economic development of the decade
ending 2013 with stronger performance since
2009 when the country ended the prolonged
terrorist conflict in the North, was feasible

due to the careful sequencing of underlying
development strategies as set out in Mahinda
Chintana: Vision for a New Sri Lanka - 10 Year
Development Framework of the Government
from 2006 and further focusing on development
in terms of Sri Lanka -The Emerging Wonder of
Asia : Mahinda Chintana - Vision for the Future
from 2010. The major building blocks that
enabled this development include improving
island wide infrastructure and human resource
development, deepening reconciliation and
reconstruction efforts, implementing policy
reforms towards designing a broad based low
tax regime and institutional developments,
realigning domestic prices in line with

global energy prices, incentivizing domestic
production and services, strengthening the
public service delivery mechanism and adopting
rural centric development strategies with a well
protected social spending mechanism for the
benefit of low income and vulnerable groups.

Managing Challenges

The development that has been experienced
in @ more stable economic environment in
recent years has been achieved admits many
challenges. It underscores a strong resilience in
the backdrop of adjustments to a challenging
global economic environment, extreme
weather conditions, policy changes towards
creating a value chain economy to address

a structurally weak external trade balance

and the need to strengthen both government
and state enterprise finance. The economy
was confronted with a competitive pressure
brought about by the non-extension of the
GSP+ concession to Sri Lanka by the European
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Union, subsequent capital market crisis in
the US and UK in 2008/2009, the Euro-Zone
financial crisis and the US Fiscal Cliff in 2012
and their contagion effect on emerging
economies. These depressed conditions

in the global economy affected exports,
tourism, overseas employment and foreign
investments.

The global economy was also fragile during
2011-2012 and during most parts of 2013, on
top of which the US sanctions on Iran made
crude oil imports costly. High oil prices in
the range of US$ 90-110 per bbl imposed a
severe strain on the economy through high
cost of operations in power generation and
domestic industries, and on the Balance of
Payments through large foreign exchange
outflows as high as US$ 5,500 Mn. per
annum. The extreme drought and flood
conditions on the one hand and the ever
growing competing demands for water for
power generation, irrigation, commercial and
personal consumption on the other, posed
new challenges to the economy compelling
the Government to seek effective economic
solutions to diversify risks associated with
food, energy and environment security.

De-Risking the Economy

In responding to these multifaceted
challenges, the Government encouraged
greater flexibility in the exchange rate,
imposition of high tariff on the importation
of motor vehicles, prescription of credit
ceilings in the banking system, increasing
the Central Bank policy interest rate and
imposing administered prices on petroleum,
electricity, water and transport to realign
their prices to new cost structures and to
address the way-too-high trade deficits of
2011 - 2012. The Special Commodity Levy
was applied selectively on many agricultural
products, to ensure that remunerative
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producer prices are maintained during
harvesting times while protecting
consumer interest during off production
seasons. The domestic economy was
placed on price induced transitional
adjustments towards encouraging local
production particularly in favor of food
crops, dairy, fish, sugar etc. to reduce
import dependency.

The collapse of the international gold
price in late 2012 caused a set back to
the banking system, in particular lending
by domestic banks to the rural economy,
and the pawning business suffered heavy
losses requiring high capital provisioning.
The low income people suffered the most
as they were confronted with reduced
access to formal credit due to their
reliance on gold backed borrowings from
the banking system. This too caused a
drop in consumer demand and hence
impacted negatively on value chain
activities in the economy.

Timely measures adopted by the
Government contributed towards
strengthening the resilience of the
economy. The export earnings reached
US$ 10 Bn. in 2013 in comparison to
average annual export earnings of US$
5.2 Bn. during 2000-2004. A rapid
expansion in IT and enabling services
generated US$ 720 Mn. which was below
US$ 100 Mn. till 2005. Foreign Direct
Investments remained above US$ 1 Bn.
for three consecutive years since 2011,
almost double the value recorded before.
A substantial expansion was witnessed in
both domestic tourism and foreign tourist
arrivals raising foreign earnings of US$
1.7 Bn. in 2013, a fourfold increase against
pre 2004. Remittances from overseas
employment increased to US$ 6.4 Bn. in



2013 from an average annual level of US$
1,316 Mn. during 2000-2004.

The economy in 2013 demonstrated
weaning risks, displaying signs of transition
to an upper middle income economy free
of poverty, by sustaining a high growth

in excess of 7 percent with low inflation

of around 6 percent. Price inflation has
further declined to a mid single digit level
of 5 percent during the first four months

of 2014 with stable supply conditions and
diversified production and distribution
channels, placing the country on a relatively
low cost regime. The reliance on costly

fuel based thermal power generation and
weather sensitive hydropower generation
was diversified with 25 percent generation
capacity being added by coal based power.

The CEB and CPC that had a history of
loss making, reached a breakeven in their
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commercial operations. Foreign Assets
which reached US$ 7,495 Mn. have
further improved to US$ 8 Bn. in April
2014 with the stability of the exchange
rate. Fiscal imbalances have been
narrowed and debt to GDP ratio is on a
downward path towards 65 percent with
a commitment by the Government to
further reduce the Budget deficit to below
4 percent by 2016. Underlying reforms
as detailed in Chapter 3 of this report
argue for a graduation for Sri Lanka, as
a regionally superior destination with

a buoyant growth. The task ahead is to
consolidate these gains while focusing
on the remaining facets of poverty and
challenges to the vulnerable, particularly
due to vagaries of weather affecting
agriculture and environment in order

to ensure that food security and living
conditions of the agricultural community
will not be compromised.

The economy in 2013 demonstrated weaning risks,
displaying signs of transition to an upper middle income
economy free of poverty, by sustaining a high growth in
excess of 7 percent with low inflation of around 6 percent.
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Box 1.1 De-risking the Economy...
- A sustained economic growth in excess of 7 percent
- Inflation continue at mid-single digit of 5 percent
- A flexible yet stable Foreign Exchange Rate regime is maintained
- External reserves are buoyant with reserves being maintained to cover over 5 months of imports
- Banking system is consolidating towards strengthening system stability
- Current Account Deficit is narrowed to 3.9 percent of GDP from 9.5 percent of GDP in 2008

- A buoyant growth in inflows from tourism, (US$ 1,700 Mn.) with tourist arrivals reaching 1.4 Mn,
in 2013 underscoring prospects to reached the targeted income of US$ 2,500 Mn. in 2016

- Remittance from overseas employment (US$ 6,400 Mn.) has turned to a skilled based buoyant
earning sources with prospects of reaching US$ 10 Bn. in 2016

- IT exports (US$ 719 Mn.) in 2013 have surged in 5 years changing the economic landscape
towards a knowledge based economy

- Multi-dimensional poverty declined to 1.8 percent and people below poverty line declined to 6.7
percent

- The ICT work force has registered an impressive growth from 15,586 in 2003 to 75,107 in 2013

- Literacy rate of the population is 99 percent and computer literacy reaching 40 percent in 2013 in
a matter of 8 years

-  The country command the second highest number of Chartered Accountant students in the
world, with a high enrollment in medicine, engineering, commerce, law, nursing and teaching.

- Employment of the labour force is maintained at a stable 95.5 percent.

- Access to electricity is raised to 96 percent of households with progress being made to provide
electricity to all by 2015

- A diversified power generation capacity is created to reduce over reliance on fuel based power
and unreliable hydro power by installing a new 900 MW coal based power plant accounting for
25 percent of power generation

- Revenue Deficit and Primary Deficit reduced to 0.8 percent and the Budget Deficit to 5.9 percent
of GDP with a commitment to sustain a surplus in revenue and primary balances and a deficit
below 4 percent by 2016

- Debt/GDP reduced to 78 percent in 2013 from 102 in 2003 is to be further reduced to 65 percent
in 2016

- Doing Business Index ranked Sri Lanka (SL) at 83rd from 81st place in 2012

-  Global Competitiveness Index ranked SL at 65th place from 68th place in 2012
- Infrastructure Index ranked SL at 73rd place from 62nd place in 2012

- Economic Freedom Index ranked SL at 81st place out of 185 countries

- Sri Lanka ranked 21st out of 50 leading service locations for delivery of IT, BPO and other
knowledge services by ATKerney

- Human Development Index ranked Sri Lanka at 92nd place among 186 countries, and with the
highest ranking among SAARC

- A shift in the skilled category of overseas employees to 24 percent and a drop in the housemaid
category to 33 percent of people leaving for overseas employment

- Anisland wide network for preventive and curative health care has increased the life expectancy
75 years supported by a cost effective health care system.
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1.2 Macro-Economic Trends

Underpinning the overall improvement in the
macro economic environment, was the further
narrowing of revenue and primary deficits

to 0.8 percent of GDP each in 2013. These

are the lowest deficits recorded in 30 years

in the Budget. These outcomes underscored
the effectiveness in managing recurrent
expenditure to stabilize at around 14 percent
of GDP while implementing sustained tax

reforms, which would bring about the necessary

elasticity in revenue efforts towards 16 percent
of GDP in the medium term. Revenue yield
totaled Rs. 1,137.4 Bn. in 2013 in comparison

to Rs. 311.4 Bn. in 2004 whereas current
expenditure has increased from Rs. 389.7 Bn.
in 2004 to Rs. 1205.2 Bn in 2013 leading to a
narrowing of the gap between the two. The
Budget deficit was contained at 5.9 percent of
GDP in 2013 while securing public investments
to the tune of 5.5 percent of GDP. This was

the lowest deficit in 30 years with an average
annual level of public investments at 6 percent
of GDP that took place since 2005. With these
developments along with a higher economic
growth, debt to GDP has consistently declined
to 78 percent in 2013 from 102 percent in 2003.

The performance of State Owned Business
Enterprises (SOBEs) also made its contribution
towards stability, by phasing out their

losses by about Rs. 200 Bn. of which the
Ceylon Electricity Board (CEB) and Ceylon
Petroleum Corporation (CPC) were significant
stakeholders in 2013. The cost recovery pricing
strategy, targeted subsidized tariff for low
income households consuming electricity
below 90 units, continued investments in

coal and renewable energy sources, reduced
dependency on fuel fired power generation and
curtailing transmission losses contributed to
minimize financial vulnerabilities of the CEB.

The cost recovery pricing of petroleum
products and procurement improvements
helped to make a turn around in the Balance
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Sheet of CPC despite the severe strain caused
by US sanctions on Iran and high oil prices.

Sri Lanka Ports Authority completed country’s
largest PPP investments with the commissioning
of Colombo Southport Terminal while also
up-scaling the operations of the newly built
Hambantota Port. Complementing these
developments, the Airport & Aviation Authority
continued its investments and expanded the
Bandaranaike International Airport (BIA)

and Mattala Rajapaksa International Airport
(MRIA) to meet emerging aviation needs and
strengthened country’s locational advantage

in shipping and aviation for trade and tourism.
Bank of Ceylon (BOC), People’s Bank (PB)

and National Savings Bank (NSB) maintained
their lead role in banking. The NSB successfully
raised US$ 750 Mn. and BOC raised US$ 500
Mn. through the issuance of 5 year bonds
overseas, underpinning the capacity of these
banks in mobilizing long-term capital while
consolidating their presence in international
financial markets.

Chart 1.2 > Earnings from Export of Goods

14000 — 13,671
12000 —

10000 —

8000 —|

US $ Mn.

6000 —|

4000

2000 |

T T
2003 2007 2010 2013

2015 Proj.

Source: Central Bank of Sri Lanka

On the external front, the trade deficit
narrowed to US$ 7,609 Mn. in 2013 reversing
the widening trend observed till 2012 when
it reached US$ 9,417 Mn. almost the value of
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exports. Manufacture of high value apparel
products generated US$ 4,500 Mn., with

Sri Lankan tea increasingly turning to be
value added branded products with export
earnings rising to US$ 1,500 Mn,, light
engineering, mechanical appliances, transport
equipment and structures and machinery
exports totaling US$ 971 Mn,, rubber based
advanced manufactured product earnings
rising to US$ 888 Mn., gems, cut diamonds
and jewellery exports yielding US$ 446

Mn. and non traditional exports of fruits,
vegetable, spices and seafood earning US$
762 Mn., have shown the emergence of a
diversified industrial and high value exports
having gone through adjustments since

the irruption of the global crisis in 2009.
Underscoring the structural change in the
economy, port and shipping related earnings
stood at US$ 1,784 Mn., tourism trade
earnings rose to US$ 1,715 Mn. while foreign
inflows from the export of IT services reached
US$ 719 Mn. reflecting a 3 fold expansion in
the scale of export of services, in 2013.

The export of goods and services have
reached US$ 15,098 Mn. while the import of
goods and services totaled US$ 21,499 Mn.
raising country’s external trade turnover to
US$ 36,597 Mn., accounting for 54 percent
of country’s economy. The scale of import
of goods and services reflects the scope
the private sector could explore through
domestic production by capitalizing on

the incentive structure created through

the exchange rate and taxation improving
prospects of domestic production particularly
in dry food, milk powder, sugar a well as
cement, steel, furniture, building materials,
renewable energy and education and health
services to reduce large foreign exchange
outflows for imports.

The remittance income from foreign
employment has also become a steady
and buoyant source of foreign earnings.
The underlying dynamics of remittances
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from overseas employment, which rose

to US$ 6,407 Mn. is attributable to the
decline in the housemaid category to 33
percent and the increase in skilled and semi
skilled categories to 24 percent of people
leaving for overseas employments, securing
enhanced opportunities in high wage paying
economies, improved banking facilities and
the tax incentives granted for overseas
earnings. Consequently, the current account
deficit of the Balance of Payments declined
to US$ 2,607 Mn. This was 3.9 percent of GDP
in 2013 in comparison to 9.5 percent in 2008.

Chart 1.3 > Foreign Remittances
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The developments in public sector finance and
Balance of Payments facilitated the banking
system to expand private sector credit by

7.5 percent. Consequently, the monetary
growth was 16.7 percent; a growth in liquidity
considered to be supportive for a high
economic growth, with a lower inflation which
was witnessed in 2013. However, a further
rebalancing of credit expansion in favour

of private sector credit growth with special
emphasis on SMEs is warranted in the wake of
moderation of the credit growth in the public
sector, in order to further facilitate private
sector led activities.



1.3 Emerging Growth Prospects

The economy is showing strong growth
prospects with several underlying changes in
the economic structure. Capitalizing on the
outlook changes with the recent investments

in port and airport infrastructure along with
the policy announcement declaring free

port facilities, and the introduction of a new
regulatory environment in the use of terminal
handling charges, the country is poised to
expand transshipment trade. With the newly
commissioned deep port facility in the Colombo
Port, transshipment connectivity is expected to
grow rapidly. Aviation and airport connectivity
have also increased with transit passenger
attraction recording 1,359,328 passengers in
2013 in comparison to 608,946 in 2004.

Chart 14 > Earnings from Tourism
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Tourism has grown steadily, not only in terms
of the number of arrivals, but also in terms

of the diversity in the product demand and
the quality, raising its income to around US$
1.7 Bn. in 2013. With the expansion in the
tourism industry, the associated industries and
services have also become attractive sources
of employment to youth, providing high
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income. The total number of direct and indirect
employment in the tourism sector increased to
270,150 in comparison to 132,055 in 2010. The
sector is poised for a further expansion with
committed foreign direct investments of around
US$3,000 Mn. and large scale involvements

by domestic entrepreneurs providing high end
boutique hotels capitalizing on the bio diversity
of the country and providing ’home-stay’
facilities in and around popular tourist locations
to raise room capacity to 40,000 by 2016 to

be able to accommodate diverse interests in
regional tourism.

IT and professional services are other areas in
the economy that have shown signs of a speedy
growth. Export earnings in the IT sector rose to
US$ 719 Mn. and several international service
operators have shown their presence in the
country considering the comparative advantage
o f having an educated and skilled labour force
with required amenability.

Chart 1.5 > Earnings from Export of IT & Enabling Services and
Telecommunication Services
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IT education through degree and diploma
awarding institutions is being expanded in
addition to making it as a main stream subject
in the school curricula. The general IT literacy
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has reached 40 percent by 2013 and is
expected to be 70 percent by 2020. Both,
the private sector as well as the public sector
have expanded investments to broaden IT
related high education and IT education

has also been made a key component in
vocational and skills education reform

initiatives. The ICT work force has registered
an impressive growth from 15,586 in 2003

to 75,107 in 2013. The industry is expected
to become a Billion Dollar economy and
generate over 100,000 employment
opportunities by 2016.

Chart 1.6 > Impressive Growth in the ICT Workforce
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In the backdrop of there being several global
challenges and adjustments in domestic
activities involving export and import
substitution and the economy bouncing back
to a high growth of 7.3 percent underpins
that several simultaneous changes have
taken place in the economy. High energy
prices, in particular the high electricity tariff
compelled several industries to shift to

use renewable energy sources, and adopt
energy efficient technologies and energy
conservation methods in production and at
business places. The use of biogas and solar
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power and placing reliance on mini hydro
plants could be widely seen. In response to
high taxes and fuel prices, a visible increase
was seen in the importation of hybrid

and fuel efficient vehicles. The incentive
structure created by the Government along
with changing comparative advantages
associated with producing grain,
vegetables, fruits, milk, dairy products

and poultry, have encouraged increased
domestic production and thereby raising
rural farmer income and livelihood sources.

In the backdrop of Sri Lanka’s competitive
benchmarking turning infavour of
knowledge and technolgy driven both
sectors, the country is poised to be a
platform to nurture research in areas of
medicine - both western and indigenous,
energy, engineering, environment, irrigation,
animal husbandry, agriculture and food
technology, IT and enabling services.

Research and Development
Towards making further advancements
in the various sectors in which Sri Lanka
has secured a competitive edge, the
Government has introduced a series of
measures to promote related research
and development, as an integral part of
country’s development strategy.

In 2011 a scheme to provide a research
allowance for university staff and
professionals was introduced to the public
sector to promote research. The 2012
Budget, announced Government policy to
make suitable legal provision enabling the
provision of triple deductions to the private
sector to fund research in collaboration
with Government research institutions. A
considerable enthusiasm was reported in
the medical field, with several innovative
research initiatives on varied aspects of
medical science and health administration
being presented at international fora and
were published in reputed medical journals.



The enabling regulatory framework is being
developed to encourage clinical research.
Scientific researchers in Government as

well as Research Institutions committed to
carry out around 500 research projects,
attracting global interest. Further, public
research institutions engaged in research on
plantation crops, medicine and agriculture
and the universities are being encouraged to
work with the private sector to relate their
facilities to economic progress.

Research initiatives were undertaken by
university academia of various disciplines
including research on food technology,
dairy farming and animal husbandry,
aquaculture, nanotechnology, seeds

and planting material, Dengue control,
Information Technology, clinical research,
textile technology, renewable energy,
organic products etc., which are of immense
value towards national development. In this
backdrop the allocations to the National
Research Council were also increased to
fund research expenses of universities and
other research institutions so as to intensify
the research interest among scientists.
Triple deductions for research expenditure
and a lump sum depreciation for capital
expenditure on required equipment and
development of laboratory facilities have
been extended to the private sector

The Nanotechnology and Science Park at

Homagama was opened in October 2013
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from 2013 to encourage private sector
engagement in research and innovation.

Taking these initiatives further, a
Government/ Private Sector partnership
was established to setup Sri Lanka’s first
Nanotechnology and Science Park and
Nanotechnology Research Centre at
Homagama in 2013. This unique facility
promotes research and development to
make innovative products and add value to
natural resources. It is a collaboration which
proves how well the Public/ Private sectors
could work towards achieving a common
goal with mutual trust.

The research initiatives undertaken by
both sectors made particular progress

in the field of agriculture. The Wayamba
University while being actively involved in
research on food technology and on the
livestock industry was able to produce
encouraging results. Recognizing the
importance of promoting farm level
research applications, Budget support
was extended to improve research labs,
equipment etc. to promote research work
by Agricultural Faculties in provincial
universities at field level in dairy, poultry,
inland fisheries, animal husbandry and food
technology. Industrial Technology Institute
AT, with the Bio Technology Centre and
the Advance Material Technology Complex
are to be relocated in a modern facility

at Malabe and quality testing process

is being promoted in manufacturing for
domestic consumption as well as exports.
Systems and procedures required to be
followed by research institutes are being
further simplified to encourage active
involvement of universities and Research
Institutions to be able to meet market
demands. Channelling of resources
towards developing incentive structures
for research and development, and the use
of private/public synergies in these areas
need to be intensified.
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Exploring Small Sector Potentials
Uplifting informal and semi formal economic
sectors in which a large number of self
employment and livelihood opportunities
are found, received special attention in the
formulation of Government development
strategies. The potential to support value
chain activities in production and distribution
processes is increasing parallel to the
organized formal economy thus creating
considerable competitiveness in the
economy. The Government made concerted
efforts to encourage such participation
through the provision of many facilities.
Institutional support has been developed
with the formation of Divi Neguma
Development Department. A tax free
environment has been created by exempting
annual transaction turnover below Rs.12 Mn.
from VAT and NBT. The fee levying services
provided by Provincial and Local Authorities
are being simplified. Administrative
regulations, registration procedures and the
legal framework are being regularly reviewed
throgh discussions with representatives of
transport operators, mobile traders, taxi
operators, street vendors, small scale women
entrepreneurs, small suppliers engaged in
outsourcing businesses, and those engaged
in backyard economic activities to ensure that
doing business at this scale is made easy.

Small sector farmers rely on Sathi Polas to sell their harvest
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Youghurt making is popular among small sector

Special emphasis has also been placed on
rural agrarian smallholder operations in dairy,
fish processing, poultry, floriculture and fruits
and vegetable production. Small industries
producing handloom, gift items and household
ornaments, pottery, handicrafts etc. have been
incentivized through technology transfers,
product development support, organized
exhibitions and such other trade promotions.
On a similar thrust, micro financing has been
strengthened to improve access to credit
from formal channels. Basic infrastructure
requirements such as access roads, parking
places, market centers (Sathi Polas, dedicated
streets for pavement vendors etc) are also
being developed. The activities in the small
sector informal economy are encouraged
through regular interactions with industry
clusters while also extending assistance to
resolve any operational issues and the Annual
Budget consultations have helped to develop
synergies, in an endeavour to make the small
economy large.

A substantial increase in the utility vehicle
stock between 2004 and 2013, such as

three wheelers from 213,108 to 850,457, dual
purpose vehicles from 174,091 to 304,746
and land tractors from 165,343 to 326,292
reflects some new facets in the economy and



Nanasala centres while assisting to improve computer literacy

island-wide also help public service delivery

the increased role of the small sector in the
economy. Micro financing loans extended

by the 5 Government sponsored micro
financing institutions reached 8.5 Mn. in 2013,
out of which the Samurdi Authority itself

has granted 5.4 Mn. while the RDB Bank

has extended 1.3 Mn. worth of loans. This is

a phenomenal growth in terms of activities
undertaken by this important layer in the
economy, during an eight year period.
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The development of this sector could

be further encouraged by providing a
liberal market environment by simplifying
processes associated with Police Stations
and Divisional Secretariats, by introducing
a composite annual payment system for

all service related transactions through

the use of the Nanasala network and
through regular mobile telephones, and by
introducing simpler legal processes where
ever possible with assistance of the Legal
Aid Commission, to be considered under
the on going Legal and Judicial Reform
program. Orderly functioning of small sector
activities requires several public facilities
and hence local authorities are encouraged
to develop such an enabling environment.
Public service delivery agencies are
encouraged to develop best practice
manuals for self-compliance by the small
sector so that their transaction cost could
be reduced. Dedicated micro financing
arrangements should also be strengthened.

The activities in the small sector informal economy are
encouraged through regular interactions with industry
clusters while also extending assistance to resolve any
operational issues and the Annual Budget consultations
have helped to develop synergies, in an endeavour to make

the small economy large.
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Box 1.2 Improving Fiscal Responsibility

Commitment to contain the Budget Deficit at 5 percent of GDP in 2014, to be reduced to
below 4 percent of GDP by 2016 by generating a Revenue Surplus of 1 percent of GDP in
2014 and 2 percent of GDP in 2016

Revenue Deficit was reduced to 0.8 percent of GDP in 2013 from 2.4 percent of GDP in
2006 and 4.9 percent of GDP in 2001 and the overall Budget Deficit was reduced from
10.4 percent in 2001 to 5.9 percent in 2013

Public investment is protected and maintained at an annual average of 6 percent of GDP
during post 2005 period while the deficit will be gradually phased out towards 4 percent
by 2016.

Public Debt / GDP was reduced from 103 percent in 2001 to 78 percent in 2013 and is
targeted to be 70 percent by 2014 and 65 by 2016

Approval for tax concessions for investments to be as per the provisions of the inland
Revenue Act and for Strategic Investments as per the Strategic Development Projects
Act subject to the approval of Parliament after the expiry of time as set out in the Act
enabling public response

A comprehensive coverage of data and an analysis thereof is disclosed to Parliament with
the submission of the Mid- Year Fiscal Position Report (June), Fiscal Management Report
(November) along with the Annual Budget Speech, in terms of the Fiscal Management
(Responsibility) Act

Procurement management has been decentralized at line ministry level by appointing
Cabinet Appointed Standing Procurement Committees and Procurement Planning
Committees for large transactions

Financial Regulations and a Practice Manual to be introduced shortly having revisited
Financial Regulations amended in 1992, having simplified the process of public financial
management while meeting contemporary demands

The management of Treasury Operations were streamlined to avoid payment delays

Management of the procurement cycles, the contractual obligations, contingencies and
commitment controls are being strengthened to facilitate full compliance with budgetary
ceilings and to prevent downside risks of accumulation of arrears

Line ministry management committees were strengthened to be able to address concerns
of internal and external audits on a regular basis

Budget preparation is undertaken after having gone through a wider consultative process
island wide involving trade unions, industry representatives, the business community, civil
society, development partners, farmers, women, SME and informal economy groups and
after having called for public proposals

Pre and post budget seminars are held to connect with the aspirations of the society

Detailed Budget Proposals are given as annexures to the Budget Speech seeking in
puts from stakeholders to proceed to draft enabling legislation

34




1.4 Public Financial Management

The Government has introduced a number of
public financial management reform initiatives
in recent years targetting improvements

in planning, Budget preparation, Budget
control and execution, accounting, reporting
and audit. Development planning, budget
preparation and execution in recent years
have been broad based through wider
consultations with line agencies, devolved
and decentralize administrative units and also
with the private sector, Trade Unions and even
unorganized small sector representatives.
Financial Regulations are being revamped to
meet contemporary demands and to make
the public financial management process
simpler. The new Financial Regulations (FRs)
will be issue in mid 2014.

Operational Guidelines with regard to
functioning of State Owned Enterprises
(SOEs) are being streamlined. The much
needed capital infusions to strengthen
their Balance Sheets are being made while
granting greater commercial autonomy
inrelaton to the operations of SOEs. Best
Practice Manuals are being modernized to
complement Public Financial Management.

Administration of public procurement was
streamlined with the appointment of a larger
number of Procurement Committees to be
assisted by Technical Evaluation Committees
and Procurement Planning Committees.
Efforts are being made to strengthen the
capacity of public sector officials who

are entrusted with procurement related
functions. Considering the expanded scale of
operations handled by Spending Agencies,
steps are being taken to strengthen the
commitment control mechanism to get
Spending Agencies to ensure compliance
with annual budgetary ceilings, timely
management of the procurement cycle,
related contract management and financial
disbursements towards effective Budget
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control and management. A new framework
on Commitment Controls is being prepared
particularly for the benefit of infrastructure
spending agencies engaged in
infrastructure related activities to promote
that orderly payments will take place within
budget ceilings.

Financing Public Investment

In the backdrop of the country
consolidating with a lower annual fiscal
deficit of around 4 percent of GDP while
financing core public investments beyond

6 percent of GDP would require the
Government to maintain a revenue GDP
ratio in excess of 16 percent with recurrent
expenditure being maintained at around

14 percent of GDP. Such level of recurrent
expenditure seems justifiable to further
strengthen essential public services in
respect of education, health, social security,
public administration, national security,

law and order and poverty reduction, while
targeting to address the remaining facets of
poverty.

In this context, the ongoing efforts to
consolidate a broad based and simple

tax regime with high revenue elasticity

in growth sectors will continue to remain
the core of public financial management.
Since taxation of the growing service
sectors with enhanced self employment
and professional service providers will
continue to be a challenge, compliance
driven incentives and enforcement methods
need to be introduced. The expected
growth in construction, tourism, IT and
enabling activities, wholesale and high
spending retail businesses, professional
services, sports and recreation and banking
and finance are expected to generate
high elasticity in both income tax and VAT
revenue in the medium term considering
the prospects for these activities in the
economy. The buoyant expansion of
corporate activities in high value apparels,
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value added tea, and manufactured

rubber based products, construction, light
engineering, tourism and leisure, insurance,
banking and finance, domestic basic
industries and the manufacturing sector
are expected to augment corporate tax
revenue significantly in the backdrop of the
already rationalized tax structure. The use
of deductible expenditure, depreciation
provisions, limitations imposed on tax
holidays and concessions extended to
investments with long gestation will also be
conducive to raise the revenue buoyancy in
the tax system.

Revenue generated by all 9 Provincial
Councils, 12 Municipal Councils and 25 Urban
Councils which adds to around 0.7 percent
of GDP could be augmented by adopting
realistic property taxes that correspond to
market valuations. Simplification of multiple
license fees and such other charges that
are prevalent, through the introduction of

a composite and simple levy will no doubt
make the revenue flows stronger, while also
making doing business at provincial level
much simpler.

Recent performance in major State Owned
Business Enterprise (SOBEs) shows that
they have the capacity to undertake
potentially large public investments, while
complementing the underlying core public
investment capacity of the Budget. The
performance of Sri Lanka Ports Authority
and Ceylon Electricity Board shows their
capacity to undertake Private Public
Partnership (PPP) arrangements to develop
future investment needs in commercial
infrastructure. The progress made by the
Urban Development Authority demonstrates
how un-tapped urban land could be used to
raise capital through innovative planning to
meet public investments in urban housing
and commercial property development.

The ongoing efforts to strengthen Balance
Sheets of SOBEs along with cost recovery
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pricing policies could become a powerful
mechanism to raise investible funds for
public investments outside the national
Budget. Hence concerted efforts must

be made to consolidate the recent turn
around in State Owned Business Enterprises
to further strengthen them to play a
complementary role in financing public
investments.

Progressing Towards a Low Risk
Investment Grade

In the backdrop of rising demands for
investments by the Government, State
Owned Business Enterprises and the private
sector, the Government policy is to continue
to focus towards elevating the country’s
sovereign status in the debt market to a Low
Risk Investment Grade capable of securing
funds at low interest rates with longer
maturity. In recent years, the Government
has taken the lead in floating sovereign
bonds with a view to register country’s
active presence in the international market,
in the backdrop of Sri Lanka elevating as

a middle income economy with regional
superiority through the locational advantage,
skills, infrastructure and economic stability.
Whilst this has been conducive to tap long
term international savings to supplement
country’s capital formation, persistent
efforts should be made to stabilize the fiscal
deficit below 4 percent together with a high
economic growth of around 8 percent in the
medium term to contain public debt below
65 percent of GDP and sustain such status
to improve country’s prospects to be able to
attract longer term funds at least cost. This
can be further strengthened by eliminating
losses of large State Owned Business
Enterprises to improve their Balance Sheets
as already done by the 3 State Banks,
presently making a marked progress.

To be able to attract foreign investments
and PPP investment arrangements for
infrastructure development with long



gestation and to attract reputed investments
in exports, tourism, finance, IT and technology
driven industrial activities, priority should be
given to reduce the current account deficit of
the Balance of Payments to further improve
the country profile in the capital market.

The ongoing consolidation of banking and
financial institutions will assist to strengthen
their own ability to rais capital having gone
beyond domestic markets.

Chart 1.7 > Budget Deficit and Government Debt
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The recent initiatives taken to popularize
the domestic debt market to be able to
cater to credit requirements of the private
sector need to be strengthened with
considerable improvements in private
sector corporate business practices

to move towards securing ’'Investment
Grade’. The corporate bond market
should be graded to encourage risk

free private debt instruments in view

of availability of funds consequent to
debt reduction of State Owned Business
Enterprises leaving them with stronger
Balance Sheets and the National Budget
with a lower deficit. However, in order to
make such consolidation on a gradual
basis in a low interest environment, the
inflation in the economy also need to

be stabilized at a mid-single digit level
through continued improvements in the
supply and distribution of goods and

services while also maintaining appropriate

liguidity through greater fiscal - monetary
coordination as articulated in the 2014

Road Map of the Central Bank of Sri Lanka.

To be able to attract foreign investments and PPP investment
arrangements for infrastructure development with long
gestation and to attract reputed investments in exports,
tourism, finance, IT and technology driven industrial activities,
priority should be given to reduce the current account deficit
of the Balance of Payments to further improve the country

profile in the capital market.
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Box 1.3 Improvements in Governance

A Tax Interpretation Committee was appointed to improve consistency and transparency in the tax
administration with a time bar of 6 months to conclude an interpretation.

Revision of Financial Regulations (FRs) were finalized to introduce a simpler framework for Public
Financial Management while meeting contemporary demands.

A Code of Best Practices on Related Party Transactions was introduced to all public listed
companies to improve corporate governance and to protect minority interests.

Banks were required to prepare Risk Management Frameworks on exposures to stock market
activities including prudential limits for Margin Trading and the Boards to assess risks on an ongoing
basis.

Introduced time bound disclosure requirements relating to dealings by Directors/ CEOs.

Commenced the introduction of an Integrated Treasury Management Information System (ITMIS) to
automate the processes of the Treasury with seamless data transfers across all spending agencies.

Commenced the introduction of a Revenue Administration Management Information System
(RAMIS) to automate the processes/ collection of taxes by the Inland Revenue Department.

Enhanced the automated capabilities of the Customs Department furthering the introduction of
ASYCUDA World, reducing document processing time and enabling further online services.

Introduced several ICT led innovations through the ICTA to empower Government entities/ citizens,
enabling faster and easy access to government services.

Introduced an e-Land Registry pilot project at the Nugegoda/Delkanda Land Registry, enabling
citizens to obtain title deed extracts etc. immediately upon application.

Automated the Birth, Marriage and Death (BMB) Certificates issuing process enabling the issuance
of copies of such certificates immediately upon application.

Imposed upper limits on fees chargeable on the transactions effected through Common ATMs from
customers to prevent them being charged unjustifiable amounts.

Reduced interest rates on Credit Card and other loans/ advances and requiring that penal interest
rates charged on loans / advances and credit facilities to a level not exceeding 2 % per annum.

Insurance Companies were required to provide legal compliance certifications on a quarterly basis
and to obtain an acknowledgement upon delivering a policy to ensure timely delivery in the public
interest.

Trading platform infrastructure of the CSE was improved enabling the trading of fixed income
instruments on an uniform trading platform to increase transparency and efficiency of debt trading.

Upgrading of the Central Securities Depository System commenced to enable trading of diversified
products to improve market integrity and investor confidence.

Services of the Central Depository System (CDS) was extended to all listed companies, custodian
banks, stockbrokers and CDS account holders, improving data quality, accessibility and
accountability.

Hub Regulation 2013 was issued to promote market friendly behavior in shipping related services
and to promote import and export competitiveness in a transparent and accountable manner.

Enabled the submission of cargo manifests electronically to the SLPA and enabling related
payments to be made electronically through banks reducing human intervention/ improving
governance.

Legal framework was introduced for importers/ exporters to be able to appeal to DGC on
imposition/exemption of Customs Duty, applicability of conditions/ exemptions, description of
goods with a right of appeal to the Tax Appeals Commission.
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Mobilization of Government Revenue
Government revenue has increased to Rs.
1137 Bn. in 2013 from Rs. 276 Bn. in 2003.

The revenue raised from taxation itself has
increased to 1,006 Bn. in 2013 from Rs. 232
Bn. in 2003. Although the growth in revenue
does not commensurate with the growth

in nominal GDP, the underlying revenue
structure has compensated for the transitional
characteristics in the economy while also
nurturing a buoyant revenue growth from
income taxation and broad-based main stream
Value Added Taxation. The tax system has
been simplified having reduced the multiplicity
of taxes that were in existence. Further, the
importance of traditional export and import
duties and excise revenue from cigarettes and
liquor is eroding with the economic growth,
the taxes on such products reaching excessive
levels and in view of public education
discouraging consumption. The economic
structure itself has shifted to a manufacturing
and service orientation form primary
commodity export nature.

The taxation of agriculture which
predominantly involves small holder operations
compared to the nature of agriculture in

the 1980s is counterproductive. Therefore,

the future revenue lies with broad-based
consumption taxation at a low rate and

income taxation at source to make an efficient
tax administration. The implementation of

the Revenue Administration Management
Information System (RAMIS) that is in progress
at the Inland Revenue Department will

provide technology based expertise capable
of managing a sophisticated tax system. The
ongoing measures being taken at Customs
and Excise administration to address valuation
related issues and leakages, need to be further
strengthened.

Learning lessons from the imposition of
a composite Special Commodity Levy at
Customs for the benefit of products generally
involving small time importers, it may also be
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useful to develop a simpler process for small
timers in local activities, instead of making
them liable to general taxes.

1.5 Industrialization through Skills
Advantage and Technology

In the background of rapidly declining poverty
and unemployment and increasing labour
movements towards overseas employment,
the country’s industrial economy need

to systematically shift towards preferring
medium and high technology industries from
the traditional labour intensive low technology
industries for which the country had an
advantage in 1970s through 1990s. Existing
traditional industries in textiles and apparel,
food and beverages, wooden furniture and
agricultural machinery which benefitted

from low cost labour, energy inefficient
production processes in the low end of the
market are required to shift to up end market
product manufacturing with energy efficient,
environment friendly, socially responsible
business practices to position the country’s
emerging comparative advantage over
competing neighboring countries.

The manufacturing of machinery and spare
parts, electronics, boat manufacturing, ship
building and repairs, aircraft overhauling
and maintenance, construction and building
material, manufacturing rubber and plastic
based items, communication equipment,
pharmaceuticals are gaining importance in
terms of country’s comparative advantage
as Sri Lanka’s business model is resourceful
with skilled and professional labour inputs,
bio diversity in the land use, water resource
management and environment, quality
consciousness in product development and
ethical practices in business management.
This imminent shift is reflected in the Global
Competitive Index compiled by the World
Economic Forum which has identified that
Sri Lanka is among 20 countries which are
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in transition from Factor Driven Economies

- competing primarily on unskilled labour

and natural resources, to Efficiency Driven
Economies - when countries begin to develop
more efficient production processes and
increase productivity where competitiveness
become increasing driven by higher education,
training, efficient goods and lobour markets.

The presence of a competitive tax regime,
Free Port facilities, the Free Trade Agreements
with India and Pakistan, the proposed free
trade arrangement with China, the availability
of modern infrastructure and a reliable power
supply and the recognition that Sri Lanka

has secured as an emerging service hub,

are factors that support such direction of

the economy. Efforts made by the private
sector consisting of domestic and foreign
investors who have succeeded in expanding
their industries in the past 3 decades must
be further encouraged to consolidate their
investment planning in the backdrop of this
emerging scenario.

1.6 Towards a Net Food Exporting
Economy

The Sri Lankan economy has a unique
advantage of becoming a net food exporting
economy contrary to its post independent
economic structure in which the country relied
on imports for consumption needs. While the

Several high-tech rice milling facilities have been setup to meet
changing demands in rice processing
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High value added tea for niche markets

tea industry has maintained its global leadership
as a quality supplier, the recent achievements

in self-sufficiency in rice, maize, and black gram
and partial self-sufficiency (around 50 percent)
in selected food crops, poultry and sea food,
has strengthened the transformation towards
becoming a net food exporting country.

Export agriculture has a huge potential to
change the economic landscape of the country.
In the last decade ending 2013, earnings from
agricultural exports have more than doubled.
This development is largely due to a marked
shift towards high priced tea in packed and bag
form which has generated almost US$ 1 Bn. in
2013 in comparison to less than US$ 300 Mn.

in 2003. The value creation potential in the

tea industry still remains large. The country’s
tea plantation which is the only pesticide free
cultivation in the entire Asian region could
improve its plantation quality and shift towards
a locally branded high quality tea manufacturing
process to secure prices in excess of US$ 12/
Kg as envisaged in the 2013 Budget Speech.
Such a shift could augment export earnings

at least by US$ 1 Bn. over the Medium Term as
the export of tea in packed and bag form has



already shown that the remaining quantity
could also be converted as higher value tea
exports. The export of cinnamon, spices, fruits
and vegetables have increased from US$ 150
Mn. in 2003 to US$ 529 Mn. in 2013 while a
substantial expansion was recorded in sea food
exports.

The local production of red onions, green
gram, soya beans, black gram, potatoes, big
onions and dry chilies currently meet only
30-40 percent of the total requirement of

the country while meeting the shortfall by
imports with an annual cost of around US$ 225
Mn. The recent progress in cultivating these
crops in major agricultural districts with the
adoption of climatic resilient crop varieties and
high yielding, locally researched seeds while
also adopting soil and water management
technologies supported by remunerative

price incentives, should be further promoted
to attract greater farming commitments in
diversified agriculture.

The incentive structure created for the
production of liquid milk and dairy products
and sugar has encouraged investments in these
activities towards gradually reducing such
imports. The agriculture sector credit must be
directed towards the ongoing popularization
efforts of greenhouse cultivation technology,
seed farm development, drip irrigation systems
and soil conservation efforts among farmers
instead of lending for traditional cultivation &
purchase arrangements. Agricultural research,
marketing and technology advancements

to improve pre and post-harvest practices
would also help to improve productivity in
agriculture. Research findings that suggest
ways and means to deal with climate change
must also be popularized among farmers
through effective extension services. The
development of livelihood activity among the
agricultural community, value chain activities in
the domestic economy and food security, can
make a turnaround in the Balance of Payments
supported by agricultural sector development.
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As the Government has put

in place several measures to
sustain a high economic growth
while protecting low income
and vulnerable groups, a further
rationalization of the public
service delivery mechanism
together with intensified
facilitation for the production
sectors in the economy would
be conducive to realize the
targeted per capita income of
USS 4,000 in a country free
from extreme poverty before the
end of the 10 year development
framework in 2076.

1.7 Public Service Delivery Strategy

The public service is the center of Government’s
Development Strategy and needs to be
strengthened particularly in view of its integral
role in providing national security, education,
health, social service delivery and rural centric
development. Underscoring these priorities,
the recruitment of about 500,000 people
including 40,583 deployed to health services,
14,487 to education, 158,694 for rural centric
development work and 186,983 to be engaged
in national security and law and order are
involved in strengthening the public service
delivery mechanism, carrying out important
responsibilities. Accordingly, the actual number
of public servants attached to the direct
government services at national and provincial
level, which was 633,729 persons or 75 percent
of the actual cadre in 2006 has increased

to 1.0 Mn. or 89 percent of the authorized
cadre in 2013. With the expansion of State
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Owned Enterprises, the total number of actual
employees has increased from 809,161 in 2003
to 1.3 Mn. in 2013.

However, what is evident is that the
management of the actual public service cadre
has faced several challenges considering the
purpose for which it was created. First, despite
the approved cadre having increased to 1.4 Mn.
the actual utilization has remained at around 90
percent since annul retirements in the various
categories have increased to around 15,000
with replacements becoming a constant need.
Second, due to rigid administrative procedures
in recruitments and difficulties in harmonizing
working groups in terms of occupational
categories in different organizations, the
recruitment process remain a time consuming
and costly exercise. Third, the cadre positions
connected with the skilled categories,
particularly at technical and managerial levels
are fast losing the attraction due to salaries and
incentive structure becoming unattractive in
comparison with the market reality and there
being alternative opportunities available in

the private sector and overseas markets. Last
but not least, there is still a skills deficiency
particularly in languages, science, mathematics
and technical subjects, making quality
improvements in the services a challenge.

Maternity care centres have been setup in many locations to
complement the hospital network

The deployment of public servants particularly
in education and health services is constrained
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by the reluctance of those who join the
services to serve in rural and underserved
areas. Hence, despite the increase in the
number of teachers recruited the deployment
of required teachers to underserved areas
remain a challenge and demands considerable
attention being placed on the prevailing
recruitment approach, particularly with regard
to deployment and incentives. District wise
distribution of employees engaged in essential
rural development programs are also faced with
similar challenges. Efforts are being made to
provide residential facilities and transportation
to improve mobility at field level in addition to
providing the required skills through training
and career development initiatives.

The prevailing retirement age poses a challenge,
in the context of improved life expectancy and
the difficulties faced in attracting experienced
professionals. In the professional and technical
categories such as medical specialist, engineers
and senior administrators the present retirement
age appears to be too low considering the
public investments made on their career
developments and the wealth of experience
gained in service. Although, the conventional
model suggests that the retirement age should
be increased which will also avail a one off fiscal
benefit through the postponement of retirement
benefits, considering the need to attract young
staff with new skills to the public service and
the demand for more experienced and skilled
persons in the growing private sector and
overseas employment, the extension of the
retirement age appears appropriate only with
regard to skilled and professional categories.

1.8 The Remaining Multi-Dimensional
Poverty

The growth strategies followed since 2005 have
proved that they have been pro-poor since
economic growth during this period has passed
development benefit to the poorer segments
and contributed towards uplifting the income



level of a majority. In this background, Sri Lanka
has already met the goal of reducing extreme
poverty in terms of the Millennium Development
Framework. People living below US$ 2 per

day poverty line have also been halved from

43 percent in 2002 to 18 percent in 2012/13.
The decline in the share of expenditure spent
on food by the lower income groups from

65.7 percent in 2002 to 46 percent in 2013
along with the expenditure incurred by such
households on food rich with protein from 18
percent to 24 percent indicates an improved
consumption pattern with income growth.

Chart 1.8 > Sectoral Poverty Reduction: Poverty Head Count Index
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The evidence supports that increase in wage
income is mainly responsible for the decline in
poverty. However, data on non-income aspects
underscores that poverty is not confined to
low income alone but encompasses poor
health, education, water, sanitation and housing
conditions as well. The recent improvements

in access to electricity, education and health
are among the key non-income factors that
have contributed to alleviate multi-dimensional
poverty, making positive contributions to
elevate many low income people from such
poverty. While access to electricity has
increased among all income groups and in all
sectors, disparities in access to pipe-borne
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water and toilet facilities vary particularly

in certain rural and plantation areas. School
attendance of the age group between 12-17
years and secondary completion of the age
group between 17-18 years, also remain low
among low income categories requiring further
attempts to address such issues affecting
children in distance areas. Improvement in
housing conditions, drinking water and water
sealed toilet facilities in the lower segment of
income groups in the society also require a
more targeted approach.

The rationalization of a range of programs
such as Thriposha, school meals and nutrition
invention initiatives targeting lactating mothers
and children, with an annual expenditure of
around Rs. 5 Bn., while adopting more focused
strategies towards providing nutrition at

pre school level and also promoting a more
nutritionally balanced food basket, could be
directed towards addressing malnutrition
challenges among the poor. Similarly, public
assistance provided to disabled and elderly
people with an annual expenditure of Rs. 3.8
Bn. could be strengthened to address families
with the head of the household being a
disabled person or suffering from a permanent
illnesses. The deepening of Gama Neguma:

the rural centric development program of

the Government, assisted by provincial and
local authority budgets could target uplifting
community hospitals and dispensaries in distant
locations to further strengthen basic health care.

As the growth outlook for the Medium Term
2014- 2016 supports a growth rate in excess
of 7 percent, with special emphasis placed
on food security, diversified agriculture, small
sector activities and livelihood development,
the channeling of public expenditure allocations
for specific aspects of poverty through a well
integrated institutional arrangement between
provincial and national agencies, will improve
the effectiveness of ongoing programs to
reduce the number of people below US$ 2
per day poverty line to a single digit level by
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Table 1.1 > Direction of 2014

Key Variables

Jan - March (Provisional/

2014 2013
Jan - March

Projections)

Y O Y Inflation (%) 4.2 7.5
GDP Growth (%) 6.4 6.1
Exports (US$ Mn) 2,809 2,358
Earnings from Tourism (US$ Mn.) 609 455
Remittance Income (US$ Mn.) 1,663 1,483
Imports (US$ Mn.) 4,707 4,510
Gross Official Reserves (US$ Mn.) 8,060 6,806
Government Revenue (Rs. Mn.) 245,240 220,069
Recurrent Expenditure (Rs. Mn.) 399,397 376,551
Public Investment (Rs. Mn.) 161,513 146,615
Budget Deficit /GDP (%) 3.1 3.4
Private Sector Credit Growth (%) 4.3 10.9
Broad Money Supply Growth (%) 14.5 15.6

Sources: Department of Fiscal Policy, Department of Census and Statistics, Central Bank of Sri Lanka

2016. The organized private sector could also
undertake complementing programs to assist
Government initiatives by earmarking their
corporate social responsibility expenditure for
such aspects of poverty reduction as proposed
by His Excellency the President in his 2013
Budget Speech. A well designed Public Private
Partnership (PPP) for alleviating poverty among
low income and vulnerable groups could help to
share social spending of deserving people and
to deepen the role of the private sector in social
welfare.

1.9 Medium Term Outlook

The medium term outlook has turned on to a
positive direction since the second half of 2013.
Benefitting from sustained public investments
in critical infrastructure such as electricity, roads
and expressways, ports and airports, urban
property, water and irrigation, system-wide
reforms to improve the investment climate,
weaning macro-economic risks, consistency

in public sector deficit reduction and price
stability, private investments both domestic and
foreign, have gathered momentum. Accordingly,
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private investments which stood at 18 percent
of GDP in 2003 have increased to 23 percent
of GDP in 2013 underscoring the steady
expansion in private sector participation, while
gaining momentum particularly since 2010.
Foreign Direct Investments have averaged
around US$ 1,000 Mn. during the last 3

years as many projects in urban property
development, infrastructure, tourism and
leisure, health and educational facilities,
agricultural processing, manufacturing,
transport and logistics have got onto various
stages of project implementation as evident
from the turnover recorded in recent times
with regard to construction material and
import of plant and machinery.

Despite the mixed economic outlook for
member nations of BRICS and emerging
economies, the stable recovery in the US
and EU and the favorable outlook for Japan,
Korea, Singapore, lead economies in the
Middle East and the newly found enthusiasm
in neighboring India, remain favorable for
medium term expansion of Sri Lankan
exports, tourism, IT, agriculture and overseas
employment which have grown steadily with



a comparative edge through ethical business
practices being observed, the skills advantages
we command over our competitors and the
high value product manufacturing strategy
being followed in the country.

The Government’s commitment to reduce

the fiscal deficit to below 4 percent of GDP
with the reduction in Debt to GDP towards
65 percent and the Central Bank road map
pointing to a low inflation and a steady rise

in external reserves, gives a stable outlook
for interest rates and exchange rates over

the medium term. The availability of 900

MW of coal power capacity from mid 2014,
the implementation of a least cost power
generation plan to expand renewable energy
sources such as solar and wind and continuous
improvements are being done to transmission
and distribution systems in the power sector,

are conducive for socio economic development.

In this background, the economic prospects
have improved demonstrating positive

signals and endorsing Government’s vision

to accelerate the growth rate that was 6.3
percent in 2012 and 7.3 percent in 2013 to

7.8 percent in 2014 and to around 8 percent
thereafter. The recent experience in the
decline in poverty due to rural centric basic
infrastructure development, targeted and
non-targeted social spending programs, the
revitalization of agriculture, livestock, fisheries,
SMEs, livelihood development and employment
generation activities, have enabled the
maintenance of a high growth momentum that
are also conducive to sustain the progress in

poverty reduction and improvements in welfare.

Selected performance indicators for the first
quarter of 2014 point to a further strengthening
of the economy in this direction.

110 Sum Up

The ultimate goal of development is to secure
an environment that supports sustained
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improvements in the standard of living of the
people. While a higher economic growth is
necessary to create such environment, the
improvements in living conditions of the people
particularly those who do not have affordability
to have access to education, health, basic
utilities and are compelled to manage a variety
of risks associated with market forces and
climate changes, requires the Government to
provide related support parallel to achieving
economic growth to ensure improved living
conditions for the poor through gainful
employment. It is in this context, that the
Government has recognized the need to
implement an inclusive development strategy
in which the role of the Government is to
provide essential services such as education,
health and basic public utilities along with

rural development programs to create an
enabling environment for low income people
to move out of poverty, which is strategic while
promoting an enabling environment for capital
formation and efficiency improvements by the
private sector.

The development experience for the 8 year
period ending 2013 in terms of Mahinda
Chintana Towards New Sri Lanka - The 10 Year
Development Framework 2006-2016 argues
well for making progress in economic growth
with poverty reduction and improvements in
living conditions. As the Government has put
in place several measures to sustain a high
economic growth while protecting low income
and vulnerable groups, a further rationalization
of the public service delivery mechanism
together with intensified facilitation for the
production sectors in the economy would be
conducive to realize the targeted per capita
income of US$ 4,000 in a country free from
extreme poverty before the end of the 10 year
development framework in 2016.

The recent development experience in the
Asian region has positioned Sri Lanka as a
stable economy with growth scenarios shifting
from South Asian characteristics towards
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more fast growing East Asian characteristics.
The substance of such an intense growth
rate supported by expanded modern
infrastructure, research and technology and
7000 growth generated from diversified sources

Chart 1.9 > Changing Landscape of Asia
8000+
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growth dynamics is likely to provide a strong
competitive edge in the region enabling

Sri Lanka to be one of the high performing
economies in the region.

Sources: IMF World Economic Outlook, April 2014 and Central
Bank of Sri Lanka
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2.1 Overview

ri Lanka has passed 5 peaceful years since
Sthe ending of 30-year long conflict in May

2009. The country has progressed with
around 7 percent economic growth making use
of its hard earned peace and stability to achieve a
transformation towards a middle income economy
free of poverty and going beyond Millennium
Development Goals. The new environment has
restored the public confidence. In particular,
remittance income from overseas employment has
increased to US$ 6.4 billion, and tourist earnings to
US$ 1.7 billion while foreign direct investments in
each year since 2010 have exceeded US$ 1 billion,
indicating the enhanced investor confidence and the
enthusiasm of investors to harness the opportunities
of the post-conflict rebound.

The gross foreign portfolio investment (mainly to
stock market) has been in the positive territory
throughout this period and amounted to US$ 270
million in 2013 reflecting a greater resilience to
volatile global financial conditions. The government
was able to strengthen country’s active presence

in the international capital market by floating
international sovereign bonds at competitive rates
during the post-conflict period except in 2013. The
yield rate on Sri Lanka’s international sovereign
bonds gradually stabilized at around 5 percent
during this period despite uncertain global financial
outlook. In January 2014, the government raised

funds by floating US$ 1 billion through a 5-year
international sovereign bond at a yield rate of 6
percent per annum and in April 2014, another US$
500 million 5-year bond at a yield rate of 5125
percent per annum with the offer oversubscribed
8.3 times, despite the rising benchmark US Treasury
yield. These tighter yields reflect the continued
confidence that the international investors have
placed on Sri Lanka and the country’s growth
prospects after the end of the decade long conflict.

With the peaceful climate in the country, the tourism,
which remained stagnant for almost three decades,
has begun to take off. There is an unprecedented
surge in tourist arrivals as well as domestic tourists
boosting the post conflict economic activities all
over the country. Many countries that had imposed
adverse travel advisories on Sri Lanka have
removed them. Tourist arrivals, which increased by
461 percent to a record level of 654,476 in 2010,
increased further to 855,975 in 2011, 1,005,605 in
2012 and reached 1,274,593 in 2013. The earnings
from tourism exceeded US$ 1.7 billion in 2013 in
comparison to average earnings of about US$ 400
million during the period prior to 2009. In 2014

up to April, tourist arrivals has increased by 27.6
percent over the same period in 2013 to 534,132,
which is higher than the total annual tourist arrivals
of 447,890 in 2009 thus signifying the magnitude
of rapid expansion in this lucrative industry, which is
being promoted by the government and the private
sector to recoup lost opportunities for decades.

Dr. John W. Ashe, President of the United
Nations General Assembly who is in the coun-
try to attend the inauguration of the 15th World
Youth Conference called on President
Mahinda Rajapaksa at Temple Trees
last morning. During the discussion,
the UNGA President acknowledged
the progress Sri Lanka has made in the
recent past. :

“We have seen the development that
has taken place,” Dr. Ashe told President
Rajapaksa. He also expressed his appreciation

UN acknowledges Sri Lanka’s progress

of the speech made by the President at the
inauguration of the World Youth Conference i m.
Hambantota on Tuesday.

The President briefed Dr. Ashe
about the progress that Sri Lanka has
.made having suffered nearly 30 years
of terrorism. “At present, Sri Lanka’s
annual average growth rate is 7%. In
the North it is around 22%. Sri Lanka
is among the few countries in Asia
with a high growth rate after China,” President
Rajapaksa pointed out. Topage 14

Source: Daily News, 08 May 2014
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Highlights of the Reconciliation and Development:
2009 - 2014 March/April

Demining of a land area of 1,982 sg. km at a
cost of Rs. 12.6 billion. Only 82 sg. km. remain
to be demined.

Re-opening of blocked access for livelihood
while clearing agricultural lands and

water resources which were suspected as
contaminated.

Resettlement of almost 300,000 IDPs at a
cost of Rs. 6.1 billion.

Rehabilitation of about 12,000 ex-LTTE
combatants and re-integrating them into the
society.

Restoring and strengthening of the civil
administration to improve service delivery.
Restoration of the education system in

the Northern province by rehabilitating/
improving facilities for schooling.

Ensuring access for quality health services
to the people in the North by improving/
rehabilitating hospitals, primary medical care
units, clinic centers, dispensaries, curative
care institutions etc.

Providing assistance to commence livelihood
activities.

Providing facilities and assistance including
medical treatment to mine survivors.
Implementation of a comprehensive
infrastructure development programme at

a cost of Rs. 221 billion covering Northern
province during 2009-2013 period to restore
highways, railway system, water supply,
irrigation, housing, hospitals and school
facilities and administrative buildings.
Allocation Rs. 61 billion for development
work through Budget 2014 for the Northern
province development.

Conducting Local Government Elections in
2011 to ensure people’s representation in
local administration.

e Completion of the Northern Provincial
Council election in September 2013
reflecting a significant landmark in the
country’s strong democratic system.

¢ Conducting a professionaly designed household
census covering all affected families.

* Implementation of social integration
development programmes with the
participation of stakeholders to improve
social harmony.

¢ Formulation of a Special Integration Policy,
National Languages Policy, and Awareness
program to respect cultural diversity,
religion and communal values.

e Setting up of Language Labs to promote
skills in both Sinhala & Tamil for public
officials and establishment of 2,343
Language Clubs.

* Implementation of Equal Access to Justice
programme to resolve legal issues.

¢ Reduction of presence of security forces in
the Northern Province.

e Employment of Tamil speaking police
officers.

¢ Recruiting competent people for
government service in respective areas.

e Appointment of the Commission on
Lessons Learnt and Reconciliation (LLRC)
in May 2010 to look back at the conflict in
Sri Lanka and to look ahead for an era of
healing and peace building.

e Setting up of the National Action Plan
(NAP) in July 2012 to implement LLRC
recommendations.

¢ Implementation of 86 Articles of LLRC,
which considered as most significant and
important through NAP.
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Table 2.1 > Tourist Arrivals: 2009 - 2014 April

January - April

Country 2009 2013

2013 2014 % Change
India 83,634 208,795 59,305 71,346 20.3
UK 81,594 137,416 47,186 51,415 9.0
Germany 29,654 85,470 33,204 41,101 23.8
China 9,880 54,288 15,601 36,803 135.9
Russia 1,834 51,235 18,967 34,347 811
France 15,886 64,388 25,983 34,283 319
Maldives 31,916 79,474 23,285 26,852 15.3
Japan 10,926 31,505 8,731 12,377 41.8
Pakistan 7,373 25,336 7,198 9,381 30.3
Saudi Arabia 6,685 23,753 5,165 6,872 33.0
Israel 1,901 8,545 3,077 3,513 14.2
Other 156,607 504,388 170,754 205,842 20.5
Total 447,890 1,274,593 418,456 534,132 27.6

Source: Sri Lanka Tourism Development Authority

Many of the tourist attractions which were not

accessible due to the conflict are now opened

with improved facilities to both local and foreign

tourists. Many tourist attractions, including

Zoological Gardens, receive a record number of
visitors, helping them to achieve new heights in

their expansion programmes while stimulating
economic activities in many related areas.

Induced by the peaceful climate, the tourism
sector caters to a total of 6.5 million tourists,
including domestic tourists.

Chart 2.1 > Foreign Visitors to Tourist Attractions
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Foreign Visitors to Zoological Gardens
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One of the major beneficiary factors of the

end to the conflict is the decline in expenditure
on national security as a result of the lower
expenditure on military hardware due to the
absence of terrorist offensives. The expenditure
on national security as a percent of GDP
declined to 2.4 percent in 2013 from 3.9
percent in 2009. Resources are increasingly
being channeled for rehabilitation and
reconstruction activities and security personnel
are also engaged in the reconstruction and
development work. A landmark contribution
made by security personnel in the post conflict
environment include the demining of more
than 95 percent of the mined areas and the

Chart 2.2 > Expenditure on National Security (% of GDP)
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resettlement of almost 300,000 internally
displaced persons (IDPs).

The government implemented a comprehensive
and coherent policy for the resettlement of
IDPs since the end of conflict in 2009. The
policy of resettlement is in line with accepted
principles in achieving durable solutions for
IDPs. In line with this, a broad set of policies and
development initiatives have been implemented
by the government, complemented by

the support of the development partners,
including Japan, China, India, Germany,
Switzerland, Australia, the US, World Bank,
Asian Development Bank (ADB), United Nations
Development Programme (UNDP), World Food
Programme (WFP), United Nations Children’s
Fund (UNICEF), the European Union (EU) and
International Fund for Agriculture Development
(IFAD) as well as other stakeholders, to bring
the affected areas back to rapid development
and reconciliation. Resettlement of 295,136 IDPs
and fast track development of the Northern
Province while creating a safe environment

for the people to return their places of origin,
rehabilitation of ex-combatant and child soldiers
and reconciliation through the promotion of
Tamil and Sinhala as working languages and
addressing housing and livelihood related
activities of affected people where the key
components in government’s initiatives towards
post conflict reconciliation efforts.
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Highlights of the Government Policy on Resettlement

When resettling IDPs, the government has taken due notes of the Guiding Principles on Internal
Displacement which recognizes that the right to choose among three settlement options that include
(i) return to their place of origin, (ii) integration in the area of displacement, or (iii) settlement in
another part of the country. No IDPs were forcibly resettled at any point. The government has had

a comprehensive plan to achieve the “Five Rs”, namely resettlement, rehabilitation, re-integration,
reconstruction and reconciliation, in the post May 2009 period. This plan meets the criteria stipulated in
the Guiding Principles on Internal Displacement.

In the nearly 5 years since the end of the conflict in May 2009, the government has incrementally
shifted its focus from the provision of humanitarian assistance to IDPs to provision of more durable
solutions through a more development oriented focus'. In line with this, livelihood development of
already resettled IDPs as well as IDPs to be resettled, their integration into society, schooling, education,
and health needs etc. continue to be addressed by the government through reconciliation and
development work.

The government has not begun to view IDP resettlement as a closed issue despite resettlement of the
majority displaced by the conflict. While physical resettlement alone is not adequate, the government
is firmly of the view that provision of conditions for physical resettlement, including the provision of
relevant infrastructure such as housing, schools, hospitals as well as basic services are a prerequisite for
the resettlement process. While much has been addressed and achieved, there are many challenges
that remain and continue to be addressed by the government, land issue being one such complex
challenge.

The optimal level of achievement (100 percent) of IDP resettlement and reintegration into society as
focused by Inter-Agency Standing Committee (IASC) Framework on Durable Solutions could not be
practically achieved within a short period of five years, given the complicated nature of Sri Lanka’s post
conflict challenges. The IASC itself has recognized that “a solution becomes durable only years, or even
decades, after the physical movement to the place or origin or place of resettlement has taken place,
or the decision to locally integrate has been made”. In this context, it has to be accepted that even after
all IDPs are resettled, durable solutions for some issues will come their way only after some time. In this
context, Sri Lanka’s progress within the IASC framework deserves greater acknowledgement.

The government has re-iterated its commitment to continue with the provision of support for the
resettlement of IDPs towards achievement of durable solutions, i.e. resettlement of IDPs in their original
habitats as well as development of livelihood support in the context of ensuring safe return (including
mine clearance), right to land and resolution of land issues, provision of housing, access to clean

water and sanitation, re-integration, livelihood support and options, education and vocational training,
healthcare, the right to vote etc.

'According to the Inter-Agency Standing Committee (IASC) Framework on Durable Solutions for IDPs, “a durable solution is achieved
when internally displaced persons no longer have any specific assistance and protection needs that are linked to their displacement and
can enjoy their human rights without discrimination on account of their displacement”.
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Infrastructure development was also
undertaken in this process. Initially, the
essential infrastructure such as access roads,
public buildings, hospitals, schools and minor
tanks were rehabilitated to facilitate speedy
resettlement. Large infrastructure development
projects such as township development,
renovation of the road network, including the
A-9 road, while the restoration of railway tracks
was also undertaken subsequently, along with
the provision of electricity, water supply and
sanitation, upgrading of healthcare facilities
and schools. These initiatives were beneficial
not only to the civilian population but also
nearly 12,000 ex-LTTE combatants, including
child soldiers, who surrendered to the security
forces at the end of the humanitarian operation
were also benefited through the reintegration
of the vast majority of them to the society after
rehabilitation.

The progress in demining, resettlement,
infrastructure development and rehabilitation
of ex-combatants in the conflict affected areas
etc. are consistent with the recommendations
of the Commission on Lessons Learnt and
Reconciliation (LLRC), which are also being
implemented under the National Action Plan
(NAP) for implementing recommendations of
LLRC with a view of ensuring lasting peace

in the country in which the work related to a
considerable number of recommendations had
already been completed. In addition to the
local government elections held in the Northern
province in 2011, the successful completion

of the election for the Northern Provincial
Council (PC) in, the first election held since the
establishment of the PC system in 1987, was

a significant landmark in the country’s strong
democracy and reconciliation process. With
the implementation of all these measures while
facilitating the return of normalcy to the people
in the Northern province, the government has
created a platform on which they can build a
better future.
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2.2 Secured Environment for
Internally Displaced Persons and their
Resettlement

At the time of ending the conflict in May 2009,
there were 295,136 IDPs who could not go back
to their own places. The majority of them were
from Mullaitivu and Killinochchi districts, which
had been highly contaminated by land mines
and other unexploded ordinances (UXOs). They
were initially accommodated in welfare centers
and subsequently brought in to welfare villages.
The highest priority was given to the welfare of
these IDPs. The welfare villages were managed
in keeping with international best practices in
running such activities. Accordingly, the IDPs
were provided with all basic facilities, including
food, water, sanitation, and shelters. More
importantly, the IDPs were given 1,900 Kilo
Calorie daily, which is equivalent to standards
of the World Food Programme (WFP).
Facilities such as primary healthcare centers,
mobile health clinics, night clinics, mobile labs,
operation theaters, counseling services, were
provided to welfare villages. Furthermore,
other main facilities, such as schools, religious
support, banks, shops, communication facilities
etc. are also provided. The security for the

IDPs was provided by the security forces and
police while the day to day work was handled
by civilian administration. In 1 December 2009,
the government converted these welfare
villages into “open camps” ensuring “freedom
of movement” of IDPs. The government also
welcomed the visits of Sri Lanka development
partners to these cities and conflict affected
areas. The government incurred Rs. 19,166
million during 2009 - 2013 period for the
welfare of IDPs. At the initial stage, the welfare
activities were conducted by using domestic
funds, which were subsequently complemented
by assistance by development partners.

Two multi-pronged regional development
strategies, i.e. “Uthuru Wasanthaya”
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and “Negenahira Navodaya” have been
implemented to address the immediate
requirements as well as long standing
development needs of the Northern and
Eastern provinces. The identification of
priorities and preparation of plans accordingly,
accelerated implementation of “180 - Day
programme”, effective implementation,
continuous monitoring, setting up of necessary
institutions and ensuring their capacity
building were among the salient features

of the initiatives taken by the government,
particularly in the Northern province.

The livelihood aspects of IDPs commenced
with the early recovery phase of the
resettlement in the early part of 2010,
immediately after fulfilling the urgent
humanitarian needs of the IDPs. The
government has made every effort to provide
those who were resettled with livelihood
support, including commencement of
agriculture, fisheries, as well as assistance
provided for livelihood support through local
banks.
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Special attention to those whose livelihoods are
dependent on fisheries to ensure that they have
access to their traditional means of livelihood.
Fishermen who were unable to engage in their
livelihood activities during the conflict were
provided with livelihood and technical support.
The government has enhanced infrastructure
and support facilities for the fishing industry in
the North and East, with the support of bilateral
and multilateral development partners.

The housing needs of the IDPs has been a
priority in the governments resettlement policy
as well as the reconciliation process right from
the inception. A total of 206,686 houses have
been built by the government during the period
of 2004 to March 2014 at a cost of Rs. 54,588
million. This includes 49,488 houses built
under the North East Housing Reconstruction
Programme (NEHRP), 2,122 houses built

under North East Community Restoration

and Development Project (NECORD), 7,146
houses built todate under the Indian Housing
Programme, as well as 24,529 houses built by
INGO/NGOs.
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IDPs and the Presence of Security Forces in the Northern Province

Following the termination of humanitarian operation in 2009, the government has undertaken
a gradual process of reducing the presence of security forces in the former conflict affected
areas. The government continues to evaluate and rationalize military presence according to
national security imperatives. The timeline for such activities is correlated directly to the threat
perceptions of the government to national security and is one which evolves as situations
unfold. The prevention of Terrorism Act (PTA) has no bearing on the freedom of movement

of IDPs, unless they have been found to be involved in terrorist activity as the PTA comes into
force for individuals who are suspected of being involved in terrorist activity.

The civilian administration in the North and the East is fully functional with social and
community networks involving civil society groups, INGOs/NGOs, assisting the civilian
administration in the discharge of duties. The activities carried out by the Sri Lankan security
forces are within the ambit of Civil Military Cooperation and are not intended to usurp the
powers of civil administration. These activities are similar to post-conflict activities undertaken
by military forces across the globe and involve reconstruction/renovation of houses, provision
of adequate safe drinking water, construction of sanitary facilities, reconstruction of religious
places for communities, improving access roads, irrigation projects etc. Whilst these were
undertaken more intensively in the immediate post-conflict period, these activities have also
become limited due to the strengthening of civilian institutions and their capacity to undertake
such work.

The armed forces have not undertaken any commercial activities in the North. All agricultural/
other projects maintained by the Sri Lankan security forces are on state owned lands and have
been undertaken to meet the basic food requirements of security forces personnel and is not
being undertaken as a commercial activity. The hotels run by Sri Lankan security forces are

for the purposes of welfare of the families of armed forces to provide leisure activities at a
lesser cost. These facilities are also open to the public in order to obtain revenue which would
facilitate granting welfare prices to security forces personnel and their families. Similar projects
have been undertaken in the South and elsewhere in the country as well. Similar examples

in cantonment areas exist in many parts of the world where security forces engage in such
activities as welfare measures for service personnel.

2.3 Mined Fields to Green Fields

The end to the 30 year long terrorist insurgency
in the Northern province in May 2009 provided
a long awaited opportunity for Sri Lanka to
enjoy peace. However, the immediate challenge
at the end of the conflict was the creation of
mines free environment in the former conflict
affected areas which contaminated with land
mines, both the anti-personal and anti-vehicle,
unexploded ordinances (UXOs) and improvised
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Table 2.2 > Progress and Expenditure on De-Mining Programme (As at end March 2014)

Description Unit Amount
Area Cleared - Clearance Progress (BAC & MF)
From 2002 to May 2009 Km?2 359
From June 2009 to March 2014 Km2 1,623
Area to be cleared Km2 82
Total expenditure by the Government 2009 - March 2014 (Including expenditure made Rs. Mn 12,174
under Uthuruwasanthaya and salaries of soldiers etc.)
Total expenditure by foreign development partners and other NGOs INGOs Rs. Mn 9,247

Source: Ministry of Economic Development

explosives devices (IEDs). It has initially been
identified that over 640 villages are affected by
these mines. It was estimated that there are over
one million (estimated 1.3 million to be unearth)
landmines in the conflict affected area of Sri
Lanka .The existence of landmines became an
impediment in resettlement of people in their
communities of origin and implementation of
development activities in the conflict affected
areas. Considering the economic dynamism

in all sectors in the province, particularly in
agriculture activities and thereby helping the
people in the area to have employment and
various other income generating opportunities,
de-mining turned out to be a major priority of
the government. Consequently, a humanitarian
de-mining programme was implemented by the
government at an accelerated pace to clear the
respective areas and create an environment free
of mine and explosive remnants of war (ERW)
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particularly targeting public places, farm
lands, livelihood areas, schools, and hospitals
etc. with the help of development partners

as well as domestic and international non-
governmental organizations (NGOs). Demining
was carried out in several stages. Firstly, the
priority was given to demining the towns and
villages and the demining of agricultural areas
was undertaken at second. The demining of the
forested regions was the third priority. By now,
the first and two stages have been completed.

Sri Lanka has made a steady progress in de-
mining activity and resettlement of IDPs.
During the 5 year period of 2009-2013, Over
95 percent of demining has been completed
by the government with a total land area of
1,982 Sqg. km cleared as of March 2014 with

a view of addressing resettlement issues.
The significant and incremental progress
made in demining by the government has
facilitated rapid resettlement. As at 15 March
2014, only about 82 Sqg. km of confirmed
areas remain to be cleared. The areas so
cleared have been released for livelihood
development and infrastructure activities. With
these initiatives, out of 295,136 IDPs in the
North, almost the entirety has been resettled
and only 8,237 families or 26,919 persons
remained to be resettled by April 2014 thus
indicating a remarkable progress in resettling
IDPs compared to such programmes in other
countries.
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Table 2.3 > Progress of Demining - As at 15th March 2014

Confirmed Area Cleared in

Districts Hazardous Areas Sqm (BAC & MF & Areas relea-sed by Tota-al Area Ares to be c.leared

(CHA) in Sqm Mech V) Survey in Sgm Cleared in Sgm in Sqm
Jaffna 51,935,532 35,261,775 12,983,880 48,245,656 3,689,876
Killinochchi 597,375,765 32,940,048 546,554,949 579,494,997 17,880,768
Mullaitivu 230,331,444 169,390,454 45,564,185 214,954,639 15,376,805
Vavuniya 223,251,300 81,452,381 136,840,211 218,292,592 4,958,708
Mannar 314,669,910 195,724,039 102,511,817 298,235,856 16,434,054
Sub Total 1,417,563,950 514,768,697 844,455,042 1,359,223,739 58,340,211
Trincomalee 101,665,234 95,282,716 95,282,716 6,382,518
Batticaloa 495,262,449 235,717,032 245,155,039 480,872,071 14,390,378
Ampara 46,651,013 46,579,414 46,579,414 71,599
Sub Total 643,578,696 377,579,162 245,155,039 622,734,201 20,844,495
Anuradhapura 3,547,971 231,225 231,225 3,316,746
Pollonnaruwa 105,669 73,810 73,810 31,859
Sub Total 3,653,640 305,035 - 305,035 3,348,605
Total 2,064,796,286 892,652,894 1,089,610,081 1,982,262,975 82,533,311

Source: IMSMA

Note: Confirmed Hazardous Areas (CHA) is always determined based on the None Technical Survey (NTS)

Accordingly, the remaining CHA could be varied, as NTS is continuous process of Sri Lanka Mine Action Programme

At present, the mine action activities are
implemented by the government through the
Sri Lanka National Mine Action Centre
(SLNMAC) that has been setup at the Ministry
of Economic Development (MED) to coordinate
and fast tract the de-mining process. National
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Chart 2.3 > Land Cleared and Remaining Areas to be Cleared
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Total Area To be Cleared

Batticaloa
Ampara

Steering Committee for Mine Action (NSCMA)
acts as the decision making body on mine
action through SLNMAC in collaboration with
respective institutions and agents.

The de-mining operations, which is a high cost,
high risk, time consuming as well as painstaking
process, at the ground level are led by the
Humanitarian De-mining Unit (HDU) of the

Sri Lanka Army and participated by eight other
local and foreign mine action operators. They
are The HALO Trust, Danish Demining Group,
Foundation Suisse de Déminage, MAG (Mines
Advisory Group), Sarvatra, Horizon, Milinda
Moragoda Institute for Peoples’ Empowerment
and Delvon Assistance for Social Harmony.

The government has spent approximately Rs.
3,346 million during the period of 2009 and
2013 in de-mining activities after liberation

of the entire country from terrorist activities,
especially in the procurement of equipment for
mine clearance activities as well as maintenance
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of demining cadre. Australia, the US, Japan,
China, India and international institutions

such as, United Nations High Commissioner

for Refugees (UNHCR) and International
Organization for Migration (IOM) are among
the major partners helped in implementing
government’s demining programme. The United
Nations Development Programme (UNDP),

and United Nations Children's Fund (UNICEF)
help the activities by coordination and quality
management, and providing necessary expertise
and technical assistance. In addition, both local
and international agencies are engaged in mine
surveys and mine risk education (MRE) in the
identified areas.

The government is also engaged in providing
various facilities, including medical treatments,
to mine survivors while such assistance as
counseling and mobility aids, are provided

by domestic and international organizations.
Livelihood development programmes are also
being implemented for them. In addition, MRE
campaigns are also being implemented in
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collaboration with NGOs, community based
partners and volunteers.

De-mining organizations, excluding
Humanitarian Demining Unit of the Sri

Lanka Army, generate funding for de-mining
operations through their own fund raising
programmes. Various donors such as Japan,
Australia, EU, Canada, Switzerland, the United
Kingdom, and Norway etc. are funding for
them to undertake de-mining operations in
Sri Lanka.

2.4 Resettlement and Rehabilitation

The resettlement was continued in parallel
with the demining programme. From an
original 295,136 IDPs at the time of ending

the internal conflict in May 2009, only 26,919
persons remained to be resettled by April
2014, reflecting the strong effort made by the
government to resettle them with the help of
development partners and other stakeholders.
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Table 2.4 > IDPs to be Resettled as at end April 2014

No of Total to be Resettled
District Place Welfare
Centers Families Persons

Northern Province
Jaffna Open Welfare Centre 34 1,228 4,410

With Friends and Relatives - 4,650 15,355
Sub Total 34 5,878 19,765
Killinochchi With Friends and Relatives - 100 296
Vauniya With Friends and Relatives 434 1,413
Mullaitivu With Friends and Relatives 60 164
Mannar With Friends and Relatives 169 421
Total 6,641 22,059
Eastern Province
Trincomalee Welfare Centre 3 266 836

With Friends and Relatives - 822 2,371
Sub Total 3 1,088 3,207
Batticaloa With Friends and Relatives 508 1,653
Ampara - -
Sub Total 1,596 4,860
Grand Total 37 8,237 26,919

Source: Ministry of Resettlement

The first phase of the resettlement and
rehabilitation concentrated on the provision

of humanitarian assistance required for the
successful resettlement of IDPs. This was
achieved through the provision of a package
of humanitarian assistance consisting of cash
disbursements, and various other support,
such as food rations, nonfood relief items,
shelter material, agricultural assistance and

a cash grant for land preparation. Provision

of livelihood assistance to create income
generating activities while concentrating on
shelter, food security, water and sanitation

was also a part of the process. In the second
phase, continuation of the above measures
was stepped up and concentrated more on the
livelihood development. Accordingly, enhanced
attention was paid on other areas such as
health, education, creation of a supportive
environment for agriculture activities by

providing required inputs and services as well
as providing necessary equipment and support
for sea, lagoon and inland fishing.

Table 2.5 > Progress of Resettlement Programme

Item Description
Total IDPs in Welfare Centers in 2009 (No.) 295,136
Persons to be Resettled as at April 2014 26,919
Resettlement Expenditure by the 6,096

Government (Rs. Mn.)

Sources. Ministry of Resettlement and Department of National Budget

2.5 Reconstruction and Development

The resettlement and rehabilitation activities
in the Northern Province are complemented
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by the reconstruction of social and economic
infrastructures that have been devastated due
to the conflict. It included a short, medium
and long term projects aiming at creating an
environment conducive for a decent, peaceful
and active life for people in the area with intra
and inter-province connectivity. These include
the rehabilitation and rebuilding of housing
facilities, water supply, sewerage, hospitals,
school buildings, roads & rail network, highways,
irrigation schemes, bridges and culverts,
electricity facilities, administrative buildings,
livelihood improvement support, vocational
training, and industrial zones to redevelop the
entire area.

Under the infrastructure development initiatives,
the government has invested Rs. 49.4 billion in
2013. Total cost of the development and welfare
activities carried out by the government during
2009-2013 period amounts to Rs. 264 billion.

Table 2.6 > Resources Used in Northern Province

Development
Itemn Total A.m.ount
(Rs. Million)
Welfare of IDPs 23,933
Demining of 1,982 Sq. km. Area 12,174
Resettlement of 295,136 Persons 6,096
Infrastructure Development 221,444
Roads 68,000
Transport 30,701
Electricity 14,762
Water Supply & Irrigation 14,103
Health 20,410
Education 19,561
Housing n,716
Court Houses 1,110
Agriculture and Fisheries 17,878
Livelihood Development & Other 23,203
Total 263,647

Source : Department of National Budget and Ministry of Resettlement
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The government has restored the education
system in the North and ensured equal access to
education to the students of the Northern and
Eastern provinces. The number of schools opened
in the Northern province has increased from 840
(in 2010) to 974 (in 2013). The number of students
has increased from 239,633 to 249,573 and the
number of teachers has increased from 13,402

to 15,251 during the corresponding period. The
students/trained teacher ratio of the Northern
province is 32 whereas the corresponding national
level figure is 31.

There is an increasing trend by the school
children in these two provinces too perform
significantly better than other provinces at all
island public examinations. This is reflected

by the securing of the top and third slot in the
all island GCE Advanced Level examination
performance by students in the Northern and
Eastern provinces, respectively. All schools
damaged during the conflict have been repaired
and rehabilitated.

The highest success rate in performance of
school candidates by province (63.9 percent) at
GCE Advanced Level 2013 has been recorded
from the Northern province. The Eastern
province is placed third, with 60.7 percent.

The highest success rate in performance of all
candidates by province (62.2 percent) has also
been recorded from the Northern province.

The eastern province is placed fifth, with a
percentage of 58.4.

The government has taken measures to ensure
access to quality health services to the people

in the North. As of January 2014, there is one
Teaching Hospital, 04 District General Hospitals,
07 District Base Hospitals, 57 Divisional Hospitals,
33 Primary Medical Care Units, 30 MOH Offices,
and 381 Clinic Centers in the Northern province.
In 2013, the government opened a fully equipped
new three story building complex in the Jaffna
Teaching Hospital. The number of Curative

Care Institutions and the number of beds per
population in the Northern province are 102 and
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Table 2.7 > Sectorwise Provisions to the Northern Province - 2014

Rs. mn.
Consolidated Fund

Sector/Project . R R R

Foreign Borrowings Domestic Borrowings Total
Education 12 575 687
Health 345 52 397
Irrigation 775 750 1,525
Transport (Including roads, railways) 25,575 4,743 30,318
Power & Energy 2,433 1,050 3,483
Water Supply 1,330 485 1,815
Agriculture (Including fisheries, livestock & fertilizer 1,341 1,341
subsidy)
Small Scale Rural Infrastructure Facilities 14150 5,250 19,400
Skill Development 85 100 185
Public Administration 151 151
Subsidy Payments (Samurdhi, Thriposha etc.) 1,618 1,618
Disaster and Other 201 225 426
Total 45,006 16,341 61,346

Source: Department of National Budget, Department of National Planning

5,348, respectively. The corresponding figures
in the Western province are 149 and 20,955,
respectively.

The unemployment rate in the Northern
province has declined from 6.1 percent to 5.2
percent and in the eastern province from 15.5
percent to 4.3 percent in the period 2005-
2013. The government has taken the initiative
to establish a Vocational Training Centre (Sri
Lanka - German Training Institute) in the
Kilinochchi district with the assistance of GIZ
(Total cost of Rs. 1,000 million of which the
cost is shared by GIZ and the government of

Sri Lanka) to service the vocational training
needs of the entire Northern province with
international training certification standard.
The Institute, which comes under the Ministry
of Youth Affairs and Skills Development, is now
under construction and will be completed by
2015.

The food ratio which is one of the principal
indicators used to measure living standards

of a population, for the Northern and Eastern
provinces has declined from 59 percent to 44.8
percent and from 57 percent to 55 percent, from
2009/10 to 2012/13, respectively.

The government is working with an
effective coordination mechanism to ensure
complementarity of action between relevant
partners and stakeholders, including IDPs, in
many areas such as the followings;

* Advertisement of de-mined areas and
initiatives to resettle

* Land Kachcheri initiative to address land issues

« Systems put in place to accept requests/
appeals on land issues
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* Work carried out by the local administrative
agencies such as the Division Secretariat in
resolving land issues and in addressing the
grievances

* Conducting of elections in the Northern and
the Eastern provinces

* Employment of Tamil speaking police officers

* Recruiting competent people for government
service in respective areas

e The work of the government with INGOs and
NGOs

2.6 Towards Reconciliation and
Development

Following the restoration of peaceful conditions,
removal of infrastructure barriers through
public investments in power generation,
highway network, irrigation and port facilities
and corrective actions to adjust the economy

in external and market places, the growth of
the economy of the Northern Province has
accelerated significantly. The Northern province
has recorded a Provincial GDP (PGDP) growth
rate of 25.9 percent in 2012 contributing to 4.0
percent to the national economy up from 3.4
percent in 2010. The average GDP growth at
25.2 percent in the Northern Province has been
much higher than the national average of 16.2
percent from 2010 to 2012 period.

Many positive factors such as resettlement,
rehabilitation and reconciliation towards
consolidation peaceful environment, improved
macroeconomic conditions, revitalized
production activity, non-existence of security
related barriers, increased use of available
land, sustained expansion in tourism and
construction, particularly helped increase the
production while creating new opportunities
for the private sector. In particular, the
improvement in import substitution in
agriculture and fishery was supported by the
enhanced extent of land and sea resources.
The new and abandoned lands are being
increasingly cultivated in the conflict affected
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districts and about 120,921 ha. of land have
been brought under cultivation of paddy and
other highlands crops during last three years.

The output of fishing, livestock and other

field crops also have improved significantly. In
particular, the fish production in the districts
in North and East, which was increased by 37
percent to 99,190 metric tons in 2011 continued
to increase to 154,974 metric tons in 2013.

In addition, many industries that were not
operative for years are also being revamped.
The new prosperity that has been extended to
all over the country has boosted the wholesale
and retail trade, particularly with the Northern
and Eastern provinces, providing more
opportunities for people in those areas.

The 14.4 percent expansion in the construction
sector in 2013, supported by the 5.3 percent
growth in the availability of cement, also a
reflection of the impact of peaceful situation
on the construction activities throughout the
country. The construction activities in the
conflict affected areas in restoring railway
system, highways, water supply, irrigation,
housing, hospitals and school facilities

and administrative buildings have boosted
construction activities in those areas.

In the services sector, tourism and other
services, such as telecommunication and
transportation, are being increased thereby
supporting the achievement of a higher
economic growth. In addition, business
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Table 2.8 > Performance of Development Indicators

North East

Jaffna, Mullaitivu

Ampara, Batticaloa &

Item Kilinochchi, Mannar & Vavuniya Trincomalee
Districts Districts

2012 2016 2012 2016
Provincial GDP (Rs Bn) 305 787 474 797
Poverty Head Count Index 12.8 6.9 14.8 2.0
Infant Mortality Per 1,000 live Births 3 1.5 10.7 59
Maternal Mortality Ratio per 100,000 Live Births 0.56 0.31 0.53 0.38
Access to Electricity (%) 72 100 80.6 100
Access to Water (%) 89 100 94 100
Sanitation Facilities (%) 77 100 89 100
Houses - Permanent Walls (%) 77 100 89 100
- Roofs (%) 91 100 95 100

Source: Department of Census and Statistics

activities related to banking and finance as
well as industries are also being expanded.
Since the end of the terrorist insurgency, 431
branches and outlets have been opened by
banking and financial institutions reflecting
the business progress in the country.

2.7 Promoting National Reconciliation

The Government has implemented several
initiatives to promote national reconciliation
efforts as well. The Local Government
Elections were conducted in 2011 and civil
administration setup was strengthened to
improve the service delivery and country
level These include a formulation of a Special
Integration Policy, National Languages Policy,
and Awareness program to respect cultural
diversity, religion and communal values. In
order to implement these programs at grass
route level, key level officials have been

attached to District Secretariats and Divisional

Secretariats. Mobile services are being carried
out to attend needs of vulnerable groups.
Language labs are being setup to promote

the skills in both Sinhala & Tamil for public
officials and 2,343 language clubs have been
established to promote bilingual language skills
among the ordinary people.

With regard to the ex-combatants, including
child combatants, the government has
implemented rehabilitation programs to re-
integrate them with the society. 9,568 male
ex-combatants and 2,283 female ex-combatants
have been rehabilitated since 2009. The
progress in the re- integration of Ex-LTTE
combatants is given in Table 2.9.

Table 2.9 > No. of Ex-LTTE Combatants Rehabilitated

Year Male Female Total
2009 108 16 224
2010 3,589 1,977 5,566
201 4,495 70 4,565
2012 668 101 769
2013 708 19 727
Total 9,568 2,283 1,851
Source : Ministry of Rehabilitation and Prison Reforms
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2.8 Lessons Learnt and Reconciliation
Commission (LLRC) - Towards Lasting
Peace and Stability

Parallel with the progress in demining,
resettlement and reconstruction in the
affected areas an independent Commission
on Lessons Learnt and Reconciliation (LLRC)
was appointed by His Excellency the President
in view of looking back at the conflict Sri
Lanka has suffered, as well as to look ahead
for an era of healing and peace building in
the country. The independent eight-person
Commission brought together eminent
individuals representing all of Sri Lanka’s
communities. The committee held hearings in
Colombo and in former conflict affected areas
such as Batticaloa, Jaffna, Kilinochchi, Mannar
and Vavuniya. Field visits too were conducted
to the region and detention centers where
surrendered Tamil Tiger combatants were
held. After analyzing over 1,000 oral and
5,000 written submissions it had received,
the commission presented its 388-page final
report to the President on 15 November, 2011.
It was made public on 16 December 2011.

The LLRC identified 135 recommendations
focusing five major areas; International
Humanitarian Law Issues, Human Rights,
Land Return and Resettlement, Restitution &
Compensatory Relief and Reconciliation.

2.8.1 Implementation of LLRC

Recommendations

It is noticeable that, as a result of the

high priority given to the Northern and
Eastern Provinces, most of the LLRC
recommendations had been already
implemented through different projects
and programmes at the time of the
recommendations were issued. Some of
the activities covered by recommendations
are still being continued under different
programmes implemented by the government
agencies. Example: Bimsaviya programme-
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Ministry of Land and Land Development.
Nevertheless, a National Plan of Action (NPA)
for implementing of these recommendations
was prepared and approved by the Cabinet

of Ministers in July, 2012. The implementation
responsibility of NPA rests with 19 line
Ministries, Presidential Secretariat, Attorney
General’s Department and the Presidential
Task Force for Resettlement, Development &
Security in the Northern Province. The NPA has
considered 86 recommendations as the most
significant and given priority in implementation.
However, as per the decision taken by the
Cabinet of Ministers in 2013, recommendations
were revisited and another 44 articles were
included as an addendum. All implementing
agencies have combined together and working
towards reaching the desired targets in
recommendations.

Since 2005, a considerable amount of funds
have been spent on activities implemented for
rebuilding war affected areas under respective
agencies to promote trilingual Sri Lanka, social
integration programmes, rehabilitation and
resolution of land related issues, providing
housing needs and strengthening local
authorities and public service in these areas.
The steering committee headed by Secretary
to the President oversees the methodologies
undertaken by the agencies. The implementing
agencies are working closely with the
Presidential Secretariat and the progress is
being monitored regularly.

2.8.2 Implementation Progress of
LLRC Recommendations

The NPA which comprises of 86
recommendations has identified 172

activities under five thematic areas and for
the implementation during 2013 - 2015.

The implementation progress of the NPA is
recorded and periodically uploaded to the
official website of the Presidential Secretariat,
www.presidentsoffice.gov.lk and www.piru.gov.
Ik in all three languages.
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Table 210 > Number of Agencies Involved in Implementing LLRC Recommendations

Focus Area No. of Recommendations No. of Agencies Involved No. of Activities
International Humanitarian Law 7 5 9
Human rights 52 13 67
Land, returns and resettlement 23 5 31
Reconciliation 42 16 56
Restitution and Compensatory Relief 6 4 9

Source: www.presidentsoffice.gov.lk

A considerable progress has been observed
in the implementation of the activities

of NPoOA. It is noticeable that, due to a
considerable amount of funds have been
spent on development activities implemented
in war affected areas and on the community
since 2005, most of the recommendations of
LLRC had already been implemented at the
time of recommendations were issued. The
accelerated resettlement and rehabilitation
activities which reconstructed the social and
economic infrastructure in the Northern and
Eastern provinces have also complemented
to reach the targets set out by the LLRC. In
addition, the Provincial Council election held
in the Northern Province in 2013 has also

Implementation progress of LLRC Activities

Ongoing

Completed
82 60

Regular
30

strengthened the civil administration and
thereby improve the service delivery at a
certain extent.

International Humanitarian Law

The primary aim of International Humanitarian
Law area is to “protect the victims of armed
conflict and to regulate the conduct of
hostilities based on striking a balance between
principles of humanity and military necessity”.
Seven recommendations have been made
under this focus area and 05 government
agencies i.e. Presidential Secretariat, Ministries
of Defense, Prison rehabilitation and Health,
and Departments of Attorney General’s

and Census have been involved in the
implementation of the recommendation. By the
end of 2013, fifty five percent of the activities
identified to implement the recommendations
were completed.

Implementation progress of International Humanitarian Law

Completed Ongoing
5 4
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property during the period of conflict.

internal conflicts in the country.

One of the significant achievements in 2013 is implementation of the LLRC Recommendation

9.37b by the Department of Census and Statistics. The recommendation specifies to conduct a
professionally designed household census covering all affected families in all parts of the country
to ascertain the scale and circumstances of deaths and injury to civilians as well as damages to

Even though it was a challenging exercise, as many of the war affected persons had already
spread through the country, the necessary efforts were taken in time. Accordingly a census was
carried out to collect data on deaths/disappearances/injuries/disabilities and property damages
that have occurred from 1982 until the date of enumeration as a direct or indirect result of the

More than 15,000 enumerators were deployed to collect information from about 5.3 million
residential units in 14,022 Grama Niladhari Divisions of the country. Enumeration activities were
conducted throughout the country between 27 November to 20 December 2013.

Considering the alleging of the violation of
fundamental rights and freedoms of people
affected by the conflict, 52 recommendations have
been made by the Commission. Accordingly, 27
government agencies have combined together

to implement 67 activities to achieve the desired
results. However, it has been noted that, in certain
instances implementation of some activities

such as implement livelihood / self employment
projects, strengthen women etc. cannot be

framed in to a clear time period as they are being
implemented on regular basis. By the end of 2013,
45 percent of activities on human right thematic
area were completed while 37 percent are ongoing.
The balance is implemented on regular basis.

Human Rights

Implementation progress of Human Rights

Ongoing
25

Completed
30

Regular
2

The objective of these recommendations

is to ensure that the persons who suffered
loss/damage due to terrorist violence and
operations of the Government Security Forces
have access to compensatory relief within a
reasonable timeframe. The Commission has
recommended six articles. Accordingly, four
government agencies have involved in the
implementation of nine activities. Of them, six
activities were completed by 2013, while the
balance three were in progress.

Restitution/Compensatory Relief

Implementation progress of Restitution and Compensatory Relief

Ongoing

>

Completed
6
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Land Return and Resettlement

The objective of this recommendation is to
ensure the land rights, especially among the
returning IDPs, which would significantly
contribute to restoring normalcy and
promoting reconciliation. Twenty three

(23) recommendations were proposed

and 31 activities have been identified for

this purpose. Of them, 11 activities were
completed and 20 activities are in the process
of implementation.

Implementation progress Land Return and Resetllement

Completed
mn

Ongoing
20

Reconciliation

Fourty eight Recommendations were made
to remedy the issues that were of concern

to persons who have been either directly

or indirectly affected due to the conflict.
Accordingly, 56 activities were identified

to implement through 23 government
agencies. The areas of concern are basically,
resettlement, livelihood issues, the difficulties
experienced by the public due to the long
period of displacement during the conflict,
shelter, education, health, transport facilities,
concerns of vulnerable persons such as
widows, disabled persons, children and
elderly persons, compensation, establishment
of civil administration etc.

Implementation progress of Reconciliation

Ongoing Completed
8 30

Regular
18

Recognizing the need and urgency of the achievement of desired results through the LLRC
recommendations, in 2013, the government has invested Rs. 10,138 million among 13 line
agencies to implement the activities related to the articles of the LLRC.
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Table 2.11 > Investments Made by the Government Relating to Activities Identified in the Articles

of the LLRC in 2013
Implementing Financial Progress Progress/Activity
Agency (Rs. Mn)
Presidential 7 ¢ Conducted a study to ascertain whether practices infringe on legal rights to
Secretariat acquire land and steps have been taken to remove infringements, if exists any.
« Effective implementation of the policy on land use is ensured.
* Finalization of activities relating to setting up of 4th Land Commission is
underway.
Ministry of National 124 ¢ Formulated a Road Map for the effective implementation of the Language
Languages and Policy.
Social Integration ¢ Preparation of Language Plan according to the Language Guide Book is in
progress. 14 Model Sites were established island wide
¢ 14 Model Sites were established island wide (07 local authorities, 03 hospitals,
03 Police Stations and a Divisional Secretariat) and the Ministry conducted
field observations in 03 Model Sites with a view to further strengthen them.
Ministry of 142 Community development activities were carried out among the newly resettled
Resettlement IDPs in following manner.
¢ Sanitary facilities were improved in 1600 families
* Water facility has been given by constructing 40 dug wells
¢ Housing were given in Vali Oya area for 500 families
Ministry of 253 ¢ Any person affected by shells and had applied to the REPPIA for
Rehabilitation and compensation has been granted redress.
Prison Reforms ¢ Implemented programmes for detainees and rehabilitees in collaboration with
several private sector organizations
* Provided compensation for 2613 persons who damaged / lost their lives, and
properties during the conflict.
Ministry of 40 ¢ Formulated a Policy to deal with the issue of settlements.
Land and Land e Conducted a study to ascertain whether practices infringe on legal rights to
Development acquire land and steps have been taken to remove infringements, if any exist.
« Effective implementation of the policy on land use is ensured.
* Finalized activities relating to setting up of 4th Land Commission is underway.
Ministry of Sports 287 * Development of sports in the former conflict areas is actively promoted.
¢ Selected rehabilitated ex-LTTE members are trained in various national sports
in cooperation with National sporting institutions. Such sports include cricket,
football, volleyball, hockey, athletics and swimming.
e Sports infrastructure is also developed through construction of the
Duraiappah Sports ground, Provincial Sports complex in Kilinochchi, District
Sports Complexes in Batticaloa and Mannar.
Ministry of 1,939 ¢ Secondary school education curriculum has incorporated Human Rights
Education Education.
¢ Supplementary curriculum material on Human Rights is also being developed.
Departments of 47 » A professionally designed household census covering all affected families
Census in all parts of the island was carried out to ascertain first hand the scale and
circumstances of deaths and injury to civilians as well as damages to property
during the period of conflict.
Ministry of Health 8 ¢ Inter-Ministerial Committee established and coordinates work carried out

separately by stakeholder line Ministries to ensure that the needs of the target
groups are met in a comprehensive manner, without duplication, and that
gaps are filled through timely interventions.

The status of women, children, elderly and other vulnerable groups is
monitored by each stakeholder agency
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Implementing

Financial Progress

Progress/Activity

Agency (Rs. Mn)
Ministry of Child 47 Engaged in protection, livelihood and care giving activities for children and
Development and women in war affected areas and plantation community in following manner.
Women'’s Affairs ¢ Provide livelihood assistance for 300 women headed families
e Provide training and awareness for 1400 women
¢ Improved 40 preschool and child development centers
Ministry of Social 87 * Detainee status has been reviewed and facilitated according to their special
Services requirements.
¢ Act No. 28 of 1996 “Protection of the Rights of Persons with Disabilities”
has been amended to recognize all the rights of persons with disabilities in
accordance with the UN Convention;
¢ An Election Special Act of 2011 was enacted to make provision for a disabled
voter to be accompanied by another person during voting;
* “Accessibility Regulations No. 1 of 2006”, providing additional facilities to
persons with disabilities is in operation;
* Provided assistive devices such as artificial limbs, wheel chairs etc. for 118
reintegrated rehabilitees.
Ministry of Youth 90 ¢ Civil Society is encouraged to engage in community development at the
Affairs and Skills grass roots level to help IDP communities (in collaboration with Ministry of
Development Resettlement and Ministry of Child Development & Women’s Affairs)
« A fully fledged Sri Lanka -German Training Institute (SLGTI) is being
established in Kilinochchi district with the assistance of the Government of
Germany to cater to needs of people, including those affected by the war.
« Established 8 feeder training centres in Northern Province.
¢ Completed Mannar Technical College.
Ministry of 7,067 Following activities which covers the article 9.80, 87, 98, 99, 103, 105, 143 of
Economic LLRC have been carried out to extend the livelihood opportunities for IDP
Development families through major development projects implimented wich are being in
North and East.
¢ Completed 61,553 small scale water supply projects.
* Completed 9,426 km of road constructions
¢ Provided 283,087 livelihood opportunities
¢ Provided financial support to 85,961 persons for livelihood development
¢ Completed 114 minor irrigation projects
¢« Completed 396 rural bridges & culverts
¢ Formed 3,562 Community based organizations
¢ 147,548 Mt of essential food items distributed among displaced and returnee
households
Total 10,138

Source: www.presidentsoffice.gov.lk and relevant line ministries

69






03

REFORMS




3| REFORMS

3.1 Overview

n the context of Sri Lanka consolidating

as a rapidly developing middle income

country, the Government in 2013 continued
to address the concerns of the still vulnerable
areas to further diversify the economy in terms
of Mahinda Chinthana: Vision for the Future
- the Development Policy Framework of the
Government. Several reform measures were
witnessed in power and energy, banking and
finance, public financial management, legal
and judicial and ICT spheres, facilitating to
well position Sri Lanka in the challenging and
competitive global economic environment.

In the real economy, the Government
undertook to reshape its policy on the
alienation of land to ensure the productive

use of natural resources. Human resources
being a salient component that facilitate
development, continuous emphasis was placed
on education and skills development. Since
mobility of labour has become the order of the
era, emphasis was also placed to promote skills
and professional competencies by creating the
desired flexibility through legal and regulatory
measures. Earnings of professionals were
given tax incentives to minimize brain-drain. A
concerted effort was made by the Government
to strengthen State Owned Enterprises,

South Container Terminal under the Colombo Port Expansion
Project was built by China Merchant Holdings
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in particular the State Owned Business
Enterprises to groom them to be 'budget
independent’ and play a complementary role
to Government’s continued efforts towards
fiscal consolidation in order to lower the
Budget deficit and achieve a rapid growth in
investment and development. The Government
continued its emphasis in providing critical
infrastructure such as power and energy, water
and irrigation, ports, roads etc. in the real
sector and banking, insurance and leasing in
the financial sector.

The South Container Terminal under the
Colombo Port Expansion Project was declared
opened in August 2013 marking the successful
completion of a flagship private public
investment in Asia, to strengthen country’s
advantage in the global shipping route. A
never before witnessed landscape change was
seen in the area of infrastructure development
with the opening of the Colombo-Katunayake
Expressway in October 2013. Further, a
Framework Agreement was signed in May

2013 for the construction and operation of

the Northern Expressway to enable a faster
connectivity between the North of Sri Lanka
with the South.

The policy direction was spelt out on the need
to proceed with consolidations in the banking

Colombo - Katunayake Expressway
The Gateway to Sri Lanka



and non-banking sectors. Recognising

the need to maintain a predictable and
stable economic environment, continuous
improvements were made in the areas of
best practices and corporate governance.
The revision of Government Financial
Regulations (FRs) also made progress in
2013, since its last revision in 1992, towards
simplifying and updating the FRs to meet
contemporary demands. The introduction
of ICT systems to automate the processes
of the Inland Revenue Department and

the General Treasury also marked several
breakthroughs and agreements for the
introduction of an Integrated Treasury
Management Information System and a
Revenue Administration Management
Information System were signed
respectively, in August 2013 and May 2014,
While the Public Service took the lead in
providing universal access to education,
health, social security and welfare, the
Government continued with its commitment
to go beyond Millennium Development Goals
(MDGs) to reach a poverty free country
situation.

Inclusive development being the foundation
on which Government’s Development
Policy Framework is based upon, measures
were taken to boost the performance

of SMEs while integrating them with the
upstream corporate economy as well as
with the downstream household economy.
Underscoring these, the Government
intensified multifaceted reform initiatives
to transform Sri Lanka as an upper middle-
income economy by 2015, while also
endeavoring to connect with an aspirational
society.

Human Development Report

United Nations Development Program
The Human Development Report 2013

(HDR 2013) published by the United Nations
Development Program (UNDP), titled 'The
Rise of the South: Human Progress in a
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Diverse World’ examines the profound shift in
global dynamics driven by the fast-rising new
powers of the developing world and its long-
term implications for human development.

It has analysed more than 40 developing
countries that have made striking human
development gains in recent years and

has attributed their achievements to some
strong national commitments: better public
health and education services, innovative
poverty eradication programs and strategic
engagement with the world economy.

According to the Human Development
Index (HDI) monitored annually by the HDR,
Sri Lanka is in the high human development
category with a HDI ranking of 0.715 against
the global average of 0.694, ranking

92" position out of 186 countries in 2012
improving from its 97" position in 2011.

Sri Lanka has the highest level of Human
Development among SAARC countries

and is in fact the only SAARC country in

the high development group. Sustained
investments on education, health, livelihood
support programs including Divineguma,
Samurdhi and agricultural subsidies and high
investments on infrastructure development
are attributable for this achievement.

Multidimensional Poverty Index (MPI)
According to the Multidimensional Poverty
Index (MPI) which identifies multiple
deprivations at the individual level in 3
dimensions; education, health, and the
standard of living, the percentage of
multidimensionally poor people in Sri Lanka
has dropped. In fact it has recorded a
sustained drop from 3.9 percent in 2006/07
to 2.7 percent in 2009/10, and to 1.9 percent
in 2012/13 (HIES preliminary results), due to
the drop in child mortality and improved
nutrition, schooling, access to safe drinking
water, sanitation, housing assets etc. This is
attributable to continuous public investments
made to address poverty from a multi

dimensional perspective.
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Networked Readiness Index (NRI)
World Economic Forum and INSEAD
According to the Networked Readiness
Index (NRI) which measures the propensity
for countries to exploit the opportunities
offered by information and communications
technology, published in the ‘Global
Information Technology Report’ (GITR) of
the World Economic Forum and INSEAD,
Sri Lanka in relation to 2013 is ranked

76%". Although Sri Lanka and India have
dropped in their rankings: Sri Lanka from
69" place to 76™, a fall of seven places,
being overtaken by countries such as South
Africa, Indonesia and Thailand: India has
dropped from 68™ to 83 place. Philippines,
which is a BPO powerhouse has advanced
from 86" place to 78™, ahead of India, but
behind Sri Lanka. What is noteworthy is that
Sri Lanka ranks first in South Asia for the
first time in history, seven (7) places over
India.

France's COFACE

Sri Lanka among 10 Emerging
Countries Hot on Heels of BRICS

Sri Lanka has been identified as one of

the 10 emerging countries Hot on Heels of
BRICS, a grouping acronym that refers to
Brazil, Russia, India, China and South Africa.
COFACE which is a worldwide leader in
credit insurance with presence in over 66
nations, has identified Sri Lanka as one of
the 10 “new emerging” countries, while
noting that these countries are not the same
in terms of their business environment.
COFACE has noted Sri Lanka as a country
possessing a strong potential confirmed

by a sound business environment on par
with Colombia, Indonesia, Peru and the
Philippines.

T4

Index of Economic Freedom 2013
published by Wall Street Journal

and the Heritage Foundation,

Best in the Region for Economic Freedom
The Index of Economic Freedom 2013
published by Wall Street Journal and the
Heritage Foundation, has ranked Sri Lanka

at 871t out of 185 countries which is an
improvement of 16 places, with Hong Kong at
1st, Singapore 2", Malaysia 56, Thailand 61,
Philippines 97%, Indonesia 108%™, India 119,
Pakistan 121t and Bangladesh 132", The index
covers 10 measures of economic openness,
regulatory efficiency, the rule of law and
competitiveness. Sri Lanka has got an overall
score of 60.7 - an improvement over 2012
which was 58.3.

Global Competitiveness Index

Sri Lanka among 20 countries

in transition from Stage 1to Stage 2

Sri Lanka has moved up three places to
number 65 out of 148 countries in the 2013/
2014 Global Competitiveness Index compiled
by the World Economic Forum with Singapore
being Asia’s best. Sri Lanka is among 20
countries which are in transition from Stage
1, Factor Driven economies (competing on
factor endowments - primarily unskilled
labour and natural resources) to Stage 2,
Efficiency Driven economies (when countries
begin to develop more efficient production
processes and increase product quality
where competitiveness become increasingly
driven by higher education, training, efficient
goods and labour markets etc.) The Global
Competitiveness Index assesses the ability of
countries to provide high levels of prosperity
to their citizens which in turn depends on
how productively a country uses its available
resources. This index measures the set of
institutions, policies and factors that set the
sustainable current and medium term levels
of economic prosperity and integrates the
macroeconomic and micro business aspects of
competitiveness into a single index.



Ease of Doing Business Index 2014
World Bank

In the Ease of Doing Business Index -

Sri Lanka is ranked 85™ among 189
countries considered for the Doing
Business analysis in 2014 on the year 2013.
Even though the position of Sri Lanka

has come down by 2 places compared to
2012, a closer scrutiny reveals that there
are positive developments in several areas
when compared with last year’s indicators
particularly in getting electricity, dealing
with construction permits, paying taxes
and trading across borders. This report

is also an eye opener which reminds that
if we remain complaisant or static, other
countries are bound to surpass, pushing us
behind.
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Positives include:
e Starting a business is easier and more

expeditious since the processes has been
computerized, enabling the obtaining of
registration numbers as members of the
Employees’ Provident Fund and Employees’
Trust Fund.

Registering a property is faster with the
introduction of an electronic system at the
Land Registry - Colombo.

The Secured Transactions System has been
strengthened by establishing an electronic,
searchable collateral registry and by issuing
regulations on its operations.

Time taken to process exports has been
reduced with the improvements done to the
ASYCUDA World electronic data interchange
system at Customs.

Table 3.1 > The Overall Ranking of Sri Lanka
in the 'Ease of Doing Business' (out of 189 economies)

Doing Business 2014 Rank

Doing Business 2013 Rank

Change in Rank

85

-2

Doing Business 2014 DTF (% Points) Doing Business 2013 DTF (% Points)

Improvement in DTF (% Points)

61.83 0.96
Source: Compiled by the Ministry of Finance and Planning
Table 3.2 > Rankings of Sri Lanka by Topic
Topics 2013 Rank 2014 Rank Change
Starting a Business 47 54 -7
Dealing with Construction Permits ne 108 8
Getting Electricity 107 91 16
Registering Property 136 145 -9
Getting Credit 71 73 -2
Protecting Investors 51 52 -1
Paying Taxes 175 171
Trading Across Borders 54 51 3
Enforcing Contracts 136 135 1
Resolving Insolvency 51 59 -8

Source: Compiled by the Ministry of Finance and Planning
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3.2 Taxation

Since the Government ventured on to
harmonize and rationalize taxes particularly
from the year 2005 in line with its Development
Policy Framework, Sri Lanka is in the fourth
year of sustained tax reforms to ensure clarity,
consistency and continuity in the tax regime
since the release of the Final Report of the
Presidential Commission on Taxation in 2010.
The thrust of tax reforms, introduced in Budget
201 and further consolidated in 2012 and

2013 was to create a simple and broad based
tax regime to be able to generate a buoyant
growth in Government revenue, to create

an enabling environment for investment and
promote rapid growth in the economy, with
equity.

Key Tax Reforms

* simplifying the tax structure having done
away with multiple taxes, such as Regional
Infrastructure Development Levy, Debit Tax
and Social Responsibility Levy

e harmonizing the Board of Investment and
Inland Revenue tax regimes on the basis
that strategic investments would be dealt
with as per the provisions of the Strategic
Development Projects Act No. 14 of 2008
and all other investments would be dealt with
under the Inland Revenue Act No.10 of 2006

* streamlining tax holidays into three
categories, small and medium enterprises,
large enterprises and strategically important
import replacement enterprises

simplifying the personal income tax structure
to bring it on par with countries having low
tax regimes in the Asian region

reducing applicable marginal tax rates with the
maximum marginal rate for personal income
tax being reduced to 24 percent with fewer tax
brackets and a high threshold to exclude low
income people from having to pay tax
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reducing the maximum rate of income
tax applicable on employment income of
professionals to 16 percent

introducing a single corporate income tax
rate of 12 percent in respect of emerging
sectors and a single rate of 28 percent for
other sectors, while allowing provisioning for
traditional expenditure on depreciation and
research and development

introducing a 40 percent income tax on liquor,
cigarettes and gaming.

incentivizing export oriented sectors by
reducing their income tax rate to 12 percent

making the Pay-As-You-Earn (PAYE) Tax
a final tax, while extending PAYE tax to
Government sector employees

imposing an all inclusive 5 percent levy on the
gross collection of activities of Betting and
Gaming on a monthly basis in lieu of multiple
taxes.

increasing the annual levy payable for tax
purposes by operators involved in the business
of gaming from Rs. 50 Mn. to Rs. 100 Mn.

requiring the registration of gaming activities
with the Inland Revenue Department to ensure
tax compliance

unifying the VAT rate at 12 percent including
VAT on financial services, and modifying

the VAT system to avoid complexities/
cumbersome refunds by introducing a
Simplified VAT (SVAT) system, addressing
cash flow and refund issues of exporters

extending VAT that was applicable to
wholesale trade to retail trade with a quarterly
turnover not less than Rs. 250 Mn. with the
value of exemptions being limited to 25
percent of total supplies, thereby removing
the cascading effect of VAT while broadening



the tax base and removing loopholes that
made large scale revenue leakages possible

granting incentives to encourage relocation of
global/regional business headquarters

granting incentives in relation to construction
of residential units by professionals

granting incentives to unit trust companies,
listed corporate entities, internal and
corporate debt securities, and the
introduction of municipal bonds to deepen
the Capital Market

granting tax holidays to those who cultivate
renewable energy crops, to encourage the use
of renewable energy sources

granting concessionary income tax rates for
the operation of mini hydro power projects
and permitting income tax deductions on
the purchase of energy saving equipment to
reduce upfront costs

granting a series of incentives to companies
and individuals to encourage repatriation of
earnings in foreign countries

simplifying NBT having reduced the rate and
extending NBT to wholesale and retail levels
having amalgamated Provincial Turnover
Tax of related sectors with a revenue sharing
mechanism between the Central Government
and Provincial Councils to compensate

the effects of abolition of Turnover Tax at
provincial level

increasing the threshold of the annual
turnover for VAT and NBT to Rs.12 Mn. with a
view to facilitate the SME sector and to make
the tax administration more effective and
efficient having reduced a large number of
small tax payer files

NBT which is 2 per cent but has a far greater
penetration to all sectors of the economy
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compared to VAT, was extended to retail
and banking sectors, to further broaden the
tax base

introducing new measures to promote
domestic value additions and simplifying the
administration of trade related taxes at the
point of Customs

Custom Duty was brought into a 4 band
tariff stucture i.e. O, 7.5, 15 and 25 percent

Custom Duty and CESS exemptions where
extended to raw material and machinery

introducing a low tax regime for
intermediary goods that are necessary for
local value adding industries

introducing a CESS on products where
Sri Lanka has a comparative advantage to
create fair competition

introducing high tax rates on exports in raw
form to encourage domestic value addition

introducing a composite Telecommunication
Levy having removed VAT, NBT,
Environment Conservation Levy and Mobile
Subscribers’ Levy

most of the essential consumer items were
brought under a single tax called Special
Commodity Levy, in place of multiple
taxes such as PAL, NBT, VAT, Customs
Duty and CESS to simplify taxation of
such commodities imported by small scale
traders

establishing a Tax Interpretation Committee
to streamline Tax interpretations while
taking away the possibility for arbitrary/ad
hoc interpretations

establishing a Tax Appeals Commission to

ensure that a structured and autonomous
entity would hear tax appeals

4



3| REFORMS

 introducing Default Taxes (Special
Provisions) Act No. 16 of 2010 to provide
for a streamlined and speedier process for
the recovery of taxes in default in a time
bound manner to make provision to be able
to write-off taxes in default as specified
in the Act, so that taxes in arrears could
be maintained within reasonable limits in
the future and officials responsible for the
collection of taxes could be made more
accountable

amending the Customs Ordinance to
enable importers/ exporters to appeal

to the Director General of Customs on
matters relating to imposition or exemption
of Customs Duty, on the applicability of
conditions or exemptions, on clarifications
relating to the description of goods etc.
with a right to appeal to the Tax Appeals
Commission

« amending the Strategic Development
Projects Act to enable the grant of full or
partial waivers to projects falling under its
purview and to broaden the coverage of the
Act

* granting concessions to promote and
encourage investments in entrepot trade,
off-shore businesses and in the provision of
front end services to manufacturers abroad

* exempting income from services rendered
for which payments are received in foreign
currency from having to pay income tax.

From a regional perspective, compared to
other countries in the Asian region such

as India, Indonesia, Malaysia, Philippines,
Thailand and Bangladesh, Sri Lanka has been
successful in maintaining low corporate and
personal income tax rates at a maximum of
28 percent and 24 percent respectively, being
among the most competitive tax regimes in
the Asian region. The only other country that
has comparable lower income tax rates is
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Hong Kong where the tax system is based on

the source principle of taxation as opposed to
Sri Lanka and several others in the region that

practice the residence principle of taxation. This
low tax rate regime has been maintained while
also applying a maximum income tax rate of 12
percent to emerging sectors of the economy

A Regional Comparison

Corporate Income Tax Rates
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Sri Lanka has been successful in maintaining low corporate and
personal income tax rates at a maximum of 28 percent and
24 percent respectively, being among the most competitive tax

regimes in the Asian region.

such as exports, tourism, construction,
agriculture and the SME sectors in a bid to
continue to promote the growth of these
sectors.

In relation to tax administration, the Inland
Revenue Department is going through
institutional reforms, both in terms of
manpower and technology advancements.
A Revenue Administration Management
Information System is being implemented
to automate the processes of the Inland
Revenue Department. The agreement to
proceed with the automation was signed in
May 2014.

Between 2010 - 2014 double taxation
avoidance agreements have been signed

by the Inland Revenue Department for and
on-behalf of the Government of Sri Lanka
with Seychelles, Luxembourg, Palestine, India
and Belarus. Discussions were initiated in
October 2013 with Oman towards signing

an Agreement for the Avoidance of Double
Taxation and Prevention of Fiscal Evasion.
Negotiations to revise the existing agreement
with Singapore which was signed in 1979,
commenced in October 2013.

Tax Interpretation Committee

A committee for the interpretation of tax laws
was appointed in April 2011 in terms of the
Inland Revenue Act No. 10 of 2006. This was to
ensure consistency, credibility and transparency
in the tax administration, while taking away the
discretionary powers till then held by individual
officers of the Inland Revenue Department, on
interpretations. The committee is headed by

a Senior Deputy Commissioner General of the
Inland Revenue Department. As announced

in Budget 2013, a time bar of 6 months was
introduced to conclude an interpretation.

The Committee has dealt with 108 requests
through interpretations out of 241 requests
referred till end 2013. The unattended
number denotes requests pertaining to which
further information has been requested

by the Committee, requests that cannot

be dealt with in terms of the mandate of

the Committee and new cases that have
been referred. What is notable is that most
interpretations have been sought in relation
to Income Tax exemptions and on the liability
to pay VAT. Once an interpretation is given,
it is circulated among relevant officers of the
Inland Revenue Department so as to ensure
uniformity in application.
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Table 3.3 > Progress of Tax Related Interpretations (01.01.2013 - 31.12.2013)

Tax Type Area No. of Cast'es
Cases dealt Pending

Income Tax Exemptions 10

Liability of Income Tax 4

Ascertainment of Profits and Income (Allowably of Deduction) and s

Deductions from Statutory Income

Employment Income 9

WHT on Debt Securities 8

Dividend 4

Rental Income 1

Qualifying Payments 1

Application for concessionary rates 9

Reduction or waiver of penalties 1

Definitions 3

Sub Total 58 62
VAT Exemptions 3

Liability for VAT 10

Zero rated Supplies of a company 6

Deferment Facility on imports 2

Investment Fund Account 2

Set-off of Input Tax 1

Sub Total 24 32
NBT Exemptions 1

Liability for NBT

Definitions and computation of liable turnover

Sub Total 17 22
Stamp Duty Exemptions 1

Liability on share certificates on transfer or issue of shares 5

Sub Total 6 7
ESC Computation of liable turnover 2

Sub Total 2 2
Betting & Gaming Liability for B & G Levy 1
Levy Sub Total 1 (o]
PAYE Sub Total 8

Total 108 133

Source; Tax Interpretations Committee
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Default Tax Recovery Unit have been in default for a long period of time
Default Taxes (Special Provisions) Act, No. 16 in certain circumstances. Having compiled a

of 2010 introduced a streamlined and speedier register containing data of all taxes in default, the
process for the recovery of taxes in default in a Default Tax Recovery Unit of the Inland Revenue
time bound manner and to write off taxes that Department was made operational in 2013.

Table 34 > Progress of Recovery of Default Taxes (2011 - 2013)

Rs. Mn.
Year Cash Collected Refund Credit Given Discharged Total
Setoff ESC etc.
20M 79.7 - - 1,240.7 1,320.4
2012 252.6 477.8 434.6 33,208.6 34,373.6
2013 374.9 3375 1,409.9 25,293.7' 27,416.0
Source: Inland Revenue Department
'Discharges, Error Corrections, Journal Transfers and Versions issued
Table 3.5 > Outstanding Taxes in Default (as at 31.12.2013)
Rs. Mn.
Description Government Unidentified Uncollectible Others Total
Institutions Taxes Taxes
&
Co-Operative
Societies
Default Taxes transferred to the Unit 40,228.9 5,551.2 - 95,145.1 140,925.2
during the Year 201
Reduction of arrears up to 31.12.2011 - - - (1,320.5) (1,320.5)
Balance as at 01.01.2012 40,228.9 5,551.2 - 93,824.6 139,604.7
Default Taxes transferred to the Unit - 360.0 - 194.9 554.9
after 01.01.2012
Identified uncollectible taxes during - - 108.7 (108.7) -
the year 2012
Transferred to branches - - - (18,142.5) (18,142.5)
Reduction of arrears up to 31.12.2012 (4,949.5) - - (M,281.6) (16,231.1)?
Balance as at 01.01.2013 35,279.3 5,911.2 108.7 64,486.7 105,785.9
Identified uncollectible taxes - - - - -
Transferred to branches - - - (5,537.8) (5,537.8)
Reduction of arrears up to 31.12.2013 (6,376.6) (5,911.2) - (9,590.5) (21,878.3)2
Balance as at 31.12.2013 28,902.8 - 108.7 49,358.4 78,369.8

Source: Inland Revenue Department
" Penalty on Incorrect Returns+WHT+IT(Regional),
2 Cash Collected, Journal Transfers, Refunds, Set-offs, Credit Given, Error Corrections, Discharges, \ersions Issued
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3.3 Revamping the Land Policy

Further to the announcement made in the
Budget 2013, alienation of land to foreigners,

is prohibited as from 01.01.2013. Accordingly
instructions were issued to the relevant agencies
as approved by the Cabinet of Ministers on the
proposed restrictions.

The Restrictions on Alienation of Land (Special
Provisions) Bill, is due to be submitted to
Parliment shortly having addressed various
concerns expressed by line agencies such as
the Urban Development Authority (UDA), Board
of Investment (BOI), the Land Commissioner
General’s Department, several Foreign

Missions and investors. The salient features

of the proposed Bill are broadly based on the
following;

Transfer of Land
Exempted Persons/Categories

A transfer of land is permitted,;

* to a Diplomatic Mission

* to a Dual Citizen

» as approved by the Minister of Finance/ Land,
with Cabinet approval,;

- to any foreign entity engaged in Banking,
Finance, Insurance, Maritime, Aviation,
Advanced Technology or Infrastructure
Development, that satisfies Strategic
Development Project objectives

- to any foreign entity involved in
international operations to locate or
relocate its global or regional operations or
to setup a branch office

* to a Licensed Commercial Bank, Finance
Leasing Institution, to give effect to an
execution of a decree of court etc.

* in view of a Cabinet Decision taken prior
to 01.01.2013 in relation to a Foreign Direct
Investment

* in terms of intestacy to a next of kin, in terms
of a testamentary disposition etc.

» of a Condominium Property on or above the
4% floor.
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Lease of Land

15 percent Land Lease Tax

A lease is possible up to 99 years and will
attract a Land Lease Tax of 15 percent, unless
the Lease is to any person/category exempted
or to whom a lesser rate is applicable.

Reduced Land Lease Tax

A reduced rate is applicable if the lease;

e is to a company incorporated in Sri Lanka
under the Companies Act, in which the
foreign shareholding is 50 per cent or above,
which company has been operating in Sri
Lanka for a consecutive period of not less
than 10 years, immediately prior to the date
of the Lease

¢ is to a subsidiary of a company (parent
company) incorporated in Sri Lanka under
the Companies Act, in which the foreign
shareholding of the parent company is 50
percent or above, if the parent company
has been operating in Sri Lanka for a
consecutive period of not less than ten
years, immediately prior to the date of
the lease, provided the parent company
shareholding in the subsidiary is 50 percent
or above. However, if the parent company
shareholding reduces to below 50 percent, a
15 percent tax shall become applicable

e is of a Condominium Property, situated on
or above 4% floor where the duration of the
lease is for a short tenure

¢ is of a Condominium Property, situated
below the 4% floor, up to a maximum period
of 99 years

* is of a land situated in;

- an area declared under the Board of
Investment of Sri Lanka Act No. 4 of 1978.

- a Tourist Development Area declared
under the Tourism Act No. 38 of 2005 or
Tourist Development Act No. 14 of 1968

- an Industrial Estate established under the
Industrial Development Act No. 36 of 1969

- any other area declared by law as an area
in respect of which similar exemptions are
applicable.



No Land Lease Tax
If the Lease;
* is to a Diplomatic Mission
* is to a Dual Citizen
* is approved by the Minister of Finance/ Land
with the approval of the Cabinet of Ministers;
- to any foreign entity engaged in Banking,
Finance, Insurance, Maritime, Aviation,
Advanced Technology or Infrastructure
Development, that satisfies Strategic
Development Project objectives
- to any foreign entity involved in
international operations to locate or
relocate its global or regional operations or
to setup a branch office
* is of a land situated within a Bonded Area or
a Free Port
* is in terms of a Cabinet Decision taken prior
to 01.01.2013 in relation to a Foreign Direct
Investment
* is that of a Condominium Property on or
above 4" floor where the duration of the
lease is for a long tenure.

3.4 ICT Initiatives

Introducing/ Improving
Revenue Related ICT Networks

Revenue Administration Management
Information System (RAMIS)

A successful bidder could not be secured to
implement a RAMIS after having followed
the International Competitive bidding process
through the Fiscal Management Efficiency
Project (FMEP), the reform arm of the MOFP
facilitated by the Asian Development Bank
(ADB)'. With the approval of the Cabinet

of Ministers, discussions were initiated with
the Ministry of Finance of the Singapore
Government seeking assistance to implement
a RAMIS on a Government to Government
basis using government funds and a MOU was
signed in June 2013 to introduce a Revenue
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Administration Management Information System
(RAMIS) at the IRD of Sri Lanka.

As reflected in the MoU IDA - International

Pte. Ltd (IDA-I), a fully owned subsidiary

of IDA, being the Singapore Government’s
execution arm for collaborations with overseas
Governments on ICT Projects, submitted a
proposal in August 2013.

The Cabinet Appointed Procurement Committee
(CAPC) and the Project Committee (PC) having
conducted a detailed technical evaluation of

the proposal submitted by IDA-I, concluded

the evaluation process in November 2013,
deciding that the solution proposed by

IDA-I, is technically acceptable and fulfills

the requirements of the Inland Revenue
Department. A further Due Diligence process
was carried out in November 2013 by the
Commissioner General and a Core Committee of
the IRD by visiting the Inland Revenue Authority
of Singapore and it was concluded that IDA-I
and its nominated subcontractors have the
capability and required experience to undertake
the implementation of RAMIS at the IRD.

Negotiations that started in January 2014 to
finalize the work scope of RAMIS, the Terms

of Contract etc. for the Supply, Delivery,
Installation, Commissioning and Warranty of
Application Software, System Software and
Supporting IT Infrastructure, were concluded in
March 2014.

The related agreement was signed in May 2014.
RAMIS is expected to go-live by September
2015 taking around 16 months to automate
major taxes such as Value Added Tax (VAT),
Corporate and Non-Corporate Income Tax and
the Nation Building Tax (NBT). It is expected
that within a further period of 12 months

the system will automate the other taxes
administered by the IRD.

The time that would have to be spent for the
introduction of RAMIS has been substantially

'The loan component allocated to FMEP was duly withdrawn by the ADB following the process generally adopted in such situations.
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reduced since the Local Area Network (LAN)
covering the Inland Revenue Head Office and
the Wide Area Network (WAN) connecting
the IRD Head Office with its islandwide
branch network which provides the backbone
for the RAMIS had been already completed
by the FMEP, facilitated by the Asian
Development Bank.

Further, the state-of-the-art Data Centers
which have been already setup under the
FMEP with the facilitation of the Asian
Development Bank, at Jawatte Road,
Colombo 5 and at Kurunegala, will be used as
the Backup Center and the Disaster Recovery
Center respectively for the RAMIS.

Integrated Treasury Management
Information System (ITMIS)

The proposed implementation of an
Integrated Treasury Management Information
System (ITMIS) is spearheaded by the Fiscal
Management Efficiency Project (FMEP),
facilitated by the Asian Development Bank.
Having gone through an International
Competitive Bidding process, Samsung

SDS Co. Ltd. of Korea was selected as

the successful bidder in July 2013 for the
implementation of an ITMIS at the Ministry of
Finance and Planning (MOFP).

With the approval of the Cabinet of Ministers,
the related agreements were signed in
August 2013, for the supply, delivery,
installation, commissioning, operations and
maintenance of application software and
supporting IT infrastructure for an ITMIS.

ITMIS is expected to provide an automated
environment for MOFP for fiscal operations
management, to improve planning, execution
and control of the National Budget, to
improve access to information on financial
and operational performance, to facilitate
Government financial management, to
maintain accuracy and integrity of reporting
on the fiscal performance of the Government

84

through an integrated system with seamless
data transfer across spending agencies island-
wide.

The data centers which have been already
setup under the FMEP with the facilitation of
the Asian Development Bank, at Jawatte Road,
Colombo 5 and at Kurunegala will be used as
the Backup Center and the Disaster Recovery
Center respectively for, ITMIS as well. With the
automation related activities presently being
carriedout, it is expected that the MOFP will be
automated with the implementation of ITMIS by
mid 2015.

ASYCUDA World

The Customs Department elevated to
ASYCUDA WORLD platform, the latest

version of ASYCUDA software through an
automation process which started in June
2010. In 2013, the automation of CusDecs
processing was completed. Further, all Customs
offices including the Bonding Division and

the Investor Facilitation Centre (INFAC) were
taken into the ASYCUDA World system in
2013. Consequently, Customs house agents are
now connected online and are able to submit
Customs declarations directly through the
ASYCUDA World system, assess and pay duties
and other levies using this system. This facility
has reduced the document processing time

by about 50 per cent. In 2013 submission of
foreign remittance details to commercial banks
and receiving e-manifest for sea cargo were
also automated, while improving data storage
capabilities and networked features of the
Customs Department.

Once the introduction of RAMIS and ITMIS

is completed, RAMIS, ITMIS and ASYCUDA
World will be interlinked to manage Revenue
Administration and Treasury Management in an
integrated manner.

Other ICT Innovations/ Expansions
In 2013, a series of ICT led innovations were
introduced to improve efficiency of the



Government service delivery, facilitated
by the ICT Agency of Sri Lanka (ICTA)
having up-scaled and enhanced existing IT
infrastructure.

The popular e-Service applications such as
eRevenue License (e-RL) and e-Civil Registry
were further enhanced and rolled out during
2013. With the e-Revenue License rollout being
completed in the Western Province, pilot
projects were commenced in the Southern

and Central Provinces in 2013. As part of the
Lanka Gate initiative, many eServices were
offered to clients through the internet, SMS
and mobile applications. These multiple online
service options provide an effective, efficient
and citizen friendly mechanism for delivering
public services by Government Organizations.
By end 2013, approximately 48 eServices were
offered by 22 Government organizations. The
key initiatives are eServices to the Employees’
Trust Fund and enabling ETF membership
management, viewing ETF balances and claim
application status and to the Colombo Municipal
Council, facilitating property tax payments,
trade tax payments and business tax payments.

74 new Government organizations were
connected to the Lanka Government Network
(LGN) in 2013, which provides remote
services to citizens through secure electronic
communications. As of end 2013, around

550 central and provincial Government
organizations were connected to the LGN.

Further, 54 new Nenasala Centers were
established island wide (41in North and East)

in 2013, increasing the total number to 741,
enabling the rural community to have better
access to Information and Communication
Technology (ICT) based services. Consequently,
the number of citizens that conduct on-

line transactions with the Government has
increased from 5.8 Mn. in December 2011 to

1.0 Mn. by end November 2013. Total internet
connections grew by 47 percent during 2013
increasing internet penetration (connections per
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100 persons) to 9.8 percent. This was largely
supported by the accelerated growth in mobile
internet connections, followed by fixed internet
connections.

Internet Connections

2500 q

2000 2,012

1500

No.'000

1000 +

500 - 502

2010 20T 2012 2013(a)

Source: ICT Agency of Sri Lanka

As such, the number of internet connections

in the country topped the 2 Mn. mark in 2013.
There were 2.012 Mn. internet connections as
at end 2013, up by 47 percent from 2012. The
Internet connections showed a steady increase
over the medium term from around 500,000
connections in 2010, bypassing the two million
mark in 2013.

Lanka Government Cloud (LGC) launched by
ICTA, which is the laaS (infrastructure as a
service) platform for the Government, is hosting
Lanka Gate, the middleware infrastructure,
e-Services. The ’Lanka Gov Cloud’ allows
resource pooling, elasticity and scalability, a
pay-as-you-use model and minimizes ICT costs
for the Government. The system also allows for
automatic scalability, ensures high reliability
with no down time, thus helping Government
organizations to enjoy a continuously available
system with seamless functions for their use.

During 2013, over 20 Government organizations
hosted around 45 services on LGC and the
number of virtual servers in LGC was expanded
to 200, including data on e-Revenue License,
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Sahana Disaster Management System, e-Local
Government and e-Samurdhi.

e-Land Registry pilot project that was
implemented at Nugegoda/Delkanda Land
Registry, benefitted from the e-Land Registry
Project. Citizens requiring land title deed
extracts can now obtain them in 30 minutes
which earlier took around two days. with ICTA
providing facilities to scan the extracts. The
areas covered by this Land Registry include
Divisional Secretariat areas of Kottawa,
Maharagama, Kesbewa, Moratuwa, Ratmalana,
and Dehiwala. On average 500 applicants visit
this Land Registry daily to obtain extracts of
title deeds. This has been noted as a positive
move in the Doing Business Index.

By end 2013 the e-Civil Registry System, which
generates a unique ID number at birth (Sri
Lanka ID Number- SLIN) with a new & secure
format of a Birth Certificate has been replicated
in 89 Divisional Secretariats in 6 Districts.

The e-Civil Register System will become fully
functional, upon the issuance of Regulations
under the Electronic Transactions Act No. 19 of
2006, which is pending publication. The Birth,
Marriage and Death (BMB) Certificates are now
available in scanned form, that can be retrieved
and issued to the public without delay in all
districts, excluding the recently set up offices in
the Eastern Province.

The Hospital Health Information Management
System (HHIMS) that was launched in 2013, is
being implemented in 18 provincial hospitals,
with the latest being implemented at the
Dambadeniya Base Hospital. Through this,
information on all steps that a patient goes
through from registration on arrival to leaving
the hospital, will be automated. While a
number is assigned to the patient on arrival, all
services provided thereafter are linked to that
number and registered in a database. As such,
if a patient is transferred from one hospital to
another, this system will facilitate accessing his
previous medical reports through the internet.
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The stock position of drugs, facilities available
at hospitals, clinical details of patients treated
that enables perusal of previous clinical
records, quarterly health statistics etc. will

also be available while printing of visit slips or
discharge letters is also possible. This system is
being piloted in the "Pain Clinic’ of the National
Hospital of Sri Lanka.

3.5 Legal and Judicial Reforms

Legal and Judicial Reforms Project
Having concluded the last phase of Judicial
Reforms implemented in 2001 -2008, the
country ventured on another wave of legal
and judicial reforms commencing 2013. The
focus of reforms was primarily to reduce laws
delays and provide easier access to justice to
make the legal system more efficient and less
expensive. Reforms are being implemented
under the purview of a Steering Committee
headed by the Honourable Chief Justice.

In 2013, judicial training was conducted in
Bhopal - India, Singapore, Malaysia and USA
at a cost of around Rs. 32 Mn. Adopting
contemporary techniques in the dispensation
of cases, the digitization of court records was
commenced at the Matara Civil Appellate
Court. This is proposed to be completed
covering the entire Southern Province in the
first half of 2014, and will be spread over the
entire island over time. Progress was made
towards the introduction of e-filing and
digitization of records of the Supreme Court,
that will be spread over to the Civil Appellate
Courts and eventually to all courts. Measures
were taken to accept electronic evidence
generously.

Eminent judges such as Judge Clifford Wallace,
the Emeritus President of the United States
Court of Appeals was brought down to Sri
Lanka to share their experiences with the
members of the Judiciary, particularly on
improving case management.
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Table 3.6 > Proposed Legal and Judicial Reforms

Reforms

Objective

Introduce e - filing and digitizing case
dockets, on a pilot basis

improve the speed and efficiency of procedures being followed in Court.

Introduce alternate Dispute Resolution
through Court Assisted Mediation and
improve Case Management.

reduce laws delays by clearing the backlog of cases.

Revise the rules of Superior Courts

reduce paperwork and simplify the procedural requirements relating to the filing of

appeals and applications in review, and to enable electronic filing of cases.

Reduced laws delays .

identify procedural impediments that hamper the expeditious disposal of cases

pertaining to propriety rights and introduce necessary legal amendments to
expedite the adjudication of propriety rights.

¢ establish Courts to hear cases of special disciplines such as taxation, recovery
of dues to the state, Intellectual Property rights, Information Technology related
disputes etc. having appointed judges with specialized knowledge to hear and
determine such cases.

Facilitate to improve "Doing Business”
indicators

undertake a study on procedural impediments that cause delays in ‘Doing Business’
and take legal / regulatory related measures as necessary to address such issues.

Enhance knowledge of members of the
Judiciary

provide judicial training particularly in commercial areas that have undergone rapid
change inter alia due to expanding development frontiers.

Revisit the curriculum adopted by the
Council of Legal Education

study the present curricular and introduce changes as may be necessary, taking
into consideration the contemporary needs Sri Lanka as a middle income country.

Develop and maintain an electronic
statistical database

collate information of data relating to Courts at different levels to enable assess-
ment of progress, etc.

Setup a Regional Arbitration and Media-
tion Centre

to enable Sri Lanka to become as a regional centre for arbitration and mediation.

Source: Legal and Judicial Reforms Steering Committee

Dedicated Courts were established to improve
expertise and to clear the backlog in an
expeditious manner. A dedicated Family

Court to deal with matrimonial disputes and a
Buddhist Ecclesiastical Court to deal with all
temporalities cases were established in 2013/
2014. The operations of Commercial High Courts
that deal with high value commercial matters
were further streamlined in 2013 primarily to
expedite the recovery of monies lent by banks,
assist enforcement of contracts and arbitral
awards. The process to amend Supreme Court
rules to do away with certain redundant steps
also commenced in 2013 and will be concluded
in due course. This will lessen paper work

and make the legal process cheaper and less
cumbersome.

International Arbitration Centre
Arbitration is a superior means of Alternative
Dispute Resolution through which laws delays

could be reasonably avoided. In line with the
Government’s vision to setup an International
Arbitration Center, Rs. 100 Mn. was allocated in
the Budget 2012. A state-of-the-art Center has
been established at the World Trade Center,
Colombo 1. Initial administrative steps required
to be taken to put the Centre into operation is
being carried out. Once the Centre is opened,
it will operate as a venue for international and
local arbitration and as a conferences and
training venue.

Legal Aid

The Legal Aid Commission of Sri Lanka (LAC)
established by Legal Aid Law No.27 of 1978,
provides legal aid to ‘deserving persons’
throughout Sri Lanka. Its mandate is to ensure
that low income groups including the poorest
of the poor will have access to justice while
creating greater awareness to the entire society
on legal procedure.
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By end 2013 the LAC had 76 Centers island-
wide including the Colombo Center located
within the Head Office in Colombo. In the
process of assisting litigation, the policy of
LAC is to grant legal aid to persons whose
monthly income is Rs.15,000 or less although
in exceptional/ deserving circumstances this
threshold is disregarded. Legal representation
is generally availed in Court by the LAC in the
case of women who seek maintenance for
themselves and or their children, irrespective
of their income level. In 2013 the LAC
employed around 230 lawyers to assist the
process.

In addition to direct legal representations,

the LAC also telecasts programs to educate
the public on legal issues, 30 such programs
were telecasted in 2013 on subjects relevant
to women, migrant workers, youth, land

and matrimonial issues. Similar assistance is
provided through Q & A articles and editorials
in the print media. The LAD continued to
print and distribute booklets in the year 2013
on topics of interests to the public and also

Public Officials such as Police Officers, Grama
Niladharis etc. A total of 35,000 booklets have
been published in Sinhala, and 6,000 in Tamil.
The topics include child protection, migration,
rights of elders, child protection, grant of bail,
consumer protection and prescription. The LAC
also conducted a Certificate Course in Para
Legal Studies, courses to create awareness

on the rights of migrant workers, women &
children, pensioners and accident victims.

There is also a Human Rights Bureau in
operation and out of 13 Fundamental Rights
Applications filed in the year 2013, two cases
have been concluded.

In 2013, LAC conducted legal aid and
Awareness Program and a clinic for HIV-

Aids Victims, being the first of its kind. LAC
also function in the conflict affected areas

in the North and East through its centers

in Jaffna,Vavuniya, Batticaloa, Kalmunai,
Valachchenai, Trinccomalee, Point Pedro,
Chavakachcheri, Kilinochchi, Mullaitivu, Pottuvil
and Mutuur.

Table 3.7 > Consultations held by the Legal Aid Commission (as at 31.12.2013)

Number of
No of Cases ) No of cases No of total
Centers through No of cases filed No of cases . A
. . brought forward ) . carried forward to consultations
which services in 2013 closed in 2013 )
K from 2012 2014. held in 2013
were provided
74 Centers 27,351 9,135 4,932 31,554 53,414
Source: Legal Aid Commission
Note: Reports of Point Pedro and Chavakachcheri is not included
Table 3.8 > Cases handled by the Legal Aid Commission
Institutions & Covering all 76
A 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter Total
Indicators centers
No.of Target 12,500 12,500 12,500 12,500 50,000
Consultations
. Performance 13,943 14,442 15,839 14,446 58,670
provided
No. of New Target 2,200 2,200 2,200 2.200 8,800
cases filed Performance 2,276 2,262 2,525 2.232 9,295

Source: Legal Aid Commission of Sri Lanka
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3.6 Banking and Finance Regulatory Advancements

The banking sector comprised of 33 licensed
Sri Lanka hosted the Commonwealth banks as of end 2013, and continued to support
Finance Ministers’ Meeting the expansion of economic activities in the

Sri Lanka was the host country of the September country. Following prudential regulations were
2013 Commonwealth Finance Ministers’ Meeting issued to banks by the Central Bank during 2013
and the Senior Finance Officials’ Meeting. The to facilitate prudent business operations:
special theme for the Ministerial Meeting was

’Agenda for Growth and Livelihoods’, a subject * a Direction on Supervisory Review Process

important for all Commonwealth countries who (Pillar 2 of Basel II) was issued requiring
deal with multi-faceted challenges of poverty licensed banks to implement an Internal Capital
reduction and wealth creation, in order to ensure ~ Adegquacy Assessment Proce;s, WhICh.WOU|d
sustainable and equitable development. The strengthen the regulatory capital requirements
world economic situation and prospects, issues by taking into account all risk exposures of
of the small states and review of Commonwealth  individual banks an_d ensure that the I?anks
Development Corporation were among other have adequate capital to support all risks.
topics discussed. The Senior Finance Officials
Meeting focused on the reform of international  * all bank§ were requested to formulate an
aid architecture with user prospective. appropriate risk management framework

on exposures to the stock market activities
These meetings were followed by the 23 including prudential limits for margin trading
Commonwealth Heads of Government Meeting and the Board of Directors to assess the
(CHOGM) which was also held in Colombo in related risk exposures such as credit, liquidity
November 2013 Chaired by His Excellency the and concentration on an on-going basis.

President Mahinda Rajapaksa on the theme
“Growth with Equity: Inclusive Development”. Out  * Subsequent to significant changes in

of the 50 Countries that attended the meeting, financial reporting due to convergence with
27 were represented by their Heads of State or International Financial Reporting Standards
Government. (IFRS), new formats for the preparation,

CHOGM 2013

Cl.i(l'dl 2013

S Lenmke,

His Excellency the President, Mahinda Representatives of States/Governments who attended CHOGM
Rajapaksa addressing the gathering as the
Chairman of CHOGM

89



3| REFORMS

presentation and publication of Annual
Audited Accounts and publication of
Quarterly Financial Statements of Licensed
Banks were introduced.

90% of the investments by Licensed
Commercial Banks in open ended mutual

Gilt Unit Trusts (GUT) where the underlying
investment portfolio of GUT’s was in Sri Lanka
Government securities were determined as
liguid assets for the purpose of meeting the
Statutory Liquid Asset Ratio.

Licensed Commercial Banks (LCBs) were
allowed to apply for Primary Dealership and
were exempted from the requirements on
Risk Weighted Capital Adequacy Framework
where a minimum capital requirement of
Rs.300 million was required.

considering that there were no significant
differences in the level of responsibilities

of Directors of a Specified Business Entity
as against the other business entities,

the Corporate Governance Directions on
Licensed Banks was amended to withdraw
the restriction on holding office as a director
in more than 10 Specified Business Entities
while retaining the overall restriction on
holding office as a director in not more than
20 entities.

in order to facilitate the implementation of
proposals of Budget 2013, approval was
granted to LCBs for foreign borrowings of
up to US dollars 50 million each during 2013
to 2015 and further borrowings of US dollars
250 million by National Development Bank
PLC and the non-agricultural credit facilities
granted by banks through the utilization of
these funds were exempted when computing
the respective bank’s mandatory lending to
the agricultural sector.

the utilization of the Investment Fund Account
was broadened to include new criteria such
as housing development projects focusing
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on building low cost houses, investments

in sustainable energy sources and women
entrepreneurship venture capital projects up
to Rs 10 million.

* a direction was issued to impose upper limits
on fees chargeable on transactions effected
through the Common ATM switch from
customers by card issuers and interchange fee
from card issuers by financial acquirers.

* given the reduction in policy rates and other
monetary policy easing mechanisms adopted
recently, licensed banks were requested
to reduce the interest rates on Credit Card
advances and all other loans and advances,
since the related rates were relatively higher
than prevailing market rates. Licensed
banks were also requested to reduce the
penal interest rates charged on all loans and
advances, including credit facilities already
granted to a level not exceeding 2 per cent
per annum for the amount in arrears during
the overdue period.

e off-shore banking units of Licensed
Commercial Banks were permitted to invest
in International Sovereign Bonds issued by
the Government of Sri Lanka in the secondary
market.

Bank Consolidation

Bank consolidation is the process by which one
banking company takes over or merges with
another.

It was deemed prudent to propose bank con-
solidations in Sri Lanka to enable larger merged
entities to gain greater domestic and internatio-
nal capital raised on the strength of a stronger
balance sheet to improve system stability and
provide access to funds at competitive interest
rates in the context of emerging prospects in the
economy.

The Budget 2014 announced, Government’s
policy towards consolidations in the Banking



Sector. With the specific announcement of

the NDB and DFCC/ Vardhana Bank merger, it
was intended that the establishment of a large
development bank will provide an impetus to
emerging growth sectors and exports by being
able to avail access to long term funds.

It was also proposed that banks, which have
finance companies as subsidiaries, should
consolidate their operations by acquiring

such finance companies within the group.

This move is based on the premise that while
Finance Companies create additional sources
of funding and offers investors and borrowers
alternatives to bank deposits, there is also a
potential threat to long-term financial stability
of the banks unless related risks are sufficiently
managed. Through such steps it is possible to
limit the emergence of risks in the less regulated
non-bank financial sector, in particular risks of
systemic nature that have been seen from time

to time which generally arise through the shadow

banking sector’s interconnectedness with the
banking system through contagion risks.

3.7 Insurance

The Insurance Board of Sri Lanka which is

entrusted with the mission of protecting insurance

policy holders through prudential regulation,

supervision and facilitation of the development of

the insurance industry took several measures in
2013 including the following, to improve industry,
standards and governance and accountability;

e Rules were issued requiring insurance
companies to increase their paid-up share
capital to Rs. 500 Mn. for each class of

insurance business on or before February 2015.

e Rules were issued requiring insurance
brokering companies to increase their paid-up
share capital up to not less than Rs. 2.5 Mn. on
or before 31.12.2014. Rules are being finalized
to permit insurance companies formed
pursuant to the segregation requirement to
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have a paid up share capital of Rs. 100 Mn. at
the time of its registration as an insurer and
thereafter to increase the capital to Rs. 500
Mn. on or before February 2015.

* The Board determined that the maximum sum
assured for long-term insurance business is Rs.
100 Mn. as decided in May 2009. The Board
also decided that the maximum sum assured
for general insurance business will be to be Rs.
200,000 Mn.

e Insurance Companies were required to provide
Compliance Certifications to the Board on a
quarterly basis, whether they have complied
with the provisions of the Regulation of
Insurance Industry Act and the Financial
Transactions Reporting Act.

* The Board having observed that certain
Insurers delay to hand over policy documents
to policyholders, issued a Direction
requiring all insurance companies to obtain
an acknowledgement in writing from the
policyholder within one week time from the
date of issue of the policy stating the date of
issue.

* A Direction was issued effective 01.07.2014
that all insurance companies should have a
Principal Officer and a Specified Officer, both
of whom cannot be employees of any other
Insurance Company. Hence any insurance
company already having a common Principal
Officer and a common Specified Officer were
required to take timely steps to comply.

* From October 2013, Sri Lankans were
permitted to directly or indirectly place health
and travel insurance covers with an insurer
licensed or registered overseas even if such
insurer is not registered in Sri Lanka, under the
Act; (i). for the purpose of travel abroad (ii)
for the period of stay abroad; and through
insurance brokering companies registered
under the Act. However, health and travel
insurance policies which are not available with
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insurance companies registered under the Act
may be placed with foreign insurers, only after
having obtained the written approval from the
Board under section 101 of the Act.

* Guidelines were issued on the segregation
of composite insurance companies carrying
on both long term and general insurance
businesses, requiring them to comply with the
legal requirements and segregate by February
2015.

* Legal amendments were finalized to exempt
a local subsidiary insurance company of any
Holding Foreign Insurance Company already
listed in a Licensed Stock Exchange outside
Sri Lanka, from having to list on a Licensed
Stock Exchange in Sri Lanka.

3.8 Capital Market

The stock market recorded a steady growth
during the year 2013 with the benchmark of all
Share Price Index (ASPI) recording a growth of
4.8 percent and the Blue Chip S&P SL 20 Index
recording an increase of 5.8 percent. The ASPI
closed the year at 5,912.8 points while the S&P 20
closed at 3,263.9 points. This is as against a 7.1
percnet negative growth recorded by the ASPI

in 2012. The S&P 20 Index was launched in 2012.
The market witnessed certain selected stocks
performing well providing high yields to investors
who have diversified their investments over a
range of equities.

A total of 57 companies have given a total
return in excess of 15 percent YoY for 2013 (with
26 companies giving a return above 30 percent
and 31 companies giving a return between 15
percent to 30 percet).

The total market capitalization of the Colombo
Stock Exchange (CSE) stood at Rs 2,459.9 Bn
at the end of 2013, an increase of 13.4 percent
as against the previous year end of Rs 2,167.6
Bn. At the end of 2013, the Price Earnings Ratio
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(PER) stood at 15.9 times. A total turnover of Rs
200.4 Bn. was recorded in 2013 with an average
daily turnover of Rs 828.4 Mn. Foreign investors
accounted for 36.1 percent of the total market
turnover while domestic investors accounted
for the balance 63.9 percent. In 2012 foreign
and domestic investors accounted for 24.9
percent and 75.1 percent of the total market
turnover respectively. Initiatives taken by the
Securities and Exchange Commission together
with other market participants made the market
attractive to foreign investors. The net buyers
in the market were foreign investors with net
purchases of Rs 33.9 Bn. in 2013, with Rs 22.7
Bn. recorded from the secondary market and

Rs 11.1 Bn. recorded from the primary market,
excluding net foreign inflows for the corporate
debt market.

Rs 119.4 Bn. was raised in the primary market in
2013, a record amount for a given year. 28 Debt
Initial Public Offerings (IPOs) raised Rs 68.2
Bn. The incentives provided in the Budget 2013
to develop the corporate debt market had a
significant positive impact on the performance.
A total turnover of Rs 2.2 Bn. was recorded

in debt trading in the year 2013 as against Rs
75.1 Mn recorded in 2012. At the end of 2013,
there were 730,046 accounts registered with
the Central Depository System (CDS). The
comparative figure was 702,438 in 2012.

The Net Asset Value of Unit Trust Funds

stood at around Rs. 54 Bn. as at end 2013 as
against Rs. 31 Bn. recorded in 2012, a significant
increase of 75 percent. The concessions given
through the National Budget and other positive
steps taken by stakeholders had a significant
impact on the growth of the industry in 2013.

The Securities and Exchange Commission of
Sri Lanka (SEC) continued to make steady
progress in the implementation of its Master
Plan with regard to the following;

¢ a mandatory minimum public float
requirement was introduced for listed



companies being a practice that has been
already adopted in a large number of
international and regional jurisdictions,
which is expected to facilitate a better price
discovery mechanism and increase the
liquidity in the market.

* a Code of Best Practices on Related Party
Transactions was introduced for public listed
companies to further enhance their corporate
governance and to protect minority interests.
This measure is expected to significantly
increase Sri Lanka’s ranking in the 'Ease of
Doing Business’ index, under the ’Investor
Protection’ category.

e a policy directive on the requirement of
disclosure of dealings by the Directors
and the CEOs was introduced to increase
transparency when Directors and CEOs deal
with related shares, which also made timely
disclosures mandatory.

» a special mechanism of Listing by
Introduction, with necessary safeguards to
protect the integrity of the investors and the
Capital Market was re-instated in order to
promote new companies to list.

* Directions were issued to Managing
Companies and Trustees of Unit Trusts,
specifying the daily valuation method in order
to standardize and adopt a uniform valuation
method for fixed income instruments in Trust
Funds.

* Amendments to the SEC Act were drafted and
are being reviewed by an expert committee
prior to submission to the Cabinet of
Ministers, primarily intended to enhance the
efficiency and attractiveness of the capital
market as a financing or investment vehicle
and to broaden the product range.

The Colombo Stock Exchange that provides
facilities to trade diversified products and
ensures balanced regulation to maintain market
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integrity and investor confidence, upgraded

its trading platform infrastructure over 2013
enabling the trading of fixed income instruments
on a uniform trading platform. This will increase
the transparency and efficiency of debt trading,
leading to improved aftermarket activity.

Further, the Disaster Recovery (DR) capabilities
of the trading platform were enhanced with

the aim of reducing system recovery time. The
CSE commenced the implementation of a new
Central Securities Depository System which is

a robust, extensible, multi-asset class clearing,
settlement and depository system built around
a revolutionary flexible and scalable web-based
architecture. Having identified core risks, the
formulation of an Enterprise Risk Management
(ERM) framework was also commenced. The
Central Depository Systems (Pvt.) Limited
(CDS) which provides post trade services,
extended its services to listed companies,
custodian banks, stockbrokers and CDS account
holders, improving data quality and accessibility.

The CSE achieved three ISO certifications,

and joined the select band of exchanges
globally to be certified in compliance with

ISO standards in relation to the Information
Security Management System (ISO 27001), the
Business Continuity Management System (ISO
22301) covering trading, clearing, settlement,
registry and depository services and IT service
management (ISO 20000) supporting the
provision of IT services in the Exchange. The
certifications procured, assert that investors
and other stakeholders are serviced on par
with global standards and that all technological
resources are well aligned to deliver superior
service quality.

3.9 Power and Energy
The CEB provides electricity to 4.5 Mn.
households out of a total 5.2 Mn. with tariff

well below its average cost to consumers using
electricity below 60 units per month. The annual

93



3| REFORMS

cost of such subsidies in 2013 amounted to
Rs.12 Bn. This cross-subsidized tariff policy
resulted in having to maintain high tariffs on
middle and upper income consumers and
industries. Further, the demand for petroleum
and petroleum related products is estimated
to increase by 5-7 percent annually in the
context of growing transportation demands.

Considering the strong positive co-relation
between power and energy and other sectors
of the economy, the strengthening of Ceylon
Electricity Board (CEB) and the Ceylon
Petroleum Corporation (CPC) being the two
largest State Owned Enterprises received
Government’s highest priority. The CEB and
CPC which incurred a combined operational
loss of around Rs.141 Bn. in 2012 with
outstanding debt at Rs. 443 Bn., registered
a turnaround recording an operational profit
in 2013. This was made possible through
several reform initiatives including the
implementation of a cost reflective tariff
structure, strengthening the balance sheet
and introducing efficiency improvements in
power generation and transmission.

In April 2013, electricity tariffs were revised,
bridging the gap between the cost incurred
by the CEB of Rs.22.13/unit and the average
tariff per unit of electricity (in 2012) of
Rs.15.66/unit, through a revision of around
20 percent. On a similar note, in February
2013, prices of all key petroleum products
were revised between 20- 30 percent.
Considering the weak financial position

of the CEB, the Government made direct
investments of around Rs.20 Bn. from
2005- 2013, to improve power generation,
distribution and transmission. The cost

of the Debt moratorium enjoyed by CEB
since 2007 was almost Rs. 34.8 Bn. in 2013.
The heavy investment made in 3*300MW
Norochcholai Coal Fired Power Plant,
enabled the CEB to diversify its energy base
that was confined to hydro and fuel based
thermal power. In addition, the advent of

9

coal powered generators resulted in making
significant savings to the CEB since coal based
electricity costs only Rs. 8.50/unit as opposed
to Rs. 23.50/unit in the case of Heavy Fuel/
Diesel based electricity. Until end September
2013, about 172,828 new electricity supply
connections were given with the completion
of 339 new rural electrification schemes on
top of which another 3,717 new extensions
were also given.

The combined operational profit of Rs. 30 Bn.
of CEB and CPC demonstrates the success of
reforms. The reduction of their exposure to the
banking sector, has afforded the much needed
space for banks to expand credit to the private
sector. CEB or CPC are now strong enough
even to access international capital markets for
their financing needs based on the strength of
their respective Balance Sheets on terms that
are more favorable. By end 2012, CEB dues

to CPC amounted to Rs.18.2 Bn. Further, dues
from state entities to CPC amounted to Rs.54
Bn. These heavy dues caused a liquidity issue
to the CPC, compelling it to resort to increased
borrowings from State Banks to be able to
meet its commitments, in turn increasing its
cost of financing. To remedy this situation, the
Government announced the issuance of bonds
amounting to Rs.56.8 Bn. in 2014 to the CPC in
lieu of dues from the CEB and Armed Forces,
which significantly improved the liquidity
position of the CPC while the CEB also saw a
significant improvement in its Balance Sheet.

3.10 Shipping and Aviation

In line with Government’s vision to make

Sri Lanka a maritime and commercial hub in
Asia by capitalizing on the strategic location
of the country in the Silk Route, port sector
related reforms gathered further momentum
during 2013. To make Sri Lanka more than

a mere container transshipment hub, the
Government introduced diverse reform
initiatives.



Declaring Free Ports

Finance Act No. 12 of 2013 and Commercial
Hub Regulation No.1 of 2013 issued there under,
would create a more competitive environment
by exempting identified off shore businesses,
free ports, bonded areas etc. from the
application of the Customs Ordinance, Exchange
Control Act and Import and Export (Control)
Act to exploit the full potential of the massive
infrastructure development that has taken
place in the country and be able to synergize
such strengths with the complementarities
prevalent in the Asian region. The private
sector was thereby enabled to engage in
entrepot trade, transshipment activities and
multi country consolidations, front end services
and undertake Head Quarters operations in Sri
Lanka in an environment where the domestic
fiscal framework does not apply. Free ports,
free bonded areas and specialized bonded
areas were declared in 2013 through which
regionalization and globalization is facilitated
to local industries, promoting greater access to
external markets.

Promoting Market Competition

in Shipping Related Services

Having recognized the emergence of new
trading practices as a result of containerization
and to allow the liberalized shipping
environment prevalent in the country to
benefit from of the economic development in a
structured environment, the Government issued
Regulation 2013 operative from 06.01.2013,
under Section 10 of the Licensing of Shipping
Agents, Freight Forwarders, Non Vessel
Operating Common Carriers and Container
Operators Act No.10 of 1972 (read with Article
44 (2) of the Constitution), to promote market
friendly behavior in shipping related services
and to further promote export and import
competitiveness in Sri Lanka, to elevate the
country as a commercial hub. Further, in the
interest of promoting the Shipping Economy,
applicable income tax rate was reduced from 28
percent to 12 percent, permitting the sector to
consolidate on a single low tax rate.
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Sri Lanka Ports Authority (SLPA) regulates
and licenses ports and marine services and
facilities and manages sea vessel traffic while
ensuring safety and security. In 2013, the SLPA
took several measures to further streamline

its activities, benefitting both customers and
employees. Such measures include (1) enabling
the submission of cargo manifests electronically
due to which Ship Agents, Vessel Operators,
Freight Forwarders can now upload e-manifests
without visiting any port office (2) enabling
e-payments having integrated with Customs
due to which Freight Forwarders can now
make their service requests and payments
through banks and even generate gate passes
by themselves (3) from the administration
point of view, introducing an Oracle e-Business
suit for financial management, procurement
and inventory controls, and an automating
attendance and HR management system at the
SLPA.

Greater Direct Market Access

for Export Enterprises

As announced in Budget 2013, export oriented
companies were permitted to sell up to 40
percent of their production in the domestic
market to popularize high quality products and
attract tourists for domestic shopping.

In order to support this harmonized initiative,
the domestic turnover was made liable to a 12
percent income tax in place of 28 percent that
prevailed.

Aviation

In 2013, Sri Lanka celebrated the completion of
one hundred years since the commencement of
aviation services. This coincided with a landmark
development in aviation related infrastructure
with the opening of the Mattala Rajapaksa
International Airport in March 2013. The new
infrastructure developments that have taken
place in international airports, the seaports and
the connecting highway system, combined with
the favourable geographic location, offer the
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country a great opportunity to become an
aviation hub as envisaged in Government’s
Development Policy Framework. With the
gazetting of Commercial Hub Regulation in
2013, the new airport was declared a free
specialized bonded area.

Sri Lanka entered into new air services
agreements with seven countries i.e.
Azerbaijan, Kazakhstan, New Zealand,
Ethiopia, Seychelles, Finland and Spain in
2013 and seven existing agreements were
revised in line with present day requirements
with India, South Korea, Norway, Denmark,
Sweden, Kenya and Greece. Action was
initiated to suitably adopt the '"Montreal
Convention of 1999 for the Unification of
Certain Rules for International Carriage by
Air” as an Act of Parliament and accordingly
Carriage by Air Bill is due to be submitted to
Parliament. Sri Lanka continued to register
attractive safety standards as per the Safety
Oversight Audits and Security Oversight
Audits conducted by the International Civil
Aviation Organization, which would improve
passenger confidence.

""“

Bilateral Air Services Negotiations
2012 /2013

Discussions with the following countries
made progress towards obtaining traffic
rights, increase the number of frequencies,
3d, 4t and 5" freedom rights and Code Share
Arrangements.

Table 3.9 > Countries with which Sri Lanka held
Bilateral Air Services Negotiations

2012 2013

Japan India

Indonesia Azerbaijan

Vietnam Kazakhstan
Seychelles
Korea

Source: Airport and Aviation Services (Sri Lanka) Ltd

SriLankan Airlines

In terms of strengthening SriLankan Airlines
and Mihin Air to consolidate to a viable scale
of operations to gain regional superiority in
aviation, re-fleeting orders for the new six (6)
A330-300s and seven ( 7) A350-900s were
finalized in 2013. Progress was made in 2013 to
join the Oneworld airline alliance, which is the

SriLankan Airlines became the first ‘'oneworld’ member from the Indian subcontinent
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3 largest global alliance, the objective of which
is to be the first choice airline alliance for the
world’s frequent international travellers. The
member airlines of Oneworld include American
Airlines, Airberlin, British Airways, Finair, Cathay
Pacific, Japan Airlines, Malaysia Airlines, Qantas,
Qatar Airways. SriLankan became a full member
of this alliance in April 2014.

SriLankan Airlines launched direct flights from
Mattala Rajapakse International Airport to
Beijing and Shanghai, to facilitate increasing
air tourist traffic from China. SriLankan also
launched flights to Jeddah in Saudi Arabia
from Mattala Rajapaksa International Airport
to facilitate pilgrims to Mecca through Jeddah.
While nonstop flights to Moscow were launched
to cater to the increased tourist traffic flow
from Russia, the frequencies to Riyadh, Saudi
Arabia, Muscat and Oman were also increased
to facilitate travel for migrant workers to/from
Sri Lanka. The Government also continued

to infuse capital to SriLankan Airlines and
strengthened its Board of Directors.

AN
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Expansion of the Bandaranaike
International Airport (BIA)

Negotiations were held and agreements
were entered into in 2013 between Airport
and Aviation Services Limited and JV- Japan
Airport Consultants & Nippon Koei Co. Ltd.
for the design and post design consultancy
services for the construction of Phase Il Stage
2 - BIA and the detailed designing was being
finalized in March 2014. The "World Duty-
free’ zone at the BIA was modernized in 2013
along with the rest of the facilities in view of
CHOGM which was hosted by Sri Lanka in
November 2013.

During the year 2013, BIA handled 50,802
aircrafts recording an increase of 5 percent
compared to the year 2012.The Airport was
used by 7,311,869 passengers during the year
2013 including 1,359,328 transit passengers
recording an increase of 3.27 percent
compared to 2012. The total cargo handled
during the period was 193,975 MT indicating
an increase of 3.94 percent compared to 2012.

Mattala Rajapaksa International Airport opended its doors to the world in March 2013
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Opening of Mattala Rajapaksa
International Airport (MRIA)

The newly built Mattala Rajapaksa
International Airport was declared opened by
His Excellency, President Mahinda Rajapaksa
on 18t March 2013. As an airport which

is in the promotional stage in its industry

life cycle, MRIA currently shows a gradual
increase in both flight movements and
passenger movements. Dubai Government
airline flydubai is operating weekly flights
connecting MRIA and many international
airports.

From March 2013 to December 2013, MRIA
handled 1,362 aircrafts. It was used by 36,137
passengers and the total cargo handled was
64.4 MT.

The runway can handle A380 type large
Aircrafts. MRIA has a state-of-the-art energy
efficient Passenger Terminal Building
equipped with boarding bridges, a baggage
handling system, a passenger and baggage
screening system, lifts, escalators, a Flight
Information system and other terminal
equipments. It has one million passenger
handling capacity per year, with a 45 meter
height Air Traffic Control Tower. It has a
50,000 MT cargo handling capacity per year
with plant and animal quarantine facilities,
and cold storage.

Refurbishment of

Colombo Airport Ratmalana

In 2013, the Colombo Airport, Ratmalana was
converted as a modern city airport which is
used by corporate jets and inland carriers.
The domestic flight operators who use this
airport include Fits Air, Heli Tours, Millennium
Airlines, Cosmos Aviation, Senok Aviation,
Asian Aviation and Daya Aviation. In the year
2013, a new Airline Operator Lakwin Aviation,
has entered into an agreement for the
utilization of the hangar space to commence
domestic operations. In the year 2013, AASL
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entered into a ground handling agreement with
SriLankan Airlines, which agreed to provide
ground handling facilities to all international
corporate jets arriving at the Colombo Airport
Ratmalana. Its old terminal building was
renovated after many decades and was given a
facelift, while protecting the historical grandeur
and other facilities were also upgraded.

3.11 Health Care

Health related improvements were carried

out by the Government in line with the Five
Year National Health Sector Development

Plan (NHSDP) 2013-2017, which is being
implemented within the overall National
Development Policy Framework of the
Government. The total estimated investment for
the implementation of this five year plan is USD
5,170 Mn. This plan envisages bringing about a
sustainable and improved maternal and child
health status, while lowering communicable
diseases. It also envisages providing the

entire population of the country high quality
preventive, curative and rehabilitative services,
though a strengthened national health care
delivery mechanism having upgraded standards
of performance of the public health system.

It further aims at addressing challenges of
malnutrition and non-communicable diseases.

A salient contemporary challenge in the Health
Sector is the higher expectations of the people.
This is being addressed through the expansion
of preventive, curative and rehabilitative health
care services, to make such facilities available
throughout the country. Although there is a
secondary care hospital within every 4.8 km of
access, inadequate health facilities necessary for
essential care at such hospitals have prevented
people from depending on secondary care
hospitals. This has left the upper level of
hospitals overcrowded with long waiting lists,
specially when it comes to specialized medical
treatment.



In this backdrop, the 1000 hospital

development program was initiated in 2012

with emphasis on fulfilling the basic biomedical

equipment requirements. Further, the said

NHSDP 2013- 2017 which is also endorsed

by the World Bank with Budget Support

amounting to US$ 200 Mn. aim at supporting

improvements in the public sector heath

system, particularly with regard to nutritional

related issues and non communicable deceases

with emphasis on the following;

e controlling hypertension and diabetes

* reducing anemia in pregnant women

e establishing Emergency Treatment Units

* availing morbidity and mortality data via a
web based system

e equipping Mother and Baby Clinics

establishing Healthy Lifestyle Centers

Management of medical supplies is also given
special consideration. What is notable is that
there is a high dependency on pharmaceutical
imports and 80 percent of country’s
pharmaceutical requirements are fulfilled from
imports. The Government has taken steps

to improve the manufacturing capacity of
pharmaceutical products locally to meet the
rising pharmaceutical demand. In 2013, steps
were taken to expand the capacity of the State
Pharmaceutical Manufacturing Corporation
(SPMC) at a cost of Rs. 1,120 Mn. SPMC
presently produces around 1,035 Mn. units

per year, concentrating on 59 items. With the
introduction of new technology and machinery
it is expected to increase the capacity of
SPMC. Steps are also being taken to establish
Special Pharmaceutical Production Zones, for
the production of pharmaceuticals and other
medical supplies.

In a bid to overcome the emerging nutritional
challenges, knowledge, skills and attitude in
relation to nutrition are being addressed with
the involvement of the National Nutritional
Council which has developed a Multi - Sector
Action Plan, aimed at achieving Government’s
Vision - ’Sri Lanka : A Nourished Nation’, by
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the year 2016. Under the plan, it is proposed
that all nutrition specific projects implemented
by various ministries will be integrated to make
a concerted effort to achieve the required
nutrition related targets. Considering the
number of migrants who make a valuable
contribution to the economy through foreign
exchange earnings, a Sri Lankan National
Migration Health Policy is being developed by
the Government with a broader vision towards
protecting public health within the country and
the migrants themselves and the formulatio of
this plan made considerable progress in 2013.

By way of new additions to the hospital chain,
Dr. Neville Fernando Teaching Hospital which
is a Russia Friendship Teaching Hospital was
declared opened in 2013. This is one of the
largest hi-tech multi specialty tertiary care
private hospitals in Sri Lanka, which is also
the Teaching Hospital to the South Asian
Institute of Technology and Medicine (SAITM),
providing clinical training facilities to medical
students. It has a bed strength of 1002. Hemas
Hospital chain that targets urban areas within
Greater Colombo limits, opened its 3" Branch
at Thalawathugoda in 2013 which is a state-of-
the-art multi specialty hospital with a 60 bed
strength built at a cost of Rs. 1.4 Bn. Further,

T g

" - 3 ! — ;
Dr. Neville Fernando Teaching Hospital which is a hi-tech multi

specialty tertiary care private hospital has added a new dimension
for affordable patient care

the construction work of the largest state-of-
the-art military hospital at Narahenpita was
completed in 2013 and was declared opened in
May 2014. This 10 storied hospital was built at

a cost of around Rs. 6.5 Bn. to provide health
services to the members of tri forces and police
and their family members as well as retired
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military personnel and their family members. It
has 20 wards and 1024 bed strength and is the
largest Military Hospital in South Asia.

The Greater Colombo area is now endowed with
privately owned state-of-the-art hospitals such
as Nawaloka, The Central, Asiri Hospital, Asiri
Surgical Hospital, Hemas Hospitals, Durdans,
Lanka Hospitals, Ninewells Care Mother

and Baby Hospital, Oasis Hospitals etc. that
complement the national hospital network of
the country and helps to make optimum use of
medical professionals in the country, supporting
the endeavours to position Sri Lanka as a
regional medical hub.

3.12 Education

Implementing Government’s vision to equip the
future generation with competencies to meet
challenges of an ever changing, globalized,
knowledge-driven economy, the improvements
in the Education Sector was continued in 2013.

Towards promoting a major transformation in the
Education Sector, emphasis was placed towards
creating quality and ’child friendly’ education,
that promotes divers skills and abilities in children
while reducing regional imbalances. In this
endeavour, the networking of well performing
and fully equipped 1000 Secondary Schools, and
the networking of 5000 Feeder Primary Schools,
was put in motion. This has been recognized as
the core of infrastructure development initiative
in the Education Sector. While Mahindodaya
Technology Labs including Language,
Mathematics and ICT laboratories were
continued to be setup, more Nanasa Distance
Learning Centers were completed in 2013.
Further, 3,322 Primary Schools were uplifted
having provided basic facilities. Development of
1,552 isolated schools used by fewer students
also received Government attention. These
schools were provided with basic infrastructure
facilities and were linked with welfare measures.
Recruitment of school teachers to schools in
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needy locations and availing them training on
required subjects was adopted towards finding a
practical solution to resolve the teacher shortage
in provinces and to improve quality standards at
Primary Schools. Career development measures
were introduced for the benefit of teachers and
university academia by improving their working
environments and by providing them incentive
structures. A program to construct 60 muilti
storied hostels in 17 universities proposed to be
completed over a 2 year period was commenced
in 2013. It is planned that while 30 will be
completed in 2014 the balance will be completed
in 2015. Around 24,000 undergraduates will
benefit from this initiative.

Considering the importance of interconnecting
formal education and skills education, the
Government introduced the Technology

Stream to the GCE - Advanced Level in 2013
intended for candidates sitting Advance Level
Examination in 2015, to provide students with a
job oriented practical knowledge and training.
Linking general education to skills development
and vocational education, a 2014 - 2016 Medium
Term Plan was launched with program support
from the ADB and the World Bank to the volume
of USD 300 Mn. to improve skills requirements
in IT, Tourism, Light Engineering, Construction,
Agriculture, Ship and Boat Building etc. aiming
to produce 50,000 Diploma holders and 50,000
Certificate holders, commanding different skills.

Attention has been placed on the 17 National
Universities to transform them into University
Townships, having diversified the Degree
Programs conducted by them in line with
demands in the national, regional and global
platforms. Emphasis in higher education was
drawn towards improving technological and
research capabilities of the academic staff so
that foreign students could be attracted to study
in Sri Lankan Universities and also to enable Sri
Lankan universities to secure better rankings.
The Government also promoted the setting up
of information management technology centers,
advance medical facilities, post graduate



institutes in the areas of medicine, electrical
engineering, petroleum, food technology,
veterinary science & agriculture and advance
degree institutes in indigenous medicine.

The introduction of the Technology Stream to
the Advanced Level and other measures taken
to promote students to move towards science,
mathematics and commerce streams at the
GCE - Advanced Level stage are expected to
reverse the preferred trend to follow the Arts
Steam, so that education will cater to labour
market demands of a middle income country
and a knowledge-driven economy.

The first ever Nanotechnology and Science
Park and Nanotechnology Research Centre
in Sri Lanka was opened in Homagama

as a public/private partnership and was
declared opened in October 2013. The park
creates opportunities for all businesses

to develop new products through a
collaborative innovation process, taking
them from research through development
towards commercialization. It provides an
environment and systems which will deliver
a unigue transformation towards wealth
creation through advancement in science
and technology whilst offering unique
opportunities to nurture young entrepreneurs
in the pursuit of science discovery.

The Nanotechnology and Science Park was opened in
October 2013
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3.13 Water and Irrigation

Since water has become a globally scares
resource, in 2013 the Government remained
committed to proceed with the reforms
undertaken with its vision, ’"Ensuring access to
safe water for all by 2020’. Challenges are many,
including the influx of the population to urban
centers particularly to Colombo and Greater
Colombo areas, aging infrastructure that is
60- 70 years old in most areas and vagaries

of whether more frequently experienced due
to climate-change. The ability to provide
water in an uninterrupted manner and at an
affordable cost, tackling issues that arise in
having to supply safe drinking water, the need
to manage water resources in an integrated
manner, the high level of non revenue water in
relation to pipe borne water and the depleting
quality and quantity of water sources, are the
key challenges. The ratio of non revenue water
(NRW) which is around 30 percent island wide
and which is around 49 percent in the Colombo
Municipality area is also a major challenge.
Further, there are under-served settlements
which need improved physical infrastructure in
the supply of water.

The key reform initiatives undertaken in the
water sector aims at achieving the following;

* to upgrade water related infrastructure and
reduce the ratio of non revenue water, through
the Multi Tranche Financing Facilities (MTFF)
up to USD 300 Mn. equivalent, agreed with
the ADB in 2012 to supplement Government
initiative in the Greater Colombo Water and
Wastewater Management Improvement
Program over the next 5 years. Agreements
were discussed and finalized during 2013 and
are due to be signed shortly.

e to setup a structured regulatory mechanism
through the establishment of a dedicated
Department to ensure the sustainability of
around 3573 Community Based Organizations
(CBOs) that are operating in 8 Provinces.
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* to take measures to prevent the spreading
of Chronic Kidney Disease (CKD), which is a
critical issue demanding attantion since there
are currently around 68,000 kidney disease
patients being treated.

» to proceed with the implementation of large
scale water supply projects and provide
service extensions from existing water supply
schemes to be able to meet the demand for
purified drinking water over the medium to
long term.

In the context of effects of climate-change
and resultant food security concerns, the
management of water resources is given high
priority, particularly in the backdrop of having
to meet competing demands of water users
with diverse needs. This is important since the
existing irrigation network facilitates collect
only 35 percent of annually available freshwater
out of rainfall, through 103 river basins spread
across the country, resulting in 65 per cent

of rainfall flowing to the sea without being
productively used.

Trans- basin diversions were considered by

the Government as a possible solution towards
reducing water shortage . Mau-Ara, Weli Oya
and Weheragala (Menik Ganga) diversions in
the Hambantota District have shown positive
impacts during droughts. The Uma Oya, Yan
Oya and Deduru Oya projects are in progress to
divert water across basins to water short areas.
Feasibility studies of the Gin-Nilwala diversion
and North-Central Province (NCP) Canal Project
are ongoing. The de-silting program has also
shown a significant impact in increasing the
capacity of minor tanks which have reduced
their capacity over time. Steps are being taken
to increase the capacity of larger tanks to

their critical storage levels to improve water
security during droughts. Dam Safety is a vital
concern when increasing storage, to be able

to avoide climate related disasters that could
affect public safety as well. Adopting the Small
Tank Cascade System while managing them

102

Sino - Sri Lanka Trade Relations Discussions

Indo - Sri Lanka Trade Relations Discussions

Japan - Sri Lanka Trade Relations Discussions

as river basin units along with watersheds, is
also considered helpful to tackle water related
problems in a more sustainable manner. This
program is being continued and nearly 1,000
tanks are being rehabilitated every year giving
due attention to the cascade system approach



contributing directly towards enhancing the
rural economy. Under the ongoing Dam Safety
Project facilitated by the World Bank, 32 high
risks large dams are being fully rehabilitated
while improving basic safety facilities in 80
other dams spread across the country. Over 100
Hydro Meteorological Stations are also being
upgraded under this project, to enable the
collection of climate related data, and improve
water resource planning and also cater as an
early warning system. The implementation
period of this Project was extended till 2019,
having secured additional funding from the
World Bank.

3.14 Trade Related Discussions

Several Trade related discussions were held
during 2013. Sino - Sri Lanka Trade Relations
discussions were held in April and October 2013
towards establishing a Free Trade Arrangement
with China. Having signed a MOU in April 2013, a
Joint Working Group was appointed to take the
process forward. The related feasibility study
was completed in March 2014, and negotiation
towards finalizing matters will be held in

due course. Indo-Sri Lanka Trade Relations
discussions were held in June 2013 towards
improving trade relations with India with whom
Sri Lanka already has a Free Trade Agreement.
Japan-Sri Lanka Trade Relations discussions
were also held in September 2013 to work
towards establishing a free trade arrangement
between Sri Lanka and Japan.

3.15 Capacity Building

Capacity building continued to be a priority
area of the Government. The Ministry of Finance
and Planning (MOFP) continuing to take the
lead in facilitating to produce a Public Service
capable of handling aspirations of the people

of a Middle Income Country, through the Fiscal
Management Efficiency Project facilitated

by the Asian Development Bank, established

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

Miloda - Academy of Financial Studies in 2012,
as the training arm of the MOFP. This state-of-
the- art training center aims at training staff
of the MOFP, the Revenue Agencies and other
agencies coming under the purview of the
MOFP as well as other public servants as and
when relevant.

Miloda was incorporated as a Company by
Guarantee on 17t May 2013.

In 2013 a multipronged approach was taken in
capacity development;

e Human Resource Development, equipping
individuals with the understanding, skills and
access to information, knowledge and training
to enable them to perform effectively;

* Procedural Development, to facilitate
organizational improvements;and

* Institutional and Legal Framework
Development, to facilitate legal and regulatory
changes to meet contemporary demands.

Human Resource Development

In 2013, the Orientation Programs for the

new entrants to the Planning Service and
Accountancy Service were conducted from 15t
July to 27t September 2013 and from 1t August
to 4™ October 2013 respectively, based on the
theme ‘Towards Grooming the 2025 Public
Service’. The lecturers consisted of some of the
top achievers in the private and public sectors
and the topics covered included Introduction
to Planning / Accountancy, Project Estimates
and Budgets, Role of Commercial Banks in
Facilitating Economic Development, The Legal
Framework, Fundamental Rights and the Writ
Jurisdiction, Managing Agriculture Amidst
Climate Change, Good Grooming, Leadership and
Presentation Skills, IT Skills etc. The participants
were exposed to witness the operational
aspects of certain Provincial Councils, Divisional
Secretariats and the Central Bank, to make an
awareness on the diversity of the public service.
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Table 310 > Local Training - 2013

. Number of
Training Programme Category - Date
Participants

Towards Grooming the 2025 Public Service - Orientation New entrants to the 174 15t July- 27t

Program Planning Service September 2013
New entrants to the 154 1t August - 4th
Accountancy Service October 2013

IMF sponsored workshop on Treasury and Cash Officials of MOFP 30 22" April - 24t

Management April 2013

AFS - JICA Seminar Series on Microeconomic & Financial Senior Officials of MOFP 109 28" August - 30t

Policies, Framework of monetary & fiscal policy; Issues for a August 2013

small open developing economy

Training Programme on E-Governance and Introduction to  Officials of MOFP 30 26" February

ITMIS - 28" February

2013

Training Programme by the Fiscal Policy Department 60 27t March 2013

Training Programme Conducted by the ADB on Technical Officials of the Census 55 4t July - 6™ July

Assistance Input & Output and Statistics Dept. & 2013
MOFP

Training Programme on CIGAS Officials of MOFP 10 12th December

2013
Source : Compiled by the Fiscal Management Efficiency Project - MOFP
Table 311> Foreign Training - 2013
ini . Number of
Training Programme Beneficiaries Date

Participants

Executive Training Programmes on

- Strategic Management

- Investment and Procurement

- Economics and Public Policy

- Public Finance

at the Lee Kuan Yew School of Public Policy,
National University of Singapore

Officials of Ministry of 88
Finance and Planning,

Census and Statistics

Department, Import

and Export Control

Department and Inland

Revenue Department

18th - 2274 March 2013

6t -10t" May 2013

15t - 5% July 2013

29t July - 2" August 2013

Training Programmes on e-Governance and Officials of Ministry of 179 25t Feb - 15t March 2013
Change Management at the e-Government Finance and Planning 22 - 26t April 2013
Leadership Centre, National University of and Inland Revenue 15t - 19t July 2013
Singapore Department 19t - 234 August 2013

9th - 13t September 2013

4t - 8t October 2013

25t - 29t October 2013

29" Nov - 3 December 2013
Executive Programme on Cultivating Officials of the Public 05 23rd - 25t September 2013

Effective Performance Management Systems
- Bets Practices at the Lee Kuan Yew School
of Public Policy, National University of
Singapore

Services Commission,
Ministry of Finance and
Planning and Ministry of
Health

Source : Compiled by the Fiscal Management Efficiency Project - MOFP
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The details of programmes conducted by
Miloda are contained in Table 3.10 and Table 3.11

The Eminent Speaker Series was designed to
avail opportunities to public sector officials and
their counterparts in the private sector to listen
and engage in a dialogue with distinguished
personalities. The inaugural lecture was
delivered by Professor Kishore Mahbubani,
Dean of the Lee Kuan Yew School of Public
Policy of the National University of Singapore
(LKY)and the second by Mr. Dimitri Gvindadze,
former Minister of Finance, Republic of Georgia,
a renowned reformist.

Towards reaching a firm understanding

on knowledge sharing and training, a
Memorandum of Understanding (MOU) was
signed between the Lee Kuan Yew School

of Public Policy and the Ministry of Finance
and Planning on 15" May 2013. Another
Memorandum of Understanding was signed on
knowledge sharing and financial assistance with
the Japan International Cooperation Center
(JICE) of Tokyo, Japan and the Ministry of
Finance and Planning, on 22nd April 2014.

On top of foreign training opportunities
afforded through the External Resources
Department, the undernoted training
opportunities were also extended by the MOFP.

Procedural Development

Revision of Financial Regulations

Financial Regulations of the Government issued
in terms of Article 44 (1) of the Constitution,
initially published in 1966 and amended in 1992,
were undertaken to be revisited, intended to
satisfy the need for a simpler regulatory and
administrative framework in the process of
Public Financial Management and to facilitate
to meet the demands of Sri Lanka as a middle -
income country.

After an in-depth consultations process, the
1992 Financial Regulations were rearranged
having done the required amendments and
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additions, specially in the backdrop of the Fiscal
Management (Responsibility) Act No. 3 of 2003.

Part | consists of separate Chapters dealing

with key topics in the area of Public Financial
Management and Part |l consists of technical
arrangements and procedures in the form of a
Practice Manual that will be issued supplemental to
Financial Regulations.

These FRs while elaborating the basic precepts
of Public Financial Management, also reiterate
the related accountability to Parliament in terms
of Article 148 of the Constitution, which sets

out that Parliament shall have full control over
Public Finance. The role of the Committee on
Public Accounts (COPA) established in terms

of Article 74 of the Constitution read together
with Parliamentary Standing Order 125, which
has oversight responsibilities with regard to
Ministries and Departments of Government,
including Government Revenue Collecting
Agencies and the role of the Committee on
Public Enterprises (COPE) established in terms
of Article 74 of the Constitution read together
with Parliamentary Standing Order 126, which has
oversight responsibilities with regard to all Public
Corporations, Government Owned Companies,
Trust Funds and Special Statutory Funds are also
reiterated.

The Financial Regulations will be issued shortly,
after having obtained the necessary approvals.

Re-orienting State Owned Business

Enterprises

The significance of creating a supportive

climate for State Owned Business Enterprises
(SOBEs) and enabling them to make an effective
contribution to facilitate the Sri Lankan economy
to reach USD 100 Bn. by 2016 was announced in
November 2013 in the 2014 Budget Speech. In
this backdrop, steps were taken to strategically
reorient SOBEs, to improve business turnover
while meeting economic demand of a middle
income economy, and to increase the socio
economic returns on public investment. Emphasis
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was placed on grooming them to be '‘Budget
independent’ and play a complementary role
to Government’s continued efforts towards
fiscal consolidation to lower the Budget deficit
and achieve a rapid growth in investment

and development. It is encouraging to note
that the volume of investments, operational
activities and business network undertaken by
SOBEs have more than doubled in less than 7
years.

In this backdrop it was stressed upon that
SOBEs should reorient themselves, by making
a concerted effort to make improvements
through the following key measures;

» strengthen the Balance Sheets of SOBEs to
enable them to raise funds from Development
Partners and market sources based on their
respective Balance Sheets.

» adopt cost recovery pricing strategies
to eliminate past losses and outstanding
debt and to avoid making further losses,
considering public investments made by
Government in SOBEs through successive
National Budgets, particularly in power
generation and distribution, port and airport
infrastructure facility expansion and water
supply and distribution.

» proceed with required staff recruitment, while
ensuring competencies, offering justifiable
competitive remuneration and incentives.

e comply with Government Financial
Regulations, be responsiveness to
observations made by the Auditor
General and submit in a timely manner the
Annual Reports and such other reporting
requirements towards improved governance
and accountability.

* To improve and sustain their performance,
make continued efforts to strengthen best
corporate and management practices in line
with international standards, consolidate
prudent financial management, increase

exposure to market competition, ensure
effective human resource management and
enhance public accountability

* recognized that SOBEs have an economic
and social responsibility to ensure that their
services are accorded to the public with an
affordable price-tag and to support the country
to achieve rapid economic development.

* quantify all non-commercial activities that
SOBEs are performing in carrying out their
economic and social responsibilities so that
any support from the Treasury could be limited
to such amounts, enabling these entities to
operate in a commercially viable manner.

SOBEs have made encouraging progress having
adopted inter alia the aforementioned strategies.
As such, out of the 55 strategic SOBEs, the
number of SOBEs making profit has increased
from 33 in 2005 to 43 in 2013. However, most
SOBEs carry substantial past dues in their
Balance Sheets, reflecting loans from other
SOBEs and Government agencies, primarily of
inter-governmental or intra-governmental nature,
reflecting substantial values in the balance
sheets. Bank of Ceylon and People’s Bank

which have provided financing to these entities
being the leading State Banks are also faced
with limitations in their business diversification
due to provisioning requirements on their long
outstanding and significantly large exposures to
SOBEs. This has in turn restricted their ability to
expand business to SMEs and the private sector.

In this backdrop, the following measures are
underway to strengthen the Balance Sheets of
the large SOBEs, Ceylon Petroleum Corporation
(CPO), Ceylon Electricity Board (CEB), National
Water Supply and Drainage Board (NWSDB),
SriLankan Airlines (SLA) and Mihin Lanka (MLL),
so as to align their focus towards effective and
efficient resource utilization.

e convert all previous loans granted to selected
SOBEs by the Treasury, as Government equity



since this measure will be budget neutral and

will improve the Balance Sheets of such SOBEs.

* Infuse fresh capital to be able to meets capital
adequacy.

* Buy back equity of underperforming SOBEs
held by state banks, to allow commercial
performance of state banks.

¢ Issuance of Treasury Bonds where deemed
suitable to settle long outstanding dues of
SOBEs from other SOBEs and Government
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departments/agencies, including import bills,
to be looked at favourably.

While these measures are expected to improve
the Balance Sheets of the said SOBEs, such
improvements will also have a mirror image
positive effect on the Balance Sheets of the
two State Banks as majority of their financial
transactions have been done through these
banks. Such improvement in State Banks

will increase their dividend pay back to the
Government, which in turn could be used to
retire Treasury Bonds.

Institutional and Legal Framework Development

Legislation passed by Parliament - 2013

1. Divinaguma Act No. 1 of 2013

2. Code of Criminal Procedure (Special Provisions) Act No. 2 of 2013

3. Convention of the suppression of Terrorist Financing (Amendment) Act No. 3 of 2013
4, Society of the Ceylonese Brother’s of St. Joseph (Incorporation) Act No. 4 of 2013
5. Ports and Airports Development Levy (Amendment) Act No. 5 of 2013

6. Economic Service Charge (Amendment) Act No. 6 of 2013

7. Excise (Amendment) Act No. 7 of 2013

8. Telecommunication Levy (Amendment) Act No. 8 of 2013

9. Customs Ordinance (Amendment) Act No. 9 of 2013

10. Resettlement Authority (Amendment) Act No. 10 of 2013

1. Nation Building Tax ( Amendment) Act No. 11 of 2013

12. Finance (Amendment) Act No. 12 of 2013

13. Notaries (Amendment) Act No. 13 of 2013

14. Powers of Attorney ( Amendment )Act No. 14 of 2013

15. Fiscal Management (Responsibility) (Amendment) Act No. 15 of 2013

16. Strategic Development Projects ( Amendment) Act No. 16 of 2013

17. Value Added Tax (Amendment) Act No. 17 of 2013

18. Inland Revenue (Amendment) Act No. 18 of 2013

19. Betting and Gamming Levy (Amendment) Act No. 19 of 2013

20. Tax Appeals Commission (Amendment) Act No. 20 of 2013

21. Registration of Documents (Amendment) Act No. 21 of 2013

22. Marriage Registration (Amendment) Act No. 22 of 2013

23. Kandyan Marriage and Divorce (Amendment) Act No. 23 of 2013

24, Muslim Marriage and Divorce ( Amendment) Act No. 24 of 2013

25. Births and Deaths Registration (Amendment) Act No. 25 of 2013

26. Hanguranketha Madanwala Rajamaha Vihara Development Foundation (Incorporation)Act No. 26 of 2013
27. Registration of Electors (Special Provisions) Act No. 27 of 2013

28. Parliamentary Scholarship Board (Repeal) Act No. 28 of 2013

29. Defence Services Command and Staff College (Amendment) Act No. 29 of 2013
30. Local Authorities filling of vacancies (Special Provisions) Act No. 30 of 2013

31. Sri Lanka Electricity (Amendment) Act No. 31 of 2013

32. Science and Technology Development (Amendment) Act No. 32 of 2013

33. Convention Against Doping in Sport Act No. 33 of 2013

34. Buddhist Temporalities (Amendment) Act No. 34 of 2013

35. Fisheries and Aquatic Resources (Amendment) Act No. 35 of 2013

36. Appropriation Act No. 36 of 2013

Bills facilitated to be finalized by the Ministry of Finance and Planning are marked in blue.
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Table 3.13 > Gazettes Published by the MoFP - 2013

Gazette

Descriptions

Objective

Fiscal Policy Department

1842/16 The Licensing of Shipping Agents, Regulations made under Section 10 of the Licensing of Shipping
2013/12/27 Freight Forwarders, Non-Vessel Agents, Freight Forwarders, Non-Vessel Operating Common
Operating Common Carriers and Carriers and Container Operators Act, No. 10 of 1972 read with
Container Operators Act, No. 10 of Article 44(2) of the Constitution of the Democratic Socialist
1972 (Terminal Handling and Other Republic of Sri Lanka.
Charges by Shipping Agents, Freight
Forwarders, Non-Vessel Operating
Common Carriers and Container
Operators Act No. 10 /1972
1837/46 Ports and Airports Development To exempt the payment of Ports and Airports Development
2013/11/22 Levy Act, No.18 of 2011. Order under Levy on importation of Petroleum oils and obtained from
Section 3 bituminous minerals goods under the specified HS Codes,
other products including glands and other organs for organ
therapeutic uses, dried, whether or not powdered; extracts
of glands or other organs or of their secretions for organ-
therapeutic uses, human blood: animal blood prepared for
therapeutic, prophylactic or diagnostic uses, immunological
products, medicaments (excluding goods of heading
30.02,30.05 or 30.06) and on importation of Pharmaceutical
goods and exemption of Aircraft launching gear; deck arrestors
or similar gear
1837/31 Export Development Act, No. 40 of To introduce a Cess on the export of Pepper, Cinnamon, Clove
2013.11.21 1979. Order under Section 14 (Export and Nutmeg in order to encourage local value added exports.
Cess)
1837/30 Export Development Act, No. 40 of To revise Cess on Dairy Products, Vegetables and Fruits, Food
2013/11/21 1979. Order under Section 14 (Import items, Steel Products, Furniture etc. to promote local value
Cess) additions and to remove Cess on Designer pens and ties and
bows in order to promote branded items for international
shopping
1794/10 Sri Lanka Export Development Act, To revise Export Cess on bulk tea to Rs.10/- per kg or to 2.5%
2013/01/22 No. 40 Of 1979, Order Under Section of the Colombo Tea Auction average price, whichever is higher.
14 (Export Cess) Colombo Tea Auction average price is determined for each
month by the Director General of Customs in consultation
with the Director General of Sri Lanka Tea Board and comes
into effect from the first day of the month and is computed by
taking the average prices of the Colombo Tea Auction during
the immediately preceding consecutive two months prior to one
month from the effective date.
1794/9 Sri Lanka Export Development Act, To reduce the Import Cess rates on unbleached cotton woven
2013/01/22 No. 40 Of 1979, Order Under Section fabrics to Rs. 75 per kg and other fabrics to Rs. 100 per kg
14 (Import Cess) to encourage domestic processing in apparel industry using
imported unprocessed raw material
1837/29 Excise (Special Provisions) Act No.13 To implement budget proposals - 2014 with regards to introduce
2013/11/21 of 1989, Order under Section 3 national sub headings and revise descriptions of identified

HS Codes revise excise duty rates of HS Codes, 2710.12.20,
2710.19.40, 8704.21.51, 8704.21.52, 8704.31.41 and 8704.31.42 and
to adjust excise duty rates of chapter 87 to make revenue neutral
with the down ward revision of custom duty rates.
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Gazette

Descriptions

Objective

1821/1
2013/07/29

Excise (Special Provisions) Act No.13
of 1989, Order under Section 3

To increase the excise duty on cigars, cheroots, cigarillos and
cigarettes of tobacco or of tobacco substitutes and to increase
excise duty to 27% from 12% for vehicles with separate bodies
for cabin and cargo area (crew cabs),to 29% from 15% for
vehicles exceeding 5 tons but not exceeding 20 tons and to 35%
from 20% for vehicles exceeding 20 tons mainly to minimize the
anomalies of tax rates of motor vehicles for transport of goods
and to ensure more contribution from those vehicles to maintain
the national road network.

1793/5
2013/01/15

Excise (Special Provisions) Act, No.
13 of 1989 Order under Section 3C

To amend the conditions granted to reduce the applicable taxes
as per the 2012 budget proposal, on a motor vehicle imported

as a replacement of a motor vehicle which is used to transport
air passengers from and to airports by any Airport Taxi Operator
who holds a valid permit issued by the Airport and Aviation
Services (Sri Lanka) Ltd.

1821/4
2013/07/29

Excise Ordinance, Excise Notification
No. 959, 960 and 961

To increase the Excise Duty charged for Molasses, Palmyra,
Coconut and Processed Arrack from Rs, 1,043.00 to Rs, 1,110.00
per proof liter, to increase the Excise Duty on Country Made
Foreign Spirits manufactured in Sri Lanka from Rs. 1,183.00 to
Rs. 1,250.00 per proof liter, to increase the Excise Duty on Malt
liquor of less than 5% of absolute strength from Rs. 100.00 to
Rs. 110.00 per every liter and to increase the Excise Duty on Malt
liguor of more than 5% of absolute strength from Rs. 116.00 to
Rs. 130.00 per every liter with effect from 31.07.2013.

1821/3
2013/07/29

Excise Ordinance, Excise Notification
No. 958

To increase the Excise Duty charged for the supply of locally
manufactured or import of Spirits (Ethyl Alcohol) up to 20,000
liters per month to be used by Government approved research
and educational institutions, hospitals and Government
Departments and supply of locally manufactured or imported
Spirit (Ethyl Alcohol) up to 20,000 liters per month to be

used in the production of medical preparations and industrial
products, which are final products that are not subject to
payment of Excise Duty and the Excise Duty charged for the
supply of locally manufactured or import of Impure Ethyl
Alcohol Spirits (Technical Spirits/ Weak Spirits) for each liter as
specified in the schedule to this gazette notification.

1804/16
2013/04/03

Excise Ordinance, Excise Notification
No. 957

To amend the Excise duty on import/local manufactory of

spirit (Ethyl Alcohol) to be used by Government approved
research and educational institutions, hospitals and Government
departments, Spirit (Ethyl Alcohol) to be used in the production
of medicinal preparations and industrial products which are
final Products that are not subject to payment of Excise Duty
manufacturing of Alcohol and Impure Ethyl Alcohol spirits
(Technical spirits/ weak spirits).

1809/19
2013/05/10

Stamp Duty (Special Provisions) Act,
No. 12 OF 2006, Order under Section
3

To reduce the Stamp Duty rate applicable on an Affidavit from
Rs. 250/- to Rs. 50/~

1838/19
2013/11/26

Agreement for Affording Relief from
Double Taxation and Prevention of
Fiscal Evasion between Sri Lanka
and Luxembourg

To publish the Agreement for Affording Relief from Double
Taxation and Prevention of Fiscal Evasion between Sri Lanka
and Luxembourg.
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Gazette Descriptions Objective
1838/8 Agreement for Affording Relief from To publish the Agreement for Affording Relief from Double
2013/11/26 Double Taxation and Prevention of Taxation and Prevention of Fiscal Evasion between Sri Lanka
Fiscal Evasion between Sri Lanka and Palestine.
and Palestine
1837/14 Agreement for Affording Relief from To publish the Agreement for Affording Relief from Double
2013/11/20 Double Taxation and Prevention of Taxation and Prevention of Fiscal Evasion between Sri Lanka
Fiscal Evasion between Sri Lanka and Seychelles.
and Seychelles
1837/13 Agreement for Affording Relief from To publish the Agreement for Affording Relief from Double
2013/11/20 Double Taxation and Prevention of Taxation and Prevention of Fiscal Evasion between Sri Lanka
Fiscal Evasion between Sri Lanka and Belarus.
and Belarus
1828/9 Agreement for Affording Relief from To publish the Agreement for Affording Relief from Double
2013/09/17 Double Taxation and Prevention of Taxation and Prevention of Fiscal Evasion between Sri Lanka
Fiscal Evasion between Sri Lanka and India.
and India
1823/05 Transfer Pricing Regulations To amend the regulations of Transfer Pricing Regulations on
2013/08/12 published under the Inland Revenue International Transactions and Transfer Pricing Regulations on
Act, No. 10 of 2006 Transactions other than International Transactions.
1824/23 Finance Act, No. 12 of 2013, Order To introduce One per centum of Crop Insurance Levy on
2013/08/23 under Section 15 profit after tax, of Banks, Financial Agencies and Insurance
Agencies. The income from this fiscal levy is used for payment
of compensation to farmers on damaged crops due to drought,
floods and wild elephants.
1818/30 The Finance Act No. 12 of 2012 To provide the followings, in respect of the implementation of
2013/07/M (Commercial Hub Regulation No. 1 proposals, in Budget 2013;

of 2013)

a) to publish regulations to form the basis on which guidelines
and approvals would be granted

b) to determine the scope of the exemption to be granted and

c) to declare relevant areas to be brought under the Act

The main aim of this is to extend business activities in Free Ports
and Bonded Areas and promote foreign investments.

Provisions relating to the agreements to be entered into by en-
terprises with the BOI, the approved business activities for such
enterprises, the investment criteria and provisions to exempt the
imposition of taxes as well as the provisions in respect of free
port and designated bonded areas specified in this Gazette.

Trade and Investment Policy Department

1796/20

2013/02/08

Under section 2 of the Special
Commodity Levy Act No. 48 of 2007

The Special Commodity Levy that was effective on 31
commodities under 4 Gazette Notifications. Since the validity
period of these Gazette Notifications ended, a new Gazette
Notification was issued without affecting the existing tax rates.
Additionally, with a view to safeguard local oil producers, the
Special Commodity Levy was made applicable to palm kernel
or Babassu oil imported under a lower tax rates and used to be
mixed with coconut oil.

1808/21

2013/05/03

Under section 2 of the Special
Commodity Levy Act No. 48 of 2007

The Special Commodity Levy that was applicable on a kilo gram
of potatoes was increased from Rs. 15 to 25, while extending
the validly of the Gazette for a further period of 4 months with
a view to offer a better and reasonable prices to local potato
farmers.
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Gazette Descriptions Objective

1813/24 Under section 2 of the Special The validity period of this Gazette relating to 30 commodities

2013/06/07 Commodity Levy Act No. 48 of 2007 except potato, expired on 8th June 2013 and a new Gazette
was duly published for a further period of six months without
changing the levy that was in existence.

1815/14 Section 2 of the Revenue Protection To impose a 5% import duty on the importation of gold, in order

2013/06/20 Act, No 19 of 1972 to stabilize the price of gold in the local market, taken place due
to the decrease of the price of gold in international markets.

1815/15 Under section T0(A) of the Customs  To apply a surcharge of 100% on customs Duty (5%) on Gold.

2013/06/20 Ordinance (Chapter 235)

1818/36 Under section 2 of the Special To increase the prevailing Special Commodity Levy on Bénions

2013/07/M Commodity Levy Act No. 48 of 2007 from Rs. 15 to 30 per KG with a view to offer a better and
reasonable price to local farmers of Bdénions.

1821/18 Section 2 of the Revenue Protection To increase Import Duty on butter and dairy products, beer and

2013/07/29 Act, No 19 of 1972 alcohol sprits, cigarettes and tobacco products, tyres and Motor
vehicles used for transport of goods .

1821/32 Special Commodity Levy Act No 48  Having observed a declining trend in respect of prices of sugar

2013/07/31 of 2007 in the international market and considering the possibility of
further decreasing of prices of sugar in international market,
prevailing levy on a kilo gram of Sugar was increased from Rs.
20 to Rs. 27

1824/22 Special Commodity Levy Act No 48  Having considered the supply of local production to the market,

2013/08/22 of 2007 the existed tax on a kilo gram of Potatoes was increased from
Rs. 25 to 40 and B'onions from Rs. 30 to 35 in order to ensure a
better and reasonable price for local cultivators of Potatoes and
B'onions.

1836/41 Under section 2 of the Special To reduce the SCL rate on Potatoes from Rs.40 per Kg to Rs.10

2013/11/16 Commodity Levy Act No. 48 of 2007 per Kg, Bdnions from Rs.35 per Kg to Rs.10 per Kg and Red
Onions from Rs.15 per Kg to Rs.05 per Kg.

1837/25 Under section 2 of the Revenue To introduce new tariff bands on CID as 0%, 7.5%, 15% and 25%.

2013/11/21 Protection Act, No 19 of 1972 Reduced the CID rate for IT supportive printers, Optical fiber
cables, Solar control films. Change the CID rate for Branded
items for up market development ,Local value addition and
backward integration with domestic value creation - Machinery
and heavy industry - Tea machinery, Tractors, steel, Cement,
Ayurvedic industry, fisheries industry, Confectionary industry,
Flavors, Cocoa beans, gold, Boat manufacturing industry,
Wheel barrows and Gauze. Created new HS codes for Diesel
hybrid vehicles. Under SAFTA and ISFTA, 208 and 10 items are
removed respectively from the negative list of Sri Lanka.

1837/26 Under section 2 of the Special To revise the SCL rates according to 2014 Budget proposals and

2013/11/21 Commodity Levy Act No. 48 of 2007 introduced 4 new items to the SCL (Salt, Yoghurt, Butter and
Margarine).

1837/27 Under section 10 of schedule ‘E’ of To revise the method of Calculation of Value of used Motor

2013/11/21 the Customs Amendment Act No .2  Vehicles.

of 2003
1837/28 Under section 10(A) of the Customs  To remove the surcharge on imported Gold.
2013/11/21 Ordinance (Chapter 235)

Source : Ministry of Finance and Planning
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Circular Instructions Issued by the MoFP - 2013

Table 3.14 > Public Enterprises

Public Enterprise

A Caption
Circular No.

01/2013 Retirement age of employees in Public Enterprises (15.01.2013)

Remittance of contributions in terms of provisions under the Employee Provident Fund
02/2013 Act, Employee Trust Fund Act, Employee Gratuity Payment Act and Acts on Income Tax
(11.09.2013).

Application of Sri Lanka Public Sector Accounting Standards (SLPSAS) Volumes | & Il

03/2013
(02.10.2013).

Source: Ministry of Finance and Planning

Table 3.15 > Public Finance

Public Finance 3
. Caption
Circular No.

Granting preference for locally manufactured Goods by Local Bidders who participate in Supply

01/2013 )
Contracts under Domestic Funds (02.01.2013).

Introduction of a Bank Pre-paid Card System for private payments in Public Institutions

02/2013
(31.01.2013).

Source: Ministry of Finance and Planning

Table 3.15 > Trade and Investment Policy

Trade and Investment

Caption
Policy Circular No. P

01/2013 Issuance of motor vehicle permits on concessionary terms (02.08.2013).

Source: Ministry of Finance and Planning
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Responses to Parliamentary Questions in Parliamentary Standing Orders, all

A summary of areas relating to which these questions have been answered
Parliamentary Questions have been raised by the Ministry of Finance and Planning
by Hon. Members of Parliament in terms of providing explanation/ additional

the Parliamentary Standing Order No.23(2) information for the benefit of the Hon.
is as follows. Complying with the provisions Members of Parliament.

Table 3.16 > A Summary of Areas and the Number of Responses to Parliamentary Questions

Description 2010 20M 2012

2013

Questions on Gross Domestic Product (GDP) - - 2

Issues on the cost-of-living 2 - 1

Trends and issues in public investment

Measuring methods and trends in inflation

Government loans (foreign and local) and grants

N [N | =
NN
'

Issues and interpretations on Budgetary provisions

'
'
_

Limits and interpretations on expenditure

- N |

_

Imports, exports and Balance of Payments

Issues on tax policy and taxation 1

NN O
'

Foreign currency reserves and gold reserves -

Activities relating to Departments and other institutions, under the purview of -

the MOFP (Progress, recruitment etc.)

o | o,

Activities of State Banks ( profits, cadre and recruitment )

MW N

Activities of state related financial institutions/ Pramuka Bank and 10

Ceylinco Bank

_
_
_

Pension schemes and compensation for farmers

Issues on public sector pension 1 - -

Details under Fiscal Management (Responsibility) Act - - -

Details on public enterprises - -

Details on foreign funded projects 1 -

Details on population, labour force/ unemployment 1 -

Cadre related issues in the public sector - 2

Details of the stock market and its trends -

Details of issuing liquor licenses - -

Issue on in-house gaming industry - -

Details on fuel concessions for farmers, three wheelers and others - -

N o a2 N[ (N o=

Printing of currency notes - -

Details of the Airport Lottery

Other questions 4 4 6

Total 27 37 50

40

Source: Ministry of Finance and Planning
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4.1 Overview

he Sri Lankan economy grew by 7.3
T percent in 2013, recovering from 6.3

percent growth recorded in 2012
amidst a challenging domestic and external
environment. The economy has been in a
consistent growth trajectory during the past
nine years since 2005 recording an average
growth rate of 6.7 percent in comparison to an
average of 4.5 percent in the previous years.
However, erratic rainfall and unfavourable
weather conditions, high international oil prices
and associated adjustments as well as financial
crisis in the US and Europe affected the
economic advancement. The average growth
during the last four years was 7.5 percent in the
climate of peace underscoring the fact that the
economy has moved into a high growth path.
The growth was benefited from post conflict
peace and reconciliation, new capacity created
in terms of economic and social infrastructure
through improved public investments,
enhanced private investments in traditional
and emerging sectors in the real economy and
stable macroeconomic conditions.

In 2013, the economic growth was higher than
the inflation, which continued to remain in the
single digit level for the fifth consecutive year.
With this growth, Sri Lanka has marked an
impressive progress in many aspects, including
the reduction of poverty to 6.7 percent and
maintaining unemployment at 4.4 percent while
increasing the per capita income to US$ 3,280.
The current trend is consistent in realizing a
per capita income of over US$ 4,000 by 2016
thereby consolidating its position as a middle
income economy.

The growth in 2013 was supported by the
expansion in all three sectors, particularly the
gradual recovery of Industry and Services
sectors in the second half of the year
complemented by the strong contribution by

1ne

the Agriculture sector. The rate of inflation, as
measured in terms of GDP deflator, was 6.7
percent in 2013 in comparison to 16.3 percent
recorded in 2008 and remained at single digit
level for last five years. The unemployment rate
increased marginally to 4.4 percent reflecting
the inclusion of new job seekers in to the labour
force. Market interest rates declined gradually
responding to the easing of the monetary
policy of the Central Bank. Yield rates of
government securities declined across all the
maturities while the lending rates moved to a
range of 15 percent resulting in a real interest
rate for lending to increase to around 8 percent
in 2013. Financial sector continued to remain
resilient and the financial system stability was
preserved amidst challenging international
financial environment benefiting from proactive
measures adopted by the Central Bank and the
government.

The budget deficit declined for the fourth
consecutive year to 5.9 percent of GDP in 2013
in comparison to the target of 5.8 percent
reflecting the continued efforts to strengthen
fiscal consolidation while maintaining public
investment at a moderate level of 5.5 percent.
The financial position of key state owned
business enterprises indicated a marked
improvement, although the domestic

price adjustments continued to lag behind
international prices.

The external sector performance continued

to improve reflecting the impact of policy
package introduced in early 2012 to ensure
macroeconomic stability while benefiting

from the enhanced external demand. The slow
recovery in many advanced and emerging
market economies, geo political tensions in
the Middle East region, fiscal crisis in the Euro
Zone area and changes in the movement of
international capital flows with the expectation
of tapering the purchases of long term assets
by major Central Banks were among the major
challenges faced by the external trade and



finance in the country. Imports continued

to decline in 2013, in absolute terms, while
exports recovered strongly thereby recording
a significant decline in the trade deficit.
Sustained inflows from overseas employment,
tourism and export of services as well as
capital inflows helped generate a surplus in
the country’s Balance of Payments (BOP). As
a result, gross official reserves increased to
US$ 7.5 billion by end 2013 providing sufficient
safeguard to manage short term capital
requirements to maintain external stability.

As a middle income economy, Sri Lanka is
confronted with a number of challenges in
its journey towards economic and social
advancement. Lowering the debt financing
of the government budget, enhancement
of exports, import replacement, energy
conservation and enhancing the use of
renewable energy, adjustments to high
international petroleum prices, changing
consumption patterns, effective use of new
infrastructure capacity, concerted effort to
promote tourism, lowering the high level
of youth unemployment, productivity
improvement as well as population ageing
and related issues are among the key
challenges that need particular attention.

Real Economy Rebounded

The primary agriculture sector, which
accounted for 10.8 percent of GDP and
provided employment opportunities,
particularly for the people in the rural areas,
grew by 4.7 percent in 2013 in comparison

to 5.2 percent growth in 2012. The expansion
in the paddy sub sector due to significant
increase in Yala harvest in the second half

of the year which helped neutralize the
moderation in the growth due to crop damage
in Maha season was the main reason for this
achievement. The Industry sector recorded

a 9.9 percent growth and accounted for 31.1
percent of GDP in 2013. This was supported by
the growth in all the sub sectors, particularly
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The current trend is consis-
tent in realizing a per capita
income of over USS 4,000 by
2016 thereby consolidating its
position as a middle income
economy.

by the manufacturing sector, responding to
enhanced external and domestic demand.
The Services sector, which accounts for 58.1
percent of GDP, grew by a higher rate of 6.4
percent in 2013 in comparison to 4.6 percent
recorded in the previous year. The Services
sector also benefitted from the growth in

all the subsectors, particularly the strong
performance in the wholesale and retail trade,
transport and communication as well as
banking, insurance and real estate subsectors.

Inflation Single Digit

Inflation, as measured by the year on year
change in the Colombo Consumers’ Price
Index (base=2006/07) (CCPI), was 4.7
percent by the end of 2013 in comparison

to 9.2 percent in the previous year and was
maintained at single digit level for the fifth
consecutive year. The improvements in
domestic supply conditions of agricultural
commodities, subdued commodity prices

in the international market and prudent
policies adopted by the Central Bank and

the government. The inflation which reached
upper single digit levels during the first two
months of the year due to supply disruptions
caused by adverse weather conditions that
prevailed in major cultivating areas, increase in
LP gas and petroleum prices and the low base
in 2012, declined gradually thereafter with the
release of the seasonal harvest to the market.
The annual average inflation, as measured in
overall consumer prices, also declined to 6.9
percent from 7.6 percent in 2012 while the
GDP deflator produced 6.7 percent in 2013.
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Market Interest Rates Moved Down
Market interest rates moved downwards in

2013 responding to the easing of the monetary
policy stance adopted by the Central Bank by
reducing policy interest rates i.e. Repurchase
and Reverse Repurchase rates, by 125 basis
points i.e. 25 basis points in December 2012 and
50 basis points each in May and October 2013
while allowing the ceiling imposed on licensed
banks on the expansion of private sector credit
to expire and reducing the Statutory Reserve
Ratio (SRR) applicable on all rupee deposit
liabilities of commercial banks by 2.0 percent to
6.0 percent in July 2013.

Accordingly, interbank average call money rate
(AWCMR), which experienced a considerable
volatility and hovered around the upper bound
of the policy rate corridor until mid 2013, began
to stabilize and declined gradually towards the
middle of the policy rate corridor. The deposit
rates, although continued its upward trend until
mid 2013 reflecting the lagged effect of tight
liguidity conditions and tight monetary policy
stance in 2012, gradually adjusted downwards
by the end of the year due to the easing

of monetary policy. The Average Weighted
Deposit Rate (AWDR) of the commercial banks
declined by 73 basis points to 9.37 percent by
end 2013. The Average Weighted Lending Rate
(AWLR) also declined by 80 basis points to
15.18 in December 2013 from 15.98 percent in
2012 with the commercial banks adjusting their
lending rates downwards given the declined
market interest rates and corresponding
adjustments in deposit rates. The yield rates on
91 days, 182 days and 364 days Treasury bills
declined in 2013 by 246 basis points, 347 basis
points and 340 basis points, respectively.

Unemployment Increased Moderately

The unemployment rate increased in 2013 to
4.4 percent from 4.0 percent in 2012 mainly
due to the entry of new job seekers into the
labour market. Although increased marginally in
2013, the level of unemployment in the country
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remains relatively low mainly due to the higher
average growth of around 7.5 percent in GDP
during 2010-2013 period, expansion in the
construction activities, tourism and services

as well industry related activities and increase
in overseas employment opportunities for Sri
Lankans.

External Sector Improved

The external sector performance continued
to improve in 2013 responding to the

policy initiatives introduced in early 2012

to strengthen the macroeconomic stability
complemented by favourable developments
in the external economy. Exports rebounded
strongly to US$ 10.4 billion in 2013 from

US$ 9.8 billion in 2012 while the expenditure
on imports declined to US$ 18.0 billion in
2013 from US$ 19.2 billion in the previous
year. Consequently, trade deficit declined
significantly to US$ 7.6 billion from US$

9.4 billion in 2012. The deficit in the current
account also narrowed to US$ 2.6 billion

from US$ 4.0 billion in the previous year with
higher inflows by way of workers’ remittances
and increased earnings from tourism and
other services exports. With the increased
inflows to the capital and financial account,
including Foreign Direct Investments, foreign
investments in government securities and long
term debt inflows to projects, the Balance of
Payments (BOP) recorded a surplus of US$
985 million in 2013. Consequently, the external
reserves increased to US$ 7.5 billion which

is 85 percent of short term external debt
(excluding Treasury bonds), as against 83
percent by end 2012.

Growth in Monetary Aggregates
Decelerated

The year on year growth in reserve money
which reflected an average growth of around
10.7 percent in the first half of 2013 declined in
the second half mainly the growth of reserve
money turned negative with the reduction

of SRR in July and recorded a 0.9 percent



growth by end 2013. However, reserve money
growth was broadly in line with the quarterly
projections. Meanwhile, the growth in the broad
money (M2b) moderated to 16.7 percent in 2013
to Rs. 3,417.9 billion and recorded an average
growth of 16.5 percent in 2013.

The private sector credit grew by 7.3 percent
in 2013 in comparison to 17.6 percent in the
previous year. The downward rigidity of market
lending rates, decline in pawning activities

due to drop in international prices of gold

and slowdown in the economy during the first
half of 2013 were the major reasons to the
lower recovery of private sector credit growth.
However, with the impact of monetary policy
easing in 2013 and early 2014 transmitting

to the economy gradually, an increase in the
private sector credit is expected to support
the growth momentum. Meanwhile, the rupee
depreciated by 2.8 percent against US$ in 2013
as a result of the policy of maintaining flexibility
in determination of the exchange rate.

Financial System Stability Strengthened
The financial sector continued its catalytic role
in facilitating diverse financial and investment
needs towards supporting the country’s
growth momentum while remaining resilient.
The financial system stability was preserved
through supervisory and regulatory activities
by the Central Bank in the midst of challenging
domestic and global environment, including
the tensions in international financial markets
thereby reinforcing the public confidence and
supporting economic stability.

During the year, the credit growth of banks
and financial institutions moderated mainly
due to the slow progress in trade related
activity, improved performance in SOBEs and
the decline in the pawning advances with the
significant decline in international gold prices.
The increase in non-performing pawning
advances mainly affected the increase in non-
performing loans during the year. Nevertheless,
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the banks and financial institutions remained
sound due to the diversification of their
lending portfolios, strong liquidity buffers

and improved risk management practices.

The enhancement of the access to financial
services to promote inclusive growth was
possible due to the widened branch network
of these institutions. The sources of funding

of financial institutions continued to be
diversified with the permission granted to
raise funds from abroad thereby strengthening
their balance sheets further to provide a better
service. The work related to the consolidation
of the financial sector in Sri Lanka is in
progress, as proposed in Budget 2014, with
the view of creating a stronger financial sector
to improve the institutional as well as sectoral
performance.

Fiscal Consolidation Continued

The budget deficit declined for the fourth
consecutive year reflecting the continued
efforts towards further consolidation of the
government fiscal operations within the
medium term fiscal management framework.
The deficit as a percentage of GDP has

been declining from 9.9 percent in 2009,

8.0 percent in 2010, 6.9 percent in 2011, 6.5
percent in 2012, and to 5.9 percent in 2013.
This was achieved through the alignment

of the government expenditure in line with
the government revenue which was lagging
behind the growth in GDP. The overall

fiscal operations confronted with several
challenges in 2013, including the slowdown in
the domestic economic activity, particularly
during the first half of the year and the decline
in imports. The fiscal system also continued
to be vulnerable to the high oil prices in the
international markets and developments in the
global economy.

Revenue Needs Further Improvement
Total government revenue increased by

8.1 percent in 2013 to Rs. 1,137 billion in
comparison to Rs. 1,052 billion recorded in
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2012. All major taxes, except Ports and Airports
Development Levy (PAL) and Economic Service
Charge (ESC), contributed positively to the
growth in the revenue. There was a buoyant
growth in the revenue from income taxes in
2013 amidst the adjustments to a lower tax
regime. The revenue from indirect taxes on
domestic economic activities also improved

in line with the recovery of the domestic
economic activities towards the second half of
the year. However, the revenue performance

on the taxes imposed at the point of imports
continued to suffer due to decline in imports
while the decline in the volume in cigarettes
and liguor affected the revenue from these
commodities. In 2013, tax revenue to GDP ratio
was 11.6 percent in comparison to 12.0 percent
in 2012. Meanwhile, non-tax revenue declined
to 1.5 percent of GDP from 1.9 percent in the
previous year mainly due to lower revenue
from profits and dividends of state owned
enterprises. Total revenue as a percentage of
GDP accounted to 13.1 percent in comparison to
13.9 percent in 2012.

Recurrent Expenditure Stabilized
Recurrent expenditure of the government
increased by 6.6 percent to Rs. 1,205 billion

in 2013 over the previous year. However, as

a percentage of GDP, it continued to decline
reaching 13.9 percent in 2013 in comparison
to 14.9 percent in the previous year reflecting
the government’s efforts in managing
expenditure in line with the revenue trends

to strengthen fiscal consolidation process.
Interest payments increased by 8.8 percent
mainly due to lower market interest rates

but declined as a percentage of GDP to 5.1
percent from 5.4 percent in 2012. Non interest
recurrent expenditure increased by 5.1 percent
to Rs. 761 billion in 2013 and accounted to 8.8
percent of GDP. Expenditure on salaries and
wages increased by 13.1 percent due to the
increase of special non-pensionable allowance
to all public servants by a further 5 percent of
the monthly basic salary, increase in cost of
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living allowance (COLA) and other upward
revisions in allowances together with the
new recruitments to various categories. Total
expenditure on national security declined to
2.4 percent of GDP in 2013 from 2.7 percent
in 2012 with the gradual normalization of
recruitment. Meanwhile, the expenditure on
key social welfare programmes continued at
a cost of Rs. 52.3 billion and transfers to state
owned enterprises to cover their operational
losses amounted to Rs. 13.8 billion in 2013.

Public Investments Sustained

The public investment at 5.5 percent of GDP
in 2013 in comparison to the budgetary target
of 6.1 percent of GDP despite many challenges
faced in the management of fiscal operations.
A steady progress was witnessed by the
country in expanding the capacity of power
generation, transmission and distribution, and
the construction of expressways, highways,
ports, airports, railways, irrigation systems,
water supply and sanitation systems and
schools, vocational training and health
facilities, administration buildings as well

as rural centric infrastructure development
consequent to the sustained expenditure on
public investment. The steady progress in the
public investment programme reflected the
commitment of the government to maintain
public investment at a higher level conducive
to provide services and stimulate private
sector economic activities.

Net Domestic Financing Increased

The revenue deficit declined to 0.8 percent
of GDP in 2013 in comparison to 1.0 percent
in the previous year due to decline in the
recurrent expenditure than the decline in
the revenue.The overall budget deficit of
Rs. 516 billion in 2013 was financed mainly
by domestic borrowings of Rs. 448 billion
(87 percent) and the balance Rs. 68 billion
(13 percent) was from foreign borrowings.
Treasury bonds continued to be the

major source of domestic financing. The



borrowings from domestic banking sector
increased to Rs. 297 billion from Rs. 131.5
billion in 2012 while borrowings from the
non-bank sources amounted to Rs. 95 billion
compared to Rs. 71 billion in 2012. Net foreign
investments in Treasury bills and Treasury
bonds contributed to 12.4 percent of the total
net domestic financing in 2013. Addressing
debt management concerns in fiscal reforms
to deal with debt service impact on the
budget has given special attention in the
fiscal management process. Meanwhile, the
government debt to GDP ratio declined to 78.3
percent in 2013 from 79.2 percent in 2012 and
90.6 percent in 2005.

Performance of SOBEs Improved

The improvement of the performance and
efficiency of key State Owned Enterprises
(SOEs) encompasses an important position
within the overall economic strategy and a
strong effort is being made by the government
towards this direction. Consequently, there was
a significant expansion in the SOBEs in 2013.
The asset base of the currently operational 55
State Owned Business Enterprises (SOBEs)
grew by 12 percent to Rs 5,132 billion or 59
percent of GDP. The policy reforms introduced
in early 2012 and 2013 which involved upward
revision of the administrative prices of
petroleum products, electricity, passenger
transportation and water, were particularly
conducive to improve the performance of

key SOBEs. It is important to note that 43
enterprises have been profitable in 2013 out
of the 55 SOBEs, while operating in line with
the policy framework of the government and
delivering essential utilities and services at
affordable prices. A total profit before tax of
Rs. 44 billion was generated collectively by
these SOBEs indicating a 162 percent increase
in comparison to the loss of Rs. 109 billion in
2012. In 2013, SOBESs transferred Rs. 24 billion
of dividends and levies to the Consolidated
Fund as non-tax revenue to the government.
Benefiting from the improved financial
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position, the liabilities of CEB and CPC to the
state banking system are expected to decline
from Rs. 463 billion as at end 2013 to Rs. 382
billion by end 2015 mainly reflecting the cost
reflective pricing policies and measures taken
to strengthen their balance sheets.

The management improvements and new
capital infusion, which is being taken place to
improve productive capacity of SOBEs, are
expected to make them financially stronger
institutions. These enterprises are encouraged
to adopt effective and innovative management
practices, recruitment of skilled personnel with
required expertise are being encouraged for
achieving higher productivity and minimizing
inefficiencies to become commercially viable
entities. With these, SOBEs are expected to pay
dividends as returns on investments instead of
relying on the assistance from the government
budget, given the government’s clear policy

of non-privatization of state enterprises. The
audit and accounting processes of the SOBEs
have been strengthened as they are under
close scrutiny of the parliamentary Committee
on Public Enterprises (COPE). Annual
Accounts and Annual Reports are submitted
by SOBEs complying with requirements of the
COPE. Further, all SOBEs follow government
procurement procedures.

Measures are also being taken to reduce

the large exposures of the state banks to

the SOBEs such as CEB and CPC under the
government’s initiative for reorientation of
SOBEs, aimed at strengthening the commercial
viability of the strategically important SOBEs,
in order to strengthen their balance sheets

as well as the liquidity position. Measures
such as conversion of debt to equity in CEB,
CPC and National Water Supply & Drainage
Board (NWSDB), infusion of fresh capital to
Sri Lankan Airlines (SLA) and Mihin Lanka
Ltd (MLL) and buy back of equity in SLA
from BOC, PB and NSB have been proposed
in 2014 National budget and are currently
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being implemented. As the SOBEs enhance
their productivity, processes and financial
management, the balance sheets are
expected to be further strengthened. SOBEs
are encouraged to obtain a credit rating to
assess their financial strength to facilitate
raising of funds on their own for future
expansion and to meet development targets.

Medium Term Fiscal Policy Strategy
The government is committed to strengthen
the fiscal consolidation process to reduce
the deficit to below 4 percent of GDP under
the 2014-2016 medium term macro-fiscal
framework. The improvement in the revenue
has been identified as the most important
component in achieving this objective by
keeping the operational expenditure on
check while protecting public investment

at around 6 percent of GDP to sustain the
capacity to achieve higher economic growth,
both in terms of physical infrastructure and
human resource skills. A number of measures
have already been taken to strengthen the
government revenue and the revenue is
expected to increase to around 16 percent
of GDP in the medium term benefiting

from the gradually establishing new tax
regime, which was introduced in 2011 and
consolidated and streamlined since then,
supported by institutional capacity building
in revenue agencies, human resource
development and technology development
in tax administration. Revision of financial
regulations to suit for the fiscal management
in a middle income country is also being
undertaken as a part of the public financial
management reforms. The improvement

in the operations and financial viability of
key SOBEs will be the other integral part in
the medium term fiscal strategy to reduce
downside risks on the national budget and
the banking system.
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Overall Macroeconomic Policy Direction
The importance of strengthening
macroeconomic stability further and building
sufficient buffers to improve resilience of the
economy to external and domestic shocks has
been clearly identified by the government.

The economy is expected to continue its high
growth at above 7.5 percent in 2014 and at

an accelerated pace of about 8 percent in

the medium term supported by the peaceful
environment, additional capacity that has

been created through infrastructure projects,
growth momentum in exports as well as import
replacement initiatives, stable macroeconomic
conditions, political stability and continued
optimism on the global economy. Consequent
to the success in inflation management in last
five years, supported by continued reduction in
budget deficit, inflation is projected to maintain
at mid single digit level in 2014. This would
need facing potential risks and challenges
effectively.

Major Challenges

Despite the positive developments achieved
in the recent past, the economy is confronted
with a number of challenges which need to
be addressed proactively to sustain higher
economic growth, reduce unemployment and
poverty while ensuring food security, energy
security, and environmental security.

Lowering the Debt Financing of the Government
Budget: The continuation of a deficit in the
revenue account of the government budget,
as the revenue is not sufficient to meet
recurrent expenditure, has been a key issue
in the country’s fiscal system. Hence, the
public investment is entirely financed through
borrowings. Therefore, as has already been
identified by the government, a sufficient
amount of revenue, over and above recurrent
expenditure, needs to be generated to have
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Key Areas to Augment Government Revenue

» Streamlining the enforcement of VAT and NBT to improve compliance of those who are
liable (prevailing threshold turnover is Rs. 12 million per annum for both VAT and NBT) and
consolidate wholesale/retail VAT to ensure optimum tax base is covered.

* Expanding the coverage of personal income tax through better compliance from
professional providing self-services.

» Streamlining the tax on interest at source to prevent non-compliance.

* Use of improved and transparent methods in the valuation of imports of items vulnerable
for undervaluation.

» Further streamlining of deductible expenses for taxation to prevent leakages/manipulations
through well targeted provisions for deductions.

* Enforcement of excise tax on liquor to be further improved in preventive actions on spirit
leakages.

» Taking a harmonized effort by government and provincial authorities to raise property
based revenue at provincial and local authority level.

» Strengthening State Owned Enterprises (SOBEs) to expand their revenue base and
contribute to the national budget as return on equity investments on SOEs.

a revenue surplus in the national budget to
meet a part of the investment expenditure. Chart 41> Export Destinations - 2013
Otherwise, the continuation of the deficit
budget and resultant accumulation of the
debt could be counterproductive by creating e
a vicious cycle of deficit, debt and interest e
payments.

Other 20%
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Enhancement of Exports: The enhancement of Asia % FU-Other 2%

exports is a key factor in sustaining the high
economic growth path and enhancing foreign
reserves to strengthen the external position of
the country in the medium to long term. In this
context, a number of areas need immediate
attention in which key areas are as follows.

United States 24%

A sufficient amount of revenue, over and above recurrent
expenditure, needs to be generated to have a revenue surplus in the
national budget to meet a part of the investment expenditure.
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Key Areas to Concentrate in Enhancing Exports

- Identification of a few key products where Sri Lanka has the advantage in producing and working
collectively towards bringing Sri Lanka to the top ten countries in the world that export such
products.

- Maintenance of a competitive exchange rate conducive to encourage exports.

- Enhancement of the utilization of various incentives granted by the government over the years by
improving awareness about those concessions.

- Discouraging the export of primary products and enhancement of domestic value addition.

- Diversification of export base by expanding the basket of goods available for export while
diversifying the product base.

- Diversification of export markets to reach emerging markets through enhanced efforts as about 80
percent of the total exports are directed towards traditionally matured markets and to the Middle
East economies.

- Encouraging better and bigger exports penetration to such emerging economies as China, India,
Brazil, South Africa and Russia

- Enhancement of the market access in the East Asian advanced economies like Japan, Korea and
Singapore through bilateral trade reforms.

- Making efforts to enhance the ability to enter large economies to make full use of existing free trade
agreements.

- Strengthening the domestic investor capacity to supply products to the Chinese market under the
proposed FTA with China.

- Enhancement of the export of tourism, IT/BOP services, as well as professional, personal,
educational and health services.

- Concentration on exporting complex and high-tech exports in line with middle income country
industrialization as against the export of simple products.

- Enhancement of research & development as well as innovation to improve productivity and
efficiency.

- Identification of emerging new sectors within the country and globally and concentrating on those
areas.

-Commercial Hub Operations No.01 of 2013, which has declared identified areas as free ports and
bonded areas, dedicated for offshore business activities in terms of provisions in the Finance Act.

Import Replacement: The enhancement of the domestic production of selected items to
replace imports has so far delivered encouraging results as reflected in the increase in the
production of rice, maize, B-onions, sugar and milk thereby helping to reduce the import
cost. This needs to be strengthened with the encouragement of other possible areas as well
to lower the import expenditure.

Key Areas in Import Replacement

- Enhancement of the domestic agricultural production, including sugar, chillies, big onions, red
onions and potatoes, which has the domestic production scope to an estimated value of over
US$ 1 billion.

- Enhancement of domestic milk and milk products, fish, dried fish, canned fish and
pharmaceutical products which involves import cost in excess of US$ 1 billion.

- Encouragement of manufacturing activities, light engineering and renewable energy industry
which include steel, cement, machinery, textiles, furniture and a wide range of building materials
which has domestic production scope in excess of US$ 3 billion per annum.

- Encouraging already established domestic and foreign investors to expand their investments in import
replacement areas while enhancing Foreign Direct Investments (FDIs) towards these industries.
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Energy Conservation and Renewable Energy:

The import cost of petroleum, energy resources

and fertilizer stands at about US$ 5 billion at

present accounting for about one fourth of
the imports and if investments are increased in
these areas, a huge benefit could be obtained.

Followings are important in this context;

- Shifting to renewable energy sources such
as small hydro, wind, biomass, solar and
Municipal solid waste etc. with management
efficiency and cost reflective pricing

- Enhancement of energy conservation while
introducing new technologies

Adjustment to High International Petroleum Prices:
The annual cost on importing petroleum
products stands at about US$ 5 billion at
present as Sri Lanka totally depends on its
entire petroleum requirement on imports.
Heavy dependency of oil imports to meet this
requirement has made the macroeconomic
management more vulnerable for the
developments in the international oil prices,
particularly affecting the country’s Balance

of Payments (BOP) as well as overall living
conditions in the economy. Although it appears
that the oil prices have stabilized around US$
105 per barrel, there is a risk of increasing prices
in the future with the gradual recovery of the
global economy. Hence, the introduction of
adjustments in both supply and demand sides,
including the followings, is necessary;

- Strengthening energy conservation through
adjustments in pricing policies to eliminate
hidden subsidies.

- Strengthening alternative energy use
to reduce reliance on fuel based power
consumption.
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Chart 4.2 > Monthly Average Crude Oil (Brent) Prices
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Encouraging industries, including those in the
manufacturing sector, to use energy efficient
machinery and management systems.
Enhancing investments to reduce system losses
further and improve transmission efficiency.
Improving systematic traffic management while
creating an efficient urban public transport
system.
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Changing Consumption Patterns: Sri Lanka has
been able to achieve a per capita income

of US$3,280 (Rs. 423,467) in 2013 and the
country has graduated to middle-income
status. In line with the changing income
position, graduation to a middle income status
is further corroborated by the changing food
and non-food consumption behavior of the Sri
Lankans. It is apparent that the relative share
of the total expenditure spent by an average
household on food items is in the decline. The
periodical household surveys also have shown
that the food ratio, which stood at 65 per cent
in 1980/81, has declined to 42.3 percent in
2009/10, reflecting the emergence of diverse
consumption patterns among Sri Lankan
people. This has increased the proportion of
expenditure being spent on non-food items i.e.
housing, personal care and health, education
and other social and cultural activities, by the
Sri Lankan consumer. Significant changes could
also be noted in the quantities consumed per
capita as well. These developments underscore
the necessity of improving production, market
and institutional conditions to ensure their
efficient delivery in the future.

Effective Use of New Infrastructure Capacity:

The expansion in the physical infrastructure

in the country has created long due space in
the economy to grow faster. The completion

of infrastructure projects related to ports,
airports, convention centers and performing
arts centers, etc. are expected to generate long
term benefits to the country as the gestation
period of some of these projects is longer.
Hence, the effective use of these projects to
generate satisfactory revenue streams is vital
to ensure that value for money is realized

from these projects. In this context, the
challenge would be to improve their efficient
usage through a concerted effort by all the
stakeholders which encompasses proper
marketing mechanisms and better coordination
among relevant agencies.
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Concerted Effort to Promote Tourism: As the
positive benefits that could accrue from the
tourism sector are manifold, the government
has already introduced optimistic plans to
maximize the benefit that country could get
from this growing industry. The realization
of these objectives however would depend
on the effective implementation of the
policies through a concerted effort by all the
stakeholders. The identification of changing
tastes and other trends in the industry with
timely and appropriate responses, proper
utilization of existing and new infrastructure,
and better coordination among the institutions
is extremely important to get the desired
outcomes.

High Level of Youth Unemployment: The
significantly high unemployment of about

19 percent among the youth in comparison

to the national average of 4.4 percent has
mainly reflected in the mismatch between
competencies of the young aspirants and the
job requirements domestically and globally.
This has become an issue that needs urgent
attention. In a middle income country like Sri
Lanka, which is confronted with a technology
driven economic and social transformation,
the thinking and attitudes of the youth is also
being changed rapidly. Therefore, it will be an
important responsibility of all the stakeholders
to provide these youth with necessary
competencies and training through appropriate
avenues to have gainful employment and
unleash their potential.

Productivity Improvement: The improvement

of the overall productivity of the economy

is an important factor in sustaining a higher
economic growth. Hence, it is vital to the
economy to maximize the impact of capital
and labor through technology advancements,
supply chain and logistics improvements, and
increased skills of the workforce by intensifying
and strengthening the existing programmes
and introducing new programmes. In line
with this, proper identification of productivity



gaps, optimization of business processes and
investment, renewal of obsolete capacity and
production methods, enhancing professional
education and training and skills development
have to be strengthened. This will have to
equally apply to the public sector, private
sector as well to the community as a whole.

Population Ageing and Related Issues: Over

the past several decades, Sri Lanka has
experienced a demographic transition from
high birth and death rates to steadily declining
population growth and low mortality rates.
With this, the share of older people in the total
population of the country in 2012 was 12.3
percent and is expected to increase further

to 16.7 percent in 2021 posing important

social challenges in ensuring their well being.
In an environment where social norms are
changing rapidly, increasing migration and
higher female participation in the labour force,
prominence will have to give in the economic
and social policy agenda in addressing issues
related to this transformation. In this context,
national policies have to be directed towards
reformulating the existing pension systems

to provide enhanced benefits while making
retirement age more flexible in comparison

to existing retirement age of 60 years,
identification of obstacles and resolving issues
related to employment of older workers,
improving their skills, and enhancing the
choices available to them, improving health
status and eliminating social problems. Hence,
relevant stakeholders will also have to increase
their capacity and competencies in responding
to the needs of old age population.

4.2 Real Economy

The Sri Lankan economy recorded a 7.3
percent growth in real terms in 2013
rebounding strongly from 6.3 percent
growth rate recorded in 2012 in the midst
of a challenging domestic and external
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environment. Accordingly, the per capita
income increased to US$ 3,280 in 2013
compared to US$ 2,923 in 2012.

The gradual easing of the stabilization policy
measures introduced in early 2012 to ensure
macroeconomic stability, relatively low inflation
and interest rates, augmented domestic
demand, driven by the striving environment
emerged throughout the country in tandem
with the improved confidence, continued
infrastructure development programmes,
favourable weather conditions, the revival

in tourism industry and recovery of external
demand coupled with the appropriate fiscal and
monetary policy measures, had an impetus on
the economic growth in 2013.

Chart 4.4 > Quarterly Growth of GDP

%

Table 4.1 > GDP - Sectoral Growth Rates in 2013

Sector Ql Q2 Q3 Q4 Annual
GDP (Nominal) 14.9 13.8 14. 14.7 14.5
Agriculture 16.8 6.0 141 8.2 12.0
Industry 19.0 16.7 15.2 19.9 17.9
Services 12.2 13.7 13.6 12.7 13.0
GDP (Real) 6.0 6.8 7.8 8.2 7.3
Agriculture 2.0 -1 7.0 10.4 4.7
Industry 10.7 10.1 81 10.7 9.9
Services 4.3 6.6 7.9 6.5 6.4

Source: Department of Census and Statistics

127



4 | THE 2013 MACROECONOMIC REVIEW

During the first half of the year, slow economic
growth in advanced economies negatively
impacted to the economic activities, particularly
related to the export sector. However, it was
bounced back in the second part of the year
with the gradual improvement in advanced
economies, particularly the USA and the
European Union, which are main destinations
to Sri Lankan exports. In 2013, the Service
sector made the highest contribution to the
economic growth as in the previous years, with
a share of 58.1 percent and recorded a growth
rate of 6.4 percent compared to 4.6 percent
recorded in 2012. Increase in the wholesale and
retail trade activities with higher value added
growth together with expansion of financial
services, albeit at a lower pace, supported for
this growth. In the meantime, as in the last two
years, Industry sector continued to maintain
highest GDP sectoral growth rate in 2013 as
well by growing at 9.9 percent and contributing
to 31.1 percent of GDP. The relatively high
expansion in the manufacturing sector and

the higher value addition of the construction
and hydropower generation subsectors were
the main contributors to the growth in the
Industry sector in 2013. Despite the fluctuations
in the weather conditions, which was affected
the growth of certain agricultural products

in 2013, a positive growth was particularly
recorded by the paddy, tea and minor export
crops within the Agriculture sector. The growth
in the Agriculture sector showed a slight
decrease to 4.7 percent from the 5.2 percent
growth recorded in the previous year. As a
result, Agriculture sector contribution to GDP
recorded a decline to 10.8 percent in 2013 from
1.1 percent in 2012.

Agriculture

In 2013, tea, paddy and minor export crops
recorded highest growth rate compared to
last two years. Paddy subsector grew by 19.5
percent in 2013 as the main contributor to this
growth. The moderation in the growth during
the first half of the year due to crop damage
in Maha harvest was turned around with the
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significant increase in Yala harvest during

latter half of 2013. Tea production expanded

by 3.6 percent recording the highest output
with compared to last two years. However, the
growth of “other food crops” which has the
largest share in the Agriculture sector, slowed
down in 2013 with compared to last year due

to unfavourable weather conditions affecting

to highland crops during the first half of the
year. Minor export crops and livestock, and
other agriculture crops also made a significant
contribution to growth in agriculture sector.
However, the unfavourable weather condition
affected negatively on the expansion of rubber
and coconut production in 2013. The fishing sub
sector, which accounted for 1.3 percent of GDP,
recorded a slower growth of 6.2 percent in 2013
over the 9.3 percent growth in the previous year
due to extreme weather condition affecting the
industry during the year.

It is noticeable that during the third and fourth
quarters of 2013, total agriculture sector grew
by 7.0 percent and 10.4 percent, respectively
strongly recovering from the slow growth of
2.0 percent and 1.1 percent contraction during
the first and second quarters, respectively in
2013 in comparison to higher growth rate of
12.0 percent and 8.5 percent in first and second
quarters and a 0.5 percent contraction and a
growth of 0.3 percent in the third and fourth
quarters respectively in the previous year.

Chart 4.5 > Agriculture Sector Composition - 2013
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Paddy

Following the policy towards making Sri Lanka
self-sufficient in paddy production, continuation
of government programmes on improving
irrigation systems, provision of fertilizer

at subsidized prices, provision of financial
assistance and maintaining better farm-gate
prices through government paddy purchasing
programme contributed to increase the paddy
extent to 1,834 thousand acres (742 thousand
hectare) harvested with paddy production of
136 million Bushels (2.8 million metric tons),

in the Maha season while 1,105 thousand acres
(447 thousand hectare) harvested with paddy
production of 85 million Bushels (1.8 million
metric tons) in the Yala season in 2013.

This resulted in the national paddy production
to increase by 20 percent to 4.62 million metric
tons in 2013 over the previous year. Maha
season harvest grew by 4.8 percent and Yala
season recorded a significant growth of 57
percent over the last year as a result of high
water levels in reservoirs due to the favourable
North-East monsoon and the expansion in the
extent of cultivation. Reflecting the negative
effects of the weather conditions, the yield

in the 2012/13 Maha season declined to 4,281
kg. per hectare from 4,444 kg per hectare in
2011/12 while the crop yield in Yala season in
2013 enhanced to 4,408 kg per hectare from
4145 kg per hectare in the previous year.
Further, a slight increase was recorded in

the paddy prices during the first half of 2013
compared to the corresponding period in

2012 partly due to the increase in the paddy
purchasing price by the government to Rs 35
per kg (samba) and also reflecting the crop
damage due to heavy rain and flooding in
December 2012 and January 2013. However, as a
result of bumper paddy harvest in Yala season,
paddy prices declined in the latter half of the
year.

Tea
The favourable weather conditions in the tea
growing elevations, higher prices made at the
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Colombo Tea Auction and strong export
demand resulted in the tea production

to increase an all time high level of 340.2
million kg recording a 3.6 percent increase
over the previous year. The government
assistance through the provision of fertilizer
at subsidized prices and the provision of
credit facilities also supported the increase
in tea production. The highest increase of
6.8 percent was recorded in the medium
grown elevation followed by low grown and
high grown elevations. The contribution by
the tea smallholders to the total national
tea production increased to 248 million kg
in 2013 from 234 million kg in the previous
year. The average yield of tea production
increased by 3.6 percent to 1,727 kg /
hectare in 2013. The average prices of tea
at the Colombo Tea Auction increased

by 14 percent to Rs. 446 per kg, in 2013
from Rs. 392 per kg in 2012. This enabled
tea manufacturers to sustain the increase
in costs as a result of higher wages and
electricity.

Meanwhile, earnings from tea exports
increased by 9.2 percent to US$ 1,542 million
in 2013 from US$ 1,412 million in 2012. This
was mainly due to high prices fetched due
to increasing external demand for high
quality Sri Lankan Tea. The average price

of tea increased by 9.3 percent to US$

4.82 per kg in 2013 from US$ 4.41 per kg in
2012. However, the volume of tea exported
remained unchanged at 320 million kg in two
consecutive years in 2012 and 2013.

Value addition in tea production in 2013
grew by 8.1 percent and 3.0 percent during
the first two quarters, respectively and
contribution to the GDP in 2013 was 0.9
percent. However, it was contracted by 5.1
percent in third quarter and then bounced
back to 6.5 percent in the last quarter in the
year. During the period, the extent of tea
replanting amounted to 1,558 hectares while
there were tea new planting of 263 hectares.
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Table 4.2 > Gross Domestic Product -Sectoral Composition (2002) Constant Price

Rs. Mn

Sector 2009 2010 20m 2012 2013(a) 2012/2011 2013/2012

Change Change

(%) (%)

Agriculture, Forestry and Fishing 295,097 315,610 320,178 336,817 352,641 5.2 4.7

1. Agriculture, Livestock and Forestry 266,208 283,203 282,748 295,923 309,192 4.7 4.5

1.1 Paddy 41179 48,377 44,325 43,596 52,084 .6) 19.5

1.2 Livestock 21,761 22,397 24,029 25,556 27175 6.4 6.3

1.3 Other food crops 95,799 99,994 102,378 m,722 116,546 91 4.3

1.3.1 Highland crops 31,368 3317 33,507 36,297 36,463 8.3 0.5

1.3.2 Vegetables 62,436 64,821 66,832 73,376 77,906 9.8 6.2

1.3.3 Fruits 1,995 2,057 2,039 2,049 2,178 0.5 6.3

1.4 Other Agricultural Crops 9,390 10,146 10,853 1,535 12,407 6.3 7.6

1.5 Tea 25,272 28,770 28,432 28,507 29,534 0.3 3.6

1.6 Rubber 6,198 6,983 7128 6,693 6,083 (CR)) 90N

1.7 Coconut 33,685 28,855 29,720 31,504 26,440 6.0 6.1

1.8 Minor Export Crops 1,028 14,955 12114 1,507 12,480 (5.0) 8.5

1.9 Plantation Development 6,540 6,895 7,287 7,926 8,191 8.8 3.3

1.10 Firewood and Forestry 15,357 15,832 16,481 17,377 18,252 5.4 5.0

2. Fishing 28,888 32,407 37,431 40,894 43,449 9.3 6.2

2.1 Inland - Fishing 3,960 4,359 5,054 5,775 5,660 14.3 2.0)

2.2 Marine - Fishing 24,928 28,048 32,377 35,119 37,789 8.5 7.6

Industry 701,129 760,334 838,932 925,152 1,016,886 10.3 9.9

3. Mining and Quarrying 52,031 60,079 71,091 84,672 94,388 18.9 n.s

3.1 Gem Mining 1,220 12,1 14,211 15,660 17,340 10.2 10.7

3.1 Other Mining 40,811 47,968 56,980 69,012 77,048 211 1.6

4. Manufacturing 427,334 458,661 494,991 520,938 559,843 5.2 7.5

4. Processing (Tea, Rubber and Coconut) 14,995 15,868 16,006 17,043 17147 6.5 0.6

4.2 Factory Industry 385,927 414,925 449,77 472,721 509,932 5.2 7.9

4.2 Food and Beverages 185,142 197,731 211,848 222,722 239,519 51 7.5

4.2.2 Textile, Apparel & Leather 87,762 92,293 102,263 107242 116,828 4.9 8.9

4.2.3 Chemicals, Petroleum, Coal, 59,706 66,990 73,203 77,455 83,306 5.8 7.6

Rubber & Plastic

4.2.4 Non-Metallic Mineral Products 14,794 16,328 17,670 18,826 19,873 6.5 5.6

4.2.5 Fabricated Metal Products, 32,794 35,482 37,733 39,663 43135 51 8.8
Machinery & Equipments

4.2.6 Other Industries 5,730 6,101 6,459 6,813 7,272 5.5 6.7

4.3 Cottage Industry or SMEs 26,412 27,868 29,808 31174 32,764 4.6 5.1

S. Electricity, Gas and Water 58,974 63,682 69,547 72,452 79,913 4.2 10.3

5.1 Electricity 52,017 56,291 61,722 64,352 71,620 4.3 1.3

5.2 Gas 4,280 4,593 4,855 5,100 5,181 5.0 1.6

5.3 Water 2,677 2,798 2,970 2,999 313 1.0 3.8
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6. Construction 162,790 177912 203,204 247091 282,742 21.6 14.4

Services 1,452,988 1,569,598 1,704,605 1,783,318 1,896,572 4.6 6.4

7. Wholesale and Retail Trade 570,697 613,358 676,565 701,408 739,826 3.7 5.5

7.1 Import Trade 195,247 213,477 243,963 246,446 253,617 1.0 2.9

7.2 Export Trade 102,578 106,279 117,064 117,960 125,839 0.8 6.7

7.3 Domestic Trade 272,872 293,602 315,538 337,002 360,370 6.8 6.9

8. Hotels and Restaurants 9,901 13,845 17,501 21,029 25,715 20.2 22.3

9. Transport and Communication 329,578 368,643 410,402 435,872 476,721 6.2 9.4

9.1 Transport 272,086 302,983 337,088 357,221 390,847 6.0 9.4

9.11 Transport - Railway 2,754 2,899 2,980 3,126 3,194 4.9 2.2

9.1.2 Transport- Passenger and Goods 269,332 300,084 334,108 354,095 387,653 6.0 9.5

9.2 Cargo Handling-Ports and Civil 16,017 18,706 20,060 21,194 21,842 57 3.1

Aviation

9.3 Post and Telecommunication 41,475 46,953 53,254 57,457 64,032 7.9 1.4

10. Banking, Insurance and Real Estate and 217,819 234,255 252,706 269,744 285,750 6.7 5.9
etc.

11. Ownership of Dwellings 74,051 74,692 75,607 76,926 79,175 1.7 2.9

12. Government Services 191,778 202,187 204,704 207,559 213,439 1.4 2.8

13. Private Services 59,164 62,617 67,119 70,779 75,946 5.5 7.3

Gross Domestic Product 2,449,214 2,645,542 2,863,715 3,045,288 3,266,099 6.3 7.3

Source: Department of Census and Statistics
(a) Provisional

Rubber

The growth in the rubber sub sector contracted
by 9.1 percent in 2013 compared to the
contraction of 6.1 percent in the previous year
and contributed to 0.2 percent of the GDP. The
unfavorable weather pattern largely due to

the torrential rainfall, particularly in first three
quarters in the year, which reduced number of
tapping days, significantly impacted the rubber
production in 2013. However, rubber production
improved considerably during the last quarter
of the year supported by favourable weather
conditions in the major rubber growing areas.
As a result, overall rubber production declined
by 14.2 per cent to 130,421 metric tons in 2013 in
comparison to the previous year. Earnings from
raw rubber exports declined by 43 percent due
to the decline in production and increased usage
of rubber in the domestic value added products.
Further, the earning from rubber exports declined
to US$ 71 million in 2013 from US$ 125 million in
2012 mainly due to the low international rubber

prices which declined by 9.7 percent to US$ 3.02
per kg in 2013 from US$ 3.35 per kg in 2012.

Coconut

Coconut production experienced a drawback
throughout the year 2013 mainly due to the

lower rainfall in main coconut cultivation areas.
Conseqguently, the overall coconut production
which contributed to 1 percent of GDP had

a negative growth of 16.1 percent in 2013 in
comparison to the growth rate of 6.0 percent
recorded in 2012. During the first and second
quarters of 2013, there was a contraction of 7.4
percent and 20.4 percent, respectively compared
to the growth rate of 9.8 percent and 6.0 percent,
respectively in the corresponding quarters in the
previous year. Meanwhile, the third and fourth
quarters in 2013 also showed a contraction of 33.2
percent and 3.0 percent, respectively compared
with 10.2 percent growth and the 1.1 percent
contraction in the same period in the previous
year. Consequently, the coconut production
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declined by 14.5 per cent to 2,513 million nuts

in 2013. The decline in the production affected
the coconut industry negatively. As a result,
coconut oil production decreased by 45 percent
to 45,208 metric tons. The decline in coconut
oil production prompted import of palm oil
which is a substitute for coconut oil recording
an increase of 41 percent to 89,959 metric

tons despite the upward revision of Special
Commodity Levy (SCL) on palm oil to Rs.115

per kg. The shortage of coconut nut production
pushed the average retail price of coconut up
to 43.16 per nut from Rs.34.56 per nut in 2012.
The average auction price also increased to Rs.
32.64 per nut in 2013 from Rs. 22.95 per nut in
2012. Total earnings from the export of coconut
declined by 2 percent to US$ 205 million in 2013.

During the past few years, various measures
have been taken to protect the coconut
cultivation such as using advanced methods

of cultivation, fertilizer application through the
provision of fertilizer at subsidized prices and
moisture conservation. Coconut crop subsidy
scheme continued to help small scale growers to
expand the extent of cultivation. In 2013 coconut
replanted extent amounted to 4,541 hectares.

Other Food and Agricultural Crops

In line with the government development
policy towards making Sri Lanka self-sufficient
in food and agricultural products, various
initiatives have been undertaken, including the
distribution of high yielding seed and planting

materials through "DiviNeguma" programme

for encouraging home gardening, provision of
fertilizer at subsidized prices, establishing better
producer prices through the fiscal measures
such as the adjustment of Special Commodity
Levy and Cess Levy on imports. These endeavors
were supported by the expansion of extent of
cultivation and the resumption of economic
activities in the Northern province.

The value addition in the production of highland
crops and vegetables accounted for 1.2 percent
and 2.4 percent of GDP, respectively in 2013.
During the year, the export of vegetables
increased by 86 percent to US$ 25 million in
value terms and over 100 percent by volume
terms. As far as the earning from export of
minor agricultural crops is concerned, cocoa
has shown a sharp decline while betel leaves
showed an increase in value terms, due to the
change in global demand. Further, value addition
in production of fruits accounted for 0.1 percent
of GDP in 2013 and grew by 6.3 percent in
comparison to the 0.5 percent growth in 2012.
Export of fruits increased by 26 percent in
volume terms and by 63 percent in value terms.
Cash crops production, which accounted for 0.4
percent of the total GDP, grew by 7.6 percent

in 2013 in comparison to 6.3 percent growth in
2012 reflecting a significant improvement due
to the increase in local production of cowpea,
chilies and potatoes, in volume terms. The local
production of green gram, gingerly, maize,
kurakkan and ground nuts also increased in

Table 4.3 > Production & Exports of Minor Export Agricultural Crops (MT)

Crop Production Export

2005 2010 20M 2012 2013 2005 2010 20N 2012 2013
Cinnamon 15,898 16,435 18,250 17165 17,500 12,549 11,960 13,777 14,435 13,799
Pepper 14,303 17,332 10,800 18,604 28,000 8,131 12,224 5,065 10,487 21,310
Cocoa 902 520 525 513 515 164 1,644 4,343 2,524 102
Cardamom 79 48 57 80 50 12 7 12 10.5 4
Clove 6,082 9,551 5,553 4,009 6,190 5,517 8,344 5,208 2,914 5,467
Nutmeg & Mace 2,054 2,376 2,116 2,002 2,545 1,935 2,210 1,896 1,582 1,652

Source: Department of Export Agriculture
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volume terms in 2013. Meanwhile, the production
of sugar indicated a significant improvement

in 2013 recording an increase of 48.8 percent

to 53,061 metric tons reflecting the impact

of increase in the use of fertilizer, use of high
yielding varieties, expansion in the extent of
sugar cane cultivation by 28.2 percent to 11,801
hectares and sufficient rainfall during the year.

The minor export crops production rebounded
in 2013 benefiting from the favourable weather,
continuation of crop subsidy scheme and
provision of fertilizer at subsidized prices.
Accordingly, the production of pepper increased
significantly to its highest production due to
favorable weather and the expansion of the
extent of cultivation. Other crops such as cocoa,
cinnamon, cloves, arecanuts, betel and cashew
also showed improvement in production in
2013. The export of pepper, sesame seeds,
cloves, nutmeg and arecanuts, coffee and betel
leaves increased both in volume and value
terms. However, export of cereals and cocoa
declined both in volume and value terms in 2013
in comparison to 2012. During the year, the
income from export of cinnamon increased by
3.4 percent despite the decline in the volume of
export by 4.2 percent over the previous year.

Livestock

The livestock production accounted for 0.8
percent of the total GDP and recorded a
moderate growth of 6.3 percent in 2013 following
the 6.4 percent growth in 2012. This growth

in livestock production was supported by the
increased production in milk, poultry and egg.
The domestic production of milk increased by
7.0 percent to 320 million liters over 299 million
litres in 2012 while the dairy products increased
by 19.3 percent to 36.5 million liters during

the period. Consequently, the import of milk
powder declined by 16.9 percent in 2013 over
the last year in line with government policy of
being self-sufficient milk by 2016. This growth
was supported by various initiatives, such as
improving chilling center facilities, provision of
financial assistance, stabilization of remunerative
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farm gate prices, provision of high yielding
cows and promoting liquid milk consumption,
implemented by the government to promote
local production, diversify the income
generation avenues of the people and also

to reduce imports. The performance in the
livestock sector was also supported by the tax
policy structure adopted by the government
to boost the domestic livestock production by
adjusting taxes appropriately to discourage the
import of such products in excessive levels and
granting tax concessions on supply of milk and
poultry products, import of machineries and
equipment for the use of milk production and
encourage the investment in animal husbandry
and milk powder production.

Fishery Industry

Fishery sector, which accounted for 1.3 percent
of the GDP, grew by 6.2 percent following the
9.3 percent and 15.5 percent growth recorded
in the previous two consecutive years. Marine
fish production grew by 7.6 while inland
fishing contracted by 2.0 percent in 2013. The
growth in marine fishing production, which
accounted for 1.2 percent of GDP, revived

with the resumption of fishing industry in
liberated areas, development of fishery
industry infrastructure throughout the country
by developing fishery harbours, provision of
vessels and other equipment as relief assistance
for those in liberated areas. This was also
supported by the fiscal policy adopted by

the government to boost the domestic fish
production by adjusting taxes to manage
importation of excessive level of fish products
and granting tax concessions to encourage
investment in fisheries and fish processing.
Total fish production in the country recorded as
513 million kg in 2013 out of which 446 million
kg was in the form of marine fish. The export
of seafood, including fresh and frozen fish,
increased by 18.1 percent to US$ 234 million
while the importation of sea food, including
fresh fish and dried fish, also increased by
almost the same percentage to US$ 162 million
in 2013.
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Table 4.4 > Fishery Sector Information

Annual Fish Production by Fishing )
Operating Fishing Sub-sectors (MT) Fish Imports & Exports
Boats by Type
Marine Fish Catch o | Total Fish Imports | Total Fish Exports
Year | £ 2 o - g 5 é ..E %
22l 5y 5o of 83 =35 28§
o 2 "_; 2| ug Coastal | Shore/ < (] 5 'g s 5 (Rs.Mn) | (MT) |(Rs.Mn) | (MT)
Eu £ 0 Deep Sea g Fa 2 >
2 £ ° e
2002 28,135 5,600 33,735 176,250 98,510 28,130 302,890 61,720 5,747 71,537 8,047 13,532
2003 29,694 5,800 35,494 163,850 90,830 30,280 284,960 54,340 6,145 75119 9,543 15,005
2004 30,567 6,000 36,567 154,470 98,720 33,80 286,370 63,470 5944 67,284 9,435 13,681
2005 29,901 6,200 36,001 63,690 66,710 32,830 163,230 18,900 7,099 76,584 10,695 15,985
2006 35350 7,046 42,396 121,360 94,620 35290 251,270 71,740 9,681 77,382 14,440 18,647
2007 37,040 6,600 43,640 150,110 102,560 38,380 291,050 77,830 11,961 86,156 19,123 21,423
2008 39,717 7170 46,887 165,320 109,310 44,490 319,120 93,240 12,521 76,266 19,077 20,593
2009 41,454 7,560 49,014 180,410 112,760 46,560 339,730 97,690 13,939 75,41 21,015 18,714
2010 46,134 7990 54,28 202,420 129,840 52,410 384,670 100,120 14,162 80,013 19,834 18,325
20M 53,476 8,020 61,492 222,350 162,920 59,560 444,830 145,270 16,240 81,957 21,876 18,462
2012 53,210 8,350 61,620 259,530 159,680 68,950 486,170 158,380 17,401 71,413 26,363 18,631
2013 52,301 7988 60,289 250,180 162,280 59,360 407,460 68,200 21119 78,401 31,792 23,910

Source: Ministry of Fisheries and Aquatic Resources Development

Industry

Industry sector accounted for 31.1 percent of
GDP and recorded a 9.9 percent growth in 2013
benefiting from the positive contribution from all
forms of industrial activities. A higher growth rate
was recorded in the manufacturing industry from
5.2 percent in 2012 to 7.5 percent in 2013 while
electricity generation grew from 4.3 percent to
11.3 percent during the same period. Meanwhile,
the construction and mining and quarrying sub
sectors recorded a moderate growth during

the year by 14.4 percent and 11.5 percent,
respectively.

Export earnings from in industrial goods
recorded a 5.1 percent growth to US$ 7,749
million in 2013. Highest export income was shown
in the garment industry with a value of US$ 4,508
million reflecting a 13 percent growth over the
last year. Earnings from rubber products grew by
3.3 percent to US$ 888 million in 2013. Export of
leather products grew by 38.7 percent to US$ 77
million in 2013 mainly supported by the export

of footwear which was increased by more than
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two fold providing the major contribution to

this achievement. However, the export income
from petroleum products and gem and jewellery
showed a significant drop over the previous
year due to declining global demand and a
sharp decrease in gold prices in the international
market.

Mining and Quarrying

Mining and quarrying industry, which comprises
of gem and other mining products, accounted
for 2.9 percent of GDP and grew by 11.5 percent
in 2013 in comparison to 18.9 percent growth
recorded in 2012. This improvement was largely
due to the growth in the other mining sub sector
which includes construction related materials
such as sand, rock metal and lime and mineral
products such as graphite, phosphate, mineral
sands and salt production, which accounted for
2.4 percent of GDP and recorded a growth of 11.6
percent following the 211 percent growth in 2012.
This was supported by the increased domestic
demand for construction related materials in
tandem with the continued improvement in
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the construction industry. Gem mining which policy regime, greater flexibility in exchange
accounts for 0.5 percent of GDP recorded a rate that promoted exports complemented
slightly higher growth of 10.7 percent in 2013 in by the rebound in the external demand, low
comparison to 10.2 percent in 2012, while gem interest rate regime that encouraged investment,
exports grew by 10.2 percent to US$ 130 million import replacement initiatives and national level
in 2013. programmes to promote locally value added
products, export promotion and to strengthen
Manufacturing the small and medium entrepreneurs. Further, the
Manufacturing industry, which comprises of accelerated economic activities coupled with the
processing, factory and cottage industries, rapid infrastructure development throughout the
accounted to 17.1 percent of the GDP and country, relatively stable price levels, construction
recorded a 7.5 percent considerable growth and tourism sector revival substantially retrieved
in 2013, in comparison to 5.2 percent growth the decline in local demand and supported
in 2012. The growth in manufacturing industry the value addition in manufacturing sector
was supported by the applying of lower tax production.

Table 4.5 > Selected Industrial Exports

US$ Mn.
Item 2008 2009 2010 20N 2012 2013
Rubber Products 542 385 558 885 859 888
Rubber Tyres 337 213 336 569 540 551
Surgical Gloves and Other Gloves n7z na 137 181 177 195
Other Rubber Products 88 58 85 135 143 141
Gems, Diamonds and Jewellery 514 402 409 532 559 446
Gems 76 69 70 95 118 130
Diamonds 418 317 322 414 47 295
Jewellery 20 17 17 22 24 21
Machinery and Mechanical Appliances 322 187 259 312 297 312
Transport Equipment 108 127 144 225 165 146
o/w Ships, Boats and Floating Structures 22 58 59 149 57 82
Petroleum Products 255 134 263 553 463 428
o/w Bunkers and Aviation Fuel 253 133 259 524 457 423
Chemical Products 71 74 93 18 n7 120
Wood and Paper Products 84 59 85 m 12 ne
Leather Travel Goods and Footwear 57 47 60 65 55 77
Plastics and Articles Thereof 57 40 47 55 53 55
Base Metals and Articles 57 36 63 56 56 59
Ceramic Products 49 36 40 38 36 40
Tiles 12 8 8 6 7 8
Tableware, Household Items and Sanitaryware 30 24 27 28 25 29
Other 7 4 5 5 4 3
Total 2,116 1,527 2,021 2,950 2,772 2,687
Memo: Total Industral Exports 6,112 5,228 6,096 7,992 7,371 7,749

Source: Sri Lanka Customs and Central Bank of Sri Lanka
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Processing Industry

The processing sub sector, which consists of
industries such as processing of tea, rubber

and coconut accounted to 0.5 percent share

to GDP and grew marginally by 0.6 per cent in
comparison to the growth of 6.5 percent in 2012.
Contraction of rubber and coconut production
due to unfavourable weather condition prevailed
in such crop growing areas reflected in the slow
growth in 2013. However, the negative impact

of these were negated to a considerable extent
by the high growth in tea production with the
support of favourable weather conditions along
with satisfactory prices which encouraged
producers to optimize the yield.

Factory Industry

The factory industry, which is the main
contributor for the industry sector, accounted
for 15.6 percent of GDP and recorded a higher
growth of 7.9 percent in 2013 in comparison to
5.2 percent growth in 2012. All forms of factory
industries, positively contributed to this high
growth rate. The value addition in the production
of food, beverages and tobacco products which
accounted for 7.3 percent of GDP, grew by 7.5
percent in 2013 in comparison to 5.1 percent

in 2012. Increased production in preparing

and preserving of meat products, processing
and preserving of fish products, sugar and
confectionary products, prepared animal feed
products and production of beverages such as
soft drinks, mineral water and bottled water, were
the key contributory factors for this growth. The
growth in this sub sector was also driven by the
increasing per capita income of the Sri Lankan
people as well as the tourism sector development
which increased the private consumption

mainly in terms of the usage of hotels, cafes and
restaurants coupled with the increase in leisure
and entertainment activities.

Meanwhile, the textile, wearing apparel and
leather products, which accounted for 3.6
percent of GDP, grew by 8.9 percent in 2013 in
comparison to 4.9 percent growth in 2012. The
increase in the export of textiles and garments
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Chart 4.6 > Factory Industry Sector Composition - 2013
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by 13.0 percent and leather related products by
38.7 percent contributed this nearly two fold
growth in this sector in 2013 over the previous
year. The contribution from the private sector
enthusiasm on improving quality standards,
diversifying products mix and markets to persist
in export market and the tax concessions
granted for reducing the cost of production and
for promoting domestic demand by allowing
the supply of garments by export oriented
companies to domestic market supported this
growth in the apparel industry.

Chemicals, petroleum, coal, rubber and plastic
products, which accounted for 2.6 percent of
GDP, grew by 7.6 percent in 2013 in comparison
to 5.8 percent in 2012. Increased production

in fertilizer, soaps and detergents, paints

and varnishes, and plastic products primarily
contributed for the growth of this subsector.
This performance was followed by the increased
demand for fertilizer with the expansion of
agricultural sector and provision of fertilizer

at subsidized prices for all varieties of crops
supporting the increase in fertilizer production.
Further, the production increases of soaps and
detergents were supported by the growing
demand from private consumption to use in
hotels, cafes and restaurants benefitting from the
revival in the tourism sector and the increased



income levels of the Sri Lankan people. Also, the
notable growth in construction industry had an
impetus on increase in demand for paints and
varnishes thereby positively affecting the growth
of that industry. Despite the drop in production
of rubber due to unfavourable weather condition,
value addition of rubber exports increased by
3.3 percent in 2013. The export income from
rubber declined by 43 percent to US$ 71 million
in 2013 due to decline in international prices and
lower international demand. The tax adjustments
introduced to discourage import of tyres and
thereby to promote local production also had a
positive impact on the growth of this sub sector.
However, during the year, income from export of
petroleum products contracted by 7.5 percent to
US$ 428 million in comparison to the previous
year and the decline in the production of refined
petroleum products negatively affected the
growth of this subsector.

Non-metallic mineral products, except petroleum
and coal products, sub sector, which accounted
for 0.6 percent of GDP, recorded a moderate
growth of 5.6 percent in 2013 in comparison

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

to 6.5 percent in 2012. Increasing demand
for glass and glass products and cement
conseqguent to the increased domestic
demand in line with the higher growth in
construction industry mainly contributed

for this growth. Meanwhile, the decline in
the production of porcelain and ceramic
products and polished diamonds lowered
the growth rate of this sub sector. However,
the export income from ceramic products
grew by 13 percent to US$ 40 million in 2013.
Fabricated metal products, machinery and
equipment products grew by 8.8 percent

in 2013 compared to 5.1 percent in pervious
with a to 1.3 percent contribution to the GDP.
Production of fabricated metal products
increased with the substantial improvements
in commercial activities in ship building

and repairing. This was contributed by the
increased demand for small and medium
scale boats with the improvements in
tourism activities and increased leisure and
entertainment activities and also by the
increased demand for fishing boats with the
expansion of fishery industry.

Table 4.6 > Manufacturing Sector Statistics

Value Addition Number of Projects

Category (Current Prices) Rs. Mn. Approved by BOI
2010 2011 2012 2013 2010 2011 2012 2013
Food, Beverages and Tobacco Products 458,151 537,691 610,891 697,903 28 7 17 7
Textiles, Apparel and Leather Products 172,726 207,578 239,351 268,431 30 22 n 7
Wood and Wood Products 1,786 2,580 2,908 3,253 1 2 3 1
Paper and Paper Products, Publishing and Printing 7,653 8,466 9,372 10,235 3 1 - -
Chemical, Petroleum, Coal, Rubber and Plastic Products 170,000 207,654 235,515 263,842 n 7 8 10
Non-Metallic Mineral Products 27,865 32,167 35991 38,920 8 1 14 7
Basic Metal Products 1,826 219 2,399 3,017 - - - -
Fabricated Metal Products, Machinery and Transport 72,990 82,852 93,261 112,202 18 3 6 4
Equipment
Manufactured Products (n.e.s.) 3,410 3149 3,545 4,550 16 5 16 10

Sources: Department of Census and Statistics and Central Bank of Sri Lanka
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Small Industry

The small industry, which comprised of small
scale industries, accounted for 1.0 percent of
GDP and grew by 5.1 percent in comparison to
4.6 percent in 2012. In order to promote small
scale livelihood development industries, the
government implemented various programmes
such as "Divi Neguma" programme, "Industrial
Production Village" programme and various
other programmes to provide training needs
as well as financial and advisory support while
providing tax exemptions to reduce the cost
of production. These encouragements and the
increased demand for handicrafts and similar
products with the improvements in tourism
sector, contributed to the growth in the small
industry.

Electricity, Gas and Water

The value addition by the electricity, gas and
water sub sector, which accounted for 2.4
percent of GDP, grew significantly by 10.3
percent in 2013 compared to 4.2 percent in 2012.
This was achieved mainly by the 11.3 percent high
growth in electricity production which accounted
for 2.2 percent of GDP, in comparison to the

4.3 percent growth in 2012, resulting from the

significant growth of hydropower generation
by over 110 percent following the 28.6 percent
contraction in 2012, due to favourable weather
conditions. With the enhanced reliance on
hydropower, the high cost thermal power
generation contracted by 42.8 percent in
comparison to the significant 22.9 percent
increase in the usage of thermal power in the
previous year. Addition of the Upper Kothmale
hydropower plant to the national grid during the
second half of 2012 also contributed to the high
value addition in the electricity generation from
hydropower in 2013.

The gas subsector grew by 1.6 percent in
2013 following the 5.1 percent growth in 2012,
reflecting the increased demand for LP gas
for domestic and industrial purposes. Value
addition in the water sub sector grew by 3.4
percent with the increase in water supply

by the National Water Supply and Drainage
Board by 4.0 percent in volume terms in 2013.
This was supported by the increase in new
water connections by 7.6 percent to 1,707,747
benefiting from the many water supply
development projects implemented by the
government throughout the country.

Table 4.7 > Private Sector Industrial Volume Index (2010 =100)

Description 2010 20M 2012 2013
Food Products 100.0 108.5 108.5 105.3
Beverages 100.0 10.2 107.4 103.0
Tobacco Products 100.0 106.0 99.9 96.7
Textile 100.0 99.8 113.9 128.5
Wearing Apparel 100.0 Nn3.8 8.5 126.5
Leather and Related Products 100.0 94.0 931 98.3
Wood and Products of Wood 100.0 107.9 98.4 n4.6
Paper and Paper Products 100.0 89.0 98.8 127.0
Printing and Reproduction of Media 100.0 100.5 106.3 110.3
Refined Petroleum Products 100.0 106.3 81.3 83.4
Chemical and Chemical Products 100.0 67.5 77.6 741
Pharmaceuticals 100.0 133.0 138.8 185.1
Rubber and Plastic Products 100.0 116.6 116.9 118.2
Non-metallic Mineral Products 100.0 ne.7 Nn7.5 103.2
Basic Metals 100.0 10.2 99.0 100.0
Fabricated Metal Products 100.0 89.6 m.7 136.5
Electrical Equipment 100.0 98.7 98.4 107.6
Overall Industrial Production Index 100.0 107.2 108.8 109.6

Source: Central Bank of Sri Lanka
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Construction

Construction industry, which accounted for 8.7
percent of GDP in 2013, recorded a 14.4 percent
growth, following a 21.6 percent growth in 2012.
This noteworthy improvement in the construction
activities was driven by the increased investment
by the public sector as well as the private

sector. Public sector investment in construction
activities expanded covering a wide range

of infrastructure development activities, viz.,
development of ports and airports, railways

and road network, including highway projects
such as Phase Il of the Southern Expressway,

the Colombo - Katunayake Expressway, the
Colombo Outer Circular Highway Project and the
Northern Railway Project, power generation and
water supply, housing development, improving
irrigation systems and communication network,
towards upgrading the country to the expected
level of development. The public investment as a
share of GDP accounted to 5.5 percent and grew
by 8.4 percent in nominal terms in 2013 over the
previous year. In tandem with the expansion in
the public sector investment followed by the
investor confidence bolstered by the peaceful
environment in the country, private sector
investment activities grew by 9.7 percent in 2013
and accounted for 22.7 percent of GDP with

the improved commercial activities, particularly
in the areas of hotels sector, communication

and housing development. This improvement
was achieved benefiting from the development
friendly environment in the country and tax
exemptions granted for investments as well as for
import of construction machineries, equipment
and materials. This could also be witnessed
through the increase in import of investment
goods which accounted for 23.6 percent of total
imports out of which import of building materials
alone increased by 9.7 percent in value terms
and by 11.9 percent in volume terms accounting
for 7.5 percent of total imports in 2013. Further,
loans and advances by commercial banks to
private sector construction activities witnessed
an increase of 16.6 percent reaching 15.2 percent
of total commercial loan advances to the private
sector in 2013.
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Services

Services sector accounted for 58.1 percent of
GDP in 2013 and recorded a higher growth of

6.4 percent in comparison to 4.6 percent growth
recorded in 2012. Notably, benefiting from the
conducive environment for improved economic
activities throughout the country, all forms of
services contributed positively to this growth.
The moderate growth in domestic trade and
banking, insurance and real estate services, which
accounted for 11.0 percent and 8.7 percent of GDP,
respectively had an impetus for the growth of the
services sector. The strong recovery of external
trade activities due to the improvements in the
global economy together with the expansion of
import trade, which accounted for 8.1 percent
and 7.8 percent of GDP, respectively contributed
to the higher growth rate of 2.9 percent in

2013 compared to 1.0 percent growth in 2012.
The hotels and restaurants sector continued to
record a healthy growth of 22.3 percent, while
the banking, insurance and real estate grew by

a moderate 5.9 percent mainly due to the slow
growth in the private sector credit. Further, the
significant growth rates recorded by post and
telecommunication, government and private
services also helped the expansion of the services
sector in 2013.

Wholesale and Retail Trade

Wholesale and retail trade which comprised of
import, export and domestic trade activities,
accounted for 22.7 percent of GDP and recorded
a relatively higher growth of 5.5 percent in
comparison to 3.7 percent in the previous year.
Import trading activities recorded a relatively high
growth of 2.9 percent in comparison to 1.0 percent
growth in 2012, and accounted for 7.8 percent of
GDP. However, the growth in this sector remained
low compared to the average growth before 201
period. During the year, US$ 3,183 million worth
of consumer goods, representing 17.7 percent of
the total imports, were imported and recorded

a 6.3 percent growth over the previous year. The
expenditure on fuel imports declined significantly
to US$ 4,308 million from US$ 5,045 million in
2012 mainly due to the declined usage of fuel for
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thermal power generation. Further, the import of
fertilizer also declined from US$ 311 million to US$
239 million in the corresponding year mainly due
to the use of existing stocks. Consequently, the
share of intermediate goods imports declined to
58.6 percent and amounted to US$ 10,554 million
in 2013 from 60.3 percent or US$ 11,578 million

in 2012. Further, there was a 9.7 percent increase
in the import of building materials to US$ 1,357
million in 2013 from US$ 1,237 million in 2012
reflecting the expansion in the construction sector
although the total investment goods imports
declined by 7.3 percent to US$ 4,253 million in
2013. Conseqguently, the total value of imports

in 2103 contracted by 6.2 percent to US$ 18,003
million compared to US$ 19,190 million in the
previous year. This was reflected in the relatively
slower growth in the import related trade in 2013.

Export trade sub sector recorded a significant
growth of 6.7 percent in 2013 in comparison

to subdued 0.8 percent growth in 2012 and
accounted for 3.9 percent of GDP. Gradual
improvements in the global economy, including
the United States and the Eurozone, which are
main export destinations for Sri Lanka, supported
this growth. This expansion in the external
demand, particularly during the second half of the
year, resulted in an enhancement in the growth

in export volumes and thereby the export trade
related activities in the second part of the year
after months of contractions in the first part

of 2013. The export volumes reflected positive
developments particularly during the second

half of the year and the export volume index also
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showed a positive development in contrast to
the contraction recorded in the previous year.
Industrial exports dominated the export trade
subsector due to the significant share of textile
and garment exports.

The domestic trade services recorded a

6.9 percent growth in 2013 in comparison

to 6.8 percent growth recorded in 2012

and accounted for 11.0 percent of GDP. The
performance in the domestic trade services
partly reflected the lagged effect of the
measures adopted in early 2012 to curtail
imports and reduce domestic demand and
subsegquent improvement as a result of the
gradual relaxation of those polices. The support
extended by the government to Agriculture and
industry sectors, mainly to Small and Medium
Enterprises (SMEs) through the provision of
tax concessions, encouragement of import
replacement activities, implementation of
livelihood programmes, such as Divi Neguma,
helped the expansion of the domestic trade
sub sector. The slowdown in imports coupled
with the expansion in the domestic demand
also affected positively on this sub sector.
Consequently, there was an increase in the
growth in local manufacturing goods by 7.9
percent in 2012 in comparison to 5.2 percent in
2012 and in particular, the enhanced production
of agriculture crops, such as paddy, during the
Yala season benefiting from favourable weather
conditions, helped to maintain the growth in the
domestic trade services at a level almost similar
to the previous year.
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Table 4.8 > Sectoral Distribution of GDP Growth (%) - Constant (2002) Prices

Sector 2005 2006 2007 2008 2009 2010 20M 2012 2013(a)
Agriculture 1.8 6.3 3.4 7.5 3.2 7.0 1.4 5.2 4.7
Tea 3.0 -2.0 -1.8 4.2 -8.4 13.8 -1.2 0.3 3.6
Paddy 23.6 2.9 -6.2 231 -5.1 17.5 -8.4 -1.6 19.5
Minor Export Crops 16.3 2.2 5.1 =21 52 35.6 -19.0 -5.0 8.5
Livestock 2.3 8.1 7.9 5.6 6.2 2.9 7.3 6.4 6.3
Other Food Crops 5.4 3.0 4.4 4.7 7.0 4.4 2.4 91 4.3
Fisheries -43.0 53.5 15.6 9.9 6.9 12.2 15.5 9.3 6.2
Industry 8.0 8.1 7.6 5.9 4.2 8.4 10.3 10.3 9.9
Agriculture Processing 1.4 0.8 2.4 5.3 0.7 5.8 0.9 6.5 0.6
Factory Industry 6.4 57 6.7 5.0 3.4 7.5 8.3 5.2 7.9
SMEs 6.3 57 5.6 4.5 3.3 5.5 7.0 4.6 51
Electricity 16.3 16.2 4.6 3.9 3.7 8.2 9.6 4.3 1.3
Construction 9.0 9.2 9.0 7.8 5.6 9.3 14.2 21.6 14.4
Services 6.4 7.7 71 5.6 3.3 8.0 8.6 4.6 6.4
Trade 6.4 71 6.1 4.7 -0.2 7.5 10.3 3.7 5.5
Hotel -14. 2.5 -2.3 -5.0 13.3 39.8 26.4 20.2 22.3
Cargo handling 10.3 20.0 8.8 8.0 0.4 16.8 7.2 5.7 3.1
Post & Telecommunications 36.0 21.6 21.5 22.3 n.7 13.2 13.4 7.9 1.4
Finacial Services 7.0 8.5 8.7 6.6 5.7 7.5 7.9 6.7 5.9
Government Services 54 5.0 6.0 5.7 5.9 54 1.2 1.4 2.8
Private Services 6.4 7.8 7.8 6.5 5.8 5.8 7.2 5.5 7.3
GDP 6.2 7.7 6.8 6.0 3.5 8.0 8.2 6.3 7.3

Source: Department of Census and Statistics
(a) Provisional
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Hotels and Restaurants

Reflecting the peaceful climate, bio diversity
and positive outlook, Sri Lanka has emerged as
an attractive tourist destination in the region
with a strong potential to grow with backward
linkages to all sectors in the economy.
Attesting this, the hotels and restaurants
sector, which accounted for 0.8 percent of GDP
in 2013, maintained its high growth momentum
by recording a 22.3 percent growth in 2013
following the equally high growth rates of

20.2 percent in 2012 and 26.4 percent in 2011.
Tourist arrivals increased by 26.7 percent to
over 1.27 million in 2013 exceeding the target
of 1.2 million tourists with a significant increase
in arrivals from the Europe, the USA, Canada,
Asia and Australia. Significant increases were
recorded in the arrivals from non-conventional
markets such as China and Eastern Europe, due
to the efforts made by the relevant authorities,
including the Sri Lanka Tourism Development
Authority (SLTDA). The earnings from tourism
also increased by 64.4 percent to US$ 1.7
billion in 2013, exceeding the target of US$ 1
billion.

Recognizing the potential in the tourism
industry, the government is taking many
efforts to develop this promising sector at a
rapid pace with the collaboration of private
sector players and foreign investors aiming
at attracting 2.5 million tourists by 2016 with
increased earnings of US dollars 2.75 billion
as indicated in the National Tourism Strategy
introduced in 2011. In order to enhance the
accommodation capacity of the growing
number of tourists, many internationally
renowned luxury hotel chains, including
Shangri-La, Sheraton, Hyattas well as well-
established local names are in the process
of establishing or enhancing their presence
in the country. The improved infrastructure,
including airports, ports, expressways,
highways, Colombo City beautification project
and the development of many places, including
Pasikuda, Kuchchaveli, Kalpitiya, Dedduwa
and Yala as tourist attractions etc. will also
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be conducive for the expansion of the hotel
and tourism sub sector thereby enhancing its
contribution to the national economy in the future.

Transport and Communication

Transport and communication services sub
sector, which is comprised of transport, cargo
handling, ports and civil aviation services, and
post and telecommunication services, accounted
for 14.6 percent of GDP and recorded a
significant growth of 9.4 percent in comparison
to 6.2 percent growth in the previous year. This
was largely due to the increase in passenger and
goods transport services, which accounted for
12.0 percent of GDP and grew by 9.4 percent

in 2013 in comparison to 6.0 percent growth

in 2012 due to increase in demand due to high
domestic mobility in the peaceful environment,
development of the transport network in the
country, and improvement of the rolling stock
of the public transport services. The growth

in transport services was mainly driven by the
improvements in passenger transport services.
Railway transport services, which accounted for
0.1 percent of GDP, recorded a moderate growth
of 2.2 percent in 2013 compared to 4.9 percent
growth in 2012. Passenger kilometers run by Sri
Lanka Transport Board, private bus operators
and SriLanka Railways increased by 2.5 percent,
2.7 percent and 24.2 percent, respectively in
2013. Passenger kilometers flown by Sri Lankan
Airlines in 2013 amounted to 12,988 million

km, which was significantly supported by the
increased tourist arrivals with the revival in the
tourism sector. Resulting from the moderate
growth in import and export trade activities,
cargo handling services of ports and civil
aviation services recorded a 3.1 percent growth
in 2013 in comparison to 5.7 percent in 2012 and
accounted for 0.7 percent of GDP.

In 2013, although the total number of vessels
arrived declined by 3.6 percent to 4,024, total
cargo handled increased by 1.9 percent to 66.3
million metric tons. Further, total container
throughput increased by 2.8 percent to 4.3
million TEUs and transshipment container



throughput, including re-stowing, also increased
by 3.4 percent to 3.3 million TEUs. Meanwhile,
the air cargo services also grew by 2.0 percent
to 100 million kg in 2013.

Post and telecommunication services, which
accounted for 2.0 percent of GDP, recorded

a high growth of 11.4 percent over the 7.9
percent in 2012. Postal services operated
amidst increasing competition from alternative
communication modes while the growth in
telecommunication services continued. Total
number of subscribers for cellular phones was
over 20.3 million, while fixed access telephone
services declined by 21.5 percent to 2.7 million in
2013 due to the decline in wireless subscribers,
with a slight increase in wireline subscribers.
As a result, telephone density, decreased

by 3.9 percent to 112.4 per 100 persons. The
significant increase in internet connections
and mobile broadband subscribers continued
in 2013 by recording a 47.3 percent increase

to 2,011,600 subscribers. Continued growth in
telecommunication services is supported by
increased investment in telecommunication
infrastructure by private and public sector
with the expansion in economic activities

as well as increased investor confidence
coupled with the tax concessions granted on
importation of required equipment. Further,
increased demand for internet and broadband
services with the increased trend in use of such
services as well as the policies on developing
the country as a acknowledge hub and e-Sri
Lanka initiative which is used to strengthen the
institutional framework to enhance delivery

of government services also supported the
growth in telecommunication services. Further,
the Department of Posts launched the tele-
mail service, replacing the telegram service and
commenced the Sri Lanka Speed Post Courier
service as a pilot project in 2013 for providing
better and efficient service to their customers.
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Banking, Insurance and Real Estate
Banking, insurance and real estate services
sub sector recorded a moderate growth of 5.9
percent in comparison to 6.7 percent in the
previous year and contributed to 8.7 percent
of GDP in 2013, partly reflecting the impact

of policy package introduced in early 2012

to ensure macroeconomic stability and the
subsequent easing of the monetary policy.
Financial system stability was strengthened
further under the supervision of the Central
Bank of Sri Lanka in a challenging domestic
and global environment. In 2013, total number
of bank branches and outlets in the country
was 6.487 while the number of registered
Finance Companies and Leasing Companies
was 48 and 10, respectively. Total number of
credit cards users increased by 6.7 percent

to 951,320 in 2013. The banking sector
reported an after tax profit of Rs. 74.6 billion
for 2013, compared to the profit after tax of
Rs. 82.7 billion recorded for 2012 reflecting

a contraction by 9.7 percent in 2013 due to
sharp decline in pawning advances as a result
of the decline in international gold prices and
decline in the interest rates. The operations of
non-bank financial institutions (NBFIs), which
comprised of licensed finance companies and
specialized leasing companies representing 7
percent of Sri Lankan’s financial system, posted
an after tax profit of Rs. 8 billion compared to
Rs.15 billion in 2012, reflecting nearly 47 percent
decrease due to fluctuations in the market
prices of gold and relatively high lending rates
offered by NBFIs during 2012, which also led
to an increase in non-performing loans. There
were 21 insurance companies operating in Sri
Lanka which are registered with the Insurance
Board of Sri Lanka (IBSL). The before tax profit
of the insurance sector in 2013 was increased
by 1.4 percent to Rs.13.5 billion reflecting an
improvement in the insurance sector in the
country.
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Table 4.9 > Selected Indicators of Service Sector

Indicator 2005 2006 2007 2008 2009 2010 20M 2012 2013(a)
Port Services

Vessels Arrived * 4139 4,469 4,710 4814 4592 4,075 4,358 4,178 4,024
Total Cargo Handled (MT '000) 37,300 42,661 46,344 50,582 48,778 61,240 65,097 65030 66,292
Total Container Traffic (TEU 'O00) 2,455 3,079 3,381 3,687 3,464 4137 4,263 4,187 4,306
Transshipment Container ** (TEU '000) 1,716 2,330 2,578 2,874 2,712 3,205 3,216 3,67 3,274
Telecommunication Sector

Fixed Telephone Lines (No '000) 919 910 932 934 872 897 942 999 1,062
Cellular Phones (No '000) 3,362 5,412 7983 11,083 14,264 17,247 18,319 20,324 20,315
Wireless Phone (No '000) 325 974 1,810 2,513 2,564 2,638 2,667 2,450 1,645
Internet (No. of Subscribers '000) 15 130 202 234 240 502 845 1,366 2,012
Health Sector

Private Hospitals n.a n.a ns 135 161 172 186 197 206
Public Hospitals 606 604 619 612 555 568 592 593 607
No of Beds (Government) 61,937 61,835 66,430 66,835 68,905 69,501 69,731 73,437 79,820
No of Doctors(Government) 12,692 13,276 14,060 15185 15,930 16,492 18,299 18,252 19,847
No of Nurses (Government) 20,332 20,912 22,088 22,977 26,351 27,494 29,234 30,217 30,892
Financial Sector

Bank Branches and other Outlets 2,279 4,128 4,961 5,427 5,697 5,913 6,184 6,374 6,487
Credit Cards in Use 629,740 810,179 905,561 929,112 840,905 778,544 862,352 891170 951,320
Registered Finance Companies 28 29 32 34 35 36 39 47 48
Registered Leasing Companies 18 18 20 22 21 21 16 13 10
Tourism Sector

Tourist Arrivals 549,308 559,603 494,008 438,475 447,890 654,476 855,975 1,005,605 1,274,593
Tourist Earnings (US$ Mn.) 362 410 384 320 349 575 830 1,039 1,708
Annual Room Occupancy Rate 455 47.8 46.2 43.9 48.4 70.1 771 71.2 71.7
Transport Services (New Registrations)

Buses 2,069 3,346 2,637 1180 739 2,491 4,248 3,095 1,805
Cars 17,283 27578 22,603 20,237 5,762 23,072 57,886 31,546 28,380
Dual Purpose Vehicles 6,851 7,245 5,193 2,856 1,280 1,712 33,518 37,397 24,603
Goods Transport Vehicles - Lorries 14,262 20,436 18,408 14,038 8,225 11,845 14,818 12,266 5,872
Motor Cycles 130,696 156,626 182,508 155,952 135,421 204,811 253,331 192,284 169,280
Three Wheelers 41,085 64,466 43,068 44,804 37,364 85,648 138,426 98,815 83,673
Land Vehicles - Tractors 15,597 19,040 21,346 24,357 13,951 17,363 20,073 18,450 10,772
Land Vehicles - Trailers 1,826 1,785 2,129 1,775 1,333 2,301 3,121 3,442 2,266

Sources: Sri Lanka Ports Authority, Telecommunications Regulatory Commission of Sri Lanka, Ministry of Health, Department of Motor Traffic,

Sri Lanka Tourism Development Authority, Central Bank of Sri Lanka

(a) Provisional

* Excluding of Sailing craft, Naval Vessels, Fishing trawlers, Yatch & Dredgers

**Including Re-Stowing
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4.3 Domestic Demand and Supply

As Sri Lanka’s domestic demand (absorption),
consisting of consumption, fixed capital
formation and changes in inventories, is higher
than the country’s own production of goods
and services, the country generally runs a
deficit in trade in goods and services. In 2013,
the domestic demand as a percentage of GDP
declined to 109.5 from 113.7 percent in 2012.
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10.7 percent compared to 18.3 percent in the
previous year and accounted for 29.6 percent
of GDP reflecting a decline from 30.6 percent
in 2012. Private investments declined to 22.7
percent of GDP from 23.7 percent in 2012

while the Government and Public Enterprises
Investment remained unchanged at 6.9 percent
in 2013. The improved investor confidence,
supported by improved business environment
and stable macroeconomic conditions in

Table 410 > Domestic Demand, Supply and Trade Balance

Current Market Prices Change Ratio to GDP

Item (Rs. Bn.) (%) (%)
2012 2013 2012 2013 2012 2013
Domestic Demand 8,614 9,499 14.9 10.3 13.7 109.5
Consumption 6,296 6,934 13.7 10.1 831 79.9
Private 5,275 5,798 15.5 9.9 69.6 66.8
Government 1,021 1137 55 1.3 13.5 131
Investment 2,318 2,565 18.3 10.7 30.6 29.6
Private 1,794 1,969 15.8 9.8 23.7 227
Government 524 596 27.9 13.7 6.9 6.9
Net External Demand (Trade balance) (1,035) (827) 8.7 (20.) Q3.7) (9.5)
Export of Goods and Services 1,730 1,949 14.7 12.7 22.8 22.5
Import of Goods and Services 2,765 2,776 12.4 0.4 36.5 32.0
Domestic Supply = GDP 7,579 8,674 15.8 14.4 100.0 100.0

Sources: Department of Census and Statistics and Central Bank of Sri Lanka

In 2013, total consumption increased by

10.1 percent in comparison to 13.7 percent
increase in the previous year. Both domestic
consumption as well as domestic investment
demand increased, albeit at a slower pace,
facilitating the growth process. Private
consumption increased by 9.9 percent due

to the expansion in the economic activity
benefiting from the relatively low interest rates,
improved financial market conditions and
increase in workers’ remittances and amounted
to 66.8 percent of GDP in 2013 compared to
69.6 percent in the previous year. The growth in
the government consumption was mainly due
to the increase in salaries and allowances.

Total investment grew by a slower rate of

the country while reflecting the use of new
opportunities, particularly in such areas as
tourism and hotel industry, manufacturing,
telecommunications etc. helped maintain the
growth momentum of the private investments.
The continuation of major infrastructure
development projects helped the growth in
government investment.

The domestic demand increased by 10.3
percent in 2013 in comparison to 14.9 percent
in 2012. Despite the expansion in the domestic
demand, the demand for imports recorded
only a marginal increase of 0.4 percent.
Consequently, import of goods and services
as a percent of GDP declined to 32.0 percent
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from 36.5 percent of GDP in 2012. The exports
of goods and services remained almost
unchanged accounting for 22.5 percent in
comparison to 22.8 percent recorded in the
previous year.

Trade Balance

The net external demand as reflected in the
trade deficit declined further to 9.5 percent

of GDP from 13.7 percent and 14.6 percent in
2012 and 2011, respectively, primarily reflecting
the policy measures adopted in early 2012

to ensure external sector sustainability. The
maintenance of the export to GDP ratio almost
at the previous year level was an achievement

given the challenging external environment.
Further improvement in export is essential
through a concerted effort while taking import
replacement measures to reduce expenditure on
imports.

Aggregate Supply

The aggregate supply, which comprises with

gross domestic production (GDP) and the use

of imports for consumption, formation of fixed
capital assets, inventories as well as raw materials
for export industries, increased by 10.7 percent in
comparison to 14.9 percent in 2013. The aggregate
supply as a percentage of GDP was 132.0 percent
in comparison to 136.5 percent in 2012.

Table 411 > Aggregate Supply and Use of Goods and Services

it (Rs. Bn.) Growth (%) % of GDP
em
2012 2013 2012 2013 2012 2013
Aggegate Demand 10,344 1,450 14.9 10.7 136.5 132.0
Domestic Demand 8,614 9,500 14.9 10.3 n3.7 109.5
External Demand = Export of Goods and Services 1,730 1,949 14.7 12.7 22.8 22.5
Aggegate Supply 10,344 1,450 14.9 10.7 136.5 132.0
Gross Domestic Product 7,579 8,674 15.8 14.5 100.0 100.0
Import of Goods and Services 2,765 2,776 12.4 0.4 36.5 32.0
Trade Gap of Goods and Services (1,035) (827) 8.8 (20D (13.7) (9.5)
Share of Imports in Aggegate Supply (%) 26.7 24.2

Sources: Department of Census and Statistics, Central Bank of Sri Lanka
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The value of the total supply of goods and
services or GDP increased by 14.5 percent while
the growth in import of goods and services
decelerated significantly to 0.4 percent from
12.4 percent in 2012. The share of imports in
aggregate supply also declined to 24.2 percent
in 2012 in comparison to 26.7 percent in the
previous year. This mainly reflected the decline in
the import demand over and above the domestic
production while reflecting the impact of policy
measures adopted in 2012 to rationalize imports,
lower expenditure on fuel imports as well as
subdued commodity prices in international
markets.

Meanwhile, the domestic output contributed to
cater to about 75.8 percent of the total domestic
requirement of goods and services in 2013 in
comparison to 73.3 percent in the previous

year. This reflected a gradual enhancement in
the domestic production as well as the further
potential available in the country to promote
import replacement economic activities. The
government has already created conducive
environment for the growth of domestic
economy through the provision of various
incentives, including tax concessions. The
country imports agricultural products spending
about US$ 1,100 million and pharmaceutical
products of about US$ 375 million, which
provides a significant scope to enhance domestic
production. The country’s energy related
product imports cost about US$ 5,000 million
emphasizing the need for investing in energy
saving mechanisms and alternative energy
sources to save this significant outflow of foreign
exchange while contributing to the national
economy. It is important to identify several

key items that Sri Lanka has the advantage in
increasing domestic production and promote
those items to get the maximum outcome of
such a policy.
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Aggregate Demand

The aggregate demand, the domestic demand
and the export of goods and services,

increased by 10.7 percent in 2013 and external
demand as a percentage of GDP, remained
almost unchanged at 22.5 percent in 2013 in
comparison to 22.8 percent in 2012. In absolute
terms however, exports have increased to US$
10,394 million from US$ 9,774 million in 2012.
The gradual recovery of the global economy and
the resultant increase in the external demand,
various incentives given by the government

to the export sector, favourable domestic
macroeconomic conditions and efforts made

by exporters to improve their own productivity
have mainly helped to achieve this improvement.

There is a strong need of promoting exports to
enhance the country’s foreign exchange earning
capacity to reduce trade deficit in the medium
to long run. This can be realized by continuing
the progress achieved in 2013 by getting the
benefit of higher external demand that would
emanate in the medium term, particularly

from the recovery of the US and the European
economies. At the same time, use of existing
Free Trade Agreements (FTAs) with regional
economies and preferential agreements as

well as the effective use of proposed FTA with
China will have to give the priority to enhance
exports while continuing the search for new
markets for Sri Lankan products. This has to be
complemented through a comprehensive export
strategy which includes maintain in greater
flexibility in exchange rates, diversification of
products, while trying to strongly work to be
among the top countries of exporting a few

key products in the world, enhancing research
& development and innovation to improve
productivity and efficiency, increasing high-tech
exports, and improving the value added and
services exports.
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4.4 Investment and Savings

Total gross investment of the country accounted
for 29.6 percent of GDP in 2013 in comparison

to 30.6 percent in 2012. The private sector
investment, which accounts for about 77

percent of total investment, continued its strong
performance recorded since 2010 recovering
from the weak performance experienced in 2009
due to the recessionary conditions, declined
marginally to 22.7 percent of GDP from 23.7
percent in the previous year. Meanwhile, public
investment declined to 5.5 percent of GDP in
2013 in comparison to 5.9 percent in the previous
year.

In 2013, private investments grew by 10.7 percent
in comparison to 18.3 percent growth recorded in
the previous year. The growth in investments in
both residential and other construction activities
including hotels and tourism, telecommunication
as well as infrastructure development projects
helped achieve this growth. The continued
growth in private sector investments benefiting
from the easing of the monetary stance adopted
in 2013 in order to promote domestic investments
and the improved investor confidence, which

helped achieve foreign investments were the
major reasons for this improvement. The growth
in the investment sector is reflected in the import
of investment related raw materials, including
machinery and equipment, and building materials
in to the country.

Within the private sector investments, major
investments were in such areas as housing,
condominium projects and mega hotel
developments. In 2013, Foreign Direct Investment
(FDI) inflows including loans increased to

US$ 1,421 million from US$ 1,382 million in the
previous year. The FDI flows were mainly for the
infrastructure development, housing property
development, construction of shops & office
complexes, telephone and telecommunication
network and port container terminals, textile,
wearing apparel and leather products, chemical,
coal, petroleum, non-metallic mineral products,
and rubber products as well as various service
sector areas. China, Malaysia, Hong Kong,
Netherlands, Singapore, and UAE were the
major FDI contributors in 2013 in terms of origin.
Meanwhile, the government investments were
directed towards the development of national,
regional and rural infrastructure development.

Table 412 > Invetment and Savings

Rs. Bn % of GDP

Item
2012 2013 2012 2013
Domestic Investment 2,318 2,565 30.6 29.6
Private 1,794 1,969 23.7 22.7
Public Enterprises 80 ns 11 1.3
Government 444 481 5.9 55
Domestic Savings 1,283 1,739 16.9 20.0
Private 1,362 1,806 18.0 20.8
Government 79) (67) 1.0) (0.8)
Investment - Domestic Savings Gap 1,035 826 13.6 9.5
Net Factor Income From Abroad (155) (235) (2.0) 2.7)
Net Foreign Private Transfers 688 729 9.1 8.4
National Savings 1,816 2,233 24.0 25.7

Source: Department of Census and Statistics
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The government expects to move the economy
from a consumption driven expansion to a
savings and investments-driven real economy
in the medium term. In this context, there is
significant space to enhance investments in

Sri Lanka’s growing economy, particularly in
the areas of infrastructure development, hotel
and tourism, renewable energy, pharmaceutical
industry, light industries, IT/BPO services,
international professional/consultancy
services. The expected improvement in the
domestic private investments, FDI and portfolio
investments, which will be complemented by
the mobilization of a large amount of project
related funds from development partners, will
help enhance the level of investments of the
country to sustain higher economic growth in
the medium term.

In 2013, the domestic savings to GDP ratio
improved by 3.1 percentage points to 20.0
percent (Rs. 1,739 billion) from 16.9 percent
(Rs. 1,283 billion) in the previous year. This

was entirely driven by the increase in private
savings by 2.8 percentage points to 20.8
percent as there was government dis-savings
of 0.8 percent of GDP, which was declined from
1.0 percent of GDP in 2012 and 3.7 percent

in 2009. The improvement in the domestic
savings was reflected in the narrowing down of
the country’s trade deficit consequent to the
considerable decline in the value of imports and
an encouraging growth in exports. Benefiting
from the increase in domestic savings, the
national savings, which is the sum of domestic
savings, net foreign private transfers and net
factor income from abroad, increased to 25.7
percent of GDP in 2013 from 24 percent in the
previous year. This was also supported by the
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decline in the net foreign private transfers to 8.4
percent of GDP from 9.1 percent in 2012 despite
the deterioration of net factor income from
abroad to 2.7 percent of GDP from 2.0 percent
in the previous year due to higher interest
payments and had a dampening effect on the
national savings. Workers’ remittances, which
continued to dominate the foreign private
transfers showed an improvement continuously,
are expected to increase further in the future
benefiting from the gradual increase in the
migration of skilled labour.

The savings - investment gap continued to
narrow reaching 3.9 percent of GDP in 2013 from
6.6 percent in 2012 and 7.8 percent in 2011, as
reflected in the sustained improvement in the
external current account balance. The generation
of a revenue surplus in the government budget
and the reduction of losses in state owned
business enterprises expected in the medium
term are expected to reduce the country’s savings
- investment gap further in the medium term.

Chart 4.7 > Savings - Investment Gap
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4.5 External Sector Developments

The external sector improved in 2013 as well
reflecting the lagged effect of the fiscal and
monetary policy measures adopted since early
2012 to address the potential instability in the
overall performance of the external sector

and decline in external reserves'. The deficit

in the trade account narrowed significantly

in 2013 with the significant increase in the
earnings export and the decline in expenditure
on imports. The increase in international
demand due to the gradual recovery of global
economy and the impact of greater flexibility
in the exchange rate which augmented the
export competitiveness of the country mainly
supported the growth in exports. The decline in
the import expenditure was mainly due to lower
petroleum imports during the year. The strong
growth in the inward workers’ remittances and
earnings from tourism helped offset about

two thirds of the deficit in the trade account.
This, together with an increase in the receipts
from other services helped reduce the current
account deficit or the savings-investment gap
to US$ 2,607 million (3.8 percent of GDP) from
US$ 3,982 million (6.6 percent of GDP) in 2012
and 4,615 million (7.8 percent of GDP) in 2011.

The capital account recorded a lower amount of
net inflows of US$ 71 million in comparison to US$
130 million in 2012 due to the decline in the inflows
as capital transfers, including the capital grants
received by the government with the country’s
graduation to lower middle income country.
Foreign inflows by way project related inflows

to the government, investment in government
securities, foreign loans by banking and private
sector entities encouraged by the relaxation of
exchange control regulations, and FDI constituted
the inflows to the financial account.

Consequently, the balance of payments (BOP)
recorded a surplus of US dollars 985 million in
2013 in comparison to US$ 151 million in 2012.
As a result, the gross official reserves of the
country increased to US$ 7.5 billion from US$
6.9 billion by end 2012, which was equivalent

to 5 months of imports in comparison to 4.3
months of imports by end of the previous year.
The improvement in the reserve position helped
stabilize the domestic foreign exchange market
while improving the external sector outlook of
the country. Further adjustments in the trade and
current account deficits are important to sustain
these achievements, thereby strengthening the
external position further.

Table 413 > External Trade

US$ Mn.

Item 2005 2006 2007 2008 2009 2010 201 2012 2013(a)
Exports 6,347 6,883 7,640 8,1m 7,085 8,626 10,560 9,774 10,395
Agricultural Exports 1,250 1,424 1,647 1,976 1,836 2,305 2,528 2,332 2,583
Industrial Exports 4,948 5,401 5,937 6,112 5,228 6,097 7,992 7,371 7,748
Mineral Products 23 17 22 22 20 24 33 61 52
Unclassified 125 42 38 - - 199 7 10 12
Imports 8,863 10,253 11,296 14,091 10,207 13,451 20,269 19,190 18,003
Consumer Goods 1,289 1,550 1,664 2,007 1,565 2,476 3,654 2,995 3,183
Intermediate Goods 5,607 6,257 6,983 9,019 6,159 8,054 12,274 1,577 10,554
Investment Goods 1,937 2,400 2,597 2,852 2,093 2,758 4,286 4,590 4,253
Unclassified 31 48 52 213 390 162 54 28 14
Trade Deficit (2,516) (3,370) (3,656) (5,980) (3,122) (4,825) (9,709) (9,416) (7,608)

Source: Central Bank of Sri Lanka
(a) Provisional

"The policy package introduced in early 2012 to address the issue of potential external sector imbalances included the allowing of greater

exchange rate flexibility, increase of Central Bank policy interest rates in two occasions, initiatives introduced to limit the private sector

credit growth, upward revision of domestic petroleum, electricity and transport prices and the revision of tax structure related to importa-

tion of selected items, including motor vehicles.
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Trade Balance

The trade deficit narrowed in 2013 by 19.2
percent to US$ 7,609 million from US$ 9,417
million the previous year as a result of the
decline in imports by 6.2 percent and the
increase in exports by 6.4 percent. As a
percentage of GDP also, the trade deficit
declined to 11.3 percent from 15.9 percent in
2012. The decline in imports, which mainly
helped to reduce the trade deficit affected
the tax base and hence, the import based
government tax revenue increased by 7.4
percent to Rs. 494 billion in 2013.

Chart 4.8 > Growth in Exports & Imports and Trade Balance
(Quarterly)
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Exports

Earnings from exports recovered strongly by
6.4 percent to US$ 10,395 million in 2013 in
comparison to the 7.4 percent contraction
experienced in the previous year. The

gradual recovery of the global economy,
particularly the USA and the EU, which are

Sri Lanka’s traditional markets, and the
consequent expansion of demand, efforts

taken by exporters to improve productivity,
support extended by the government by way
of exchange rate depreciation, and lower

taxes and other incentives helped achieve

this improvement. Industrial exports, which
constitute a 75 percent of the total exports,
increased by 5.1 percent in 2013 in comparison
to the decline of 4.8 percent recorded in 2012
mainly benefiting from the significant 13 percent
growth in textiles and garments, which accounts
to about 43 per cent of total export earnings,
to US$ 4,508 million, mainly due to the vertical
and backward integration, acquisition of
specialized knowledge and greater emphasis on
activities at the higher end of the value chain.

Meanwhile, the earnings from the export of
rubber products increased by 3.3 percent to
US$ 887 million in 2013 in comparison to 2.8

Chart 4.9 > Trade Balance
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percent contraction in 2012 due to the increase
in the export of surgical and other gloves and
tyres and made the second largest contribution
to the growth in industrial exports. The export
of leather products and ceramic products

also contributed to this increase. However, the
exports earnings from gems, diamonds and
jewellery declined significantly by 20.3 percent
to US$ 446 million in 2013 mainly due to the
decline in the global demand and the sharp

fall in gold prices in the international market.
The earnings from the export of petroleum
products declined by 7.6 percent to US$ 428
million in 2013 mainly reflecting the decline in
international bunkering prices and the rising
competition from regional ports.

Meanwhile, total earnings from agricultural
exports increased by 10.7 percent to US$

2,581 million in 2013 mainly due to the 9.2
percent increase in the export of tea to highest
ever annual amount of US$ 1,542 million in
comparison to the 5.3 percent drop in 2012. The
increase in the average price of tea exported to
US$ 4.82 from US$ 4.41 was the main reason for

Table 414 > Value of Agricultural Exports

this increase in 2013 as the volume exported
remained almost unchanged at 320 million kg.

The earnings from the export of raw rubber
declined by 43 percent to US$ 71 million
mainly reflecting the increased usage of
rubber in the domestic market to produce
value added rubber products and the decline
in international rubber prices to US$ 3.02 per
kg in 2013 from US$ 3.35 per kg in 2012. The
earnings from exports of coconut products
declined by 1.9 percent to US$ 205 million

in 2013 despite the 7.5 percent growth in the
export of coconut kernel products such as
desiccated coconut as the earnings from non-
kernal products declined by 6.8 percent to US$
19 million over the previous year. The export
earnings from seafood increased by 18 percent
to US$ 234 million in 2013 from US$ 198 million
in the previous year. The export earnings

from other agriculture exports, including
spices, unmanufactured tobacco and Sesame
Seeds continued to increase while there were
declines in the earnings from some minor
agricultural exports.

US$ Mn

Category 2000 2003 2007 2008 2009 2010 20N 2012 2013 (a)
Tea 700 683 1,027 1,272 1,185 1,441 1,491 1,412 1,542
Black Tea 637 601 890 1,1 1,072 1,383 1,430 1,354 1,471
Bulk 393 338 535 643 616 567 534 512 561

Packets 180 183 235 321 301 607 667 640 693

Bags 64 81 121 147 156 209 229 203 217

Instant 8 1 9 1 10 13 15 1 15
Green Tea 3 8 22 29 29 44 46 47 56
Other 52 63 106 18 74 - - - -
Rubber 29 39 109 125 99 173 206 125 71
Sole Crepe - - - - 6 10 16 7 9
Latex and Other Crepe - - - - 25 63 102 58 38
Sheet Natural 13 22 59 69 46 67 63 38 14
Latex Natural 0.2 0.5 10 17 N 15 8 8 2
Block Rubber 14 14 25 23 2 1 2 1 1
Other 1 2 15 16 10 18 15 14 9
Coconut 121 93 M 171 166 166 266 209 205
Kernal Product 77 48 60 82 58 56 136 80 86
Other 44 45 81 89 108 10 130 129 19
Other Agricultural Exports 155 150 208 243 215 335 379 388 529
Seafood 128 93 163 165 171 192 185 198 234
Total 1,134 1,057 1,647 1,976 1,836 2,306 2,528 2,332 2,581

Sources: Sri Lanka Customs, Department of Trade and Investment Policy, Central Bank of Sri Lanka

(a) Provisional
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Table 4.15 > Value of Industrial Exports

US$ Mn
Category 2000 2003 2007 2008 2009 2010 20M 2012 2013 (a)
Textile and Garments 2,982 2,575 3,337 3,478 3,261 3,356 4,191 3,991 4,508
Garments 2,712 2,400 3144 3,284 3,120 3,178 3,986 3,784 4,265
Woven Fabrics 65 47 61 66 55 70 85 92 124
Yarn 32 23 45 44 42 50 57 58 58
Other Made Up Textile Articles 173 105 86 84 44 57 64 56 61
Natural Rubber Based Products 196 231 483 542 385 558 885 860 888
Rubber Tyres 101 121 309 337 213 336 569 540 551
Surgical Gloves and Other Gloves 62 73 m n7 n4a 137 181 177 195
Other Rubber Products 33 37 64 88 58 85 135 143 141
Petroleum and Chemical Products 128 100 248 326 208 356 671 580 548
Gems, Diamonds and Jewellery 334 346 474 514 402 409 532 559 446
Gems 143 13 105 76 69 70 95 18 130
Cut Diamonds 178 216 348 418 317 322 44 417 295
Jewellery 13 17 22 20 17 17 22 24 21
Machinery, Mechanical and 410 381 780 748 531 683 802 800 825
Other Industrial Exports
Food, Beverages and Tobacco 25 78 323 244 183 245 348 284 235
Milling Industry Products 8 9 48 62 40 71 142 90 37
Vegetable, Fruit and Nut Preparations 6 10 29 49 55 51 61 59 63
Cereal Preparations 1 2 7 n 9 n 19 20 25
Fish Preparations 1 1 1 1
Manufactured Tobacco 2 8 23 28 24 26 41 47 49
Other 9 48 215 93 54 85 85 67 61
Other/1 240 264 291 260 258 490 563 298 300
Total 4,315 3,975 5,937 6,112 5,228 6,096 7,992 7,371 7,749

Sources: Sri Lanka Customs, Department of Trade and Investment Policy, Central Bank of Sri Lanka

(a) Provisional
1/ Inlcuding unclassified exports
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Imports

Total expenditure on imports declined by

6.2 percent to US$ 18,003 million in 2013

over the previous year. The impact of policy
measures adopted in early 2012 to rationalize
imports to reduce the trade deficit, decline

in the expenditure on import of petroleum
products and subdued commodity prices in
the international markets mainly attributed to
this decline. The import expenditure on non-
petroleum imports also declined by 3.2 percent
to US$ 13,695 million in comparison to US$ 14,146
million in 2012.

Chart 411> Composition of Imports
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The most significant decline was in the import
of intermediate goods imports, which declined
by 8.8 percent to US$ 10,554 million in 2013
from US$ 11,577 million in 2012 due to the 14.6
percent decline in petroleum imports to US$
4,308 million in 2013 from US$ 5,045 million in
the previous year. The decline in the average
import price of crude oil to US$ 109.84 per
barrel in 2013 from US$ 114.00 per barrel in

2012 and the decline in the volumes imported,
mainly due to increased hydro power generation
in the country, were the major reason to lower
fuel import cost in 2013. The cost of non-
petroleum intermediate goods imports also
declined by 4.6 percent to US$ 6,246 million

in 2013 from US$ 6,533 million in the previous
year. In particular, the import expenditure on
textiles and textile articles declined to US$ 2,046
million mainly reflecting the increasing domestic
value addition in the garments industry. The
decline in the import expenditure of fertilizer
reflected the utilization of existing stocks in the
country, gradual improvement in the usage of
fertilizer and efforts taken by the government
to encourage the use of organic fertilizer. The
expenditure on the import of diamonds and
precious stones declined by 17.8 percent despite
the increase in expenditure on the import of
gold by 17.5 percent to US$ 200 million.
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Table 4.16 > Value of Imports

US$ Mn.
Category 2000 2007 2008 2009 2010 20M 2012 2013(a)
Consumer Goods 844 1,664 2,007 1,565 2,476 3,654 2,995 3,183
Food and Beverages 383 802 1,089 933 1,322 1,567 1,304 1,368
Sugar 141 151 203 218 363 426 345 289
Milk and Milk Products 18 186 288 165 259 345 307 291
Rice 4 39 44 23 59 18 24 18
Flour 8 2 1 1 1 14 5 2
Fish 68 108 15 19 128 147 134 162
Other Food and Beverages 213 317 437 407 512 617 489 607
Potatoes 55 20.0 23.6 23.0 36.9 35.7 22.7 28.5
Chilies 22.2 36.9 41.3 425 44.2 82.4 46.4 49.3
Onions 26.0 57.0 53.0 60.0 96.0 86.0 51.9 100.1
Lentils 39.5 59.6 108.0 13.0 129.0 116.8 68.9 1041
Green Gram 53 7.4 1.0 10.7 15.6 13.8 8.3 1.2
Peas 71 10.0 18.8 12.9 14.9 18.5 19.0 19.9
Chick Peas 9.8 9.8 17.3 17.7 17.8 26.9 25.6 20.5
Kurakkan 0.3 0.3 0.6 0.6 0.6 0.6 0.4
Oil and Fat 1.0 21.0 31.0 14.0 19.0 25.9 20.0 59.2
Spices 28.0 50.0 64.0 65.0 72.0 1.0 68.0 79.9
Other 58.0 44.7 68.8 47.4 66.5 99.3 158.7 1341
Non-food Consumables 461 862 918 632 1,154 2,087 1,691 1,814
Vehicles 40 244 239 93 455 881 495 582
Home Appliences-Radio and 56 59 64 24 45 n8 18 103
Television Sets
Rubber Products 34 44 51 46 72 83 80 88
Medical and Pharmaceutical Products 96 179 212 202 217 348 372 378
Household and Furniture Items 55 70 75 61 88 127 n7 125
Other 180 266 277 206 277 530 509 538
Garments 131.9 85.9 89.1 98.9 94.4 112.0 131.9 157.6
Other Articles of Plastices 341 32.9 29.8 18.3 20.7 33.0 35.4 515.2
Printed Books 4.2 5.0 4.4 21.5 19.8 15.0 14.1 1.9
Fans 7.7 7.5 71 7.0 12.3 231 23.4 27.4
Washing Preparations 6.6 7.5 9.7 1.0 10.6 6.0 6.0 5.6
Powders, Makeup 4.9 4.2 6.2 4.8 5.6 10.7 6.8 8.1
Gas Cookers 4.5 3.5 3.8 3.7 5.0 9.4 6.4 6.8
Intermediate Goods 3,376 6,983 9,019 6,159 8,054 12,274 11,578 10,554
Fertilizer 79 192 577 182 240 407 311 239
Petroleum 902 2,516 3,392 2,84 3,041 4,795 5,045 4,308
Chemical Products 202 405 508 432 520 702 670 734
Paper and Paper Boards 116 290 328 264 350 427 363 380
Wheat and Maize 143 255 402 269 265 429 364 323
Textile 1139 1,724 1,788 1,529 1,812 2,321 2,266 2,046
Diamond and Presious Metals 161 284 545 277 378 1,076 588 483
Base Metal 64 252 275 167 239 354 440 406
Vehicle and Machinery Parts 79 127 159 127 176 223 21 210
Other Intermediate Goods 491 938 1,045 728 1,033 1,540 1,320 1,425
Semi Finished Products of Iron 80 105 137 72 91 157 256 238
Polymer of Ethyline 89 106 103 76 103 109 99 106
Unmanufactured Tobacco 49 40 42 39 31 52 71 62
Palm Oil (Refined) 71 145 127 35 68 161 67 81
Investment Goods 1,387 2,597 2,852 2,093 2,758 4,286 4,590 4,253
Machinery and Equipment 844 1,428 1,467 1,077 1,339 2,141 2,356 2,222
Recorders and Primary Batteries 38 19 124 107 87 124 138 152
Medical Instruments and Appliance- Used 63 60 73 54 63 81 87 92
Wire Cables (Electrical) 26 5 13 1 38 33 32 34
Gas Cylinders (For industries) 6 7 6 3 6 12 n.a n.a
Transport Equipments 245 410 481 357 593 1,065 992 668
Building Materials 296 753 900 656 822 1,076 1,237 1,357
Iron pipe and Tube 84 93 126 88 108 85 84 70
Other Investment Goods 2 6 4 3 4 4 5 6
Unclassified Imports 1,715 52 213 390 162 54 28 14
Total Imports 7,320 11,296 14,091 10,207 13,451 20,269 19,190 18,003

Sources: Sri Lanka Customs, Department of Trade and Investment Policy, Central Bank of Sri Lanka
(a) Provisional
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The expenditure on the import of investment
goods, including building materials and
machinery and equipment, declined by 7.3
percent to US$ 4,253 million from US$ 4,590
million in 2012. This was mainly due to the
significant 32.7 percent decline in the transport
equipment, classified under investment

goods, which includes vehicles for transport

of passengers and goods, heavy-duty vehicles
and small scale ships and boats, to US$ 668
million from US$ 992 million in the previous
year. Nevertheless, there was a 9.7 percent
increase in the import of building materials
reflecting the expansion in construction
activities throughout the country, including the
ongoing large scale infrastructure development
projects and various private sector investment
projects. There was a 5.7 percent decline in

the import expenditure on machinery and
equipment, which mainly includes engineering
equipment, telecommunication devices,
electronic equipment, office machinery, medical
and laboratory equipment and machinery and
equipment parts in 2013 over the previous year.

However, the consumer goods import, which
provides a strong base for the fiscal operations
of the government, recovered by recording

a 6.3 percent increase to US$ 3,183 million in
2013 over 2012 in comparison to 18 percent
decline recorded in 2012 due to the increase

in the import expenditure on both food and
beverages, as well as non-food consumables.
Higher expenditure on the importation of
vegetables, oils and fats and seafood resulted
in an increase in the expenditure on food

and beverages by 4.9 percent to US$ 1,368
million from US$ 1,304 million. Partly reflecting
the impact of the increase of the import

duty applicable to milk powder imports to
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encourage domestic milk production, import
expenditure on dairy products, including milk
powder, declined by 5.3 percent to US$ 291 million
in 2013. Following the same trend, the expenditure
on the importation of sugar also declined by

16.2 percent to US$ 289 million partly reflecting
the efforts made by the government to increase
domestic production. Meanwhile, the expenditure
on the importation of motor vehicles increased

by 17.6 percent to US$ 582 million in 2013 in
comparison to sharp decline of 43.8 percent in
the previous year reflecting the recovery from the
impact of policy package introduced in 2012 and
the removal of margin requirement and provided
a considerable base for the government revenue
collection.

Current Account

The current account deficit narrowed significantly
to US$ 2,607 million in 2013 from US$ 3,982
million in 2012. The significant decline in the trade
deficit coupled with the higher receipts by way of
workers’ remittances, and the increase in earnings
from tourism helped achieve this improvement.

In 2013, the inflows to the services account
amounted to US$ 4,685 million reflecting a 23.3
percent increase over the previous year. The
major contribution was from the services related
to transportation (US$ 1,784 million), travel and
tourism (US$ 1,715 million), telecommunication
and computer services (US$ 719 million). In
particular, the significant 65 percent increase

in earnings from tourism to US$ 1,715 million
from US$ 1,039 million in 2012 was due to the
significant increase in tourist arrivals to highest
ever number of 1.27 million in 2013 surpassing the
target of 1.2 million and the increase in average
spending per day per tourist to US$ 156.5 in 2013
from US$ 103 in the previous year.
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Table 417 > Export of Services (Gross Income)

US$ Mn.

Item 2005 2006 2007 2008 2009 2010 2011 2012 2013

Transportation Services 685 751 840 1,000 865 1162 1,392 1,634 1,784
IT, Business Processing & other Business Services 270 288 306 452 464 510 621 835 879
Travel and Tourism 429 410 385 342 350 576 830 1,039 1,715
Communication Services 44 68 72 81 80 83 85 109 N4
Construction Services 29 29 33 40 40 42 43 50 55
Insurance Services 73 57 55 68 75 80 91 107 109
Government Expenditure n.i.e. 21 21 20 21 19 21 22 27 28
Total 1,551 1,625 1,711 2,004 1,892 2474 3,084 3,800 4,685

Source: Central Bank of Sri Lanka

Table 418 > Import of Services (Gross Expenditure)

US$ Mn.

Item 2005 2006 2007 2008 2009 2010 2011 2012 2013

Transportation Services 470 540 597 702 631 817 953 1172 1,382
IT, Business Processing & Other Business Services 322 329 349 330 319 348 373 464 663
Travel and Tourism 314 373 393 428 41 453 501 710 188
Communication Services 19 49 54 55 54 56 57 68 87
Construction Services 6 6 6 6 6 6 7 9 26
Insurance Services 34 37 40 47 46 50 55 64 85
Government Expenditure n.i.e. 37 35 34 35 35 38 39 51 73
Total 1,202 1,368 1,473 1,603 1,501 1,768 1,985 2,538 3,505

Source: Central Bank of Sri Lanka

In 2013, the deficit in the income account
widened to US$ 1,817 million from US$ 1,219
million in 2012 mainly due to the higher interest
payments on outstanding government securities
and loans as well as on the loans of banks and
private sector. Meanwhile, net current transfers
increased by 4.6 percent to US$ 5,639 million

in 2013 compared to US$ 5,392 million in the
previous year. The 7 percent increase in workers’
remittances to US$ 6,407 million in 2013 in
comparison to US$ 5,985 million was the major
reason for this increase.

Consequently, the deficit in the current account
narrowed to US$ 2,607 million in 2013 from US$
3,982 million in the previous year. The current
account deficit contracted as a percentage of
GDP as well to 3.9 percent from 6.7 percent

in the previous year thereby improving the
country’s savings-investment gap.

Workers' Remittances
Workers’ remittances continued to be the
foremost and stable foreign exchange earner

Chart 412 > Workers' Remittances
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of Sri Lanka. The increase in the workers’
remittances by 7.0 percent to US$ 6,407 million
in 2013 was mainly due to the increase in the total
number of migrant workers leaving for foreign
employment to 293,105, increase in the number
of migration under professional (15.6 percent)
and skilled categories (6.9 percent), increased
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employment opportunities in high wage paying
countries, such as Korea and Singapore and
expansion in the availability of formal channels to
remit foreign earnings to

Sri Lanka.

A healthy growth is expected in the workers’
remittances in the future as a result of the
increased migration of professional and skill
categories as well as the improvements in the
existing facilities and the incentives granted

by the government to this sector. Accordingly,
the improvement in the vocational training
facilities throughout the country to train foreign
employment aspirants with necessary skKills

is being undertaken while tax concessions to
commence small and medium businesses by
the returning foreign employees have also been
initiated.

Capital and Financial Account

Total Foreign Direct Investment (FDI) inflows,
including loans, amounted to US$ 1,421 million

in comparison to US$ 1,382 million in the
previous year. Infrastructure development in
telephones and telecommunication networks,
ports and container terminals and housing and
property development as well as hotels and
tourism related activities, education, information
technology, textiles, wearing apparels,

chemical and petroleum products and other
manufacturing were among the key areas that
received FDI in 2013. This reflected the improved
investor confidence on the growth potential

in the emerging sectors in the economy and
improvements in the macroeconomic conditions.

Private long term capital, on a net basis, stood
at US$ 456 million in 2013 in comparison to US$
719 million in 2012. Total net foreign inflows to
the Colombo Stock Exchange (CSE) amounted
to US$ 270 million in 2013 compared to US$
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305 million in the previous year. Meanwhile,

total long term official flows to the government
infrastructure development initiatives moderated
to US$ 1,677 million in 2013 from US$ 1,854
million in 2012. In 2013, the short term borrowings
of the government by way of foreign investment
in Treasury bills and Treasury bonds, on net basis,
amounted to US$ 493 million in comparison to
US$ 843 million in the previous year.

In 2013, the Balance of Payments (BOP)
recorded a surplus of US$ 985 million compared
to US$ 151 million in 2012. This was supported
by the significant improvement in the current
account and the continued inflows to the capital
and financial account. Consequently, total gross
official reserves increased to US$ 7,495 million
in comparison to US$ 7,106 million by end 2012,
which was equivalent to 5.0 months of imports
compared to 4.4 months in the previous year.
Total reserves of the country by end 2013,

which include the gross official reserves and

the reserve balances in the deposit taking
corporations, including banks, amounted to US$
8,574 million.
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Table 4.19 > Balance of Payments: 2006 - 2013

US$ Mn.
Item 2006 2007 2008 2009 2010 201 2012 2013(a)
Trade Balance -3,370 -3,657 -5,981 -3,122 -4,825 -9,710 -9,417 -7,609
Exports 6,883 7,640 8,1m 7,085 9,626 10,559 9,774 10,394
Imports 10,253 1,296 14,091 10,207 13,451 20,269 19,190 18,003
Service (net) 257 302 401 391 707 1,099 1,262 1,180
Receipts 1,625 1,775 2,004 1,892 2,474 3,084 3,800 4,685
Payments 1,368 1,472 1,603 1,501 1,768 1,985 2,538 3,505
Income (net) -389 -358 -972 -488 -617 -647 -1,219 -1,817
Receipts 3N 449 -32 16 323 467 142 148
Payments 700 807 940 603 940 ma 1,361 1,965
Goods, Services and Income (net) -3,503 -3,712 -6,552 -3,219 -4,735 -9,258 -9,374 -8,246
Current Transfers (net) 2,004 2,31 2,666 3,005 3,660 4,643 5,392 5,639
Private Transfers(net) 1,904 2,214 2,565 2,927 3,608 4,583 5,339 5,619
Receipts (Workers' Remittances) 2,161 2,502 2,918 3,330 4116 5,145 5,985 6,407
Payments 257 288 353 403 508 562 646 788
Official Transfers (net) 101 97 101 77 52 60 53 21
Current Account -1,499 -1,402 -3,886 -214 -1,075 -4,615 -3,982 -2,607
Capital and Financial Account 1,808 2,097 1,773 2,594 2,877 4,262 4,960 4,903
Capital Account 291 269 291 233 164 164 130 71
Financial Account(b) 1,517 1,828 1,483 2,361 2,713 4,098 4,263 3,126
o/w Long Term
Direct Investment (net) 45] 548 691 384 435 896 877 850
Private Long Term (net) -35 31 74 79 149 175 719 456
Govt. Long Term (net) 491 672 252 840 1,796 2,237 992 821
Debt securities (net) 1,343 493
Commercial Bank Long Term (net) 1,31 2,183
Reserve Assets (net) (c) -567 -1,706
Other Long Term (net) 193 -125
Short Term 610 577 466 1,058 334 790 -606 154
Allocation of SDRs - - - 508 - - - -
Errors and Omissions -105 -165 728 346 -881 -708 -412 -590
Overall Balance (Balance of Payments) 204 531 -1,385 2,725 921 -1,061 151 985
As a percentage of GDP
Trade Deficit -11.9 -1.3 -14.7 -7.4 -9.7 -16.4 -15.9 -11.3
Current Account Deficit -5.3 -4.3 -9.5 -0.5 -2.2 -7.8 -6.7 -3.9

Source: Central Bank of Sri Lanka

(a) Provisional

(b) Includes additional components in the financial account based on BPM é new classification from 2012 onwards

(c ) Reserve assets- reserve related liabilities
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4.6 Monetary Sector Developments

The Central Bank continued to ease the
monetary policy since end 2012 following

the continued deceleration in inflation and
favourable inflation expectations, as well

as the improvements in the external sector
performance, to support the expanding
economy further. Accordingly, the tight
monetary policy stance adopted by the

Central Bank since early 2012 to ensure the
macroeconomic stability by evading possible
adverse impacts from expansion in private
sector credit and imports in excessive levels
was reversed gradually. In line with this, the
ceiling imposed on licensed banks on the
expansion of private sector credit was allowed
to expire and the Central Bank policy interest
rates were reduced proactively by 25 basis
points in December 2012 and by 50 basis points
each in May and October 2013 to bring the
Repurchase rate to 6.50 percent and Reverse
Repurchase rate to 8.50 percent. The Statutory
Reserve Ratio (SRR) applicable on all rupee
deposit liabilities of commercial banks was also
reduced by 2.0 percent to 6.0 percent in July
2013 to strengthen this process by reducing the
cost of funds of banks. On 02 January 2014,
the Central Bank established the Standing

Rate Corridor (SRC) in place of the hither to
existed Policy Rate Corridor. Accordingly, the
Repurchase Rate was renamed as Standing
Deposit Facility Rate (SDFR) with a decision of
un-collateralizing this facility with effect from
February 2014. The Reverse Repurchase Rate
also renamed as Standing Lending Facility
Rate (SLFR) while reducing it by 50 basis
points thereby compressing the SRC to 150
basis points from the current 200 basis points
mainly to reduce the volatility of the short term
interest rates further.

The rupee liquidity remained in excess in
the domestic money market in much of 2013
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reflecting the easing of monetary policy. The
average weighted call money rate declined by
217 basis points to 7.66 percent and average
weighted prime lending rate (AWPLR) declined
by 427 basis points to 10.13 percent by end
2013. The yield on 91 days, 182 days and 364
days Treasury bills declined by 246 basis
points, 347 basis points and 340 basis points
respectively, and average weighted deposit rate
(AWDR) and average weighted fixed deposit
rate (AWFDR) also declined by 73 basis points
and 143 basis points, respectively to 9.37
percent and 11.78 percent in 2013.

The year on year growth in reserve money
remained within the revised average projection
of 5.5 percent for 2013, with an average growth
of around 10.7 percent in the first half of 2013
and subsequently reflecting a negative growth
with the reduction of SRR in July 2013. Total
reserve money stood at Rs. 488.6 billion by
end 2013. Meanwhile, the growth in the broad
money (M2b) moderated to 16.7 percent in 2013
to Rs. 3,417.9 billion and recorded an average
growth of 16.5 percent during the year.

The growth in credit extended to the private
sector by commercial banks moderated to 7.5

Chart 414 > Reserve Money and Private Sector Credit Growth
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percent in 2013 and amounted to Rs. 2,534.3
billion in comparison to the 17.6 percent
growth in 2012 while showing the signs of
increasing towards the end of the year with
the gradual transmission of the impact of
monetary policy easing into the economy. The
lower growth in the private sector credit was
mainly attributable to the downward rigidity of
lending rates in the market, significant decline
in pawning activity and slowdown in economic
activity, particularly during the first half of the
year. According to the sectoral distribution
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of loans and advances by commercial banks,
the total loans and advances increased by 7.2
percent to Rs. 2,535 billion in 2013. The growth
in the services and industry sector related
loans and advances was 17.3 percent and 13.9
percent, respectively in 2013. However, the
loans on agriculture and fishing, and personal
loans & advances declined by 5.2 percent and
2.5 percent, respectively. The slower growth in
the private sector credit is partly reflected in
the overall decline in imports, which has helped
to reduce the trade deficit in 2013.

Chart 415 > Private Sector Credit Growth and Trade Deficit
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Table 4.20 > Outstanding Loans and Advances Granted by Commercial Banks (a)(b)

Rs. Bn
Item 2012 2013 2013/2012 %
Change
Agriculture and Fishing 321.8 304.9 -5.2
o/w
Tea 431 54.3 26.1
Rubber 14.6 18.9 29.5
Coconut 51 7.0 373
Paddy 12.6 14.8 17.5
Vegetable, Fruits and Minor Food Crops 14.0 14.7 4.8
Fisheries 10.4 10.4 -0.2
Industry 789.7 899.6 13.9
o/w
Construction 329.6 384.2 16.6
Food and Beverages 53.5 60.6 13.3
Textiles and Apperal 96.3 106.0 10.1
Machinery and Transport Equipment 72.4 86.0 18.8
Services 525.5 616.6 17.3
o/w
Wholesale and Retail Trade 183.2 233.8 27.6
Tourism 54.2 63.0 16.2
Financial and Business Services 1211 Nn7.7 -2.8
Personal Loans and Advances 702.7 684.8 -2.5
o/w
Consumer Durables 60.5 74.9 23.8
Pawning 339.4 292.9 -13.7
Safety Net Scheme Related 24.3 29.0 19.2
Total 2,364.0 2,535.0 7.2

Source: Central Bank of Sri Lanka

(a) Based on the Quarterly Survey of commercial banks’ loans and advances to the

private sector

(b) Includes loans, overdrafts and bills discounted and excludes cash items

in the process of collection

4.7 Inflation

The inflation continued to remain in single
digit in 2013 also as reflected in the year

on year head line inflation, which was

4.7 percent in December 2013 compared

to 9.2 percent in December 2012 with

the improvements in domestic supply
conditions of agricultural commodities,
subdued commodity prices in the
international market and prudent demand
management policies adopted by the
Central Bank? The supply disruptions
caused by adverse weather conditions that

°The Colombo Consumer Price Index (CCPI) is the official measure of inflation in Sri Lanka. The CCPI was revised in June 2011 by the
Department of Census and Statistics to capture the most recent expenditure and consumption trends. The new practice is to revise

weights periodically based on more up-to-date information and most countries adopt a five year rebasing for the consumer price indices.

Accordingly, the Index is now computed on weights based on the expenditure patterns of households in the urban areas of the Colombo

district as revealed in the Household and Income and Expenditure Survey (HIES) 2006/2007 whereas the earlier series was based on the

expenditure patterns of the same HIES in 2002.

162



prevailed in major cultivating areas, increase in
gas and petroleum prices and the low base in
2012, resulted in the inflation reaching upper
single digit levels during the first two months

of 2013. However, prices declined gradually
thereafter and the year-on-year inflation
reached its lowest level of the year in December
2013 with the release of the seasonal harvest to
the market thereafter.

Chart 417 > Headline Inflation, Food Inflation & Non-Food Inflation
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The annual average head line inflation, as
measured by the CCPI (2006/07=100), also
followed the same trend and reached 6.9
percent in December 2013 compared to 7.6
percent in the previous year from a relative
increase in the first few months of the year and
subsequent deceleration from June onwards.
Meanwhile, annual average core inflation,
which represents the underlying long-term
trend in inflation in the economy, decelerated
continuously from June 2013. Year-on-year core
inflation moved on a declining path from March
2013 and reached 2.1 per cent in December
2013, the lowest level recorded since its
inception in 2007, indicating the effectiveness
of demand management policies.

The food inflation in early months of 2013 rose
mainly due to the increase in food prices as
a result of the supply disruptions owing to
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drought that prevailed in major cultivation areas
causing crop damages. There was a downward
trend in food inflation since April 2013. This was
considerably supported by the improvement

of the food supply in the domestic market

by Divi-Neguma, the government initiative

to develop a backyard economy to promote
economic security of 2.5 million households by
meeting their food requirements outside the
market thereby reducing the price pressures

in the market. Meanwhile, the annual average
food inflation was higher in 2013 in comparison
to the annual average food inflation in 2012
mainly due to the relatively high average prices
of rice, vegetables, fruits, meat, coconuts and
edible oils. Meanwhile, the annual average non
food inflation decelerated to 6.1 per cent in
2013, compared to 10.0 percent in the previous
year and became the major contributor
towards the deceleration in inflation in 2013.

It is observed that the impact of revisions of
administrative prices of LP Gas and petroleum
products on inflation was also less in 2013

than that in 2012 while the pressure due to the
upward adjustment of electricity tariffs was also
contained in 2013.

The core inflation, which measures the price
movements excluding fresh food, energy,
transport, rice and coconut in the CCPI basket,
which captures underlying long-term trend

of inflation, also moved on a declining path

in 2013 to record the lowest figure since its
inception in 2007. The year-on year core
inflation has declined steadily, reaching

its lowest of 2.1 percent in December 2013
compared to 7.6 percent recorded in December
2012. The annual average core inflation also
continued to decline since mid-2013 and
reached 4.4 per cent by December 2013. This
favourable development is a reflection of the
effectiveness of prudent demand management
policies of the Central Bank which have been
implemented successfully in containing price
pressure emanating from the demand side
complemented by the consolidation of the
government fiscal operations.
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The continuation of the production drive
towards raising food production, removal of
supply bottlenecks in the distribution of goods
and services at a competitive environment
and present cautious monetary and fiscal
policy stances adopted by the Central Bank
and the Government with a well-coordinated
and interactive approach to maintain

the macroeconomic stability to manage
aggregate demand are essential to sustain the
improvement in investment and to minimize
the fluctuations in employment, production
and prices for the economy to achieve non-
inflationary, stable and relatively higher
economic growth to reduce poverty with a
complementary growth in gainful employment
and improvement in the generation and
distribution of income.

4.8 Per Capita Income

In 2013, the per capita income of the country
increased to US$ 3,280 from US$ 2,923 in

the previous year. The per capita GDP has

more than doubled during the last 9 years in
comparison to a period of 15 years that took

to reach the US$ 1,000 mark in 2004. It is a
reflection of the faster phase of economic
growth that the country has reached during this
period.

Chart 4.18 > Per Capita GDP (USS)
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4.9 Capital Market Developments

Colombo Stock Exchange (CSE) continuously
maintained its upward trend witnessed from
the mid of 2012 in 2013 as well. The downward
trend in domestic interest rates, stable
exchange rates and the favorable impact of
the gradual recovery of the global economy on
domestic macroeconomic performance were
highly contributed to the performance of the
stock market.

The All Share Price Index (ASPI) recorded a
4.8 percent increase in 2013, against the 8.5
percent and 7.1 percent decline recorded in
2011 and 2012 respectively, while the S&P SL
20 index, which was introduced on 27 June
2012 increased by 5.8 per cent in the respective
year. Alongside the increase in the ASPI, price
indices of several sectors such as Beverage
Food and Tobacco, Power and Energy,
Healthcare, Land and Property, Manufacturing,
Bank Finance and Insurance and Construction
Engineering also recorded gains for 2013. The
Market Price Earnings ratio (PER) moved to
15.92 by end 2013 from 15.93 at the end of
2012. In primary market activities, amount
raised through right issues by 9 companies and
initial public offers by 2 companies amounted
to Rs. 26 billion in 2013. Net Inflows from
foreign investment amounted to Rs. 22.9 billion
compared to Rs. 38.7 billion in the previous
year, as a result of increased participation

by foreign investors, including institutional
investors.

In terms of the performance of turnover,
activity levels at the CSE recorded a slight
drop. Annual turnover recorded a 6.2 per cent
drop to Rs. 200.4 billion in 2013, compared

to the Rs. 213.8 billion in 2012. Average daily
turnover decreased by 6.3 percent to 828
million in 2013 from 884 million in 2012. The
value of shares traded and the average number
of shares traded also declined by Rs. 13.3 billion
and 637 million, respectively partly due to
lower retail activity.



Several regulatory measures were taken to
uphold the performance of CSE during the
year. With a view of encouraging listings of
companies, measures such as the introduction
of a code of best practices in respect of
related party transactions, changes to
Directors' disclosure requirements, reinstating
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introductions as a method for listing, were taken.
Further, a mandatory public float was introduced
with the intention of increasing liquidity and
turnover in CSE along with an imposition of
additional conditions to the general listing
requirements while letting the Primary Dealers to
become trading members of Capital Market.

Table 4.21> Movements in the Capital Market

Indicators 2005 2006 2007 2008 2009 2010 20M 2012 2013
All Share Price Index (1985=100) 1,922 2,722 2,541 1,503 3,386 6,636 6,074 5,643 5,913
Milanka Price Index 2,451 3,712 3,292 1,631 3,849 7,061 5,229 - -
S&P SL 20 Index* - - - - - - - 3085 3264
Market Capitalization (Rs. Bn.) 584 835 821 489 1,092 2,210 2,214 2,168 2,460
No. of Listed Companies in 242 232 231 235 232 242 272 287 289
Trading

Annual Average Turn Over n5 105 105 10 142 570 546 214 200
(Rs.Bn.)

Foreign Sales (Rs. Mn.) 21,568 31,790 35543 52,682 43,899 118,761 68,854 33,972 60,873

Foreign Purchases (Rs. Mn) 27,712 37,167

46,797 66,632 43,253 92,426 49,875 72,653 83,657

Sources: Colombo Stock Exchange and Central Bank of Sri Lanka

*With effect from June 2012, Milanka Price Index has been replaced by S&P SL 20 Index
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5.1 Overview

he budget deficit declined further in
T2013 for the fourth consecutive year

underpinning the strong efforts taken
towards fiscal consolidation within the medium
term fiscal management framework as explained
in Annual Fiscal Management Report submitted
to Parliament along with the National Budget.
The deficit has been on a declining path from
9.9 percent of GDP in 2009, 8.0 percent in 2010,
6.9 percent in 2011, 6.5 percent in 2012, and to
5.9 percent in 2013. The gradual decline in the
budget deficit was achieved by continued effort
to align government expenditure in line with the
government revenue. Accordingly, government
revenue increased from Rs. 699.6 billion in 2009
to Rs. 1137.4 billion in 2013 while government
expenditure increased from Rs. 1,202 billion to
Rs. 1,669.4 billion. Nominal growth of revenue
on average was 11.8 percent since 2009 while
that of government expenditure was 11.0 percent
underscoring that both revenue and expenditure
have increased below the nominal growth in
GDP. While this is conducive for the reduction
in fiscal imbalances, as reflected above, the
government revenue growth was lagging behind
the nominal growth in GDP, which underpins
the fact that revenue is not buoyant enough to
accommodate higher public investment beyond
5.5 percent of GDP. This demands further efforts
to strengthen government revenue to reduce
debt financing of public investment. Apart from
the sustained reduction in the budget deficit,
the performance of revenue and recurrent
expenditure of the budget showed a further
narrowed revenue deficit of Rs. 67.7 billion and
a primary deficit of Rs. 72.1 billion in 2013. Both
deficits were about 0.8 percent of GDP each.

The overall fiscal operations in 2013 continued
to face several challenges. An imbalance was
experienced in the early part of the year as

a result of the revenue lags associated with
erosion in the revenue from import based
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taxes, continued transitional adjustments
towards lower rates, combined with broader
base tax policy regime and challenges in tax
administration to concentrate on the rapidly
expanding services sector. Expenditure leads
were in the form of bunching of debt services
and front loaded personal emoluments in

the first four months of the year due to wage
increase and salary adjustments for new year.
However, it was settled down towards the
second half of the year with the improvement in
the revenue and further improvement in public
expenditure management.

The revenue performance of the government,
although indicated an improvement, lagged
behind the targeted amount of Rs. 1,257.6 billion
due to the decline in imports and the slowdown
in the domestic economic activities, continuing
from last year, in the first half of 2013 as well

as the impact of granting tax exemptions

and tax concessions for selected sectors to
encourage production. The revenue collection,
which declined during the first half of the year,
turned around thereafter to record a positive
growth towards the end of the year. The positive
contribution from all main taxes, except Ports
and Airports Development Levy (PAL) and
Economic Service Charge (ESC), helped achieve
10.7 percent growth in the tax revenue in 2013,
which is an encouraging development under
the new tax regime introduced in 2011. The tax
revenue as a percent of GDP accounted for 11.6
percent in 2013 in comparison to 12.0 percent
recorded in 2012.

The revenue performance in 2013, particularly
during the second half of the year, reflected a
favourable consolidation of the impact of new
tax reforms which are aimed at lower rates and
broader base and has commenced to provide
desired outcomes. The performance in the
income tax is particularly encouraging and

the VAT and NBT revenues are also picking up
gradually with the broadening of their bases.
The lower performance which is still seen in the



revenue from import based taxes highlights the
need for taking a concerted effort to enhance
the revenue from domestic taxes, particularly
the taxation of services sector, given the future
direction of international trade related taxes
are likely to moderate due to lower import and
corresponding increase in domestic economic
activities.

Meanwhile, the relatively low market interest
rates and measures taken to reduce the share
of short term debt in the total domestic debt
stock helped maintain interest cost of the
government to increase only by 8.7 percent
to Rs. 444 billion from Rs. 408 billion in

2012. However, the non interest recurrent
expenditure as a percent of GDP contained at
8.8 percent in 2013 compared to 9.5 percent in
2012 benefiting from a further moderation of
the expenditure on national security from 3.9
percent of GDP in 2009 to 2.4 percent in 2013
due to the peaceful environment prevailing in

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

the country and the decline in the expenditure
on other goods and services to Rs. 119.4 billion
(1.4 percent of GDP) from Rs. 140 billion (1.8
percent of GDP) in the previous year. This
enabled to maintain recurrent expenditure at
13.9 percent of GDP in 2013 in comparison to
14.9 percent in the previous year. The revenue
deficit of 0.8 percent of GDP in 2013 as against
1.0 percent in 2012 helped managing public
investment at Rs. 481.2 billion (5.5 percent of
GDP) compared to a target of 529.3 billion (6.1
percent of GDP) in Budget 2013 while adhering
to the planned deficit for the year.

Continued efforts to rationalize the recurrent
expenditure have provided a significant space
in the government budget to accommodate
the revenue shortfalls experienced in the
recent past (See Box 5.1). This has significantly
lowered the pressure on the fiscal operations,
particularly in the aftermath of tax reforms
since 2011.

The performance of revenue and recurrent expenditure
of the budget showed a further narrowed revenue
deficit of Rs. 67.7 billion and a primary deficit of Rs. 72.1
billion in 2013. Both deficits were about 0.8 percent of

GDP each.
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Box 5.1
Trends in Government Revenue and Recurrent Expenditure: 1977 - 2013

The decline in the government revenue to GDP ratio is a much discussed issue in countries in
their early stage of transition towards service oriented economy. In Sri Lanka, although the
tax to GDP ratio was around 20 percent of GDP in the late 1970s, the recurrent expenditure
was also high at above 23 percent. The higher tax revenue to GDP ratio reported particularly
in the late 1970s till mid 1990s was mainly due to the revenue obtained from the taxation on
international trade, particularly from export taxation which was on average 5 percent of GDP
in addition to about 4 percent of GDP from import duties.

Table B.5.1> Budget Deficit and Government Debt Table B.5.2 > Government Revenue in

in Selected Countries (% of GDP) Selected Countries (% of GDP)
2012 2013 Est. 2014 Proj. Country 2012 2013 Est. 2014

Budget Deficit Proj.

China 2.2 1.9 -2.0 China 226 22.9 22.4
lnfeltd 7.4 .3 72 India 19.5 20.0 19.7
Japan -8.7 -8.4 -7.2
Malaysia -4.8 -4.6 -3.9 L2 Sl G )
Pakistan 8.4 .78 .53 Malaysia 25.9 25.0 24.3
Philippines -0.7 -0.1 -0.8 Pakistan 131 13.2 14.9
Sri Lanka .5 =5 =5.2 Philippines 18.2 18.6 18.9
Thailand 1.8 -0.2 -1.6 Sri Lanka 13.9 131 14.8
United Kingd -8.0 -5.8 -5.3

allcts Lok Ll Thailand 231 241 220
United States -9.7 -7.3 -6.4 - -

Government Debt United Kingdom 36.8 377 371
China 26.1 22 8 20,2 United States 29.0 30.7 31.0
India 66.6 66.7 65.3 Source: International Monetary Fund and Department of Fiscal
Japan 2373 237.9 2435 pojicy
Malaysia 54.3 55.5 54.8
Pakistan 63.8 63.1 63.7
Philippines 40.6 38.3 35.2
Sri Lanka 79.2 78.3 74.5
Thailand 45.4 44.3 46.6
United Kingdom 88.6 90.3 91.5
United States 102.4 106.5 105.7

Sources: World Bank, International Monetary Fund, Central Bank of
Sri Lanka and Department of Fiscal Policy

However, the transformation of the Sri Lankan economy from a primary commodity export
structure to a more value added export structure resulted in a decline in the high revenue
level of around 20 percent of GDP to around 15 percent at present. Consequently, the revenue
from exports has declined from around 5 percent of GDP in 1978 to 0.3 percent of GDP in
2013 as exports are free of export taxes at the exporting country and were liable for tax

only at the consuming country in terms of that country’s tax system. At the same time, the
revenue from import tariffs also has declined from 4.0 percent to around 1 percent as tariff
and non-tariff barriers are to be kept at minimum levels thereby reducing the trade related
tax to GDP ratio from nearly 10 percent in early 1980s to 1.9 percent by 2000 and further to
around 1 percent at present.
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Meanwhile, the average recurrent expenditure
during the 2005-2013 period has reduced

to around 16.5 percent of GDP from over 21
percent earlier. The average revenue deficit
also has declined to 1.7 percent during this
period and remains at around 1 percent

at present in comparison to an average of
around 4 percent before 2005, underscoring
an overall improvement in the management
of the revenue account of the budget in
recent times. This has been possible as the
decline in the level of recurrent expenditure
has been much faster than the revenue while
maintaining around 6 percent of GDP ratio of
public investments annually.

Table B.5.3 > Revenue Account Balance: 1977-2016

Government Revenue (% of GDP)

I 206 il w wn

%
N
o

Average mmmmmm Total Revenue

% of GDP
Period Average Average Average
Revenue Recurrent Revenue
Expenditure Account
Balance
1977-1993 20.6 19.9 0.7
1994-2001 18.2 211 -2.9
2002-2004 155 19.3 -3.8
2005-2013 14.8 16.5 -1.7
2014-2016 Proj. 15.4 13.8 1.6
Source: Department of Fiscal Policy
Recurrent Expenditure (% of GDP)
30
28
26
24 I
22 211
< 20 m 199 _-I“l 1 193
18 B0 s
16
14 13.8
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The task ahead would be to generate a positive savings balance which will facilitate to
finance part of public investments and reduce the borrowing requirement, particularly by
increasing the revenue and stabilising recurrent expenditure. Hence, the improvement of

the revenue has been clearly recognized as a priority within the 2014-16 medium term fiscal
framework. Accordingly, it is projected that average revenue to GDP ratio will be maintained
at 15.4 percent while average recurrent expenditure to GDP ratio is maintained at 13.8 percent
of GDP. In order to achieve this, the taxation policy and administrative environment has to
ensure that revenue will commensurate with the nominal growth in GDP.

In this context, the reforms introduced in 2011 towards a simplified tax structure, with

a broader base and lower rates, along with improvements in tax administration will

be conducive to generate expected revenue in the medium term. With the gradual
transformation of the economy towards a more service based one, the challenge would be
to get the services sector into the tax system sufficiently. The recent changes introduced in
respect of the taxation of services sector constitute an important step towards this direction.
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A number of policy changes were introduced
during the year to deal with various imbalances

in the macroeconomic outlook. The key measures
include the revision of petroleum and electricity
prices to reduce large financial deficits in the
Ceylon Petroleum Corporation (CPC) and

Ceylon Electricity Board (CEB) associated with
high international oil prices, revision of Special
Commodity Levy (SCL) and the revision of Cess
on several imported commodities to improve the
domestic value added production sources. During
the year, the excise duties on hard liuor and malt
liguor as well as the excise duty on cigarettes
were also increased to keep revenue buoyancy
for these taxes. In addition, the stamp duty on
any affidavit was reduced and commercial-hub
regulations were introduced under the Finance
Act - Commercial Hub Regulation No. 1 of 2013 to
declare identified areas as free ports and bonded
areas, dedicated for offshore business activities to
strengthen exports from Sri Lanka.

Government Revenue

The government revenue reflected an improved
performance in 2013 with a turnaround of its
declining trend experienced until June 2013. The
circumstances which led to a weak tax revenue
collection as a result of the lagged effect of the
policy package adopted by the government in
early 2012 to ensure the macroeconomic stability
while allowing greater flexibility in the exchange
rate to contain domestic demand and curtail
import of selected items from excessive levels
through credit restriction to manage the widening
trade deficit, waned with the acceleration in
economic activities during the second half of

the year, complemented by the impetus from

the gradual recovery of the global economy.
Consequently, the revenue from all major taxes
recorded increases except that from Ports and
Airports Development Levy (PAL) and Economic
Service Charge (ESC).

Total revenue increased by 8.2 percent in 2013 to
Rs. 1137.4 billion in comparison to Rs. 1,051.5 billion
recorded in 2012. Total revenue which reflected

a declining trend in the first half of the year
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increased in the second half of the year. The overall
revenue performance was a combined effect of
10.7 percent increase in tax revenue to Rs. 1,005.9
billion and a 7.7 percent decline in the non-tax
revenue to Rs. 131.6 billion over that of 2012. As a
percentage of GDP, total revenue accounted for 13.1
percent in 2013, reflecting a shortfall in comparison
to the budgetary target of 14.7 percent in the wake
of depressed import demand and the slowdown

in domestic economic activities in the first half of
2013.

There was a buoyant growth of 19.2 percent in the
revenue from income taxes in 2013. This reflected
the consolidation of the impact of 2011 tax reforms
introduced with the view to lowering tax rates and
broadening the tax base. Tax revenue from wage
income (PAYE) increased by 25.7 percent due to
higher wage income and employment liable to such
taxes, collection of such tax at source as final tax
and improved compliance from employers despite
the lower rate structure and higher threshold
inbuilt in the tax system introduced in 2011. Tax on
interest, imposed at source as the final tax, also
recorded a higher growth in of 30.7 percent in
2013. Higher turnover and issuance of longer term
government securities and growth the deposit base
in the banking and financial system were mainly
attributable for this increase. Tax on corporate and
non-corporate income and profit also reflected

an encouraging performance with an increase

of 23.1 percent due to a buoyant performance of
banking and financial institutions, insurance, import
and export trade, tobacco and food beverages,
manufacturing, tourism and services despite the
impact of continued slowdown in credit growth
during the year. What is unique is the high growth
in income based tax revenue than consumption
based indirect taxes, which is vital to raise the share
of income tax in the overall tax revenue. Meanwhile,
the revenue from ESC declined by 55.6 percent
mainly due to the impact of increase of ESC
threshold to Rs. 50 million per quarter to provide
relief to SMEs, removing the ESC liability on the
turnover of any business of which the profits are
subject to income tax and the moratorium on the
extension of tax holiday.



Table 5.1 > Government Tax Revenue - By Source

Rs. Mn.
Source 2012 2013 2013/2012
Change
(%)
Income Tax 172,593 205,666 19.2
Corporate & 83,360 102,578 231
Non Corporate
PAYE 14,764 18,558 25.7
ESC 14,864 6,596 (55.6)
Tax on interest 59,606 77,934 30.7
Domestic Consumption 249,432 276,540 10.9
Based Taxes
VAT - Domestic 109,370 124,206 13.6
NBT - Domestic 23,076 25,243 9.4
Tax on Liquor 60,086 66,008 9.9
Tax on Cigarettes/Tobacoo 53,563 58,567 9.3
Other (Excise) 3,336 2,516 (24.6)
Import Based Taxes 459,541 493,526 7.4
Import Duties 80,155 83,123 3.7
VAT - Import 120,234 126,317 51
NBT - Import 15,660 15,694 0.2
PAL 70,111 61,987 1.6)
SCL 33,666 46,705 38.7
Cess Levy 32,741 36,091 10.2
Petroleum - Excise 28,466 2731 4.7)
Motor Vehicles - Excise 78,509 96,478 22.9
Licence and Other 27,348 30,163 10.3
Telecommunications Levy 22,290 24,445 9.7
Other 5,058 5718 13.0
Total Tax Revenue 908,913 1,005,895 10.7

Source: Department of Fiscal Policy

The revenue from indirect taxes on
domestic economic activities also showed
an improvement in line with the improved
economic performance towards the second
half of the year. Reflecting the systemic
improvement under the single rate VAT at
12 percent as against the dual rate structure
of 12 and 20 percent prevailed prior to 2011,
tax revenue from VAT on domestic economic
activities increased by 13.6 percent in 2013.
Similarly, Nation Building Tax (NBT) on
domestic activities also increased by 9.4
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percent. The volume decline in cigarettes

and liguor affected the revenue from these
commodities despite the increase in tax values
on these commodities.

The revenue performance on the taxes imposed
at the point of imports continued to suffer

due to decline in imports. Consequently, the
revenue from VAT on imports increased only by
5.1 percent and revenue from NBT on imports
increased marginally. Nevertheless, there was a
22.9 percent increase in the revenue from Excise
(Special Provisions) Tax, primarily imposed on
motor vehicles, consequent to the 17.6 percent
increase in the value of motor vehicle imports.
In addition, reflecting the higher tax rates
imposed in support of maintaining a stable
remunerative domestic producer margins in
agriculture commodities, Special Commodity
Levy (SCL) collected at the point of imports
showed 38.7 percent increase in 2013. The
revenue from Cess increased by 10.2 percent to
Rs. 36.1 billion due to the increase in the import
of lubricants, fats, oils, Portland cement, glazed
ceramic tiles, printed or coloured woven fabric
and iron or non-alloy steel while recording 1.2
percent increase in the export Cess revenue
due to the imposition of high Cess on exports
in raw forms in order to encourage domestic
value creation in export industry. However, as

a result of the decline in import value of home
appliances, textiles, chemical products, wheat
and maize and continued exemption of several
items with the view of supporting exports, the
revenue from Ports and Airports Development
Levy (PAL) declined by 11.6 percent.

Total non tax revenue decreased by 7.7 percent
to Rs. 131.6 billion in 2013 in comparison to 2012
mainly due to the decrease in profits transferred
by the Central Bank of Sri Lanka and the lower
than expected profits and dividends transferred
by State Banks and other State Owned Business
Enterprises (SOBESs).
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Table 5.2 > Government Revenue

Rs. Mn
Item 2002 2007 2008 2009 2010 20Mm 2012 2013
Tax Revenue 221,839 508,947 585,621 618,932 724,748 845,697 908,913 1,005,895
Income Tax 37,437 107,69 126,541 139,558 135,624 157,310 172,593 205,666
Value Added Tax 66,692 187452 203,646 171,510 219,990 225,858 229,604 250,523
Nation Building Tax - - - 27,205 46,022 35,667 38,736 40,937
Excise Tax 5214 96,675 100,971 97,604 129,864 204,821 223,960 250,700
Import Duties 28,345 56,017 63,842 79,560 64,165 79,81 80,155 83,123
E:\t;s & Alrports Development 3497 26700 31017 36286 49632 66028 70011 61,987
Special Commodity Levy - - 14,603 18,965 10,173 15,622 33,666 46,705
Other 33,754 34,934 45,001 48,244 69,278 60,580 60,088 66,255
Non Tax Revenue 40,050 56,104 69,639 80,712 92,532 122,165 142,547 131,552
Interest / Rent 13,852 10,951 1,355 10,468 10,065 13,426 11,686 11,995
Profit and Dividends 3,055 7,682 7,365 11,982 31,301 34,351 46,761 35,169
Sales and Charges 4,477 18,437 32,260 25,387 22,925 37,292 26,019 40,720
Social Security Contributions 2,930 8,777 9,791 11,165 1,120 12,628 11,738 15145
Central Bank Profit Transfers 10,000 4,000 8,000 20,000 15,000 22,000 43,000 26,350
Other 5,736 6,257 868 1,710 2,122 2,468 3,343 2,173
Total Revenue 261,889 565,051 655,259 699,644 817,279 967,861 1,051,460 1,137,447
As a % of GDP
Tax Revenue 14.0 14.2 13.3 12.8 12.9 12.9 12.0 1.6
Income Tax 2.4 3.0 2.9 2.9 2.4 2.4 2.3 2.4
Value Added Tax 4.2 5.2 4.6 3.5 3.9 3.5 3.0 2.9
Nation Building Tax - - - 0.6 0.8 0.5 0.5 0.5
Excise Tax 3.3 2.7 2.3 2.0 2.3 3.1 3.0 2.9
Import Duties 1.8 1.6 1.4 1.6 11 1.2 11 1.0
Ports & Airports Development
Levy 0.2 0.7 0.7 0.8 0.9 1.0 0.9 0.7
Special Commodity Levy - - 0.3 0.4 0.2 0.2 0.4 0.5
Other 21 1.0 1.0 1.0 1.2 0.9 0.8 0.8
Non Tax Revenue 2.5 1.6 1.6 1.7 1.7 1.9 1.9 1.5
Interest / Rent 0.9 0.3 0.3 0.2 0.2 0.2 0.2 0.1
Profit and Dividends 0.2 0.2 0.2 0.2 0.6 0.5 0.6 0.4
Sales and Charges 0.3 0.5 0.7 0.5 0.4 0.6 0.3 0.5
Social Security Contributions 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Central Bank Profit Transfers 0.6 0.1 0.2 0.4 0.3 0.3 0.6 0.3
Other 0.4 0.2
Total Revenue 16.6 15.8 14.9 14.5 14.6 14.8 13.9 131

Source: Department of Treasury Operations, Department of State Accounts and Department of Fiscal Policy.
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Recurrent Expenditure

The current expenditure increased by

6.6 percent to Rs. 1,205 billion in 2013 in
comparison to Rs. 1,131 billion in 2012. Interest
expenditure amounted to Rs. 444 billion
accounting for 37 percent of total recurrent
expenditure compared to Rs. 408 billion in
2012. However, as a percentage of GDP, it
declined to 5.1 percent from 5.4 percent in
the previous year. The increase in the interest
payments was driven by the 8 percent
increase in the domestic interest payments
and the foreign interest payment increased
by 11.2 percent. Interest expenditure of which
Rs. 343 billion was on account of domestic
interest accounted for a third of recurrent
expenditure.

Non interest recurrent expenditure was Rs.

761 billion in comparison to Rs. 723 billon in
2012 only an increase of 5.3° percent and
accounted to 8.8 percent of GDP. The salary
bill increased by 13.1 percent to Rs. 393 billion
from 348 billion mainly due to the wage
increases and further filling of vacancies in the
public service. As a result of the increase in
allowances paid to retired pensioners by Rs.
500 per month and the full impact of around
16,794 new retirees in 2012 and the partial
impact of about 22,111 new retirees in 2013, the
pension bill of the government increased by
10.4 percent to Rs. 123 billion in 2013.

Meanwhile, the expenditure on key social
welfare programs amounted to Rs. 52.3
billion in 2013, of which Rs. 16.2 billion was for
payments to disabled soldiers, Rs. 15.3 billion
for Samurdhi cash grants, Rs. 7.7 billion for
providing free school uniforms, text books

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

and nutrition programmes and Rs. 13.1

billion for assistance to needy people and
other welfare programmes. Meanwhile, the
transfers to public institutions amounted to
Rs. 39.4 billion mainly to cover the payments
due to increase in personal emoluments
while transfers to Sri Lanka Railways,
Department of Posts and Sri Lanka Transport
Board amounted to Rs. 13.9 billion to cover
their operational losses. Consequently,

the current expenditure as a percentage

of GDP declined to 13.9 percent in 2013 in
comparison to 14.9 percent in the previous
year as its growth was lower than the growth
in nominal GDP reflecting the government’s
efforts in rationalization of expenditure to
strengthen fiscal consolidation process.

The expenditure on key social
welfare programs amounted
to Rs. 52.3 billion in 2013, of
which Rs. 16.2 billion was for
payments to disabled soldiers,
Rs. 15.3 billion for Samurdhi
cash grants, Rs. 7.7 billion for
providing free school uniforms,
text books and nutrition
programmes and Rs. 13.7 billion

for assistance to needy people

and other welfare programmes.
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Public Investment

With the view of facilitating the country’s
economic transition towards resource-driven
growth in the economy, the government
proactively involved in improving economic
and social infrastructure. Accordingly, the
government spent Rs. 481 billion on public
investment in 2013 in comparison to Rs. 444
billion in 2012. This accounted for 5.5 percent
of GDP compared to 5.9 percent in the
previous year and was achieved in keeping
with the commitment of maintaining annual
public investment at around 6.0 percent of
GDP.

Chart 51> Public Investment (% of GDP)
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The average public investment during the
period from 2005 to 2013 was 6.2 percent

of GDP. The steady progress achieved in
expansion in the capacity of power generation,
seaports and airports, expressways, highways,
railways, national irrigation system, water
supply and sanitation, schools, vocational
training institutions, universities, hospitals and
service delivery facilities continued in 2013. The
sustained expenditure on public investment
has enabled to enhance the country’s capacity,
thereby helping to be in an advantageous
position in the future in achieving higher
economic growth. As a result of the continuous
public investment expenditure, the country’s
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power generation capacity improved from 2,231
MW in 2002 to 3,371 MW in 2013, capacity of
seaports increased from 4.3 million TEU in 2002
to 6.9 million TEU in 2013, passenger capacity
of international airports increased from 3 million
in 2002 to 7 million in 2013 along with the
expansion of domestic airports, road density
increased from 1.68 km per square kilo meter in
2002 to 1.76 km per square kilo meter in 2013
and water production capacity increased from
350 million cubic meters in 2005 to 547 million
cubic meters in 2013. This public investment has
also helped increase the access of the people
to electricity to 96 percent, safe drinking water
to 88.7 percent and greater access to transport,
education and health facilities. The primary

net enrolment ratio of the general education
sector has grown to 98.4 percent (2012) from
97.2 percent in 2002. Public health facilities
have also improved recording increases in the
number of hospital beds (per 1,000 persons)

to 3.6 from 3.1in 2004, and nurses (per 10,000
persons) to 15.1 from 8.9 and declined in
persons per doctor to 1,167 from 2,224 in 2004.
These infrastructure development projects were
conducive for the reduction of poverty to 6.7
percent in 2013 from 22.7 percent in 2002.

The commencement of the operations of

the Mattala Rajapaksa International Airport,
Colombo South Harbour Development Project
and Colombo - Katunayake Expressway

were the important landmarks in the public
investment programme in 2013. In addition,
the Godagama - Pinnaduwa section of the
Southern Expressway Project and the Kottawa
- Kaduwela section of the Colombo OQuter
Circular Highway were declared opened

in March 2014. The phase Il of the mega
infrastructure development projects of the
Mahinda Rajapaksa Port in Hambanthota,
Norochcholai Coal Power Plant, Northern
Railway Project, Colombo South Harbour
Project and Colombo Outer Circular Road
Project were in progress. A number of urban
development projects were also progressed in
selected major cities to develop them as growth



centers with urban housing, water, sanitation,
markets and leisure facilities.

As a part of the regional/rural development
initiatives of the government to improve the
living standards of the people in these areas
and reduction of economic disparity among
regions, the development of access roads,
electricity distribution network, community
water supply and minor irrigation systems,
market places in rural areas continued. This
rural centric development strategy helped the
achievement of sustained reduction in poverty
to 6.5 percent, multidimensional poverty to

1.8 percent’ and unemployment to 4.4 percent
in 2013. The work related to the rehabilitation
and the rebuilding of the infrastructure in the
conflict affected areas progressed as a priority
to ensure that the people in these provinces
are provided with necessary infrastructure
effectively to engage in productive economic
activity. The economic growth of 25 percent
recorded by these areas in 2012 in comparison
to national average of 15.8 percent in 2012 and
14.5 percent in 2013 was also supported by the
clearance of over 95 percent of mined lands in
the conflict affected areas and the resettlement
of all internally displaced persons of nearly
300,000 in post 2009.

Key Fiscal Balances and Deficit Financing
In 2013, the revenue deficit, the gap between
the total revenue and the total current
expenditure, was Rs. 67.7 billion in comparison
to Rs. 79.6 billion in 2012. As a percentage

of GDP, the revenue deficit declined to 0.8
percent from 1.0 percent in the previous year.
This was attributed to the containment of the
recurrent expenditure in line with the revenue
shortfall. The deficit in the revenue account,
foreign grants of Rs. 15.9 billion and the capital
expenditure and net lendings of Rs 464.2
billion resulted in an overall budget deficit of
Rs. 516 billion in 2013 as against Rs. 489 billion
in 2012. Nevertheless, the budget deficit as a
percentage of GDP declined to 5.9 percent
from 6.5 percent in 2012 continuing the gradual
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Chart 5.2 > Trends in Revenue & Grants, Expenditure and
Budget Deficit
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reduction for the fourth consecutive year from
a much higher deficit of 9.9 percent recorded
in 2009.

In financing the budget deficit, Rs. 448

billion (86.8 percent of the total financing

or 5.2 percent of GDP) was obtained as net
borrowings from domestic sources. Net
domestic financing included investments by
non-residents in government securities of Rs.
55.8 billion in 2013 compared to Rs. 106 billion
in 2012. Foreign sources contributed to the
balance Rs. 68 billion (13.2 percent of the total
financing or 0.8 percent of GDP) of the total
net financing.

Of the total net domestic financing, the

net borrowings from the banking system
increased to Rs. 297 billion from Rs. 131.5
billion in 2012. Net bank financing in 2013
accounted for 66.3 percent of the total

net domestic financing in comparison to
42.7 percent recorded in the previous year.
This increase entirely came from the net
new borrowings of Rs. 461.8 billion from
commercial banks as there was a repayment
to the Central Bank amounting to Rs. 164.8
billion by way of reduction in Treasury bills
held by the Central Bank and the provisional
advances from the Central Bank. The increase

"Poverty and multidimensional poverty indexes for 2012 are as per the Household Income and Expenditure preliminary survey 2012/2013

conducted by the Department of Census and Statistics.
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in borrowings from commercial banks was
mainly due to an increase in Treasury bills
and bonds held by commercial banks. As
a percentage of GDP, net bank financing
increased to 3.4 percent in 2013 from 1.7
percent in 2012.

Total net borrowings from non-bank sector
increased to Rs. 95.4 billion compared to

Rs. 71 billion in 2012. As a percentage of the
total domestic financing, it accounted for

21.3 percent in 2013, compared to 23 percent
in the previous year. Employees’ Provident
Fund (EPF), National Savings Bank (NSB)

and Employees’ Trust Fund (ETF) were the
main contributors to the non-bank financing
in 2013 as in the previous years. Net non-bank
financing as a percentage of GDP increased to
1.0 percent in 2013 from 0.9 percent in 2012.
Despite the increased borrowings from

the domestic sources, the interest rates on
government securities remained broadly
stable as a result of the high excess liquidity
prevailed in the domestic money market. When
making domestic borrowings, the government
increasingly relied on medium to long term
marketable debt instruments such as Treasury
bonds and also commenced the issuance of 30
year Treasury bonds in 2013.

On a gross basis, total foreign loan proceeds in
2013 amounted to Rs. 179.3 billion which were
the disbursements related to project loans
received for public investment activities. As
the repayments of foreign loans were Rs. 111.4
billion, total foreign financing on a net basis
amounted to Rs. 67.9 billion or 0.8 percent of
GDP in 2013.

178

Government Debt

The government debt at the end of 2013
amounted to Rs. 6,793.2 billion. This consisted
of Rs. 3,832.8 billion of domestic debt and Rs.
2,960.4 billion of foreign debt. As a percentage
of GDP, total debt in 2013 accounted for 78.3
percent in comparison to 79.2 percent recorded
in 2012. The reduction of debt from 105.6
percent of GDP in 2002 to 78.3 percent in

2013, a decline of 27.6 percentage points, was

a reflection of the containment of the budget
deficit from 9.9 percent in 2009 to 5.9 percent
of GDP in 2013 and relatively high average GDP
growth rate of 6.7 percent. Meanwhile, there
was a decline in the foreign debt in rupee terms
by Rs. 25.5 billion in 2013 due to the variations
in exchange rates while the domestic debt was
affected by the increase in the discount factor
(the net difference in the book value and the
face value of issues and maturities of Treasury
bills and Treasury bonds), mainly due to
increased issuance of longer tenure government
securities to reduce rollover risk.

Chart 5.3 > Per Capita GDP vs. Foreign Debt Concessionality
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Total domestic debt in 2013 amounted to
56.4 percent of the total debt. Reflecting the
more reliance on domestic financing in 2013,
the domestic debt to GDP ratio increased to
44.2 percent from 42.7 percent recorded in
2012. Of the total domestic debt, Rs. 2,923
billion or about 76.3 percent was with the
maturity periods from medium to long term
in comparison to 74.8 percent recorded in the
previous year. The balance Rs. 909 billion or
23.7 percent was with a short term maturity
periods, a decline from 25.2 percent recorded in
2012.

Total foreign debt in 2013 accounted to 43.6
percent of the total debt. The foreign debt to
GDP ratio declined to 34.1 percent from 36.5
percent in 2012 mainly due to the lower reliance
on foreign debt in 2013. The government
foreign debt on concessional terms and
conditions accounted for 50 percent of total
foreign debt. Hence, the non-concessional

and market debt amounted to the balance 50
percent in the total foreign debt by end 2013
mainly due to the higher foreign investment in
government securities by foreign investors and
the borrowings made in the previous years from
international sovereign bonds. The increased
borrowings from non-concessional and

market sources to finance the budget deficit

is consistent with the borrowing pattern of a
middle income country with the gradual decline
in the access to concessional foreign financing
amidst rising per capita income. However,

the increasing reliance on non-concessional
foreign borrowings emphasises the necessity

of strengthening the country’s debt servicing
capacity by enhancing revenue and increasing
earnings from export of goods and services for
which fiscal policy need to create further space.

Medium Term Direction

The government remains committed to ensure
that the deficit reduction path seen in the post
conflict period is continued to reach further
progress by bringing the deficit down below 5
percent of GDP in the medium term to facilitate
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the objective of sustaining economic growth of
around 8 percent with lower inflation of around
5 percent. In achieving this target, the policies in
the medium term fiscal policy framework, within
which the government formulates its fiscal
strategy, are being constantly refined to address
immediate challenges underpin by the downside
risks of high deficit in national budget and the
Balance of Payments as well as rise in debt

and slowdown in economic growth. Under this
strategy, the government envisages to reduce
the budget deficit to 5.2 percent of GDP in 2014
and to 3.8 percent by 2016, which would be

the lowest in the country’s post-independence
history, together with the reduction in the debt
to GDP ratio below 65 percent by 2016. This has
already been announced in the 2014 Budget
and accompanied report under the Fiscal
Management (Responsibility) Act (FMRA) No. 3
of 2003.

The main thrust of the medium term fiscal
strategy will be on the enhancement of the
revenue to strengthen the fiscal consolidation
process. In line with this, the revenue to GDP
ratio is expected to be increased to 16.5 percent
of GDP by 2016. The improvement in the
revenue is envisaged through the expansion
in the taxable avenues over the medium term,
benefiting from prevailing low tax regime,
infrastructure development and high priority
investments in SMEs, constructions, tourism,
value added industries in both export and
import substitution sectors.

A progressive improvement in tax to GDP
ratio is expected in the medium term

in an environment where the use of tax
concessions has been addressed by explicitly
incorporating them in the income tax laws, the
Strategic Development Project Law has been
introduced to govern large investments, and
the Tax Appeals Commission and Committee
on Interpretation of Tax Laws have been
institutionalized. Further expanding of the tax
base, including the consolidation of retail level
VAT introduced in 2013, while reducing tax
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exemptions, reducing the demand from private
sector for new tax concessions, strengthening
tax administration and sustaining economic
growth around 8 percent will be among the
priorities in the medium term in order to
reduce the dis-savings of the government and
keep the budget deficit below 5 percent of
GDP while protecting public investments at
around 6 percent of GDP.

The government has also embarked on
administrative reforms to manage a middle
income country tax system with greater self-
compliance, strict enforcement of laws and
efficiency gain in tax administration through
the information technology based Revenue
Administration Management Information
System (RAMIS), which is being established
at the Inland Revenue Department (IRD).
Human resource development is also being
undertaken by providing subject specific
knowledge and change management through
distinguished institutions, including the
National University of Singapore and other
training programmes.

On the expenditure front, priority will be on
the stabilisation of the recurrent expenditure
at 14 percent of GDP while maintaining public
investment at around 6 percent of GDP. In
line with this, cash flow management and
commitment controls on the budgetary
provisions are being improved while paying
attention to the promotion of quality of

the expenditure primarily aiming at the
reduction in the underlying revenue deficit

in the medium term, which has already been
reduced from 3.7 percent in 2009 to 0.8
percent in 2013. The relatively low expenditure
on national security and expenditure relating
to the internally displaced persons (IDP) will
also help the continuation of moderation in
recurrent expenditure. An Integrated Treasury
Management Information System (ITMIS)

is being established to improve Treasury
operations, project planning and preparations
for public investment, effective use of
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funding, and productivity focused expenditure
management. Introduction of new and
streamlined financial regulations, strengthening
budget preparation, and improving the medium-
term budget framework are also a part of the
ongoing public financial management reform
agenda of the government.

The profitability and the return on investments
of key State Owned Business Enterprises
(SOBESs) are expected to be improved through
the cost reflective price adjustments as well

as financial and business management reform
initiatives while benefitting from the relatively
modest movements in international oil prices
and exchange rates. In particular, large SOBEs,
that are involved in the field of port operations,
aviation, water supply, electricity, petroleum,
banking and insurance, accounting for about 95
percent of the asset base of state enterprises,
are expected to be strong revenue sources
after the completion of the ongoing capital
infusion process and capacity creation. All of
these would help phase out the deficit in the
revenue account of the government budget.
This coupled with the anticipated reduction in
the budget deficit and the borrowings of the
government will create conducive environment
to improve the overall liquidity in the economy
and expand private sector lending to support
their economic activities while helping reduce
inflation and interest rates. It will facilitate the
achievement of around 8 percent economic
growth in the medium term by promoting
savings and investments thereby creating
employment opportunities to enhance income
earning capacity and keep unemployment below
4 percent. The achievement of such a growth
path is also necessary to maintain buoyant
government revenue in the medium term. The
lower level of budget deficits which are to be
achieved over the 2014-16 medium term macro
fiscal framework will be conducive to provide
greater freedom to the Central Bank to conduct
its monetary policy towards maintaining a mid-
single digit inflation and stability in exchange
rate and interest rates.
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Table 5.3 > Summary of Government Fiscal Operations

Rs. Bn
2002 2007 2008 2009 2010 20M 2012 2013 2014
Budget
Total Revenue and Grants 269.0 595.6 686.4 725.6 834. 983.0 1,067.5 1,153.3 1,469.5
Total Revenue 261.9 565.1 655.2 699.7 817.2 967.9 1,051.5 11374 11,4375
Tax 221.8 509.0 585.6 619.0 724.7 845.7 9089 10059 12746
Income Tax 37.4 107.2 126.5 139.6 135.6 157.3 172.6 205.7 283.3
Taxes on Goods and Services 98.9 328.6 356.2 352.0 435.4 497.3 519.7 572.3 688.6
Taxes on External Trade 85.5 73.2 102.9 127.4 153.7 1911 216.7 227.9 302.7
Non Tax Revenue 40.1 56.1 69.6 80.7 92.5 122.2 142.6 131.6 162.9
Grants 71 30.5 31.2 25.9 16.9 15.1 16.1 15.9 32.0
Total Expenditure & Net Lending 403.0 841.7 996.2 1,201.9 1,280.2 11,4331 1,556.5 1,669.4 1,985.6
Recurrent 330.9 622.8 743.7 879.6 9371 1,0249 1,131.0 1,205.2 1,328.3
Personnel Emoluments 88.8 214.2 2391 271.2 300.6 319.6 347.7 393.2 410.6
Interest 16.5 182.7 212.5 309.7 352.6 356.7 408.5 4440 441.0
Subsidies and Transfers 74.4 147.4 170.9 190.2 196.2 216.6 234.7 248.5 284.8
Other Goods and Services 511 78.5 121.2 108.5 87.7 132.0 140.1 19.4 191.9
Capital Expenditure and Net 721 218.9 252.5 322.3 343 408.3 425.5 464.2 657.3
Lending
Public Investment 72.2 229.3 263.9 3304 356.5 422.3 443.9 481.2 668.5
Other [(eR)) (10.4) .4) @810 13.4) 14.0) (18.5) (17.0) [QRD)
Revenue Surplus(+)/Deficit(-) (69.0) (57.7) (88.5) (179.9) (119.9) (57.0) (79.5) (67.7) 109.2
Primary Surplus(+)/Deficit(-) 17.5) (63.3) (97.1) (166.7) (93.3) (93.5) (80.5) (72.0) (75.1)
Budget Surplus(+)/Deficit(-) (134.0) (246.0) (309.6) (476.4) (445.9) (450.2) (489.0) (516.1) (516.1)
Total Net Financing 134.0 246.0 309.6 476.4 445.9 450.2 489.0 516.1 516.1
Net Foreign Financing 2.0 63.8 12.9 83.9 194.9 193.9 180.8 67.9 235.5
Gross Foreign Borrowing 39.0 127.9 67.7 1941 270.0 282.3 357.8 179.3 331.5
Repayments 371 64.1 54.8 10.3 751 88.4 177.0 m.4 96.0
Net Domestic Financing 126.4 182.3 296.7 3925 251.1 256.3 308.2 448.2 280.6
Non Bank Financing 131.2 129.4 1191 196.5 2041 39.4 71.0 95.4 129.3
Foreign Investment in T Bills - 371 (17.6) 149.6 48.8 251 105.7 55.8 51.4
and Bonds
Bank Borrowings 4.8) 15.8 195.2 49.0 1.9 191.9 131.5 297.0 100.0
Privatization Proceeds 5.7 - - - - - - - -
As a % of GDP
Revenue and Grants 17.0 16.6 15.6 15.0 14.9 15.0 144 13.3 14.8
Total Revenue 16.6 15.8 14.9 14.5 14.6 14.8 13.9 131 14.5
Tax Revenue 14.0 14.2 13.3 12.8 12.9 12.9 12.0 1.6 12.9
Non Tax Revenue 2.5 1.6 1.6 1.7 1.7 1.9 1.9 1.5 1.6
Grants 0.4 0.9 0.7 0.5 0.3 0.2 0.2 0.2 0.3
Total Expenditure & Net Lending 24.6 23.5 22.6 24.9 22.8 21.9 20.5 19.2 20.0
Recurrent Expenditure 20.2 17.4 16.9 18.2 16.7 15.7 14.9 13.9 13.4
Public Investment 4.4 6.4 6.0 6.8 6.4 6.5 5.9 55 6.7
Revenue Surplus(+)/Deficit(-) 4.4) .6) (2.0) 3.7) (¢A)] (0.9) 1.0) (0.8) 11
Primary Surplus(+)/Deficit(-) Qan (1.8) (2.2) (3.5) Qa7 .4) an (0.8) (0.8)
Budget Surplus(+)/Deficit(-) (8.2) (6.9) (7.0) (9.9) (8.0) (6.9) (6.5) (5.9) (5.2)
Total Net Financing 8.2 6.9 7.0 9.9 8.0 6.9 6.5 5.9 5.2
Net Foreign Financing 0.1 1.8 0.3 1.7 3.5 3.0 2.4 0.8 2.4
Net Domestic Financing 8.1 5.1 6.7 8.2 4.5 3.9 4] 5.1 2.8

Sources: Department of Treasury Operations, Department of State Accounts and Department of Fiscal Policy
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5.2 Government Revenue

Total revenue of the government in 2013
increased by 8.2 percent to Rs. 1,137.4 billion
in comparison to Rs. 1,051.5 billion generated
in 2012. This was achieved with the 10.7
percent increase of tax revenue to Rs. 1,005.9
billion as the non-tax revenue declined by

7.7 percent to Rs. 131.6 billion. Total revenue
in 2013 fell short of the target of Rs. 1,257.6
billion envisaged in Budget 2013.

5.2.1 Tax Revenue

Total tax revenue in 2013 increased by 10.7
percent to Rs. 1,005.9 billion compared to
Rs. 908.9 billion in 2012 and amounted to

88.4 percent of the total government revenue.

The performance in the tax revenue in 2013
was a combined outcome of the enhanced
performance in the tax revenue with the

improved domestic economic activity during
the second half of the year supported by the
strengthened global economic conditions,

the negative impact on the import related tax
revenue from the overall decline in imports and
the granting of exemptions and concessions
for selected sectors to encourage production
and domestic value addition. A noteworthy
improvement was shown in the revenue from
corporate and non corporate income tax (23.1
percent) and pay as you earn (PAYE) tax (25.7
percent). Also, the 10.9 percent growth in the
domestic consumption based taxes and the 7.4
percent growth in import based taxes, despite
the drop in imports and the decline in the
revenue from ESC and PAL, signifies the fact
that the revenue buoyancy is being gradually
establishing in the economy compared to the
lackluster performance experienced in the first
half of 2013.

Chart 5.4 > Government Revenue
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Income Tax

The revenue from income tax by way of
corporate and non corporate income tax, PAYE
tax, Economic Service Charge (ESC) and tax on
interest amounted to Rs. 205.7 billion in 2013,
reflecting a buoyant growth of 19.2 percent in
comparison to Rs. 172.6 billion in the previous
year. This was achieved with the lower personal
as well as corporate income tax rates other
than on liquor and tobacco industries and

the broadened base supported by improved
performance in the domestic economic
activities.

Chart 5.6 > Performance of Income Tax
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The corporate and non corporate income
tax revenue increased by 23.1 percent to Rs.
103 billion benefitting from the improved
performance in commercial banking, finance
and insurance, food and beverages, import
and export trade, manufacturing, construction,
telecommunication and tourism sectors as
well as the gradual completion of tax holiday
period by many companies thereby negating
the negative impact of slowdown in private
sector credit growth and business of motor
vehicles and financial leasing activities.

The revenue from the tax on wage income,
which is the PAYE tax, increased by 25.7
percent to Rs. 19 billion in 2013 due to the
higher wage income and employment liable
to such taxes, improved compliance by
employers as well as the collection of this tax
at the source as the final tax despite the lower
rate structure and higher threshold inbuilt

in the new income tax system introduced

in 2011. Meanwhile, the revenue from tax on
interest increased by 30.7 percent to Rs. 77.9
billion as a result of the growth in deposit
base in the banking and financial system and
higher collection of withholding tax from

the issuance of longer term government
securities.

The main thrust of the medium term fiscal strategy will

be on the enhancement of the revenue to strengthen
the fiscal consolidation process. In line with this, the
revenue to GDP ratio is expected to be increased to
16.5 percent of GDP by 2076. The improvement in the
revenue is envisaged through the expansion in the
taxable avenues over the medium term, benefiting from
prevailing low tax regime, infrastructure development
and high priority investments in SMEs, constructions,
tourism, value added industries in both export and

import substitution sectors. .



Box 5.2 Income Tax Regime

Description Tax Rate (%)
Individuals
Up to Rs.500,000 (Tax Free Allowance) Exempted
On the Balance (Taxable Income)
First Rs.500,000 (of the taxable income) 4.0
Second Rs.500,000 8.0
Third Rs.500,000 12.0
Fourth Rs.500,000 16.0
Fifth Rs.1,000,000 20.0
Balance 24.0
Pay-As-You-Earn (PAYE) Tax is not applicable on employment income upto Rs. 600,000
The maximum rate of income tax applicable on employment income of professionals 16.0
For employes who works under more than one employer
If payment does not exeed Rs. 25,000.00 per month 10.0
If payment exceed Rs. 25,000.00 per month 16.0
Emplyees of public sector works under more than one employer
If payment does not exeed Rs. 50,000.00 per month 10.0
If payment exeed Rs. 50,000.00 per month 16.0
Terminal Benefits from Employment (Retiring Gratuity etc.)
Period of service or contribution is not less than 20 years-First Rs. 5 Mn Exempted
Period of service or contribution is less than 20 years - First Rs. 2 Mn Exempted
On the next Rs. 1,000,000.00 5.0
On the balance 10.0
Compensation under VRS uniformly applicable- up to Rs. 2 Mn Exempted
Compensation under Labour Commissioner approved scheme- up to Rs. 2 Mn Exempted
Non-uniform compansation for loss of employment- Maximum rate 16.0
Corporate Income Tax
Standard Rate 28.0
Concessionery Rate
Agriculture
Exports with 65 percent value addition
Operation of storage facilities
Development of software
Supply of Labour
Educational services 10.0
Clubs and associations
Remittance tax
Any unit trust, mutual fund and unit trust management
Poultry
Dividend income
Small companies (taxable income not exceeding Rs. 5 million)
Manufacture of any article or provision of any service with the turnover
not exeeding Rs. 500 million per annum
Non-traditional exports’
Animal produce
Livestock
Manufacture of animal feed 12.0
Tourism
Construction
Healthcare services
Manufacture of handloom products
Venture capital companies
Petroleum exploration
Other
Lottery, Betting or Business of Liquor, Tobacco and Gaming 40.0
Partnerships tax on divisible profits 8.0
Employees’ Trust Fund and Provident or Pension Funds 10.0
Charitable Institutions 10.0
Cooperative Societies Exempted
Non-Governmental Organizations (3% of the fund received is deemed to be profit) 28.0

‘Exports, including deemed exports, other than black tea in bulk (more than 1 kilogram in a package) not being organic tea in bulk, crape rub-

ber, sheet rubber, scrap rubber, latex or fresh coconuts
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However, the revenue from ESC declined
significantly by 55.6 percent to Rs. 6.6 billion
in 2013 in comparison to Rs. 14.9 billion in
2012 mainly due to exemptions introduced
for businesses which are subject to income
tax and the increase in the tax free threshold
to Rs. 50 million per quarter from Rs. 25
million with effect from O1 April 2012.

Value Added Tax

In 2013, the total revenue collected from VAT
increased by 9.1 percent to Rs. 250.5 billion
on net basis, in comparison to the Rs. 229.6
billion in 2012 accounting for 25 percent of
total tax revenue. This growth was mainly
supported by the 13.6 percent growth in the
domestic VAT revenue to Rs. 124.2 billion while
the 5.1 percent growth recorded in the VAT
revenue from imports also helped achieve this
performance.

The enhanced domestic demand as well as the
increase in industrial exports by 5.1 percent in
2013 in comparison to a 7.8 percent decline in
the previous year due to improved demand
from major export destinations had a positive
impact on domestic factory industries. Hence,
food, beverages and tobacco production and
textile, wearing apparel and leather products,
which form the major part of factory industry
base, grew by 7.5 percent and 8.9 percent in
2013, respectively in comparison to 5.1 percent
and 4.9 percent growth in 2012. Growth in
hotels and restaurants services by 22.3 percent
and construction activities by 14.4 percent
also contributed positively to the growth in
domestic VAT revenue. Further, the domestic
trading activities also grew by 6.9 percent
compared to 6.8 percent in 2012 and had a
positive impact on improving the growth in
the revenue from domestic VAT. The VAT on
banking sector and other financial activities
also showed a significant improvement. The
imposition of VAT on wholesale and retail
trade with a quarterly turnover more than Rs.
500 million also helped the increase in the
domestic VAT revenue.
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The impact of the policy measures introduced
in early 2012 to contain the domestic demand
and widening trade deficit had a partial
impact on the VAT liable import base in 2013,
particularly in the first half of the year as
reflected by the decline in the value of motor
vehicle imports and other VAT liable imports
during that period. The year as a whole, vehicle
imports increased by 17.6 percent to US$
582.4 million as a bulk of this was imported
under concessionary duty. However, there

was a contraction of home appliances by 12.0
percent to US$ 192.2 million, textiles by 9.7
percent to US$ 2,045.8 million and diamond
and precious metals by 17.8 percent to US$
482.9 million, which had a negative impact on
the growth in the VAT revenue from imports.
The import of investment goods also decreased
by 7.3 percent, due to the 32.7 percent drop in
transport equipment and 5.7 percent decline
in machinery and equipment. However, the
impact from such imports for VAT revenue
generation was marginal since most of the
machinery and equipment and many of the
transport equipment are exempted from

the VAT to reduce upfront cost as well as to
minimize refunds. VAT exemptions are granted
administratively for the import of such goods
for the use of infrastructure development
projects with the view of reducing transaction
costs of such projects. Such administrative
exemptions, which amounted to Rs.26.8 billion
in 2013 in comparison to Rs. 20.8 billion in
2012, helped to neutralize the impact on cash
management of government’s infrastructure
development projects. These are reflected

in the economic classification as revenue

and expenditure to reflect true revenue and
expenditure and there is no net impact on the
budget balance.

The Simplified Value Added Tax (SVAT) scheme,
which was introduced in 2011 with the view of
improving VAT revenue on a net basis while
avoiding possible loopholes for undue cash
refunds as well as to facilitate the exporters and
the implementation of Strategic Development
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Table 54 > Value Added Tax Revenue

Rs. Mn
Item 2002 2007 2008 2009 2010 20M 2012 2013
Domestic 34,322 95,738 112,616 105,486 129,046 11,245 12,214 124,424
Imports 41,541 101,813 100,831 73,997 99,669 120,961 120,539 126,538
Gross Revenue 75,863 197,551 213,447 179,483 228,715 232,206 232,753 250,962
Refunds 9,171 9,957 9,801 7,973 8,724 6,348 3,149 439
Net Revenue 66,692 187,594 203,646 171,510 219,991 225,858 229,604 250,523
Net Revenue as a % of GDP 4.2 5.2 4.6 3.5 3.9 3.5 3.0 2.9

Source: Department of Fiscal Policy

Projects as well as other large infrastructure
development projects (Specified Projects)

by reducing their upfront cost on purchasing
goods and services for the use of such
activities, continued in 20132, The introduction
of this scheme has resulted in a decline in VAT
cash refunds by 86 percent to Rs. 439 million in
2013 from Rs. 3.1 billion in 2012.

Excise Duty

Total revenue generated from excise duties
was Rs. 250.7 billion in 2013, an increase of 11.9
percent in comparison to Rs. 223.9 billion in
2012 which accounted for 24.9 percent of the
total tax revenue in 2013. The major sources
of excise revenue, i.e,, liquor, cigarettes and
motor vehicles contributed positively to the
revenue during the year in comparison to
2012 although the duty collection from motor
vehicle and liguor was undermined largely

by undervaluation while the revenue from
petroleum products declined by 4.7 percent in
comparison to 26.7 growth recorded in 2012
mainly due to the decline in sale of diesel.

The revenue from excise duty includes the
non-cash revenue of Rs. 41 billion in 2013 in

comparison to Rs. 32 billion in 2012, which
is attributed to the concessionary duty on
import of motor vehicles to public servants,
a non-salary benefit for them to encourage
effective public sector service delivery.

The excise duty revenue from liquor
increased by 9.9 percent to Rs. 66 billion

in 2013 in comparison to Rs. 60 billion in
2012 despite the 11.0 percent decline in the
production of hard liguor, mainly due to 11.6
percent drop in the production of Arrack to
39.9 million proof liters, which had a negative
impact on the revenue growth from this
source. The full impact of the upward revision
of excise duty rates in March and October
2012 and the significant growth in tourism
related activities mainly contributed to the
increase of revenue from the liquor. The 21
percent increase in the production of malt
liguor to 120.2 million liters in 2013 from 99.3
million liters in 2012 also contributed for this
increase. Meanwhile, there was a 26.5 percent
significant growth in the revenue from wine
to Rs. 4.3 million in 2013 from Rs. 3.4 million
in the previous year.

2Under the SVAT Scheme, both the beneficiaries and the supplies are required to register and the eligible registered
persons are provided with the credit vouchers to be used in the payment of VAT in lieu of cash payments on the purchase

of goods and services from the suppliers registered under this scheme. The exporters or zero rated service providers,

manufacturers who supply domestically manufactured goods to such exporters, registered persons engaged in Strategic

Development Projects and Specified Projects, service providers to exporters or persons who supply more than 50 percent
of their products and services to SVAT registered persons are eligible for registration under this scheme.
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Table 5.5 > Excise Duty Revenue

Rs. Mn
Item 2002 2007 2008 2009 2010 20M 2012 2013
Liquor 10,235 23,723 27,434 28,525 36,654 55,286 60,085 66,008
Cigarettes/Tobacco 20,579 31,437 37,288 37,601 40,675 49,623 53,528 58,567
Motor Vehicle 4,261 17,415 1,067 3,192 21,199 71,646 78,509 96,478
Petroleum Products 16,708 19,124 18,977 23,018 28,038 22,470 28,466 27130
Other 332 4,976 6,205 5,268 3,298 5,798 3,336 2,516
Total 52,114 96,675 100,970 97,604 129,864 204,821 223,924 250,700

Source: Department of Fiscal Policy

In 2013, although the total number of vehicles
imported declined by 17.3 percent to 309,310
from 374,175 in 2012, the value of motor
vehicles imported increased by 17.6 percent to
US$ 582.2 million thereby helping to increase
the excise duty revenue from this source to Rs.
96.4 billion in comparison to Rs. 78.5 billion

in 2012. The number of motor cars imported
increased by 2.9 percent in 2013. There was a

shift within the diesel category from motor
vehicles with engine capacity of less than
2500 cc to more than 2500 cc vehicles
while the petrol vehicles also showed a shift
to less than 1500 cc and 3000 cc vehicles
from less than 1000 cc motor vehicles
which has resulted in a considerable
increase in the total value of motor vehicle
imports in 2013.

Chart 5.7 > Liquor: Production & Excise Tax Revenue
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Table 5.6 > Production and Excise Tax Collection from Liquor and Cigarettes

Quantity Produced

Excise Tax Revenue

Year Hard Liquor % Malt Liquor %  Cigarettes % Liguor % Cigarettes %

(Liter Mn) Change (Liter Mn) Change (Mn. Sticks) Change (Rs. Bn) Change (Rs. Bn) Change
2002 28.4 5.5 42.8 6.0 4,71 71 8.8 4.5 20.5 5.6
2006 44.7 16.1 46.9 -8.9 4,791 30 20.7 27.0 30.1 12.1
2007 46.8 4.7 49.5 55 4,670 (2.5) 239 15.4 3.4 4.5
2008 45.8 Qn 57.4 16.0 4,467 4.4) 27.3 14.2 373 18.6
2009 411 10.3) 555 (3.3) 4,101 (8.2) 281 3.1 376 0.8
2010 49.4 20.2 71.4 28.6 4,286 4.5) 37.7 34.3 40.6 8.1
2011 53.8 8.9 87.5 225 4,469 4.3 55.8 47.8 49.6 22.0
2012 49.7 (7.6) 99.3 13.5 4,320 (3.3) 59.9 7.3 53.9 7.9
2013 44.2 (1.0) 120.2 21.0 4,035 (6.6) 66.0 9.9 58.5 9.3

Sources: Department of Fiscal Policy, Department of Sri Lanka Customs and Department of Excise

Total revenue generated from excise duty on
cigarettes and tobacco was Rs. 58.5 billion in 2013
with an increase of 9.3 percent in comparison to
Rs. 53.9 billion in 2012 despite the decline in the
sale of cigarettes by 6.6 percent to 4,035 million
sticks in 2013, which had a negative impact on the
revenue generation from this source. The upward
revision of excise duty on cigarettes and tobacco
in July 2013 mainly resulted in this revenue
growth.

There is a decline in the consumption of
cigarettes, tobacco and liquor due to the
government policy on discouraging cigarettes,
tobacco and liguor consumption, strict
enforcement of the related legislations, such as

National Alcohol and Tobacco Act, implementation
of awareness programmes and higher taxes.
However, it has negatively affected the revenue
from excise duty on these items. This situation
highlights the need for alternative revenue sources
in the medium term to replace the revenue from
these products.

The revenue from excise duty on petroleum
products declined by 4.7 percent to Rs. 271 billion
in 2013 in comparison to Rs. 28.5 billion recorded in
2012 as a combined outcome of the decline in the
import value of refined products due to decline in
domestic sale of diesel by 16.3 percent to 1,755,000
MT and increase in sale of petrol by 2.9 percent to
788,000 MT in 2013 compared to 2012.

Table 5.7 > Motor Vehicle Imports

item No. of Motor Vehicles % Change

2010 20M 2012 2013 20N 2012 2013
Motor Bicycles 221,832 252,036 186,372 159,769 13.6 (26.1) 4.3
Three-Wheelers 92,207 137,389 93,284 80,585 49.0 (32D (13.6)
Tractors 18,617 26,870 18,967 14,178 44.3 (29.4) (25.2)
Transport Vehicles 20,655 55,786 45,560 25,654 170.1 (18.3) 43.7)
Passenger Van and Buses 2,766 3,836 3,245 1,627 38.7 (15.4) (49.9)
Motor Cars 26,745 56,370 26,312 27,088 110.8 (53.3) 2.9
Other 277 769 435 409 177.6 (43.4) (6.0)
Total 383,099 533,056 374,175 309,310 39.1 (29.8) 17.3)

Source: Department of Sri Lanka Customs
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Import Duty

In 2013, the total revenue generated from import
duty increased by 3.7 percent to Rs. 83.1 billion
in comparison to Rs. 80.2 billion recorded in
2012 and accounted for 8.3 percent of total tax
revenue. The slower growth in the revenue from
import duty in 2013 was mainly attributable to
the overall decline in the imports by 6.2 percent
to US$ 18,003 million. The 32.7 percent decline
in transport equipment to US$ 667.8 million,
17.8 percent drop in diamonds, precious stones
and metals to US$ 482.9 million and 11.2 percent
drop in wheat and maize to US$ 323.2 million
mainly had an adverse impact on the revenue
from import duties. Further, the duty free

items, consisting of pharmaceuticals, fertilizer,
textiles etc. as well as duty free imports under
investment agreements caused the decline

in revenue from import duty. Meanwhile, the
existence of a significant amount of imports
with duty free or normal duty status due to the
Free Trade Agreements (FTASs) that have been
entered into by Sri Lanka with India, Pakistan,
the South Asian Region and the Asia Pacific
Region in order to strengthen liberal trade

and integration with the region has led those
imports to come either duty free or at lower
duty rates. The import value in respect of the
goods imported under FTAs entered into by Sri
Lanka amounted to Rs. 65.9 billion in 2013 in
comparison to Rs. 64.8 billion in 2012. However,
the reduction of the duty waiver on milk powder
imports to promote the local dairy production
and the increase of import duty on beer and
alcohol spirits, cigarettes and tobacco products
contributed positively to the revenue from
import duty in 2013.

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

Special Commodity Levy

The Special Commodity Levy (SCL) is

levied under the Special Commodity Levy
Act No. 48 of 2007 on commodities with
seasonal variation of supplies with the

view of promoting domestic production by
providing necessary protection for domestic
producers during harvesting seasons while
adjusting the levy periodically during the
off seasons to stabilize consumer prices and
promote consumer protection for a specific
period mentioned in the relevant Gazette
notifications. Through this levy, the small time
importers who are predominantly engaged
in the importation of dry foods are provided
with a simple, convenient and efficient to
handle tax system with a single composite
levy for their imports in lieu of different
indirect taxes levied at the point of customs.
The number of essential commodities
subjected to SCL expanded to 36 by the end
of 2013 from 31 commodities by the end of
2012.

The domestic production of number of items,
including sugar, potatoes, chilies and green
gram, increased in volume terms in 2013 in
comparison to 2012 with the adjustment of
SCL to promote domestic production. It also
resulted in a decline in the import of several
items including sugar, green gram and peas.
In addition, there was a reduction in the cost
on import of sugar by 16.2 percent to US$ 289
million, chick peas by 19.9 percent to US$ 20.5
million, Maldives fish by 12 percent to US$ 6.6
million and other dried fish by 16.3 percent to
US$ 25.1 million in 2013 in comparison to 2012.
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Table : 5.8 > Domestic Production and Import Performance of Selected Agricultural Commodities
subjected to Special Commodity Levy : 2012 & 2013

Item Domestic Production ( MT °000) Imports (MT°000) SCL Revenue (Rs. Mn)
2012 2013 % Change 2012 2013 % Change 2012 2013
Big onion 83.6 69.6 -16.7 145.9 168.9 15.8 3,916 2,637
Red onion 74.0 55.6 -24.9 7.0 15.4 120.0 166 204
Black gram 10.2 9.4 -7.8 3.2 4.2 31.3 329 449
Cowpea 14.8 15.4 4. 0.7 11 571 68 108
Chillies 15.4 18.0 16.9 40.7 44.0 8.1 938 101
Potatoes 72.2 78.8 9.1 10.8 124.7 12.5 2,674 2,364
Green gram 12.0 141 17.5 7.9 71 -10.1 644 705
Kurakkan 6.0 6.9 15.0 3.6 12.0 233.3 191 15
Sugar 36.7 53.0 44.4 559.0 539.0 -3.6 8,252 1,630

Sources: Department of Customs, Ministry of Agriculture, Department of Census and Statistics and Department of Fiscal Policy

In 2013, the revenue generated from SCL The domestic pf'OdUCtiOI’I O]C
increased by 38.7 percent to Rs. 46.7 billion . . .

in comparison to Rs. 33.7 billion in 2012 and number O]C Items, IHCLUd’ng SUQC”',
accounted for 4.6 percent of the total tax pOtOtOQS, chilies and green gram,

revenue. This was mainly supported by the

increase in SCL rates on sugar in August 2013. H’?CI’QO'SQCI n vou_’lme terms In
Crude palm oil, sugar and lentils were the key 2013 in comparison to 2012
revenue items under the SCL system in 2013 Wlth the adjustment Of SCL to

while the revenue from big onions, potatoes . .
and fish declined. promote domestic production.
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Table 5.9 > Special Commodity Levy Rates

Rate (Rs. Per kg)

Item
End 2012 End 2013
Spratts 10 26
Potatoes 15 10
Red Onions 15 5
B Onions 15 10
Garlic 40 40
Green Gram 100 102
Lentils - Whole 18 18
Split 22 22
Chilies - Not Crushed 25 25
Crushed 150 150
Canned Fish 100 102
Sugar 20 30
Watana - Whole 20 22
Split 25 25
Chick Peas - Whole 10 12
Split 15 15
Black Gram 10 10
Cowpea 100 100
Millet 100 100
Maldive Fish and Subsitutes There for 275 302
Other-Dried Fish 75 102
Orange-Fresh 60 65
Mandarins-Fresh 50 -
Grapes - Fresh 130 130
Apples - Fresh 45 45
Seeds of Coriander - Neither Crushed nor Ground 45 46
Seeds of Coriander - Crushed or Ground 200 202
Seeds of Cumin 160 162
Seeds of Fennel 50 52
Turmeric - Neither crushed Nor Ground 200 202
Turmeric - Other 500 510
Mathe - Seed 50 50
Kurakkan (Eleusine Coracana Spp.) 100 100
Kurakkan (Eleusine Coracana Spp.) Powder 150 150
Black Gram Flour 200 300
Ground Nut - Shelled 1o 12
Mustard Seeds 60 62
Palm Oil Crude 80 90
Palm Oil Refined 1o 1o

Fish 10% of the CIF value or Rs. 10 per  10% of the CIF value or Rs. 10 per

Kg, whichever is higher kg., whichever is higher
Yoghurt - 625
Butter - 880
Margarine (Fat 80% or more) - 175
Margarine - Other - 275
Salt - 40

Source: Department of Trade and Investment Policy
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Nation Building Tax

Nation Building Tax (NBT) generated total
revenue of Rs. 40.9 billion in 2013, an increase
by 5.7 percent in comparison to Rs. 38.7 billion
in 2012. The revenue from NBT on domestic
activities increased by 9.4 percent while NBT on
imports increased marginally over the previous
year in contrast to the contraction of 5.8 percent
in 2012. The improvement in activities related to
manufacturing sector including food, beverages,
metal product and services sector including
hotels, restaurants and commercial banking
activities amidst challenging conditions and the
boost in the tourism related activities under the
peaceful environment prevailing in the country
were the major factors attributable to the growth
in the revenue from NBT on domestic activities
despite the negative impact of the increase in the
NBT threshold of all the businesses carried out
by any person or partnership to Rs. 3 million per
quarter or Rs. 12 million per year to facilitate the
small and medium enterprises (SMEs).

However, the overall decline in the imports by 6.2
percent to US$ 18,003 million and the provision of
certain exemptions resulted in a marginal growth
in the revenue from NBT on imports to Rs. 15.7
billion in 2013 over the previous year. Out of the
total revenue from NBT, a one third or Rs. 20.5
billion was transferred to Provincial Councils (PCs)
under the revenue sharing mechanism with the
government, which was introduced in 2011.

Table 510 > Transfer of NBT Revenue to Provincial

Councils - 2013
Provincial Council Revenue (Rs. Mn) % of the Total
Western Province 9,825 48
Central Province 1,842 9
Southern Province 1,842 9
North Western Province 1,842 9
Sabaragamuwa Province 1,023 5
North Central Province 1,023 5
Uva Province 1,023 5
Eastern Province 1,023 5
Northern Province 1,023 5
Total 20,466 100

Source: Department of Fiscal Policy
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Ports and Airports Development Levy
(PAL)

The Ports & Airports Development Levy (PAL)
generated total revenue of Rs. 61.9 billion in 2013
reflecting a decline of 1.6 percent in comparison
to Rs. 70.1 billion recorded in the previous year. It
accounted for 6.2 percent of the total tax revenue
in 2013. The decline in overall imports, was the
major reason for this decline although a fewer
number of exemptions and the well-defined base
of this source of revenue. The slower growth in the
revenue from PAL was mainly due to the decline in
the revenue from kerosene type jet fuels, fertilizers,
and iron and steel in 2013. The lower rate of 2
percent for raw materials used for pharmaceuticals
and certain machinery, including machinery for
textile and fabric industries was continued in
addition to the standard rate of 5 percent applied
for general goods.

Telecommunications Levy

The revenue collected from Telecommunications
Levy which was introduced as a single composite
levy in lieu of different indirect taxes charge in
this industry, under the Telecommunication Levy
Act No. 11 of 2011 increased by 9.7 percent to Rs.
24.4 billion in 2013 compared to Rs. 22.3 billion

in 2012. The VAT exemption given on importation
of machinery and high-tech equipment used in
the industry resulted in an enhancement of the
investment in the telecommunication sector. The
conseqguent expansion of the services, including
in the Northern and Eastern provinces, and

high demand for data transmission (IT and BPO
industry) service from business enterprises mainly
supported this improved performance.

Cess

The total cess revenue increased by 10.2 percent
to Rs. 36 billion and accounted for 3.3 percent of
total revenue in 2013, in comparison to Rs. 32.7
billion in 2012. The revenue from cess on imports
increased by 11.5 percent to Rs. 33 billion in 2013.
The increase in cess on import of Lubricants,
Fats, Oils and Other Portland Cement in 2013
mainly contributed for this improvement. Import
of Portland cement, glazed ceramic tiles, printed
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Table 5.11 > Cess Revenue from International Trade and Government Subsidy for
Agriculture Sector Development : 2011-2013

Rs. Mn
Cess Revenue Government Subsidy
Cost
20M 2012 2013 20M 2012 2013
Cess Exports 2,785 3,140 3087 Commercial Crop
Development
Tea-Under Tea (Tax and Control of 690 737 758 Tea 171 182 295
Export) Act, Sri Lanka Tea Board
Law
Rubber-Under Rubber Replanting 58 30 53 Rubber 485 435 623
Subsidy Act
Coconut-Under Coconut no 19 101 Coconut 293 353 580
Development Act
EDB Cess- Under Sri Lanka Export 1,918 2,254 2175 Cashew 29 27 65
Development Act
Minor Export Crops (Cinna- 220 184 361
mon, Cocoa, Coffee, Pepper)
Cess on imports- Under Sri Lanka 26,876 29,600 33,004 Fertilizer Subsidy for Total 29,802 36,456 19,706*
Export Development Act Agriculture Sector Develop-
ment
Total 29,662 32,740 36,091 Total 30,999 37,637 21,630

Sources: Department of Sri Lanka Customs and Department of National Budget

* Fertilizer Subsidies on Agriculture Sector Expenditure

or coloured woven fabric and iron or non-alloy
steel were the main sources for import cess
revenue in 2013. However, the cess revenue from
exports declined by 1.6 percent to Rs. 3.0 billion
in 2013, despite the upward revision of cess on
export of cinnamon, cloves and natural minerals
since end of 2012, mainly reflecting the reduced
demand. In order to protect the local industry,
cess was imposed on salt, bakery products,
confectioneries, vinegar, and dairy products in
Budget 2013. Meanwhile, in Budget 2013, cess on
export was introduced a number of primary or
raw forms of minor export crops and minerals in
order to discourage low value added exports and
move into a domestic value creation in export
industry.

5.2.2 Non Tax Revenue

Total non-tax revenue in 2013 amounted to Rs.
131.6 billion in comparison to Rs. 142.5 billion
recorded in 2012 and contributed to 11.6 percent
of the total revenue. The revenue from fees and
charges increased by 56.5 percent to Rs. 40.7
billion in 2013 and that from interest/rent also
increased by 2.6 percent. However, the decline in
the profit transfers from the Central Bank by 38.7
percent and profit and dividends by state banks
and SOBEs by 24.8 percent in comparison to 2012
had a negative impact on the non-tax revenue

in 2013. The limited capacity to adjust output
prices to reflect market conditions considering
potential social and economic implications,
inadequate separation of business and social
development goals, inadequate corporate
freedom in management and consequentially very
low return on investment have resulted in the non-
contribution by the loss making SOBEs into the
government revenue.
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Table 512 > Non Tax Revenue

Rs Mn

2013 (% of

Item 2002 2007 2008 2009 2010 20M 2012 2013 2013/2012 Total Non Tax
(% change)

Revenue)
Interest/Rent 13,852 10,951 1,355 10,468 10,065 13,426 11,686 11,995 2.6 9.1
Profits and Dividends 3,055 7,682 7,365 11,982 31,301 34,351 46,761 35,169 (24.8) 26.7
Sales and Charges 4,477 18,437 32,260 25,387 22,925 37,292 26,019 40,720 56.5 31.0
Social Security 2,930 8,777 9,791 11,165 1,20 12,628 1,738 15,145 29.0 1.5
Contribution
Central Bank Profit 10,000 4,000 8,000 20,000 15000 22,000 43,000 26,350 (38.7) 20.0
Transfers
Other 5,736 6,257 868 1,710 2,122 2,468 3,343 27173 (35.0) 1.7
Total 40,050 56,104 69,639 80,712 92,533 122,165 142,547 131,552 (7.7) 100.0

Sources: Department of Treasury Operations, Department of State Accounts and Department of Fiscal Policy

Table 5.13 > Variance Analysis of Government Revenue - 2013 (Rs. Mn)

Item 2012

2013
Estimate

2013 Prov.

Reason

Income Tax 172,593

221,984

205,666

There was a notable increase in revenue from Pay-As-You-Earn
(PAYE) tax due to high wages, enhanced employment in high earning
categories, improved compliance and expanded base with the
inclusion of public sector employees. As a result of growing private
sector activities, corporate income tax also increased. Issuance of
Treasury Bonds and Treasury Bills, in high volumes resulted in a tax
on interest indicating a positive growth. However, the decline in the
revenue from ESC mainly contributed to lower than expected revenue
from income tax.

VAT 229,604

283,342

250,523

Imposition of VAT on wholesale and retail trade and better
performance in certain sectors such as hotels, restaurants and
catering services and manufacturing sector coupled with the decline
in VAT cash refunds with the introduction of SVAT system helped to
increase the VAT revenue from domestic activities. However, decline
in imports due to policy measures taken in early 2012 to address

the BOP issues including higher excise tax, credit restrictions and
exchange rate depreciation and the resulted decline in imports
affected negatively on the growth in VAT on imports.

Excise Tax 223,960

247,256

250,700

The upward revision of excise duty on liquor, cigarettes & tobacco
products and higher value of motor vehicle imports helped improved
revenue from the source. However, the decline in the excise duty from
petroleum products and other sources had a negative impact.

Import Duty 80,155

97,353

83,123

Decline in the import of dutiable goods had a negative impact on the
revenue from this source. However, the reduction of the duty waiver
on milk powder imports to promote the local dairy production and
the increase of import duty on beer and alcohol spirits, cigarettes and
tobacco products contributed positively to the revenue from import
duty.

Ports and 70,1M
Airports
Development

Levy (PAL)

93,053

61,987

Decline in the overall imports mainly resulted in a drop in the revenue
from PAL.

Nation
Building Tax
(NBT)

38,736

61,743

40,937

The improvement of activities related to manufacturing sector
including food, beverages, metal product and services including
hotels, restaurants and commercial banking activities and the boost
in tourism industry of the country were the major factors attributable
the growth in NBT revenue from domestic sources with compared

to 2012 despite the negative impact due to the increase of NBT
threshold of all the businesses. However, the overall decline in the
imports and the provision of certain exemptions resulted in a drop

in NBT revenue from imports thereby lowering the total revenue
compared to the estimate.
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contd...

2013

2012 Estimate

Item 2013 Prov.

Reason

Other Taxes 93,749 126,360 112,958

Increased revenue from Special Commodity Levy (SCL) due to

the adding up of new commodities to the SCL list and the rate
revisions carried out to encourage domestic production process

in selected commodities as well as the increase in the revenue

from Telecommunications Levy mainly contributed to the increase
compared to previous year. However, decline in total imports, resulted
in a deviation in the actual revenue from SCL and CESS from the

estimate.

Non Tax
Revenue

142,547 126,503 131,553

Despite the increase in revenue from sales and charges, the decline
in profit transfers from Central Bank of Sri Lanka and other SOBEs

attributed mainly to the decline in the non tax revenue compared to
previous year.

Total 987,843 1,257,594 1,137,447

Compiled by the Department of Fiscal Policy

5.3 Government Expenditure®

Total government expenditure amounted to

Rs. 1,669.4 billion in 2013 with an increase of 7.3
percent in comparison to Rs. 1,556.5 billion in
2012. As a percentage of GDP, the government
expenditure declined to 19.2 percent from 20.5
percent in 2012. Expenditure for salaries and
wages increased by 13.1 percent to Rs. 393.2 billion
and interest payments increased by 8.7 percent

to Rs. 444.0 billion. Expenditure on transfers to
public institutions mainly to cover the operational
losses of Department of Railways and Department
of Postal as well as to complement the salary
increases amounted to Rs. 53.3 billion, an increase
of 13.8 in comparison to 2012. Subsidy transfers to
households including pension payments, fertilizer
subsidy and other welfare activities covering
mothers, school children and vulnerable section of
the society amounted to Rs. 195.3 billion reflecting
a 3.9 percent increase compared to Rs. 187.9 billion
in the previous year. The expenditure on other
goods and service indicated a decline of 14.8
percent mainly due to the declines in the other
goods and services related to central government
and defence establishments. The expenditure on
public investment increased by 8.4 percent to Rs.
481.2 billion in 2013 in comparison to Rs. 443.9
billion recorded in 2012.

5.3.1 Recurrent Expenditure
In 2013, total recurrent expenditure amounted
to Rs. 1,205.2 billion, a 6.6 percent increase in

comparison to 2012. The increase was largely

due to the growth in salaries and wages, which
accounted to the 33 percent of the total current
expenditure. These expenditures are incurred in
respect of the provision of various public services
such as national security, civil administration,
education, health and provincial public services.
The interest cost continued to be the largest
share in the current expenditure accounting for 37
percent of the total current expenditure while the
expenditure on subsidies and transfers accounted
for 20.6 percent. Recurrent expenditure as a
percentage of GDP continued to decline in 2013
as well and reached 13.9 percent in comparison to
14.9 percent in 2012 reflecting the government’s
efforts to further rationalize current expenditure
in line with strengthening the fiscal consolidation
process.

Chart 5.9 > Composition of Recurrent Expenditure - 2013

Fertilizer

Assistance to Other Subsidy 2%

Statutory Bodies 3%
Welfare Payments and
Losses of Railway, Subsidies 4%

Postal and S.LT.B. 1%

Salaries

Pensions 10% & Wages 33%

Other Goods &
Services 10%

Interest Payments 37%

3 For a detailed discussion on government expenditure, refer to chapter 12 of this publication.
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Table 5.14 > Recurrent Expenditure of the Government
Rs. Mn

Item

2002 2007 2008 2009 2010 20M 2012 2013(a) 2014
Budget

Total Recurrent Expenditure

330,849 622,758 743,711 879,575 937,094 1,024,906 1,131,023 1,205,180 1,328,283

Salaries & Wages

88,806 214,160 239,078 271,229 300,558 319,601 347,747 393,228 410,614

Other Goods & Services

51,088 78,472 121,250 108,502 87,728 132,004 140,086 119,396 191,884

Interest Payments

116,514 182,681 212,475 309,676 352,591 356,699 408,498 444,007 441,035

Foreign 10,617 21,311 30,277 35698 55464 68,565 90,839 100,985 76,000
Domestic 105,897 161,370 182,198 273,978 297,127 288,134 317659 343,022 365,035
Pensions 31123 68,822 74,922 85139 90,995 99,961 11,682 123,293 133,000
Operational Losses of Railway, Postal 7,998 10,137 12,157 Nn,078 11,434 12,999 1,817 13,854 15,736
and SLTB
Operational Support to Statutory 12,093 26,248 27192 30,097 28,588 32,164 34,979 39,407 46,289
Bodies
Fertilizer Subsidy 2,448 11,000 26,450 26,935 26,028 29,802 36,456 19,706 38,000
Welfare Payments and Subsidies 20,779 31,238 30,187 36,919 39172 41,676 39,757 52,289 51,725
As a % of GDP
Total Recurrent Expenditure 19.5 17.4 17.2 18.2 16.7 15.7 14.9 13.9 13.4
o/w Salaries & Wages 6.2 6.0. 55 5.6 5.4 4.9 4.6 4.5 4.1
Other Goods & Services 2.7 2.2 2.8 2.2 1.6 2.0 1.8 1.4 1.9
Interest Payments 51 51 4.9 6.4 6.3 55 54 51 4.4
Pensions 1.9 1.9 1.7 1.8 1.6 1.5 1.5 1.4 1.3
Operational Losses of Enterprises 0.4 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2
Assistance to Other Statutory Bodies 0.9 0.7 0.6 0.6 0.6 0.5 0.5 0.5 0.5

Sources: Department of State Accounts and Department of National Budget

(a) Provisional

Interest Payments

in 2013. The average interest cost on domestic

In 2013, interest payments on government debt in 2013 declined to 10.6 percent in 2013
debt increased by 8.7 percent to Rs. 444 billion in comparison to 11.3 percent in 2012. Interest
from Rs. 408.5 billion in 2012. The downward payments on foreign debt increased by 11.2
adjustment of the policy interest rates by the percent in 2013, mainly due to the increase
Central Bank, excess liquidity prevailed in the in the foreign debt by 7.0 percent and the
money market and decline in the inflation and relatively high non-concessional debt, which
inflation expectations resulted in a decline in accounted for 50 percent of the total foreign
the domestic interest rates for government debt. The average interest cost on foreign
securities in 2013. Reflecting the impact of debt in 2013 was 3.6 percent in comparison to
relatively low interest rates prevailed in the 3.9 percent in 2012. As a percentage of GDP,
domestic market, the interest payments on interest payments declined to 5.1 percent in
domestic debt increased only by 8.0 percent 2013 from 5.4 percent in 2012.
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Table 515 > Behaviour of Yield Rates

Treasury Bills (%)

Treasury Bonds (%)

Period

91days 182 days 364 days 2 year 3 year 4 year 5 year
2011 Sep 715 7.23 7.31 - - 8.30 8.60
2011 Dec 8.68 8.71 9.31 - - - -
2012 Mar 11.00 11.06 11.32 10.61 - 10.83 -
2012 Jun 1112 12.61 12.88 - - - -
2012 Sep 11.30 12.57 13.02 13.62 - 14.10 -
2012 Dec 10.00 11.32 11.69 - - - -
Change (Basis Points) (2011 Dec-12 Dec) 132.00 261.00 238.00 - - - -
2013 Mar 9.26 10.25 11.35 - - - -
2013 Jun 8.66 9.70 10.66 - - -
2013 Sep 8.60 9.63 10.57 - - -
2013 Dec 7.54 7.85 8.29 - - - 10.64
Change (Basis Points) (2012 Dec-13 Dec) -246.00 -347.00 -340.00 - - - -
2014 Mar 6.65 6.82 7.05 - - - -

Sources: Department of Treasury Operations and Department of Public Debt

from 4.6 percent in 2012 and continued to be the
second largest item accounting for 33 percent in
the recurrent expenditure of the government.

Salaries and Allowances

The expenditure on salaries and allowances for
the government sector employees engaged

at national and provincial public services

as well as in national security increased by

13.1 percent to Rs. 393.2 billion in 2013. The
increase in special non-pensionable allowance 400
given to all public servants by a further 5

Chart 510 > Salaries and Allowances: 2005 - 2013
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Table 516 > Salaries and Allowances of the Government
Rs. Mn
Sector 2002 2007 2008 2009 2010 20M 2012 2013
Central Government 24,383 61,799 65,315 73,100 75,817 83,072 95965 113,223
Provincial Councils 29,213 69,366 73,791 73,393 81,887 90,818 88,217 105,034
Defence 25,748 60,185 73,509 93,770 110,335 112,703 126,950 134,295
Police and Public Security 9,462 22,810 26,463 30,966 32,519 33,008 36,615 40,677
Total 88,806 214,160 239,078 271,229 300,558 319,601 347,747 393,228

Sources: Department of State Accounts and Department of National Budget
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National Security Expenditure

Total expenditure on national security in 2013
amounted to Rs. 216 billion, comprising of Rs.
170 billion on salaries and Rs. 46 billion on other
goods and services. As a percentage of GDP,
spending on national security declined to 2.4

percent 2013 in comparison to 2.7 percent in 2012

with the gradual normalization of recruitment
and procurement to three forces with the dawn
of peace after the completion of humanitarian
operation in 2009 thereby significantly reducing
the fiscal stress in managing the country’s public
finances.

The expenditure on national security has
produced numerous encouraging returns to the
country. The ending of the conflict has created
peaceful situation which is the most valuable
outcome conducive for living and investments. It
has also created an enabling environment for the
restoration of civil administration in the Northern
and the Eastern provinces, conduct elections

to local governments and Provincial Councils,
and undertake various economic and social

infrastructure development projects, including the

re-building of the war torn areas.

An appropriate level of national security
expenditure is necessary in Sri Lanka, like in any

other country, to ensure secured environment

to the people, public property and strategic
assets, which will be conducive for national
development. Resources would also be
necessary to deal with new challenges such as
drug trafficking, money laundering and crime.

Sri Lanka’s national security expenditure remains
below the levels of many countries which did not
have the level of security threats and risks that
the country used to confront with.

Pension Payments

In 2013, pension payments increased by 10.4
percent to Rs. 123.3 billion in comparison to Rs.
1.7 billion recorded in 2012. The full impact of
17,375 new pensioners in 2012, the partial impact
of the 17,809 new pensioners in 2013, increase

in the monthly COLA for pensioners by Rs. 500
per month with effect from January 2013 and
correction of pension anomalies, for higher
pension payments contributed for this increase.
The expenditure on non-contributory monthly
pension scheme of the government has
increased gradually over the years and accounts
for about 10 percent of the total current
expenditure. The emerging developments such
as population ageing in the country will require
the payments of pension for an extended period
of time. This situation highlights the necessity

Chart 5.11 > Defence Expenditure: 2005-2013 (% of GDP)
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of introducing measures to ease the potential
pressure that would emanate from this to the
national budget through reformulation of the
public sector pension scheme, mainly focusing
on optional and compulsory retirement age
appropriately.

Welfare and Social Safety

The government implemented a number of
welfare programmes aiming at strengthening
the assistance to needy segments of the society.
Accordingly, the provision of free text books,
uniforms and season tickets, and nutritional
supplements was continued with a view of
improving the access to better education for
school, Pirivena and university students and
improving healthcare facilities for children

and mothers while providing free medicine for
all. The low income and vulnerable groups in
the society were also supported through the
livelihood development and income generation
support programmes.

Education Related Welfare Expenditure
The government continued the provision of free
school and Dhamma school textbooks, school
uniforms and season tickets for the students of
underprivileged schools and scholarships and
bursaries programmes for the needy students

at a cost of Rs. 9.9 billion in 2013 in comparison
to Rs. 8.6 billion in 2012. This consists of Rs. 2.4
billion to provide school and Dhamma school
textbooks among 6.2 million students, Rs. 1.7
billion to provide school uniforms to 3.9 million
school children and 35,019 free robes to Pirivena
students, Rs. 801 million for Mahapola and
bursaries and Rs. 1.4 billion for season tickets,
respectively. The government also spent Rs. 3.0
billion for school nutrition programme to provide
nutritional meal to 1.0 million students in schools
in different areas in 2013 compared to Rs. 2.7
billion in 2012.

Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

Table 5.17 > Expenditure on Key Welfare

Programmes - 2013
Item Amount
(Rs. Mn)
Health
Free Medicine 27,269
Infant Milk Food Subsidy & Fresh Milk 230
Poshana Malla 203
Triposha Programme 1,396
Education
School Text Books 2,330
School Uniforms 2,300

Mahapola & Bursaries etc. 801

School Season Tickets 1,430
Divinaguma Back Yard Economy

School Nutritional Food Programme 3,077

Livelihood Support Programme 2,525
Welfare Support

Samurdhi Cash Income Support 15,256

Assistance to Differently Abled Soldiers 16,152

Food Assistance (with WFP assistance) 1,600

Flood and Drought Relief 148
Livelihood and Production
Fertilizer Subsidy

19,706

Sources: Department of State Accounts and Department of
National Budget

Healthcare Related Welfare Expenditure
The programmes towards uplifting the nation’s
healthiness and nutritional standards continued
in 2013, spending Rs. 27.3 billion to provide
free medicine for all and to supply healthcare
facilities for all kinds of diseases at indoor

and outdoor forms including drugs, vaccines
and other supplies. This was a 38.6 percent
increase compared to Rs. 16.7 billion in 2012 and
a significant increase in comparison to Rs. 7.1
billion in 2005.

While securing health conditions of the nation,
government has given priority to improve
nutritional status of the nation at the childhood,
spending Rs. 433 million for infant and mother
care programme, Rs. 1.4 billion for Thriposha
nutritional food programme for children and
expectant mothers, Rs. 203 million for Poshana
Malla programme and Rs. 19 million on Poshana
Manpetha programme in 2013 with an increase
of 1.0 percent compared to 2012. Total number
of beneficiaries under these programmes
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were; Thriposha nutritional food programme
(944,042), Poshana Malla (55,299), Poshana
Manpetha (4,830) and fresh milk for children
below 5 years of age (316,791).

Supplementary Income Support to Poor
and Vulnerable Groups

The government is committed to improving
the livelihood and income generation activities
of low income and most vulnerable groups

of the society and hence, the policies are
implemented to achieve this objective. The
Samurdhi programme continued in 2013 with
increased monthly payments, targeting 1.48
million low income families across the country,
the expenditure on Samurdhi payments was
Rs. 15.3 billion in 2013 with a 44.3 percent
increase in comparison to Rs. 10.6 billion in
2012. The government spent Rs. 1.3 billion for
food assistance and flood and drought relief,

recording lower amount than previous year since

year 2013 recorded a fair whether condition

all over the island. Meanwhile, the government
provided Rs. 43.8 million to make payments to
July strikers in 2013.

Livelihood and Production Support

The livelihood support programmes carried
out by the government to uplift rural lives

by improving agriculture and rural economic
activities such as providing seeds and planting
materials and credit subsidies under the ‘Divi
Neguma’ backyard economy programme
continued in 2013 and spent Rs. 1.5 billion. The
government continued the fertilizer subsidy
throughout the year 2013, providing small scale
farmers to achieve “self sufficiency in food
products” by spending Rs. 19.7 billion.

200

Assistance to State Owned Enterprises
The government provided budget support
of Rs. 13.8 billion in 2013 to State Owned
Enterprises (SOEs) in comparison to Rs.

11.8 billion in 2012 to cover their operational
losses. This highlighted the necessity of
improving financial performance as well as
service delivery of SOEs. In 2013, transfers
to Sri Lanka Railways (SLR) and Department
of Posts (DOP), the two departmental
enterprises, amounted to Rs. 8.0 billion
compared to Rs. 7.1 billion in 2012. Transfers
to Sri Lanka Transport Board (SLTB) was

Rs. 5.1 billion in comparison to Rs. 4 billion

in 2012 while assistance to other SOE such
as Sri Lanka Broadcasting Corporation,
Palmyrah Development Board, Ceylon
Fishery Harbours Corporation amounted to
Rs. 0.7 billion in 2013 against Rs. 0.7 billion
incurred in the previous year.

Chart 513 > Operational Losses in Public Enterprises

Rs. Bn
e

“m W [
] []

2005 2006 2007 2008 2009 2010 201 2012 2013

mmm SLTB Railway M= Postal




Ministry of Finance and Planning, Sri Lanka > Annual Report 2013

Table 5.18 > Key Statistics of Sri Lanka Railway Transportation Service

Category 2005 2006 2007 2008 2009 2010 20M 2012 2013
Total Revenue (Rs Mn) 1,958 2,491 2,999 3,671 4,020 4,018 4,235 4,852 5,423
Operational Expenditure (Rs Mn) 5,512 6,473 7,297 8,225 8,788 7,91 8,295 8,648 10,586
Salaries (Rs Mn) 3,544 4,403 5,237 4,720 5,073 5144 5,428 5,743 5,886
Fuel (Rs Mn) 1,432 1,500 1,425 2,627 2,917 1,260 2,005 2,060 3,770
Operational Losses (Rs Mn) 3,554 3,981 4,297 4,553 4,768 3173 4,060 3,795 5,161
Passenger Kilometers Operated (Mn) 4,358 4,316 4,767 4,681 4,568 4,353 3,478 5,039 6,257
Passengers Transported ('O00) 14,425 100,602 110,464 104,597 101,807 101,454 96,110 106,046 108,705
Train Kilometers Operated (Mn) 8 8 9 7 9 9 10 n n

Sources | Department of National Budget and Sri Lanka Railways

The operational losses in SLR increased by 36
percent to Rs. 5.2 billion in 2013 from Rs. 3.8 billion
in 2012. The significant increase in operational
expenditure by 22.4 percent to Rs. 10.6 billion
despite the increase in the revenue by 11.8 percent
to Rs. 5.4 billion was the main reason for the
increase in operational loss of SLR. During the
year, the passenger kilometers run by the SLR
increased by 24.2 percent and goods kilometerage
declined by 10.5 percent in 2013. This situation
highlights the necessity of introducing cost
reflective prices for selected segments of the

rail transportation depending on the distance of
travelling in comparison to the very low railway
fares at present as well as the promotion of

goods transportation via railway as an effective
alternative for land transportation of goods.

The operational losses of DOP contained in
2013 as a result of the increase in the revenue
by 18 percent over 2012 despite the increase

in operational expenditure by 6 percent in
comparison to the previous year. Consequently,
the total amount of transfers to DOP also

declined by 13.5 percent to Rs. 2.9 billion in 2013
in comparison to Rs. 3.3 billion in 2012. The DOP
initiated the remodeling of the speed post courier
service as a pilot project in 2013.

The SLTB, which is a state owned enterprise,
recorded an operational loss of Rs. 4.3 billion

in 2013 compared to Rs. 4.2 billion recorded in

the previous year. The revenue increased by 10.9
percent to Rs. 26.5 billion while the operational
expenditure also increased by 9.4 percent to Rs.
30.8 billion. The relatively low efficiency in the
provision of public transportation and the high
wage cost continued to be the major impediments
for the improvement in the financial position of the
SLTB despite the increase in operated kilometers
and passenger kilometers by 1.8 percent and 2.5
percent, respectively in 2013. The operation of
SLTB on rural areas (“Gami Sariya” programme),
school services (“Sisu Sariya” programme)and
off-peak hours (“Nisi Sariya” programme) etc. are
among the services provided by the SLTB to the
general public, which justifies the role played by
SLTB as a state owned enterprise.

Table 5.19 > Key Statistics of Postal Service

Category 2005 2006 2007 2008 2009 2010 20M 2012 2013
Total Revenue (Rs Bn) 2.6 2.8 4 4.8 4.5 4.6 4.4 5 5.9
Operational Expenditure (Rs Bn) 4.3 5.7 6.3 6.7 7.1 7.3 77 8.3 8.8
Operational Losses (Rs Bn) 1.7 2.9 2.3 2 2.6 2.8 3.3 3.3 2.9
Area Served by Post Office (sgq km) 13.9 13.8 13.8 13.8 14 14 14 13 14
Population Served by Post Office (No) 4100 467 4,252 4,311 4,316 4,355 4,401 4,290 4,378

Sources: Department of National Budget and Department of Posts
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Table 5.20 > Key Statistics of Sri Lanka Transport Board Tranportation Service

Category 2005 2006 2007 2008 2009 2010 20M 2012 2013
Total Revenue (Rs Mn) 10,026 12,379 14,687 14,361 13,979 21,560 21,019 23,894 26,511
Operational Expenditure (Rs. Mn) 12,804 14,921 16,999 20,622 22,005 22,387 24,326 28,81 30,844
Salaries 5,872 7103 7,216 8121 10,080 8,434 8,541 13,224 14,034
Fuel 3,632 4,696 6,228 8,505 7134 7177 7997 11,406 12,545
Operational Losses (Rs Mn) 2,778 2,542 2,312 6,261 8,026 827 3,307 4,287 4,333
Budgetary Support 3,891 4,976 3,654 5,638 4,203 3,828 3,939 3,983 5,099
Uneconomical Routes (Rs Mn) 3,689 4,360 3,159 3,736 2,332 2,460 1,922 2,188 2,335
School Season Tickets (Rs Mn) 250 250 500 600 1,384 1,369 1,359 1,339 1,430
Subsidy per Kilometer (Rs) 1.8 15.2 12.5 12 15.1 13.5 10.1 1.8 14.8

Average kilometers Operated per Day 679,092 713,753 835,313 857,033 915,476 935,940 933,810 923,034 942,465

Sources | Department of National Budget and Sri Lanka Transport Board

5.3.2 Public Investment

Total expeniture on public investments
amounted to Rs. 481.2 billion in 2013, which is
an increase of 8.4 percent in comparison to
2012. As a percent of GDP, the public investment
amounted to 5.5 percent in 2013 in comparison
to 5.9 percent in 2012 reflecting the revenue
shortfall and the resultant prioritization of the
government expenditure to strengthen the
fiscal consolidation process. Though there

is a slight decline in 2013, the government is
committed to enhance the public investment at
around 6 percent of GDP to develop the much
needed physical and human resources to meet
medium term high growth targets and facilitate
Sri Lanka’s next stage of development. In this
context, the planned surplus in the revenue
account will enable the government to enhance
the funds to public investment from non-debt
creating sources.

In prioritizing the infrastructure projects, the
emphasis was given to continue the education
and health sector infrastructure development
programmes as it is important to improve the
human resources of the country to facilitate
the future economic growth. The priority was
also given to complete the on-going national
infrastructure development projects, including
highways, ports, airports, railways and power
generation projects to stimulate private
sector economic activities. The Colombo

city beautification project and countrywide
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township development projects were also
implemented. The improvement of other
economic infrastructure including road network,
transportation, irrigation and water supply
schemes were continued simultaneously while
continuing regional/rural development projects
as a part of the poverty reduction strategy of the
government for generating gainful employment
opportunities.

In 2013, the public investment on education
increased by 10.4 percent to Rs. 31.9 billion while
that on health increased by 16.1 percent to Rs.
19.9 billion over the previous year. Within the
economic infrastructure category, expenditure
on transport & communication, energy & water
supply, and agriculture & irrigation sectors
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Table 5.21 > Public Investment

Rs. Mn
Item 2002 2007 2008 2009 2010 20m 2012 2013
Education 6,048 19,948 22,942 18,092 19,053 22,326 28,930 31,982
Health 4,713 16,961 18,674 12,664 13,329 14,794 17,155 19,920
Police and Public Security 638 3,705 4,728 1,409 1,298 3,816 945 1,173
Civil Administration 4,075 28,438 29,675 18,686 20,212 28,668 26,565 31,631
Housing and Common Amenities 3,505 4,481 4,826 5,291 5,489 7,105 7,823 8,014
Community Service 1,212 13,596 13,794 17,891 18,334 19,141 17,267 17,727
Agriculture and Irrigation 6,936 14,736 17,681 22,105 24,865 28,617 30,351 36,721
Energy and Water Supply 17,732 47850 48,783 59,983 66,569 83186 85,598 87,517
Transport and Communication 18,916 50,995 82,916 139,104 165,505 190,026 204,539 210,398
Other 8,402 28,563 19,825 35,223 21,865 24,621 24,800 36,120
Total 72,177 229,273 263,844 330,448 356,519 422,300 443,973 481,203

Sources: Department of National Budget and Department of State Accounts

increased to Rs. 210.4 billion, Rs. 87.5 billion and
Rs. 36.7 billion, respectively.

Under the rural centric development initiatives
of the government to up-grade the rural
economies, a number of infrastructure
development projects were implemented.
These included the initiatives such as Divi
Neguma and Maga Neguma and 9 provincial
development projects for each province.

The rural infrastructure initiatives also directed
towards developing rural access roads with
concrete mix, which has given a new life to the
rural economy. The expansion of school facilities,
including computer access to rural areas
through ‘Nanasala’ and Mahindodaya Technical
Laboratories while developing peripheral
hospitals were also a part of the development
towards rural economy.

The construction of over 15 irrigation schemes,
including Moragahakanda, Uma Ovya, Daduru
Oya, Manik Ganga, Rambukan Oya, etc. and

the rehabilitation of major irrigation schemes
would help convert many areas into commercial

agriculture, thereby increase food production
and provide livelihood to people living in
many lagging regions. The implementation
of community water supply facilities as well
as rural electrification projects are also being
undertaken to develop rural areas. Emphasis
was made on developing housing, drinking
water, irrigation and livelihood facilities

and improving administrative facilities in

the projects related to reconstruction and
rehabilitation of the basic economic and social
infrastructure in the conflict affected areas.

The implementation of infrastructure
development projects by SOBEs which are
having strong revenue flows was encouraged
to make borrowings on their own based on
the strength of the balance sheets subject to
required due diligence rather than depending
on the government for funds. Continuous
attention was paid on addressing the issues
and impediments in the project management,
including the delays in project implementation
that lead to cost overruns and to ensure the
timely completion of planned projects.
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5.4 Financing Provincial Councils

Out of the total NBT revenue of Rs. 70.5 billion in
2013, one third or Rs. 20.5 billion was transferred
to Provincial Councils (PCs) under the revenue
sharing arrangement with the central government
which was introduced on 2011 as a part of the
simplification of the tax system following the
amalgamation of provincial turnover tax and NBT.
In addition, the total revenue of Rs. 6.9 billion
collected from Stamp duties and Rs. 1.5 billion
which is 70 percent of the total motor vehicle
registration fees in 2013 were also transferred to
PCs to support the devolved activities.

Tax revenue collected by PCs through devolved
taxes such as tax on property and license fees,
amounted Rs. 23.7 billion in 2013 in comparison
to Rs. 21.7 billion in 2012 while non tax revenue
collected by the PCs through interest, profit &
dividends and sales & charges amounted to Rs.
6.5 billion in comparison to Rs. 7.6 billion in 2012.
Accordingly, total revenue of PCs consisting

of the amounts from the government revenue
sharing mechanism and the own revenue by PCs
increased by 2.6 percent to Rs. 50.5 billion (0.6
percent of GDP) in 2013 in comparison to Rs. 49.2
billion (0.6 percent of GDP) in the previous year.

The transfers made to PCs by the government
as block grants to meet expenditure on salaries,
specific development grants and grants for
special projects amounted to Rs. 135.6 billion
and represented 72.9 percent of their total
revenue. Transfers from the government to
PCs as block grants to cover the salary and
other establishment cost amounted to Rs.
108.8 billion in comparison to Rs. 91.8 billion in
2012, a 18.5 percent increase over the previous
year. For the continuation of the development
activities in provincial roads, transport
facilities, land development, rural electrification
projects, township facilities and improvement
in education and health facilities, paralleled to
island wide programmes by the government,
total capital expenditure of PCs amounted to
Rs. 29.3 billion in 2013.

Total expenditure of the PCs using their own
revenue and revenue sharing mechanism with
the government amounted to Rs. 50.5 billion
in 2013 in comparison to Rs. 49.2 billion in
2012. There was a moderate growth in current
expenditure of PCs to Rs. 46.3 billion in 2013

in comparison to Rs. 44.3 billion in 2012 mainly
due to the increase in salaries in education and
health sectors.

Table 5.22 > Performance of NBT, Stamp Duty and Motor Vehicle Registration Fees

Rs. Mn
2012 2013 %Change 2013/2012
Item CG PCs Total CG PCs Total CG PCs Total
NBT 38,736 19,368 58,104 40,937 20,468 61,405 5.7 5.7 5.7
Domestic 23,076 11,538 34,614 25,243 12,621 37,864 9.4 9.4 9.4
Import 15,660 7,830 23,490 15,694 7,847 23,541 0.2 0.2 0.2
Stamp Duty - 6,535 6,535 - 6,883 6,883 - 5.3 5.3
Motor Vehicle Registration Fees 737 1,721 2,458 666 1,553 2,219 (9.6) (9.8) (9.7)
Total 39,473 27,624 67,097 41,603 28,904 70,507 5.4 4.6 5.1

Sources: Finance Commission and Department of Fiscal Policy

*Since 2011, 33 1/3 percent of the revenue collected from the NBT by the CG s transferred to PCs.
**Since 2011, 100 percent of the revenue collected from the stamp duty by the CG is transferred to PCs.

***70 percent of the revenue collected by the CG from motor vehicle registration fee is transferred to PCs.

Note: CG-Central Government, PCs-Provincial Councils
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Table 5.23 > Consolidated Budget

Item Amount (Rs. Bn) As a % of GDP
2002 2008 2009 2010 2011 2012 2013 2002 2008 2009 2010 2011 2012 2013
Total Revenue 278.4 717.8 754.9 870.9 1025.1 1116.7 1203.8 17.6 16.3 15.6 15.5 15.7 14.7 13.9
Government 269.0 686.4 725.5 834.1 983.0 1067.5 1153.3 17.0 15.6 15.0 14.9 15.0 14 13.3
Tax 221.8 5856 6189 7247 8457 9089 1005.9 14.0 13.3 12.8 12.9 12.9 12.0 n.6
Non Tax 401 69.6 80.7 925 1222 1425 131.6 25 1.6 1.7 1.7 1.9 1.9 1.5
Grants 7.1 31.2 25.7 16.7 15.1 16.1 15.9 0.4 0.7 0.5 0.3 0.2 0.2 0.2
Provincial Councils (a) 9.4 3.4 29.4 36.8 42 49.2 50.5 0.6 0.7 0.6 0.7 0.6 0.6 0.6
Tax 8.0 26.0 24.9 31.0 36.0 41.7 43.9 0.5 0.6 0.5 0.6 0.6 0.5 0.5
Non Tax 1.4 54 4.5 5.8 6.1 7.6 6.5 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Total Expenditure 412.9 1027.4 1238.4

1317.5 1474.

1603.9 1719.9 26.1 23.3 25.6 235 225 21.2 19.8

Government (b) 403.0 996.1 1202.2 1280.2 1433.2 1556.5 1669.4 25.5 22.6 249 2238 21.9 20.5 19.2
Current 330.8 743.7 8799 9371 10249 M131.0 1205.2 20.9 16.9 18.2 16.7 15.7 14.9 13.9
Capital and Net Lending 722 2524 3223 3431 4083 4255 4642 4.6 57 6.7 6.1 6.2 5.6 54

Provincial Councils (c) 9.9 31.3  36.2 373 409 474 505 0.6 0.7 0.7 0.7 0.6 0.6 0.6
Current 79 264 339 338 341 443 463 0.5 0.6 0.7 0.6 0.5 0.6 0.6
Capital 2.0 4.9 2.3 35 6.8 31 4.2 0. 0. 0.0 0. 0. 0.0 0.0

Budget Deficit

(134.5) (309.6) (483.5) (446.6)(449.0) (487.2) (516.1) (8.5)

(70) (10.0) (8.0) (6.9) (6.5 (5.9)

Sources: Department of National Budget and Finance Commission
(a) Includes transfers from Central Government
(b) Includes transfers to PCs

(c) Represents expenditure incurred by PCs using there own funds and tax revenue transfers from the Central Government

5.5 Deficit Financing*

The total deficit of Rs. 516 billion in 2013 was
financed mainly by domestic borrowings
(including foreign investments in rupee
denominated Treasury bills and Treasury
bonds) of Rs. 448 billion (86.8 percent) and
the balance of Rs. 68 billion (13.2 percent) by
foreign borrowings.

In 2013, the government borrowed Rs. 95.4
billion, on net basis, from the non-bank

sources in comparison to Rs. 71 billion in 2012.
Non-bank financing mainly consisted of the
borrowings from key institutional investors i.e.
Employees’ Provident Fund (EPF), National
Savings Bank (NSB) and Employees’ Trust
Fund (ETF). The borrowings from the domestic
banking sector increased significantly to Rs.
297 billion in 2013 in comparison to Rs. 131.5

billion in the previous year and accounted for
66.3 percent of the total net domestic financing.
Meanwhile, the net foreign investments in
Treasury bills and Treasury bonds amounting to
Rs. 55.8 billion contributed to 12.4 percent of the
total domestic financing in 2013 compared to
Rs. 105.7 billion or 34.3 percent in the previous
year.

Net foreign financial inflows into the
government budget in 2013 amounted to Rs.
68 billion, and consisted of disbursement of
foreign loans to finance on-going infrastructure
development projects. A major part of this was
received by way of project loans from bilateral
and multilateral development partners. China,
India, Japan, Asian Development Bank (ADB)
and International Development Association
(IDA) were the major sources of project
financing in 2013.

*For a detailed discussion on deficit financing and government debt, refer to Chapter 6 of this publication.
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billion in 2012. Domestic debt of Rs. 3,833
billion accounted for 56.4 percent of the
total debt. Foreign debt of Rs. 2,960.4 billion
formed the balance 43.6 percent of the total

Chart 515 > Government Debt
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5.6 Government Debt

Total government debt increased by Rs. 793

billion to Rs. 6,793 billion in 2013 from Rs. 6,000

Table 5.24 > Government Debt

debt.

In 2013, the debt to GDP ratio declined to
78.3 percent from 79.2 percent in 2012 mainly
due to the increase in the nominal value of
GDP. In Rupee terms, there was a decline in
the liability of the foreign debt by Rs. 25.5
billion due to the variation in exchange rates.

The domestic debt to GDP ratio incresaed
to 44.2 percent from 42.7 percent in 2012

reflecting the higher growth in domestic

borrowings. The foreign debt to GDP ratio
declined to 34.1 percent from 36.5 percent
in 2012 due to the relatively lower growth in

foreign debt.

Rs. Bn

Item End 20M End 2012 End 2013
Total Domestic Debt 2,804.1 3,232.8 3,832.8
Short Term 698.2 813.3 909.2
Treasury Bills 590.9 629.1 70011
Provisional Advances from the Central Bank 94.7 ma3 109.2

Other 12.6 72.9 99.9
Medium & Long Term 2,105.9 2,419.5 2,923.7
Rupee Securities 62.0 58.4 55.5
Treasury Bonds 1,819.3 2,0951 2,452.4

Sri Lanka Development Bonds 183.8 223.0 369.2

Other 40.8 431 46.6

Total Foreign Debt 2,329.3 2,767.3 2,960.4
Concessional Loans 1,328.8 1,369.6 1,492.8
Multilateral 624.6 670.7 716.8
Bilateral 704.2 698.9 7761
Non-concessional Loans 1,000.5 1,397.8 1,467.6
Multilateral 97.3 173.6 186.7
Bilateral 138.6 281.5 273.7
Market Borrowings 764.6 942.7 1,007.1

Total Government Debt 5,133.4 6,000.1 6,793.3

Sources: Department of External Resources and Central Bank of Sri Lanka
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Of the total domestic debt, the share of
medium to long term debt increased to 76.3
percent in 2013 from 74.8 percent in the
previous year.Treasury bonds dominated
the medium to long term debt category

by accounting for 83.8 percent of it. This
policy was in line with the medium term
debt management strategy of relying
more on medium to long term marketable
debt instruments. Meanwhile, the share of
Rupee loans declined further to 1.9 percent
of the medium and long term debt from
2.4 percent in the previous year reflecting
the policy of gradual phasing out of the
borrowings from this non-marketable debt
instrument.

Within the short term dometic debt
category, which accounted for 23.7 percent
of the total domestic debt, Treasury

bills remained as the main instrument
representing 77 percent of the total. In
2013, the government debt to the banking
system increased to Rs. 1,433.8 billion from
Rs. 1,060.3 billion in 2012 entirely due to the
increase of financing from commercial banks
as there was a significant repayment of
domestic debt held by the Cen