Chapter 4

Reform Initiatives

An Overview

During 2006, the Government made
considerable progress in consolidating the
reform process towards addressing long
standing impediments hindering efficiency in
many areas of the economy. The reform agenda
covered diverse aspects including the
modernization of Government revenue
agencies, improving the treasury management,
addressing governance and procurement
related concerns, focusing on medium-term
expenditure management, consolidating the
process towards reducing laws delays and
transaction costs, addressing concerns of the
financial and capital markets, removing land
ownership related constraints, streamlining
the maintenance of capital assets and
introducing measures to curb accidents, other
traffic offences, consumption of liquor,
cigarettes and other narcotics. The efficiency
gains through consequent production
improvements and reduced transactions costs
are expected to be growth friendly. The
renewed momentum in the reform process is
attributable to the multifaceted approach of the
reforms coverage that has been taken by the
Government.

Fiscal and Revenue Reforms

Government is making a concerted effort to
modernize the Inland Revenue, Customs and
Excise Departments and the Ministry of
Finance and Planning (MoFP), through the
Fiscal Management Reform Program (FMRP)
facilitated by the Asian Development Bank, to
augment revenue and manage public
expenditure more efficiently on a sustainable
basis.

The overall implementation of this reform
program is spearheaded by a Steering
Committee chaired by the Secretary to the
Treasury and involving Heads of Revenue
Departments, Heads of Treasury Departments/
MoFP and trade union representatives.

82

This program aims at strengthening fiscal
management and revenue administration
through;

* Improved Systems and Processes

e Enhanced Capacity Building / Human
Resource Development

e Complementing IT Improvements; and has
achieved notable success in 2006.

Improved Systems and Processes;

e New organizational structures were putin
place by the revenue agencies and the MoFP.
Job descriptions were finalized in relation to
the IRD and are being finalized in relation to
the others agencies.

o Thestrengthening of the sectoral / results
based budgetary framework and the Single
Account Treasury Management System and
updating/ reorienting the Financial
Regulations are in progress.

e Studies were completed on IT and other
systems and procedures proposed to be
introduced, the impact of Tax Holidays and
the Incentive Regime etc. Several important
legal measures were also taken to improve the
tax policy regime, particularly to improve
governance and address issues relating to tax
avoidance / evasions and possible
malpractices in the refund mechanism. Each
of the Revenue Departments published a Code
of Conduct and Ethics. In addition, the Inland
Revenue Department (IRD) finalized an Annual
Action Plan and a Strategic Plan.

e Theincrease in complaints referred to the
Tax Ombudsman during 2006 demonstrated
the reliance the Public has placed in the office
of the Tax Ombudsman.




Enhanced Capacity Building / Human
Resource Development

e 408 employees were given (overseas)
general training 2006- 2007 (April) at the
National Institute of Public Finance and Policy
- Delhi, India, out of which 208 were sent in
2006. Further, 115 employees have benefited
from (overseas) specialized training in 2006 to
enhance subject specific knowledge /technical
skills.

e Programs to create awareness on taxation
laws, orientation for new recruits and computer
skills training were conducted locally.

e Having identified language and
communication gaps of the staff, arrangements
were finalized with the British Council to
conduct a tailor-made program on Effective
Speech and Interpersonal Relationships. This
program will commence in May 2007, initially
benefiting officers of the IRD.

e A comprehensive training plan 2007 for
the employees of IRD, Customs, Excise and the
Treasury Departments, with National
Academy of Direct Taxes- Nagpur, National
Academy of Customs, Excise and Narcotics-
Faridabad, National Institute of Public Finance
and Policy. Delhi, National Institute of
Financial Management- Faridabad was
formulated.

e IRD recruited 1,083 new entrants to
strengthen its Assessor and Tax Officer Grades,
on the basis of a competitive examination held
by the Examinations Department, since such
staff had been last recruited in 2001.

Complementing IT Improvements;

Considering the high risks involved in
proceeding on an island wide approach, a
phased implementation was agreed with the
ADB, in relation to the introduction of a
comprehensive Revenue Management IT
system to the IRD and a Fiscal Management IT
system to the MoFP.
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o Phase 1: Expert Assessment
concluded, bidding documents prepared and
Tender Procedure being followed to setup a
Local Area Network for the IRD. The Technical
Evaluation Committee and the Tender Board
were appointed and the Bidding Documents
are being examined by the TEC to be published
in Electronic/ Print media, calling for bids. This
is the transition stage towards introducing an
integrated Public Accounting Financial
Management Information System (PAFMIS)
and a Revenue Administration Management
Information System (RAMIS), on a staggered
basis

o Phase 2: Introduction of a Revenue
Administration Management Information
System (RAMIS) to selected units of IRD such
as the Large Taxpayer Unit (LTU) and the
Value Added Tax (VAT) Unit.

o Phase 3: A Public Accounting and
Fiscal Management Information System
(PAEMIS) to be commissioned at the MoFP.

o Phase 4: Integration of the above and
ASYCUDA ++ system of Customs, to interlink
IRD, Customs, Excise and the MoFP.

e  Two Fully equipped IT Labs were setup
with 35 computers each, in which basic
computer training for employees is being
carried out:

o IRD - July 2006
o Excise Department - November 2006

e An Electronic Database containing
personal data of employees was setup for the
IRD, Customs and Excise Departments, to
facilitate objective and qualification /
experience based placements/ promotions.

e In the area of Customs, high-tech
Container Security X-ray machines were
installed with funds provided by the Treasury
enabling non-intrusive inspection of goods
avoiding delays and improving security
standards.




e  Procurement of Computers for Nawam
Mawatha Branch of Inland Revenue and the
setting up of a Local Area Network is in
progress.

e Work in relation to the setting up of a
‘Single Stop” Public Information Center with
coordination among IRD, Customs and Excise
Departments, commenced. This is to be opened

e

shortly at the Inland Revenue Nawam
Mawatha Branch and will be linked to 1919 -
Hotline of the Government Information System.

e The Metropolitan Branches of Inland
Revenue were opened at Jawatte Road,
Colombo 5 in November 2006, with modern IT
and other facilities for the convenience of

taxpayers.

IS

Metropolitan Branches of Inland Revenue - Opened in November 2006
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Box 4.1

Tax Ombudsman

The Tax Ombudsman was appointed in September 2005 consequent o a proposal in the 2005 Budget.
This office provides relief on public grievances pertaining to administrative actions of the IRD. The 2005-
2006 performance of Tax Ombudsman is as follows;

2005 2006
Number of complaints received ] 5
Mumber of cases concluded and determined 15 49
Mumber of cases rejected 02 08
Mumber of cases on which the Commissioner 02 Mil
General of Inland Revenue (CGIR) failed to
send observations
Mumber of cases on which recommendations Mil il
have not been complied by CGIR

Source: Compiled from the Tax Ombudsman's office records
Mature of Complaints
*  Delays/Failure to pay refunds
*  Poor public relations-lack of courtesy on the part of IRD officers
=  Failure to honor language preferences of taxpayers
*  Refusal to backdate GST/VAT registration, denying the taxpayer the right to claim input credit
«  Claims on refunds made on defunct laxes
Actions on Complaints

Complaints with regard to refunds, particularly those not involving large amounts, have been concluded
Matters relating to language issues have been attended promptly. Attention of the CGIR has been drawn
to specific instances of discourtesy and the officers concerned have been warned. On the issue of refusal
to back date registrations, the feasibility of giving registration at the time a request is made is being
explored, while with regard to past cases it appears that it is not prudent to enforce remedial action.
Evidence from correspondence shows that the IRD officers are becoming more and more respectful
towards the taxpaying public.

It is also encouraging to note that the appointment of the Tax Ombudsman has facilitated the building up
of a healthy relationship between the tax administration and the tax paying public.
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Emphasis on Good Governance
Strategic Plans / Annual Action Plans

The Ministry’s emphasis on governance and
accountability aspects was further strength-
ened during 2006. Concerted efforts were made
to establish a dialogue on these factors and new
measures were taken to improve governance
and accountability. Under the Fiscal Manage-
ment Reform Program, revenue institutions and
the Treasury Departments commenced the
preparation of Strategic Plans and Annual Ac-
tion Plans, in keeping with the broad objectives
of the 2006- 2010 medium term budgetary frame-
work and the Mahinda Chintana - A 10 year
Horizon Development Framework. IRD has fi-
nalized both the Strategic Plan and the Annual
Action Plan, while the documents of other de-

partments are being finalized.

This involved a dialogue among all employees
on related aspects. The Strategic Plans entail
documenting the Vision, Mission, Values,
Strategic Outcomes etc. of each institution/
Department, the macro economic environment
in which they operate, the institutional goals/
targets in the medium-term and the measures
through which such goals and targets are
proposed to be achieved. Further, through a
joint discussion process, even the Strengths,
Weaknesses, Opportunities and Threats
(SWOT) associated with each institution/
Department are being identified. The positive
impact of these efforts is the greater awareness
they create among the staff on the tasks expected
of them, thus making the implementation
process more realistic and practical with
greater ownership.

Codes of Ethics and Conduct

Under the Fiscal Management Reform
Program, the Ministry of Finance and Planning
has also finalized the preparation of a Code of
Ethics and Conduct, highlighting aspects
which are of greater relevance to public
servants in the Ministry in charge of Fiscal
Policy formulation and involved in planning.
This document briefly analyses the Legal
Framework relating to Public Finance, i.e. the
Constitutional Framework, the relevance of
Financial Regulations and Procurement
Guidelines - 2006, for easy reference.
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The Codes aim to remind,;

e the true spirit that should prevail in
serving the public

e the importance of adhering to rules and
regulations

e the need to maintain secrecy /
confidentiality while disseminating
information that should be in the public
domain to ensure transparency

e the importance of avoiding possible
conflict of interests

e the need to maintain an orderly working
environment to enable better delivery

e the importance of being available during
office hours

e the cooperation expected from an
employee in circumstances leave cannot be
granted

e the emphasis placed by the Ministry on
Human Resource Development and the need
to make maximum use of opportunities when
accorded

e the prime obligation to safeguard public
property and funds

e the repercussions of accepting undue
material gratifications, definition of corruption

e the importance of filing Declaration of
Assets and Liabilities and the payment of taxes
without delay

e the need to respect the language
preferences of the public




A Code of Ethics and Conduct of the IRD was
initially published.

Irbaral Favaras Sarvir

Code of Ethics and Conduct
Department of Inland Revenue

Code of Ethics and Conduct
Sri Lanka Customs - November 2006
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The Code of Ethics and Conduct for Customs
and Excise Departments were published in
2006. These provide guidelines to employees
on general principles of conduct and ethics
they are expected to follow, when carrying out
official duties.

Emphasis has been placed on the need to;

e Develop good interpersonal relationships
with taxpayers/ customers and thereby
enhance their confidence in the system and
promote voluntary compliance.

e Act professionally and equitably and
discharge duties with honesty and integrity,
refraining from accepting any form of
gratifications, as they would give rise to
obligations.

e Develop a harmonious working
environment by being courteous to seniors and
fellow officers. Be humble enough to be guided
by supervisors.

e Besensitive to public queries and respond
to them promptly.

e Safeguard assets and funds of the
Departments. No confidential information
should be divulged and should not engage in
any act, which may involve a conflict of interest
with regard to official duties.

e Improveone’s personal image and that of
the Department by being appropriately attired.
Further the stature and dignity should be
maintained in and out of office

e Be mindful of rules and regulations
applicable to employment

e While being a paid employee, remember
that you are rendering a service to the nation.
Be mindful of discipline, punctuality etc.

¢ Make maximum use of training
opportunities accorded to enhance knowledge
and thereby develop greater confidence in
discharging duties.

e Even at retirement be cautious when
accepting any employment /work that may cast
doubt on integrity.




Code of Ethics and Conduct
Department of Excise - November 2006

Tax Payers” Charter

Wider circulation was ensured to the Tax
Payers” Charter, which sets out in summary,
the rights and obligations of a Tax Payer in the
‘tax payer friendly” environment that is being
promoted.

The rights highlighted include;
e assistance and cooperation from the IRD
in facilitating the tax payment process

e courteous and transparent manner in
which tax payer services should be provided
by the IRD

e equityand fair play that has to be ensured
in dealing with tax payers, including the
presumption that all tax payers are honest until
proved otherwise

e confidentiality in relation to tax payer
information, unless divulged to Courts or in
terms of a statutory requirement

e Liaise with the IRD in one of the preferred
official languages (i.e. Sinhala or Tamil) orin
English being the link language.

e Justand prompt attention relating to any
complaint made by a tax payer expressing
dissatisfaction on a decision made by any
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officer including the right of appeal available
under the law

e Refer any administrative related
grievances to the independent Tax
Ombudsman

The obligations highlighted include that a tax
payer should;

e Acthonestly in the process of payment of
taxes by divulging all relevant and correct
information thus eliminating tax avoidance
and evasion

e  Maintain sufficient records/ accounts for
areasonable period of time to enable verification
of data, if deemed necessary

e File correct tax returns along with the
required documents/ information, by the due
date.

e Update IRD of any changes to the address
to which communications are sent by the IRD,
so as to avoid mail going astray, causing delays
or other repercussions

Travelers’ Charter

Traveler’s Charter for the Customs Department
was finalized in 2006.

A Travelers’ Charter was drafted in order to
provide arriving and departing passengers
with useful information. The salient features
of the Traveler’s Charter include:

Goods to be declared

Goods which are prohibited / restricted

Dutiable goods

The Duty Free Allowance (for inward

passengers)

e Goods permissible under Duty Free
Allowance, and

e Matters relating to unaccompanied

baggage (inward/outward)

A Customs Charter is also being drafted, which
would set out rights and obligations of
importers and exporters as well as those of the
Customs Department, in relation to the
clearance of commercial cargo.




ASO Certification

The Treasury Departments/MoFP, as a part of
its reform agenda and development strategy,
is endeavoring to obtain ISO 9001: 2000 quality
management certifications to streamline its
activities in order to better serve the public. This
system will place emphasis on understanding
and meeting requirements, add value, enhance
performance and effectiveness, and act as a tool
for continued improvement of the processes.
Much effort was made towards achieving this
goal during 2006.

The International Standards Organization
(ISO) defines a standard as “documents
established by consensus and approved by a
recognized body that provides, for common and
repeated wuse, rules, guidelines or
characteristics for activities or their results,
aimed at the achievement of the optimum
degree of order in a given context.”

For an organization to function effectively, it
has to identify and manage numerous
interlinked activities using resources in order
to enable the transformation of inputs into
outputs. This is termed a process. The
application of a system of processes within an
organization together with the identification
and interaction of these processes and their
management is termed the process approach.

Identified officials of the Ministry were sent for
workshops in 2006 to familiarize themselves
with this process. A selected team of officials
attended specialized training to draw up a
Quality Manual and completed the preparation
of a daft thereof in 2006. MoFP expects to obtain
the ISO certifications by end 2007.
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Improved Government
Accounting

Treasury Single Account

Having assessed the current fund transfer
system between the Treasury and line agencies
and vise versa, under the Fiscal Management
Reform Program, action was taken to move
towards a Treasury Single Account, in order to
arrest some of the deficiencies in the present
system.

It is proposed to re-arrange all Government
Bank accounts in a sequential manner with
other required changes, enabling all bank
accounts belonging to the Government
Ministries and Departments to act as sub -
accounts of the Treasury main accounts. This
will enable the utilization of all unused cash
balances in Government bank accounts on
overnight basis, resulting in a considerable
saving on the interest payable by the
Government. Currently it is estimated that there
is a minimum of Rs. 5.0 billion (net of currently
used TEB balances) of unused cash balances
in the system which could be used to reduce
the Treasury overdraft on a daily basis. The
minimum gain expected by this arrangement
is around Rs. 750.0 million per year.

In the process of re-arranging the bank accounts
it is expected to close down all existing bank
accounts including non- operative bank
accounts. Estimated cash benefit expected by
this exercise would be around Rs. 1.0 billion
(one time). During 2006 action was taken to
initiate discussions with the two State Banks
and the major spending agencies to reach a
consensus regarding the new move. A
schematic plan for the proposal and a detailed
action plan have been finalized.




Major steps proposed to be taken are;

e Improve the Treasury payment system to
match with the bank payment system to
interface the two systems.

e  Issuing working guidelines for transitional
requirements.

e Introducing amendments required to
relevant financial regulations.

e Arranging office environment,
accommodating dedicated units of the two
state banks within close proximity to the
Treasury payment unit.

e Opening new bank accounts on a phased
out basis to replace current bank accounts
numbering around 2200.

e (losing of all non-operative bank accounts.

e  Stringent supervision until the total work
processes are completed.

This program is to be implemented from 1+ of
July 2007 to the end of 2007. It will be ensured
that the operational freedom of line agencies
will not be disturbed with the proposed system.
No changes will be required to the current
accounting arrangements of the Government.
Since it is proposed to utilize available facilities
in the banking system, the investment required
to implement this proposal would be minimal.

Modern Accounting Tools

Steps were taken by the Treasury to improve
the Government Accounting and Reporting
mechanism. This initiative can be described
under different components of public financial
management. As envisaged by the International
Federation of Accountants. (IFAC), these
initiatives have been directed towards ensuring
that the accounting and financial reporting
system would meet four principal qualitative
characteristics;

*  Understandability
* Relevancy

e Reliability

e Comparability
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Progress made is as follows;

e The Treasury has changed the financial
reporting formats to fall in line with the
International Public Sector Cash Based
Accounting Standards.

¢  Gradual improvements have been effected
to the disclosure of Accounting Policies and
detailed explanatory notes to accounts have
been introduced for Financial Statements, to
be more informative.

e A Corporate Plan was drawn up for the
Department of State Accounts, to move towards
accrual accounting in order to be in conformity
with GFS-2001 Manual of IMF and
International Public Sector Accounting
Standards (IPSAS)

¢ Timeliness in financial reporting to ensure
tabling of Annual Reports and Accounts in
Parliament within 5 months after the end of
each financial year has also been addressed.

Public Expenditure
Management

Medium Term Expenditure Framework

Being the second year of the Medium Term
Expenditure Framework (MTEF), 2006 Budget
was prepared and streamlined on a sectoral
basis to achieve development objectives
identified for a three year time horizon 2006-
2009 focusing mainly on the Mahinda Chintana
; A Vision for Sri Lanka; 10 Year Development
Framework.. The main objective of MTEF
20092008 is to enhance the effectiveness of the
Budget to improve the quality of spending and
increase efficiency in the utilization of
resources aiming at;

e  Setting sectoral priorities

e Minimizing regional imbalances

e Creating the ground for performance based
budgeting

e Avoiding overlapping & duplication

e Building close coordination among
stakeholders




MTEF 2006-2009 has identified strategic goals
for each of the nine sectors; Pro-poor, Pro-
growth and Regional Development, Human
Resources Development, Infrastructure
Development, Production & Services, Science,
Technology, Research & Development, Public
Order & Safety, Social Protection, Governance
and Art, Culture and Religion. Line Ministries
and agencies have been allocated within
sectors to improve budget planning, resource
allocations and policy development in a
coherent manner.

Upliftment of socio economic conditions of the
people in lagging regions which have higher
poverty levels than the national average was
given priority. Several programs were
earmarked to be implemented during 2006-
2009 on income generation, rural and regional
infrastructure, to revitalize the rural economy.
This established the intention to bring these
areas to the mainstream of development
through increased productivity of the rural and
the estate community and the rural informal
sector. The subsidy and relief assistance
programs were considered separately under
Social Protection to make apart the requirement
of resources to address poverty of targeted
groups. This is one of the reform initiatives
made in 2006-2009 MTEF. It is expected that
this initiative will lead to the utilization of
resources in a more focused and effective
manner.

With regard to public investment on the Human
Resource Development (HRD), a major share
has been directed towards further improvement
and development of the education and health
services of the country. The impressive
achievements of these sectors have geared for
further investment in reducing prevalent
regional imbalances; improve the quality and
equitable access to services to meet
international standards and to sustain
favorable indicators that have already been
achieved during the last decade. Technical
education and skills development programs
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were targeted to develop a multi-skilled and a
more productive work force that is capable to
compete in the global market. The expenditure
on sports has been mainly focused on
upgrading of sports training infrastructure,
particularly in rural areas, while the
investment in the labour sector has been
targeted towards promoting better labour
relations, enhanced labor productivity and to
ensure safety, health and welfare of workers.
The country’s infrastructure program for the
medium term 2006-2008 was designed to gear
the national goal of sustaining the desired 8
per cent growth in an equitable manner. It was
expected that a gradual shift of investments
out of the western region to other regions would
facilitate the creation of regional growth
centers. A major share of investment was
injected to continue the construction of
highways across regions, to construct two
power plants and electricity networks and
irrigation and water supply systems.

Production and services sector has been
directed to ensure higher growth in agriculture,
industry and services through productivity
improvements harnessing potential
employment opportunities. Investment was
mainly focused on increased usage of fertilizer,
improved irrigation facilities, quality seed
materials, improved storage facilities, increased
fishing production, increased availability of
credit facilities to SMEs and the increased
industrial productivity through the usage of
required machinery and technology. 2006-2009
MTEF highlights the need to improvise a
‘knowledge based economy’. As a result,
Science, Technology, Research & Development
sector entertained a significant increase in
investments. Efforts have been made to bring
technology to villages through Vidatha and e-
Sri Lanka programs. In 2006 many Nana Salas
and other initiatives on Art, Culture and
Religion were established countrywide.
Religious institutions were facilitated to act as
nucleusto promote awareness in the
community, Protection of 10,000 archeological
sites was given priority and several tsunami

affected religious places were rehabilitated.




Managing Government Expenditure

Public Expenditure Management is designed
to achieve fiscal and budgetary targets using
fiscal discipline, allocation of resources based
on strategic priorities and operational
efficiency.

The central tool for public expenditure
management is the budgetary process,
including the legal and organizational

framework and arrangements for forecasting
revenue and expenditure, formulating a
medium term expenditure framework, linking
the budget to policy making, preparing the
budget, managing Treasury operations,
procuring public goods and services,
performing internal control and audits,
accounting and reporting, assessing
performance, conducting external audits and
ensuring oversight by the legislature and other
bodies.

Box 4.2
Elements Targets
: Strong budgetary controls and

Fiscal - > surveillance
Discipline

Budget allocations in line with
Rﬁ““f'?'e > priorities stipulating objective
Allocation criteria to serve fiscal decisions
Operational Efficient fund disbursements,
Efficiency . enforcement of operational

guidelines
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Box 4.3
Stages of the Annual Budgetary Process and Medium Term Budgetary Framework (MTBF)

Preparation of the Medium Term Macro Economic Framework by the Fiscal Policy Committee and
approval of the Hon. Minister of Finance and Planning

|

[ Briefing note to the Cabinet to review and approve the Budget and MTBF ]

!

Issuance of the Budget Call with guidelines and directions for the budget preparation and MTBF to
spending agencies

'

s N
Finalization of the Budget requests submitted as per the budget ceilings by the spending agencies, after
reviewing and engaging in a dialogue with the spending agencies

l

Submission of finalized Appropriation Bill prepared by the Ministry of Finance & Planning to the
Cabinet of Ministers

|

[ Presentation of the Appropriation Bill to the Patliament — First Reading ]

[ Budget Speech — Second Reading ]

[ Expenditure Authorization — Issue of Warrant by the Hon. Minister of Finance & Planning ]

[ Release of the Cash Flow statement for the subsequent year by the Treasury ]

[ Monitoting the implementation of the Budget and MTBF ]
The ‘Budget Call - 2006’, prepared by the For the enhancement of a successful budget-
Ministry of Finance and Planning, provided ary process and for the efficient management
guidelines and directions for the preparation of resources, the government provides follow-
of 2006 Budget and Medium Term Budget- ing expenditure control procedures.

ary Framework (MTBF) for 2006-2008 ensur-
ing the effectiveness of spending through the
efficient utilization of resources. The Budget
Call initiates the stages in the Budget Cycle:
formulation, review, approval and monitor-
ing of the budget and the MTBEF, for the sub-
sequent year based on Mahinda Chinthana:: A
Vision for Sri Lanka; 10 Year Horizon Devel-
opment Framework.
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Box 4.4

Expenditure Control Procedures

Capital

Project proposals to be forwarded to the
Department of National Planning (NPD) for
appraisal and recommendation with the
concurrence of the Department of External
Resources (ERD) if it is financed by foreign
assistance. Projects over Rs 20 mn are required
to obtain approval of the Cabinet and those
below Rs 20 mn are required to obtain NPD
approval.

According to the Ten Year Development
horizon, provision is made in the MTBF, by
setting out estimates for the current year and
projections for the balance two year horizon
with the approval of the Parliament together
with the warrant issued by the Minister of
Finance for Treasury operations.

Preparation of cash forecast according to the
action plan and forwarded to the Department of
Treasury Operation (TOD) for cash releases.

Changes in MTBF provisions, additional
allocations or FR 66 transfers should be
recommended by the NPD with the
concurrence of ERD (if foreign funds) to the
Department of National Budget (NBD).

Revision of the total estimated cost of projects
to be approved by the relevant authorities such
as Cabinet, Tender Board etc. with the
concurrence of NPD and ERD (if foreign funds).

Financial and physical performance to be
monitored by the NPD, NBD, ERD, TOD
together with spending agencies. In addition,
the Department of Foreign Aid and Budget
Monitoring is  responsible for  project
monitoring.

Recurrent

Identification of recurrent expenditure items in
the action plan, past expenditure and nature of
the Department and forecast the expenditure in
terms of circulars issued by the Public
Administration and the Treasury.

As per the action plan of the institution,
forecasted expenditure provisions are made in
the MTBF with the approval of the Parliament
together with the Ministry of Finance.

Cash forecast prepared according to monthly and
seasonal requirements to be forwarded to the
TOD for cash releases. Facility Account for the
releasing of cash on the imprest authorized by
the Treasury.

Changes in provisions during the year through
FR 66 transfers or additional allocation to be
determined by the NBD on request made by the
spending agency.

Reviewing of the monthly recurrent expenditure
patterns by the NBD and making suggestions
and taking remedial action to control expenditure
within budgetary provisions.

e As per financial regulations, treasury directives, Presidential directives and Cabinet
decisions and an agreed framework with the funding agencies to be adhered by the

Chief Accounting Officers, Accounting Officers and other

officers involved in

authorization, approval, certification and payment.

e Consideration of internal and external audit findings and remedial actions.
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Towards an Effective Public Expenditure
Management (PEM)

Within the above mentioned framework the
following measures are being taken to

overcome shortcomings/ operational gaps as
well as to further consolidate the PEM.

Shortcomings/Operational Gaps and Consolidation Measures -
Public Expenditure Management

Fiscal Discipline
Unclear categorization of funds between
development and operational expenditure,

= Estimation deficiencies.

identified purpose,

due to incorrect cost estimates.

Resource Allocation

among relevant agencies,

- Urnderutilization of funds as a result of slow
moving projects.

projects.

= Variance between budgeted and actual
expenditure.

Elements Shortcomings/Operational Gaps

Off budget funds recelved from donor agencies.

Under utilization of capital expenditure for the

Utilization of funds for previous years payments

- Overlapping of projects due to lack of coordination

- [Ensuring that foreign funded projects tally with
Government policies and priorities of the country.

- Insufficient financial resources for foreign funded

Measures

Crperational expenditure of the spending
agencies/ projects to be separately
identified by relevant agencies.

Estimates to be made based on an action
plan by relevant agencies, following
proper costing methods.

Persuade all donors to make all payvments
only through the budget, passing through
the accounting svstem.

Constant review to identify the reasons
and address bottlenecks. Further internal
and external audit findings to be
strengthened.

RBevision of cost estimates be done in a
timely manner and bo be accommodated at
the budget preparation

Considering the mandate and capability of
the implementing agency, projects to be
allocated on a sectoral basis by a central
unit.

Reallocation of funds to identified and fast
moving projects,

Before negotiating with donors for
funding and making budgetary
provisions, the proposal to be critically
evaluated to find out whether it is in line
with Government policy priorities.

At the negotiation level, price escalations,
revisions, externalities and global
economic changes, domestic costs to be
identified, estimated and consolidated in
the budget cycle.

Correct cost estimation methods and
procurement and implementation
capabilities is to be followed up in line
with action plans.




Cortd...

Inability to forecast future cost estimates of projects
for MTBF due to non-determination of proper
forecasting methods.

- Non-availability of a corporate plan and an action
plan at the time of the budget preparation.

Non-availability of performance indicators for
proper evaluation of sectoral budgets.

Operational Efficiency
Non-availability of a procurement plan or
inflexibility of procurement procedures.

Parallel procurements are not planned.

- Cash releases are made without considering
physical and financial performance.

- Limited financial resources are not utilized giving
priority for essential development activities.

= Unutilized funds in Bank accounts (idle cash).

- Most of the limited financial resources have to be
allocated for critical or urgent recurrent
expenditure rather than allocating for development
expenditure.

- Year-end expenditure syndrome - Heavy
utilization of budgetary provision by spending
agencies at the vear-end.

- Inadequacy of managerial skills of officers of

spending agencies to manage public expenditure
controls.

- Inadequate value for money audits, resource
utilization audits and compliance audits.

Source: Mational Budget Department
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Relevant spending agencies to develop
suitable methods to address cost
escalation issue.

No budgetary provision to be made if an
action plan is not submitted in monetary
terms (cost estimates) before preparation
of the budget.

Development of performance indicators
for each sector.

Procurement plan to be made together
with budget requests.

Before commencing the event parallel
activities to be identified and planned
simultaneously.

Cash releases to be made after a realistic
review of activities of the projects by NPD,
NBD, ERD and TOD together with the
spending agency.

Before releasing cash, prioritizing of
development activities to be identified
considering the financial and physical
performance of all the projects.

Bank reconciliations to be taken by
relevant authorities to avoid idle cash.

Management of revenue and borrowing
targets to improve lags and leads gap in
Treasury operations to avoid such
situations,

Budgetary provisions allocated for
spending agencies to be phased out in line
with an even distribution,

Implementation of Human Resource
development initiatives to improve
multidisciplinary skills to manage public
expenditure.

Empowerment of the Audit Department,
establishment of Internal Audit Units in
spending agencies and risk based Audit
System to be expanded.



Weaning - out Administered saving in excess of Rs. 3 billion to the National

: Budget.
Prices &®
Despite periodic adjustments made to domestic
Administered prices have had a heavy cost on prices, the fuel subsidy had to be continued in
the Mational Budget by way of associated the wake of escalating international oil prices.
subsidies, while also being a contributory The fuel subsidy, which was in excess of Rs.
factor towards causing structural imbalances 14 billion in 200, soared up to more than Rs.
through widening Budget deficits. Subsidies 26 billion in 2005 and cost around Rs.10 billion
associated with Wheat Flour and Fuel became in the first half of 2006, becoming an
unsustainable, demanding the Government to unmanageable burden on the National Budget.
consider moving away from administered In this background, the Government took the
prices. bold initiative to move away from providing
As an initial measure, from March 2005 the the fuel subsidy from mid 2006,
wheat flour prices were aligned with
commercial prices. This resulted in an annual
Table 4.1
Domestic Petroleum Price Adjustments - 2006
Item Jan.  15% 11tk 2md Sth 27 5% 26
Apr. Jun. Aug. Sep. Sep. Ot Oct.
Petrol 8000 BR.00 93.00 95.00 10100 9900 9700 9200
Diesel 50.00 5800 61.00 6400 6700 65350 6200  &0.00
Kerosene 30,50 3850 43.50 4550 4850 4850 4850 4850
Fuel Oil 180 cst 3030 3830 43.30 4530 4730 4730 4530 4330
Fuel Oil 380 cst 2600  36.00 41.00 43.00
Source: Department of Fiscal Policy
nal Wage PPolicy and Key Public Sector Salaries Reforms introduced
. | through Public Administration Circular No.6/
' 2006
A salient proposal in the 2006 Budget was to * Condense the public service salary
formulate a National Wage Policy which aimed scales to 37 from 125

# Maintain the ratio between the lowest
and the highest salary scales of the
Public Service at 1: 4.2

o Increase the minimum Public Service

at reforming the existing salary structures of
the public service. In order to facilitate to
achieve this objective, His Excellency the

President appointed the National Salaries and salary to Rs. 11,730/~
Cadre Commission. = Strengthen the career path with
_ promotional prospects for all Public
As the first step towards the realization of the Servants
goal of a National Wage Policy, the Ministry of * Rationalize the categorization of all
Public Administration and Home Affairs posts in the Public Serwc&
issued Public Administration Circular No.6/ & smimces & Cout et HmogEilo s,

in addition to the salary

¢  Leave encashment to be restricted,
compelling compulsory 7 days leave
to improve productivity

2006 on 25.04.2006, based on the
recommendations of the National Salaries &
Cadre Commission and in consultation with
the Department of Management Services.
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The total public sector cadre is one million
and as such nearly one person out of twenty
people of the population is a public sector
employee. During the year 2006, the younger
generation was attracted to the public sector
through the creation of 41, 480 new posts,
particularly in areas where new skills are
required.

Parallel to the Public Administration Circular
6/2006, a new salary structure was also
introduced for the armed forces.

Salaries Reforms for the Corporation Sector

It was the intention of the Government that
the reforms introduced to the salary scales of
public servants by Public Administration
Circular 6/2006, should also be extended to
the employees of the Corporation Sector. This
was given effect to by the new salary structures
introduced through Management Services
Circular 30 dated 22.09.2006.

An entire cadre review, related job
descriptions and recruitment procedures is
being worked out to establish a rational public
service at an affordable cost. As an interim
management tool, recruitments and
appointments are undertaken only after a
verification of cadre and budget provisions as
per Management Service Circulars - Nos. 28,
28 Tand 28 II of 2006.

Trade and Tariff Reforms

Sri Lanka strengthened its market integration
initiatives in the South Asia by deepening the
tariff phasing out programs in 2006 as agreed
under the following preferential trade

agreements:
e India-Sri Lanka Free Trade Agreement
(ISFTA)
e Pakistan - Sri Lanka Free Trade
Agreement (PSFTA)

Under ISFTA, subject to a negative list, exports
from Sri Lanka have been accorded with zero
duty since 2003. Under the second round of
reduction of tariff on the phasing out list of
ISFTA, Sri Lanka deepened tariff reductions to
70 per cent from the existing tariff levels in
2006, whereas tariffs reductions under the
PSFTA were deepened to 30 percent in
2006.Besides, Sri Lanka has begun reducing
tariffs on a phased out program under the South
Asia Free Trade Agreement (SAFTA) in 2006.
Further, though not significant in terms of
volume of trade, Sri Lanka has consolidated
the list of products under preference and
reduced tariff under the Asia Pacific Trade
Agreement (APTA), formerly the Bangkok
Agreement. All tariff reductions under the said
agreements were implemented on 15"
September 2006.

Table 4.2

Tariff Line Coverage under Preferential Schemes (2006)

Number of Tariff Lines out of

Percentage of Total Tariff

Agreement a total of 6,515Tariff Lines Lines

ISFTA 4663 71.6

PSFTA 5337 81.9

SAFTA 5017 77.0
Developing members 4855 74.5
Least developed members 162 2.5

APTA 536 8.2
Developing members 464 7.1
Least developed members 72 1.1

Source: Department of Trade, Tariff and Investment Policy
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Two rounds of negotiations were concluded
on the Comprehensive Economic Partmership
Agreement (CEPA) between India and Sri
Lanka. Discussions on the Agreement went
beyond trade in goods to embrace trade in
service, investment, double taxation, and
economic cooperation as well. Besides, several
rounds of negotiations on the BIMSTEC
agreement were also conducted in 2006. Tariff
rates under the preferential trading schemes

are lower than those under the four band Most
Favoured Nations (MFN) tariff rates of 2.5, 6,
15 and 28 per cent, introduced in 2004.
Government is committed to continue with
lower tariff rates for raw material and higher
tariff rates for intermediate and finished goods
to facilitate a value added production process
and encourage technology infusion to the local
economy.

Table 4.3
Tariff Structure (2006}
Tariff Rate - Percentage Number of Tariff Lines Percentage of the Total

0 70 11.8

25 212 326

6 475 73

15 1,624 4.9

28 1432 20

Other (specific rates) 9 14

Source: Department of Trade, Tariff and Investment Policy
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50 percent of the Tariff Lines carry below 6
percent duty.
Chart 4.1

Tardf Stnucture

Producer - Consumer Tradeoff

Government has implemented many programs
to promote local production of key agricultural
commodities to enhance the agricultural
output, farmer income and food security.
Accordingly, tariff on rice was kept at Rs. 20/
kg from January, 2006. In order to promote rice
consumption in the backdrop of a local bumper
harvest, import duty on wheat flour was
adjusted upwards to Rs.12.50/kg., in addition
to introducing a new duty rate of 6 percent on
the importation of wheat grain.

101

In the wake of the production of big onion
reaching a record level, exceeding 65,000 mt.
in the Yala season of 2006, a Rs. 20/kg import
duty and an additional CESS of Rs. 10/ kg were
imposed on big onion in August 2006 and was
maintained throughout the production season.

To provide relief to consumers in the festive
season, import duty was waived in early
December 2006. Several items of interest to
consumers, including dried fish, sprats, big and
small onion, potato, green gram, chickpeas,
maldive fish, canned fish and wheat floor, were
taken into account in such adjustments to create
a consumer interest, while having regard to the
tradeoff between local producers and market
fluctuations.

All measures, including tariff and taxation,
have been determined to provide the required
safeguards to local agriculture during
production seasons, while providing relief to
consumers during festive seasons. The
Government has identified specific sectors to
promote value addition. Accordingly, tariff and
VAT concessions on imported machinery, tools
and raw material, catering to selected local
industries have been implemented in
November, 2006 through the 2007 Budget.




Box 4.6

Key Sectors and Initiatives

Industry

Description of Support

Leather industry

Plantation Industry

Film Industry

Krushi Navodaya Program

Livestock/Prawn Industry

SME Sector Industries

Construction Industry

All material imported for processing and manufacture of

leather products are exempt from VAT and import duties

Machinery imported for modernization of factories are exempt

from VAT and import duties

Import duty on items to be used in the film industry has been
removed, while films/teledramas sent abroad for further

processing is exempt from import duty/ PAL

Import duty on rice mills for modernization of the industry is

exempt

Semen and embryos to be used in breeding for raising the
genetic potential in the livestock industry are exempt from
import duty and VAT. Selected equipment to be used in prawn

farming are exempt from import duty

Advance machinery and equipment used for manufacturing
and processing of value added products from tea, rubber and
coconut, and for animal husbandry, pharmaceuticals and

giftware production are exempt from import duty

Licensing requirements for used construction machinery was

relaxed
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New Government Guidelines
on Procurement

Until 1996 government procurement was based
on Government Financial Regulations 1992
and associated circulars. “Guidelines on
Government Tender Procedure” were first
published in 1996 and revised in 1997.The
National Procurement Agency (NPA) which
was setup in August 2004, in terms of a
Presidential Directive issued under Article 33
of the Constitution, was entrusted with the
management of government procurement, in
consultation with the Ministry of Finance and
Planning, where necessary.

NPA, with the approval of the Cabinet of
Ministers has issued Procurement Guideline
2006 - effective 01.03.2006, in order to enhance
the transparency of the Government
procurement process, to minimize delays and
to obtain financially the most advantageous
and qualitatively the best services and supplies
for the Government. These Procurement
Guidelines applicable for the procurement of
goods and works repealed and replaced all
previous guidelines, circulars and related
Financial Regulations issued by the Treasury
and the Department of Public Finance on the
subject of procurement, except those relating
to disposal of inventory items and divestiture
of public assets. However, Chapter VI of the
Guidelines on the Government Tender
Procedure (1997) (Revised Edition- Use of
Consultants) will remain applicable until NPA
publishes new guidelines for the selection and
engagement of Consultants.

The Procurement Guidelines - 2006 are
applicable to all government procurements
irrespective of the source of funding. These
Guidelines have been drafted to be used in
relation to foreign funded projects as well. In
addition, NPA has also developed and issued
a Procurement Manual to be used along with
the Procurement Guidelines - 2006, to give
assistance, advice, directions on procedures to
be followed in carrying out Government
procurement activities. The 2006 Procurement
Guidelines promote the concept of Value for
Money in terms of price, quality and timely
delivery for Government Procurements. As
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setout in the Procurement Manual -2006, value
may imply more than just the price, since
quality and such other relevant factors also
need to be considered. Moreover, the lowest
initial price may not equate to lowest cost over
the operating life of the item procured. In a
situation where the Tender is to be awarded
other than to the lowest bidder, it is very
important to place on record the reasons for
the deviation in a transparent manner,
showing the reasons for such deviation. As per
the Guidelines, a procurement entity means a
Government ministry, provincial council,
Government department, statutory authority,
Government Corporation, and government
owned company, local authority or any
subdivision thereof or any other body wholly
or partly owned by the Government of Sri
Lanka or where the Government of Sri Lanka
has effective control of such body that engages
in Procurement

Adhering to prescribed standards and
specifications, complying with rules and
regulations, providing fair and equal
opportunities for all interested parties, ensuring
maximum transparency, harmonizing the
guidelines with foreign funding agency
guidelines, compliance with local laws,
regulations and international obligations and
ensuring confidentiality of information
provided by bidders are some of the broader
objectives of the 2006- Procurement Guidelines.

Duties/Obligations at various levels of office
are also setout in the Guidelines;

e The Chief Accounting Officers of the
Ministry/Provincial Councils is responsible
for the procurement actions of the Ministry/
Provincial Council and such other agencies
under the purview of the Ministry.

e The Procurement Committees are
responsible for the entire procurement process
commencing from the preparation of Bidding
Documents, up to the selection of the
Contractor/Supplier/ Consultant. Technical
Evaluation Committees are required to make a
technical input and assist the Procurement
Committees by making recommendations/
approvals in relation to the procurement
process.




e  TheSecretary to the relevant Line Ministry
is required within one week of the
recommendation of the Cabinet Appointed
Procurement Committee/ Ministry
Procurement Committee, to inform in writing
to all bidders of the selection of the successful
bidder and the intention to award the contract
to such bidder.

e  TheSecretary to the relevant Line Ministry
is also required, within one week of the
recommendation of the Cabinet Appointed
Procurement Committee/  Ministry
Procurement Committee, to inform the
unsuccessful bidders in writing, to make their
representations, if any, against the
recommendation of the Procurement
Committee/intention to award the contract to
the successful bidder, to the Procurement
Appeal Board at the Presidential Secretariat.

e  TheSecretary to the relevant Line Ministry
must within one week of being informed of the
determination of the Ministry Procurement
Committee, inform in writing simultaneously
to all the bidders of the selection of the
successful bidder and the intention to award
the contract. If any representations are received
within the one week period, the Secretary to
the relevant Line Ministry in consultation with
the Chairperson of Ministry Procurement
Committee and the Technical Evaluation
Committee is required to organize a joint
meeting of the Ministry Procurement
Committee and the Technical Evaluation
Committee to consider such representations.
The joint committee so appointed shall adopt
its own procedure to enable an expeditious
conclusion of such inquiry. The findings/
recommendations of the joint committee will
be forwarded to the Secretary to the relevant
Line Ministry, no later than fourteen (14) days
of the appointment of such joint committee, and
the Secretary to the relevant Line Ministry shall
act in accordance with such findings/
recommendations.

Further measures taken by the NPA include
issuance of Guidelines on Emergency
Procurements harmonized with Donor Agency
Guidelines, Standard Bidding Documents,
Guidelines for Procurements in the Health
Sector, Appeals Procedure in relation to
government procurement, Standard Bidding
Documents (SBDs) on works, Standard
Requests for Proposals for Consultancy
Services and Standard Functional
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Specifications for commonly procured Goods
and Equipment.

Notable Achievements through the NPA;

¢ An Annual Procurement Planning Process
has been implemented across all institutions
of government from 2005.

e Ministry Procurement Cells have been
established and a Senior Officer nominated by
the relevant Secretary has been appointed as
the Liaison Officer.

e A separate cadre of Procurement
Assistants was created

e Regularreviews and interactions are being
conducted with Procurement Entities and the
respective Liaison Officers on individual
Procurements. Procurement review meetings
on Cluster basis (based on Ministry Portfolios)
are also in progress

¢ Two Diploma Programs on Public
procurement and Contract Administration
have been introduced, in order to
professionalize the procurement discipline.

e An interactive Web Based Procurement
Monitoring System has been developed.

e Relevant components of e-Procurement
Systems are being developed and introduced
on a continuous basis. Studies on formulating
and implementing an island wide Government
Electronic Tendering Platform is being
developed and is expected to be fully
implemented during 2007.

To further strengthen the Governance aspects
and in order to minimize corruption, NPA has
introduced several modes of conduct requiring
all associated officials/ parties;

e Todeclare that they will remain without a
conflict of interest throughout the procurement
process, and in case such a compromising
situation arises, to declare his/her interest and
disassociate himself/herself from the process.

e  Torefrain from receiving any personal gain
from any Procurement Action. Suppliers/
contractors are also liable to be disqualified




from the bidding process if found offering any
gift or inducement which may have the effect
of influencing the decision or impairing the
objectivity of an official involved in the
procurement process

e  Requiring suppliers/contractors to ensure
that they maintain strict confidentiality
throughout the process.

e Torefrain from abusing their powers. An
official who abuses power in relation to a
procurement action to derive undue benefits
for himself or for any third party, to be deemed
to have engaged in a corrupt practice.

e Procurement Committee and Technical
Evaluation Committee members must sign
declarations, assuring commercial
confidentiality of the proceedings of the
Committees, their impartiality, probity and that
there is no personal interest.

e  Bid opening committees are required to re-
seal bids after opening and reading out, to
safeguard against possible manipulations on
arithmetical errors.

e A process of debriefing has also been
introduced in order to, inform the aggrieved
bidder of the reasons for lack of success, in order
to minimize the level of complaints and to
demonstrate clearly the principle and practice
of probity and transparency.

e  Public Enterprises are expected to publish
promptly in an appropriate manner all
particulars in regard to contracts on which
awards have been made

The Website of the NPA www.npa.¢ov.lk
provides electronic access to information on
procurement activities.

Chart 4.2
Awards made by Procurement
Committees Appointed by the
NPA
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Financial Sector to be Geared
to Face Global Challenges

Emphasis on Financial Intelligence

Parliament has enacted the necessary
legislation aimed at combating money
laundering and combating financial crime,
including terrorist financing. These comprise
three statutes;

e Convention on the Suppression of Terrorist
Financing Act, No. 25 of 2005 (CSTFA)

e Prevention of Money Laundering Act, No.
50£2006 (PMLA).

¢ Financial Transactions Reporting Act, No.
6 of 2006 (FTRA)




These statutes enable Sri Lanka to honour its
commitment’s to collaborate with
international efforts on anti money laundering
and combating the financing of terrorism, thus
consolidating the Central Bank’s responsibility
for financial system stability.

The Financial Intelligence Unit (FIU) was
established in March 2006 in terms of the
provisions of the Financial Transactions
Reporting Act No.6 of 2006(FTRA). The
mandate of the FIU is to receive, analyze and
disseminate information to combat money
laundering and terrorist financing, which is
required to be undertaken both locally and
internationally. The need for an effective
information sharing mechanism is crucial to
achieve this objective. Accordingly, financial
institutions designated by law, are mandated
to generate suspicious activity reports and
other mandated disclosures, such as cash
transaction reports and forward them to the
FIU. The centralization of this function and
designating the FIU as the receiver of financial
information is considered fundamental for
effective prevention, both in a national and
international framework.

Financial Transactions Reporting Regulation
No.1 was issued in March 2006 whereby the
reporting threshold for the purposes of section
6(a) of the FTRA was determined to be, any
transaction exceeding Rs.500,000 or its
equivalent in foreign currency, and in terms of
section 6(b) electronic fund transfers (EFTs) in
excess of Rs.500, 000 or its equivalent in foreign
currency.

In discharging its mandate in terms of the law,
the FIU has required, in the first instance, the
licensed banks and the registered finance
companies, to report all mandated cash
transactions, and EFTs meeting the stipulated
threshold and any suspected transactions
relating to money laundering and terrorist
funding activities. The data received is
analyzed by the FIU and appropriate action is
taken in terms of the law in collaboration,
where necessary, with the law enforcement
agencies.

As the institutional and resource capabilities
of the FIU expand, the mandatory reporting
requirements of the FTRA will be extended
progressively to other financial institutions
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and designated non-financial institutions as
defined in the FTRA. The coverage of
institutions in terms of the law is very wide in
line with international best practice, and
includes entities and persons in finance
business, as well as entities and persons in
designated non-finance business as defined in
the FTRA.. Notwithstanding these reporting
requirements, however, all mandated financial
institutions and designated non-financial
institutions are required to comply with the
provisions of the FTRA. The know-your-
customer (KYC) and customer due diligence
(CDD) guidelines and regulations required to
be complied by financial institutions in terms
of the law, have already been drafted and are
due to be issued to licensed banks and the
registered finance companies shortly.

On the progress made so far, cash transactions
reported over the mandatory threshold to the
FIU by the licensed banks and the finance
companies alone aggregate 350,000-400,000
per month and Electronic Funds Transfers
aggregate 13,000 per month on an average. To
date, a total of approximately Rs. 2.5 million
transactions have been reported and 34
suspicious transaction reports have been
received so far.

Capacity and processes in the FIU would be
augmented in the immediate term to facilitate
analysis and dissemination of information
reported and is receiving the urgent attention
of the Central Bank. To date, two interventions
in terms of the law have been made by the FIU
to suspend banking transactions of entities
suspected of offences connected to money
laundering and financing of terrorism. Due
process in terms of the law is currently being
proceeded with.

One of the most important imperatives in giving
effect to AML/CFT legislation in the interests
of the integrity and stability of Sri Lanka’s
financial system is the need to build public
awareness of the statutory obligations of
institutions, persons and professionals
mandated under the legislation. Staff
capabilities in the FIU are being enhanced to
deal effectively with information received and
also to train personnel of financial institutions
to detect suspicious transactions connected
with money laundering and financing of
terrorism. The obligations under AML/CFT




legislation extend in this regard not only to the
staff of the FIU but equally, if not more, on
financial regulators such as the Director of
Bank Supervision, the Securities and Exchange
Commission of Sri Lanka and the Insurance
Board of Sri Lanka and on the External
Auditors of financial institutions to ensure full
compliance by financial institutions with the
provisions of these laws.

A Legal Regime for Payment Devices

The Payment Devices Frauds Act which took a
substantial period for finalization was enacted
in 2006. This Act was introduced to prevent
the possessions and use of unauthorized or
counterfeit payment devices, to create offences
connected with the possession or use of
unauthorized payment devices, to protect
persons lawfully issuing and using such
payment devices and to make provisions for
the investigation, prosecution and punishment
of related offences. The Act gives legal power
to the Police Department to investigate card
frauds, arrest suspects and prosecute offenders
in Sri Lankan Courts. The punishment for
offences is based on the severity of the card
fraud, considering the potential financial loss
and a minimum and a maximum jail sentence
of 3 and 10 years respectively is possible under
the Act. The Act also specifies punishments
for willful card defaulters, whose sole aim of
owning a payment card is to defraud banks.

Payment devices include any plastic cards
issued and acquired by any card issuer and
acquirer. The payment card could be a credit,
debit or charge card or any ATM card issued
by any local or an international payment
organization such as Visa, Master etc. The
incidence of card frauds, which were
insignificant during the formative stage of card
payments industry, showed a dramatic growth
over the last 3 decades and fraudulent card
sales volumes raised globally, up to an
alarming billion dollars during the last 5 years.

The earlier card frauds were the use of lost
cards, stolen cards and use of genuine cards
where embossed card data have been erased
and re-embossed subsequently with details of
those other than the true cardholders.
However, with the high pace of technological
advances, card fraudsters also ventured into
using advanced technologies to perpetrate card
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frauds and stealing of card data became the
biggest threat to the card industry. Copying of
card date from the magnetic stripe of a genuine
card to a counterfeit is known as skimming and
the devices used are called skimmers. The fraud
card sales volumes pertaining to transactions
on the Internet mail / telephone order
transactions became equally high. Card frauds
in recent times have evolved into an industry
of its own having international ramifications
as an easy way to collect funds. There is
evidence that terrorist organizations are also
involved in card frauds as a means of raising
funds.

Studies have revealed that card fraud sales
volumes are usually high in countries where
there is no legislation to cover card frauds and
that card frauds syndicates keep on moving
from country to country, where fraud-
monitoring systems are weak and legislation
covering card frauds are absent. Adverse
impact of this trend was also visible in Sri
Lanka. With the rapid growth of the card
industry over the last 15 years, frauds sales
volumes also grew proportionately. However
the fraud sales volumes relating to cards
issued by local banks were considerably lower
than the fraud sales volumes pertaining to
international payment cards issued outside Sri
Lanka and therefore losses were mainly borne
by overseas banks. Card frauds in Sri Lanka
reached alarming levels during the last couple
of years, demanding the presence of specific
legislation to address related issues and the
new Act will facilitate to address these
concerns.

Legal Recognition for Electronic Transactions

Electronic Transactions Act No. 19 of 2006 is
based on the standards established by United
Nations Commission on International Trade
Law (UNCITRAL) Model Law on e-Commerce
(1996) and Model Law on e-Signature (2001).
The passage of this Act is timely since the
emphasis of the country is on e-Governance.
This Act recognizes and facilitates the
formation of contracts, the creation and
exchange of data messages, electronic
documents, electronic records and other
communications in electronic form in Sri
Lanka; and to provide for the appointment of a
certification authority and accreditation of
certification service providers




The main objectives of the Act are to;

o facilitate domestic and international
ecommerce by eliminating legal barriers

*  encourage the use of reliable forms of
ecommerce

*  facilitate electronic filing of documents
with the government to promote an efficient
government delivery mechanism through
reliable forms of electronic communications

e promote public confidence in the
authenticity, integrity and reliability of data
messages and electronic communications.

Corporate Sector and the
Capital Market

A New Corporate Era

Company Law in Sri Lanka has been under
the influence of English Law principles since
the British administration of the country.
Following Sri Lanka’s independence in 1948,
it continued with the same Companies
Ordinance of 1938 .Companies Act No. 17 of
1982 (the present Act) is also structured on the
English model.

The new Companies Act has completed its long
journey into law, and with its recent enactment
in Parliament, it is likely to impact all areas of
the business world. The new Companies Act
No. 7 0of 2007 which came into operation on 3™
May 2007 repealed the Companies Act No. 17
of 1982, Companies (Special Provisions) Law
No. 19 of 1974 and Foreign Companies (Special
Provisions) Law No. 9 of 1975.

Company Law reforms were based on four key
objectives:

e  Enhancing shareholder engagement and
along-term investment culture

e  Making it easier to set up and run a
company

e  Providing flexibility for the future

e  Ensuring better regulation
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Salient features of the 2007 Act are the
following;

e  Theincorporation of companies has been
simplified by doing away with the
Memorandum of Association.. The Act states
that even if objects of a company are stated in
the Articles of Association, the capacity and
powers of the company will not be affected by
such restrictions. For existing companies, the
Memorandum is deemed to form part of the
Articles. Thus, the doctrine of ultra vires has
been removed.

e The new Act recognizes private
companies, public companies and listed public
companies, which have limited liability, and
allows unlimited companies only with a share
capital and companies limited by guarantee,
which do not issue shares to members. The
concept of People’s Companies has been done
away with. Existing People’s Companies will
be considered as limited companies. Single
shareholder companies can be incorporated by
a natural or a coporate person, including the
Secretary to the Treasury.

e The Act passes liability for pre-
incorporation contracts on to the individual
making the contract on behalf of the company
- in the absence of ratification of the contract by
the company, after incorporation. Liabilities for
pre-incorporation contracts were not part of the
Companies Act before, and were a part of our
law only by virtue of the common law.

e  With regard to private companies,
decision-making has been simplified by
allowing a private company to take a valid
decision if authorized by all shareholders,
subject to safeguards against insolvency.

e  Private companies need not file annual
financial statements, unless required to do so
by the Registrar.

e A new regime of stated capital has been
introduced which reflects a clearer picture of
the value of the company’s shares. With regard
to the rules on maintenance of capital, the Act
provides for the reduction of share capital with
notice, but unlike the 1982 Act, does not require
court approval. The blanket rule that
companies cannot re-purchase its own shares
has been amended to allow companies to buy
their own shares in certain circumstances.




e  The introduction of the solvency test in
relation to the Company is yet another
important feature.

e Greater protection has been granted for
minority shareholders by introducing minority
buy-out rights at a fair price. The introduction
of Statutory Derivative Action which was only
a common law remedy so far will further
strengthen minority shareholder rights.

e The Acthas also streamlined the process
on Annual General Meetings by introducing a
provision that all matters done at such a
meeting may be regarded as done, if all
shareholders pass a resolution in writing,
without holding a meeting.

e  Time permitted for tabling of accounts has
been reduced to 6 months. There is provision
for an Auditor resigning or ceasing to hold
office, to be able to deliver a statement to the
company regarding his reasons for resigning
or ceasing to hold office, in the event he feels
that shareholders or creditors should be made
aware of the circumstances.

e In order to provide transparency, and
restrict to a certain extent the capacity of
companies using its powers to enter into
transactions, the Act specifies that major
transactions regarding acquisition or disposal
of assets which are equal in value to half the
company’s assets, must be authorized by a
special resolution.

° For the first time, duties of directors have
been catalogued in statutory form. Clear
statements of duties in company affairs
inclusive of the duty to disclose directors’
interests in shares and transactions, duty of
directors to act in good faith and in the interests
of the company, for directors to comply with
the Companies Act and Articles of Association
and director’s standard of care have been
included.

e Company amalgamations have been
made easier as the Board of each amalgamating
company may approve an amalgamation
proposal without having to apply to Court,
however subject to a satisfactory solvency test

e  The Act also clarifies compromises by
passing on the right to vote on approval of a
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compromise to the creditors who would be
directly affected by it.

e A procedure has been introduced to
simplify the cumbersome liquidation process
followed so far. In addition to this, creditors
and contributories are allowed to question any
action in a winding-up by applying to Court.

e There is also provision for the company
board to appoint an Administrator to ensure
the future survival of the whole or part of the
company.

e The Secretary to the Treasury’s
ownership in shares in companies and the
special role played by such holding is expressly
recognized so that the State ownership of
shares in companies is adequately protected.

e  There is also provision to establish
Company Disputes Board to cut down on time
and cost connected with company disputes
and to function in a mediator’s role and to find
an acceptable solution

Improved Regulatory Surveillance through
the Securities and Exchange Commission

The Securities and Exchange Commission
(SEC) of Sri Lanka, which is entrusted with
diverse regulatory functions, has also taken
notable reform measures in 2006.

Governance / enforcement measures of the SEC
taken during 2006;

e  The net capital requirement of a Stock
Broking Company, which was Rs. 11 million,
has been increased to Rs. 25 million with effect
from 31 December 2006, to strengthen stability.

e  SEC has visited the Stock Broking
Companies during 2006 to ensure that they
comply with the SEC Act and rules of the CSE.
On the basis of the observations, SEC has
renewed the licenses of all 15 Stock Broking
Companies in 2006 and issued new licenses to
five Trading Members. As a result the number
of Stock Brokers has increased from 15 to 20
during 2006.

e Inorder to verify whether the investment
parameters for Unit Trust Funds are
maintained as set out in the Unit Trust Code




and the Trust Deeds, SEC has done sample on-
site inspections of the five Unit Trust
Management Companies and have found them
to be within acceptable exposure limits.
However, a Management Company that has
been found to have fallen below the minimum
net capital requirement due to losses incurred
during 2006, has been given time to correct this
position by infusing the required capital.

e  Two market intermediaries who did not
meet the minimum net capital and liquidity
requirements had been requested to cease
operations.

e  Pursuant to ajointinitiative by the Institute
of Chartered Accountants of Sri Lanka and the
SEC, the formulation of Rules on Corporate
Governance, was completed in 2006. These
Rules are due to be incorporated into the
Listing Rules of the CSE, with a view to
enforcing mandatory compliance. The
expected implementation;

o It will be mandatory for listed

companies to publish a Table in the Annual
Report relating to the financial year
commencing on or after 01 April 2007
confirming that as at the date of the Annual
Report they comply with the Corporate
Governance Standards set out in the Listing
Rules and if not, explain why the company has
not complied with identified items.

o It will be mandatory for listed
companies to comply with the Corporate
Governance Standards in the Listing Rules
with effect from the financial year commencing
on or after 01** April 2008 and the Annual
Report must contain the relevant affirmative
statements.

e SEChas continued with the revision of the
Takeovers & Mergers Code (1995) in
consultation with a stakeholder committee. The
revision aims at achieving a greater degree of
clarity in the provisions made and facilitation
of development in the Capital Market. The
revision will continue in 2007.

e Adiagnostic study was carried out by the
SEC in consultation with industry stakeholders
inter alia to identify specific needs of the
securitization market and the strengths and
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weaknesses of the regulatory framework. A
document containing the proposed drafting
instructions for the new Securitization Act was
issued for public comment in 2006. This project
will continue in 2007.

e Standards subject to which Market
Intermediaries are registered were reviewed by
the SEC in 2006 with the ultimate objective of
facilitating professionalism, competence and
securing better risk management. This has been
done in consultation with the industry and the
rules were made operative.

e Parameters and exposure limits pertaining
to investments made by Unit Trusts developed
in 1992 were revised in 2006, to strengthen
Unit Trusts

e All Listed Companies are required to
submit Annual Reports within six months from
the close of the financial year to their
shareholders and the CSE. To ensure
compliance with CSE Listing Rules, SEC has
reintroduced the process of reviewing Annual
Reports of Listed Companies from September
2006 onwards with a view to enhance the
quality of information disseminated by Listed
Companies to the public.

e During 2006, SEC along with the Colombo
Stock Exchange organized “Investor Days” in
Matara, Badulla and Kuliyapitiya to educate
potential investors on the benefits of investing
in shares and to facilitate them to open CDS
accounts. Stock Brokers representing CSE
branches participated in these events and
provided investment advice to the general
public.

e Considering the thin growth of the
Corporate Debt Market in Sri Lanka, in contrast
to the Equity market, the SEC obtained the
services of a consultant to prepare a detailed
plan of action to develop a vibrant debt market
in Sri Lanka. Having discussed with debt
issuers, investors, intermediaries etc. the
consultant presented his report in June 2006,
which is being considered.

e SEC developed a Capital Market Master
Plan (CMMP) in collaboration with Ernst and
Young - Malaysia to map the future direction
of the Sri Lankan capital market for the next 10
years from 2006 through 2015. In 2006




groundwork was done to establish a
Programme Management Office, in which the
ultimate responsibility of implementing the
plan would be vested.

e A comprehensive business plan was
drafted in 2006 for the establishment of the
Financial Services Academy (FSA). The
primary focus of the FSA is to enhance skills
training and development in the Financial
Services Sector, building the necessary
competencies that are needed to keep abreast
of new developments taking place within the
industry on a continuing basis.

e As a market development initiative, a
workshop on the Operational aspects of the
Financial Intelligence Unit in connection with
Anti-Money Laundering activities was held in
January 2006. To promote International
Relations and awareness, the first South Asian
Securities Regulators Forum was held on the
23 and 24™ August 2006 in Colombo. Eight
delegates representing five South Asian
countries participated at this event.

e Inthelight of new development initiatives
the SEC increased its cadre and continued to
place emphasis on the development of
technical skills of the staff in their relevant
fields to discharge the mandate entrusted to
the Commission effectively and efficiently.

Consolidating the Insurance
Business

A Coordinated Approach on Government
Insurance Activities

As envisaged in the Budget Speech 2006, the
Government established an Insurance Trust
Fund to consolidate and manage the many
Government Insurance Schemes presently in
operation.

The National Insurance Trust Fund Act No.28
0f 2006 enabled the implementation of a
consolidated contributory insurance scheme
for the benefit of public servants, employees of
provincial councils, employees of local
authorities, related pensioners, persons
receiving benefits under the Samurdhi
Authority Act, farmers, fishermen and even
those engaged in self- employment.
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Further it also provides for other needy groups
and any government property to be specified
subsequently to be brought under the coverage
of the Act through Gazette notifications to be
published in that regard. Different insurance
schemes to suit different categories of persons
and at different rates of contribution can be
formulated in terms of the Act.

The overall objective of this Actis to consolidate
Government Insurance Schemes and to
streamline their operations to better manage
such schemes and also to ensure maximum
benefits to contributors.

The salient features of the Act are;

e A Board consisting of ex-officio and
nominated members are in charge inter alia of
the administration of the National Insurance
Trust Fund Board(NITFB).

e The prime objective of this Fund is to
provide insurance cover to all contributors
against unforeseen health risks, personal
accidents and damage to specified properties.

e There is also provision to provide
guarantees in respect of categories of
Government property as may be identified by
order published in the Gazette, guarantee loans
of persons entitled to benefits and safeguards
under the Act and to promote beneficial
participation in share acquisition through the
acquisition of equity interest in any company
incorporated primarily to build or upgrade
dedicated wards in hospitals for the provision
of facilities envisaged in the Act.

e The funds of the Trust can be invested
either in shares in any company incorporated
primarily to build or upgrade dedicated wards
in hospitals as referred to above, in Government
bonds or Government securities, as may be
approved by the Board.

Since the Government objective is to provide
consolidated insurance coverage, action was
taken to initially transfer the monies of the
Strike, Riot and Civil Commotion and
Terrorism Fund, all sums of money deducted
from public servants in relation to Agrahara
Insurance Scheme etc, as provided for in the
Act, to the National Insurance Trust Fund. In
addition, any contributions made from the




Consolidated Fund from time to time for this
purpose will also form part of the Fund.
New Era in Reinsurance

Considering the potential of the National
Insurance Trust Fund which was established
by the National Insurance Trust Fund Act
No.28 of 2006, to develop a reinsurance market
in line with a 2007 Budget proposal to ensure
that part of reinsurance will be made with the
National Insurance Trust Fund Board, steps
were taken to move the relevant legislation in
Parliament, having obtained Cabinet approval.

As an initial step, it is proposed that a
mandatory reinsurance requirement with the
Insurance Trust Fund Board will be set at 25
percent of the liability arising from contracts
and policies of insurance effected by an insurer.
As such;

e Proposed amendments will enable NITFB
to engage in reinsurance as well as to accept
reinsurance

e Allinsurers who are required to reinsure
with the NITFB on a mandatory basis, are
governed by the Regulation of Insurance
Industry Act No. 43 of 2000 which requires
copies of all their policies of reinsurance to be
forwarded to the Insurance Regulator for
purposes of review in order to ensure that the
interest of insurers and the public are
adequately safeguarded.

e Considering the fact that all insurers
registered with the Insurance Regulator are
required to do mandatory reinsurance with the
NITFB, and also to ensure the Regulator’s
participation in the decision making process
of the NITFB, it is proposed that the Director
General of the Insurance Board of Sri Lanka be
made a member of the NITFB.

A Closely Monitored Regulatory Framework
for Insurance

The Insurance Board of Sri Lanka was
established under the Regulation of Insurance
Act, No. 43 of 2000 and the Insurance industry
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is regulated and supervised in terms of the
provisions of the Act. As such, no person can
engage in insurance business in Sri Lanka,
unless such person is incorporated as a public
company under the Companies Act and
registered as an insurer under the Act. 16
insurance companies were in operation during
2006 of which 13 insurers were engaged in
composite insurance, carrying on both long
term insurance business and general insurance
business, while one company was engaged in
long term insurance business and two
companies engaged in general insurance
business. Taking a stock of events in 2006;

e A decision was taken to increase the
issued share capital in respect of insurance
business to Rs. 250 million by end December
2008, Rs. 500 million by end of December 2010
and Rs. I Billion by end of December 2012.

e all insurance companies were requested
to obtain a rating of their financial stability from
a rating agency acceptable to the IBSL by end
of December 2007 and publish the same within
one month from the date the rating was
obtained.

e  Further foreign equity participation was
permitted up to 100 percent in insurance
companies.

e Issued share capital of insurance brokers
was increased.

e Responding to a request from the
Insurance Association of Sri Lanka (IASL), a
decision was taken to de-tariff the Workman’s
Compensation Insurance (WCI), which was
the only tariff based class of the general
insurance business with effect from 1* January
2006.




Legal and Judicial Reforms

In addition to the efforts of the Ministry of
Justice and Law Reform, the Legal and Judicial
Reforms Project (LJRP) of the Government,
facilitated by the World Bank, was instrumental
in carrying out many landmark reforms in the
Legal and Judicial spheres. LJRP implemented
most of its key reforms in 2006 resulting in a
virtual total disbursement of project funds. The
overall implementation was guided by a
Steering Committee chaired by the Honorable
Chief Justice, with the participation of the

Attorney General, Secretary to the Treasury,
Secretary to the Ministry of Justice, Secretary to
the Ministry of Trade, Secretary, Judicial
Services Commission and the Legal Draftsman.

The reform emphasis was on human resource
and institutional development, facilitating
legislative changes and introduction of
Information Technology.

*  Human resource development and
knowledge enhancement was given priority
through foreign and local training,

Table 4.4
Foreign and Local Training
Judiciary AG's LD's Law Schools Bar
Dept. Dept. Staff Association

Foreign 175 120 21 -
Training
LLM/ PhD - 12 8 - 18 4
foreign
LL.M Local 8 6 - - 26
Law Col./
Wales Uni

Source; Legal and Judicial Reform Project
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e Amending legislation and introducing
new legislation relating to finance, tax and
commercial law were facilitated.

Box 4.7

Finance /Revenue/ Commercial Law Related Legislation (2006 - 2007, April)

Statute

Objective

Protection of Government
Revenue (Special Provisions)
Act No. 1 of 2006

An act to provide for the protection of public revenue and prevent loss of
revenue to the Government.

Prevention of Money
Laundering Act No. 5 of
2006

An act to prohibit Money Laundering in Sri Lanka and to provide necessary
measures to combat and prevent Money Laundering.

Financial Transactions
Reporting Act No. 6 of 2006

An Act to provide for the collection of data relating to suspicious financial
transactions to facilitate the prevention, detection, investigation and prosecution
of the offences of money laundering and the financing of terrorism, to require
certain institutions to undertake due diligence measures to combat money
laundering and the financing of terrorism: to identify the authority which will be
responsible for monitoring the activities of all institutions to whom this Act
applies.

Value Added Tax
(Amendment) Act No. 8 of
2006

An Act to amend the rates in the Value Added Tax and to provide exemption for
services directly funded by foreign organizations for the relief of human or
sudden natural disasters; on import of goods for the relief of human or sudden
natural disasters, medical equipment, medical machinery or ambulances
through foreign funds and to give benefits to growing sectors of the economy.

Monetary Law (Amendment)
Act No. 9 of 2006

An Act to amend the Monetary Law Act enabling the Monetary Board to give
directions to licensed commercial banks and licensed specialized banks
requiring a minimum percentage of loans be extended to any identified sector of
the economy.

Inland Revenue Act No. 10 of
2006

An Act to provide for the impositions of income tax for any year of assessment
commencing on or after April 1, 2006, amending and consolidating the Inland
Revenue Act and amendments thereto which were in force.

Finance Act No. 11 of 2006

An Act inter alia to provide for the imposition of a motor vehicle concessionary
levy on the importation by high and tax payers with a consistent record of tax
payment as stipulated in the Act and a tele drama, film and commercials levy
and to Increase the SRL rate from 0.25per cent to 1 per cent.

Stamp Duty (Special
Provisions) Act No. 12 of 2006

An Act to provide for the re-imposition of stamp duty, on selected categories of
documents.

Economic Service Charge Act,
No.13 of 2006

The Economic Service Charge (ESC), which was dealt under the Finance Act,
was brought under a separate statute for better administration purposes. The
new Act inter alia imposes the ESC on the relevant turnover of any person or
partnership in respect of every quarter of every year of assessment commencing,
April 1, 2006.

Betting and Gaming Levy
(Amendment) Act, No.14 of
2006

An Act to amend the Betting and Gaming Levy Act, No.40 of 1988 to revise the
amount of the levy payable by a person carrying on the business of bookmaker.
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Banking (Amendment) Act

An Act to amend the Banking Act No. 30 of 1988 infer alfa to authorize Monetary

Mo 15 of 2006 Board to vary from time to ime the amounts specified as the minimum amounts
required to be maintained by a licensed commercial bank or a licensed
specialized bank as equity capital,

Mational Enterprise To establish the National Development Enterprise Authority to promote,

Development Authority Act
No. 17 of 2006

support, encourage and facilitate enterprise development in the country with
special emphasis on the small and medium enterprise sector

Electronic Transactions Act
Mo 19 of 2006

An Act to recognize and facilitate the formation of contracts, the creation and
exchange of data messages, electronic documents, electronic records and other |
communications in electronic form in Sri Lanka; and to provide for the
appointment of a certification authority and accreditation of certification service
providers

Mational Insurance Trust
Fund Act No. 28 of 2006

An Act to provide for the establishment of a fund called the National Insurance
Trust Fund to streamline all Government insurance and such other benefit
schemes applicable to public servants, provincial public servants and those in
more vulnerable segments of the society

Payment Devices Frauds Act
Mo, 30 of 2006

An Act to prevent the possessions and use of unauthorized or counterfeit
payment devices, to create offences connected with the possession or use of
unauthorized payvment devices, to protect persons lawfully issuing and using
payment devices and to make provisions for the investigation, prosecution and

punishment of related offences.

Banking (Amendment) Act
No. 46 of 2006

Since the Banking Act did not permit the transfer of assets and/or liabilities of
one Specialized Bank to another, appropriate amendments were made to the
Banking Act to provide for the transfer of assets and liabilities of certain failed
banks to a State Bank.

Appropriation Act No. 47 of
2006

An Act to serve for the Financial Year 2007, to authorize the raising of loans in or
outside Sri Lanka, for the purpose of such service; to make financial provisions
in respect of certain activities of the Government during the financial year; to
enable the payment by way of advances out of the Consolidated Fund or any
other fund or moneys, of or at the disposal of the Government, of moneys
required during the financial year for expenditure on such activities to provide
for the refund of such moneys to the Consolidated Fund.

Finance [Amendment) Act

An Act to amend the rates of the Port and Airport Development Levy providing

No.48 of 2006 exemptions and imposition of concessionary rates on items which are regarded
as important to the interest of the national economy.
Value Added Tax An Act to increase the markup on CIF for charging VAT at the point of customs

{Amendment) Act No.49 of
2006

with a view to minimizing the government revenue loss due to undervaluation

of goods being imported.

Excise (Special Provision)
Amendment Act 50 of 2006

An Act to increase the markup on CIF for charging Excise duty at the point of
customs with a view to minimizing the government revenue loss due to
undervaluation of goods being imported.
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Regional Infrastructure

An Act to provide for the imposition of a levy applicable for the motor vehicles,

Development Levy Act Mo, 51 | which are liable for payment of Excise duty under the Excise (Special Provisions)
of 2006 Act,
High Courts of the Provinces | High Courts of the Provinces were vested with appellate and revisionary

(Special  Provisions)
{Amendment) Act Mo, 54 of
2006

jurisdiction in respect of judgments, orders and proceedings of the district court
within the relevant province

Companies Act No. 7 of 2007

An Act to amend and consolidate the law relating to companies. The
incorporation process of a company has been made easier and simpler,
recognizes single shareholder companies, has introduced provisions for
solvency tests and capital maintenance, provides for minority buy-out and exit
options, stipulates Directors” duties statutorily, provisions relating o resolutions
have been made easier, has recognized Statutory Derivative Action, has
introduced Company Disputes,/ Administrator for reorganization, recognizes the
sharcholdings of Secretary to the Treasury, sets out provision for electronically
stored documents efc.

Control of Insurance
(Amendment) Act (heing
printed ko be cerfified by the
Speker

To enable the Matiomal Insurance Trust Fund which has been establish to
streamline all Government insuramce sctivities to venture into reinsurance
bussiness,
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e An automated document and workflow
management system with a Local Area Network
was introduced to the Attorney General’s
Department in 2006 to modernize the
Department and to improve the efficiency and
quality of work

Automated Colombo Commercial High Court

e LawNet Phase 1II, Sri Lanka’s up-to-date
and modern legal database was setup in 2006,
through which all laws, by- laws, important
judgments, day’s list of Superior Courts etc. are
available to the public through the World Wide
Web. www.lawnet.lk This is to give ready
access to legal information to the public, in
order to create greater awareness and access to
legal information.

LawNet Website
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e 8 selected courthouses in Colombo and
Kandy were automated in 2006, aimed at
avoiding laws delays and reducing possible
human intervention to make the judicial system
more efficient and transparent In this process
an integrated audio and video recording of
court proceedings and a centralized record
tracking system were introduced to facilitate
judicial proceedings.

Kandy Court Complex - Automated in 2006

e Infrastructure was improved and in this
effort, 2 new Court Complexes were built in
Jaffna and Trincomalee and 28 other existing
court houses spread island wide were
refurbished / renovated to be able to give better
facilities to the public who seek redress at such
court houses as litigants.

Jaffna Court Complex - Completed in June 2006




Renovation/Construction of Courthouses 2004 -2006
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* Law books were provided to libraries of
the judiciary, the AG’s and LD's Departments
and the law schools and new course manuals
were developed for Law schools and the Sri
Lanka Judicial Training Institute through local
and foreign consultancies. This was to
facilitate updating knowledge to be able to
better serve the public and to permit research
to be able to write quality judgments, dpinions
etc.

*  Alternate Dispute Resolution was
promoted with the setting up of a Commercial
Mediation Center with the assistance of the
Ceylon Chamber of Commerce and by training
35 mediators. This was to facilitate reducing
laws delays and cost of litigation of the public
seeking redress through the judiciary, specially
in relation to minor commercial disputes

Table 4.5
Mediation - 2006
Year | Applications | Mediate | Seitled | Declined | Serbed
[Hirec i
Mediate
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Sonrce: Mediation Centre - Ceylon Chamber of Commmerce

The statistics reveals that the number of cases
referred to mediation has not been significant,
Further, it is also evident many cases have been
settled direct prior to being mediated. Cases
settled through mediation have been minimal.
[t appears that there is greater public preference
on the judicial process towards settlement of
disputes.
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*  Going further to ensure a total impact, the
supports staff of the judiciary were given
training on word processing and speed
development at the Institute of Government
Accounting and Financing (INGAF). English
language, communications skills were
sharpened through training conducted by the
British Council.

An assessment of cases filed and dispensed
reveals that there is an increase in the number
of cases filed with the judiciary. When
considering other factors that have an influence
on the need to file cases, such as number of
accidents, number of those who seek dispute
resolution through mediation etc. which show
a downward trend, it appears that there is an
increasing reliance on the judiciary for
administration of justice. On the other hand
the number of cases dispensed also show a
declining trend. Focused training accorded to
judges, closer monitoring by the Judicial
Services Commission on the dispensation of
cases and their quality, strengthening of the
support staff of the Judicial Services
Commission and courts, appear to have
contributed to this trend. The impact of
automation of model courts and the
establishment of Appeal Courts of the
Provinces, are yet to be felt since both measures
were taken towards the end of 2006,



Chart 4.3
The Trend in Cases Filed and Disposed
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An ongoing assessment of deficiencies in the
regulatory and legal structures, which can be
addressed only through sustained reforms
have been undertaken to reduce transaction
costs and deepen the investment climate in
favour of Small and Medium Enterprise sector
development, whilst promoting corporate and
foreign direct investments. In assessing areas
that warrant further reform, it has been found
that regulatory risks, complex administrative
and legal procedures, governance deficiencies
and the effects of terrorism and crime, have
resulted in high transaction costs, thus
affecting the global competitiveness of the Sri
Lankan economy. There is also an informal
economy operating outside the legal system
resulting inter alia in dead capital. This has
caused social and economic exclusions and
increased inequality, thereby restraining
economic growth and limiting results of anti-
poverty efforts.

Although the government has already
introduced several initiatives in the areas of
banking and finance, capital markets,
governance, taxation, procurement, trade,
investment, dispute resolution and in the
judiciary, the coverage of reforms needs to be
expanded and the momentum needs to the
sustained. In this backdrop, as emphasized in
the 2007 Budget Speech, the Government
envisags to proceed with further Legal and
Judicial Reforms.

Priority areas that have been identified with
the assistance of the Legal Cluster of the
National Council for Economic Development
that warrant further reforms to facilitate
achieving the targeted economic growth, in
excess of 8 per cent as envisaged in Mahinda
Chintana - Vision for Sri Lanka: 10 Year
Horizon Development Framework, include the
following;

e Develop a judicial strategy recognizing
short, medium and long-term priorities of the
Sri Lankan Judiciary, adopting a wide
participatory approach with the support inter
alia of the Legal Cluster of the National Council
for Economic Development.




e To carry out an assessment of the impact
of legal and judicial reforms, develop an
appropriate database mainly with the
assistance of the existing government network
available for data collection and tabulation
involving the Department of Census and
Statistics.

e Introduce new HR tools for better and more
effective human resource management in the
judiciary, specially to make the support staff of
the judiciary more efficient

e Automate the Companies Registry and
introduce measures to reduce the start-up
time/ registering a business. Complement the
process by taking measures to expedite related
EPF/ETF registrations inter alia with the
Department of Labour, to bring down the time
associated with starting -up time/ doing
business in Sri Lanka, to set the background to
be able to use the Companies Registry as the
gateway to ensure registration by companies,
for taxation purposes.

e Create an efficient and effective exit
mechanism to facilitate investors in the event
of a closure of their business, through the
passage of appropriate legislation covering
insolvency and winding up aspects, in order
to promote investor confidence and reduce
transaction costs.

e Identify factors leading to the existence of
dead / extralegal capital and remove any
associated obstacles created through the formal
legal system, thereby creating capital to finance
development and reduce costs associated with
land related disputes.

e Contribute to develop human resources
and institutional capacity through appropriate
local and foreign training. Facilitate local
training with the construction of a modern
Judicial Training Center in Colombo with
residential facilities.

e Improve thejudicial infrastructure through
the construction of 4 new Court Complexes at
regional level in Galle, Matara, Kalutara and
Kurunegala. This is to improve administration
of justice at provisional level inter alia through
better facilities
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e Information technology advancements
which have been already introduced on the
basisof a pilot to be rolled out project, to the
Regional Court Complexes proposed to be built
in Galle, Matara, Kalutara and Kurunegala. In
addition, to introduce a case management
system to the already automated 8 Courts
Houses in Colombo and Kandy, to make the
judicial process more efficient.
Demonstrating Government’s  firm
commitment to facilitate a sustainable reform
process, the Treasury has already allocated
funds through the Budget - 2006 for the setting
up of the Judicial Infrastructure Maintenance
Trust, which is being setup. The Government
has also agreed to provide the required land to
construct the proposed 4 regional Court
Complexes at Galle, Matara, Kalutara and
Kurunegala and the Judicial Training Center
in Colombo.

High Courts of the Provinces

Addressing a long felt need of decentralizing
the Appeal process, High Courts of the
Provinces were setup in terms of High Court of
the Provinces (Special Provisions)
(Amendment) Act No. 54 of 2006. Until the
passage of this Act, Civil appeals were heard
only by the Court of Appeal in Colombo,
resulting in all associated parties having to
come to Colombo and also causing a massive
backlog of around 15, 000 cases pending in
appeal. as of 2006.

With the enactment of this statute, the High
Courts of the Provinces were vested with
appellate and revisionary jurisdiction in
respect of judgments, orders and proceedings
of the district courts within the relevant
province. The High Courts of the Provinces will
hear cases with two judges sitting together and
steps have been taken to appoint at least 18
new judges to these Courts. This will take the
process of administering justice closer to the
people, with people from distant areas not
having to travel any more to Colombo for
appeals in civil cases. It is also a major step
towards reducing laws delays.




Newly Established High Courts of the Provinces are Vested with Appellate/
Reversionary Jurisdiction of District Courts within the relevant Province

122




A Sustainable Plan to Maintain Judicial
Infrastructure

The Government has recognized the need for
an ongoing assessment of the deficiencies in
the regulatory and legal structures, which can
be addressed only through sustained reforms.
Further, attention widespread reforms such as
legal and judicial reforms show visible results
by way of improved infrastructure, better
quality judgments, automated surroundings
etc., the desired results on reducing laws delays,
speedier dispensation of cases etc. would be
shown incrementally over a period of time. In
this backdrop there is unanimity that legal and
judicial reforms need to be sustained.

Another important aspect is that the legal and
judicial infrastructure, including those that
were built and renovated through the reform
initiatives, as well as the Information
technology advancements introduced, need to
be updated and maintained. Lack of
maintenance has been identified as the route
cause for the rundown in infrastructure, even
at the time the reforms were originally taken
on.

Although certain inbuilt measures have been
taken such as commitment to maintenance by
vendors through maintenance agreements in
relation to IT hardware and software, there also
must be focused commitment towards the
overall maintenance if reforms are to give
maximum benefits to the country.

In this backdrop steps were taken to set up a
Judicial Infrastructure Maintenance Trust in
terms of the Trust Ordinance and in the 2006
Budget an allocation was made to form the
initial capital of this Trust Fund. This
allocation has been made utilizing a part of
funds recovered by the courts by way of fines
and penalties. The interesting link is that the
Government committed to make this allocation
has revised the fines structure in over 85
statutes through the Increase of Fines Act
No.12 of 2005, which is also a measure taken
through legal reforms.
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Judicial Infrastructure Maintenance Trust
Fund;

e The Author/ Settlor of the Trust is the
Secretary to the Treasury

e The Trustees include Secretary - Judicial
Services Commission, Secretary - Ministry of
Justice, Director General - Department of Public
Finance, Chief Accountant - Ministry of Justice,
Registrar - Supreme Court and Registrar - Court
of Appeal

e The objects of the Trust;

Provide funding and assistance to maintain

Judicial and Legal Infrastructure in Sri Lanka

including;

Court Houses

Record Rooms/ Production Rooms

Judges Chambers

Offices of the Registrars

Judges Libraries

Common Areas of the aforesaid

premises

o  IT Infrastructure, office equipment and
furniture of the said premises

O O O O O O

e  Toremunerate the staff carrying out such
maintenance and to meet expenditure
associated with any such maintenance/
outsourcing arrangements.

e Tomeetany expenditure to provide lease
lines and such other facilities required for the
effective use of IT infrastructure and for the
procurement of related IT consumables.

° An annual contribution will be made
from the Consolidated Fund to the trust
account, which will constitute the Trust
Property. In addition, the Trustees may receive
public contributions, donations or grants in the
form of cash, for the furtherance of the Trust.

e  The Trustees are expected to make rules
or guidelines pertaining to the manner in which
work relating to the objects of the Trust are to
be executed, including the procedure
governing meetings of the Trustees and the
manner in which decisions are to be reached.




e  The Trustees are expected to work in
consultation with the Development
Committees, which have been established at
regional level to assist in maintaining legal and
judicial infrastructure. This is to ensure that
an onsite needs assessment is made known to
the Trustees, by the regional network of
Development Committees, for the Trustees to
be able to take need based and fast decisions.

e To ensure transparency and
accountability, the Trustees are required to
cause proper accounts to be maintained of the
Trust funds and to cause such accounts to be
appropriately audited at the end of each
calendar year, and cause such audited
accounts to be published. In the event of a
revocation of the Trust, any monies belonging
to or lying to the credit of the Trust anywhere is
to be, at the earliest, transferred to the
Consolidated Fund after which the Trust
would stand dissolved, ensuring
accountability.

Other Initiatives

E- Governance

There was much emphasis on e-Governance
during 2006.The Electronic Transactions Act
No.19 of 2006 was enacted setting out the legal
parameters. Consequent to the enactment of
this Act, Sri Lanka became one of the first three
countries in the Asian Region (and first
country in South Asia) to sign the United Nations
Convention on the Use of Electronic
Communications in International Contracts
(commonly known as the e-Contracting
convention).
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During 2006, the ICT Agency of Sri Lanka has;

e  Setup a Government Information Center
(GIC) through which citizens are provided
answers to their queries by dialing 1919 or
through the website www.gic.gov.lk. This
trilingual call center is a single point of contact
for information and guidance for citizen
services in the government.

*  Opened 175 Nenasalas throughout the
island to bring the total to 368. Nenasalas are
multi service centers, which address the
multiple ICT needs of communities. The
adoption of ICT services is expected to improve
the lives of the communities through ready
access to information communication services.
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1919 - Government’s Central Information Hotline




Table 4.6
Nanasala Centers at District Level

District Number of
Centers

Ampara 11
Anuradhapura 33
Badulla 34
Batticaloa 2
Colombo 6
Galle 17
Hambantota 27
Jaffna 5
Kaluthara 9
Kandy 32
Kegalle 13
Kurunegala 28
Mathale 9
Matara 22
Monaragala 28
Nuwara Eliya 17
Polonnaruwa 10
Puttalam 12
Rathnapura 34
Trioncomalee 14
Vauniya 5
Total as of End April , 2007 368

Source: ICTA - Sri Lanka

e Established Sri Lanka CERT to address
cyber security in Sri Lanka, to coordinate
protective measures and responses to security
attacks on information systems in Sri Lanka. It
will review emerging technologies, carry out
awareness programs on cyber-security, carry
out cyber-security related information
dissemination and make security
announcements. Website is www.slcert.gov.lk

e Commenced the process to set up a Lanka
Government Network (LGN) to make available
a reliable wunderlying information
infrastructure backbone that connects
government organizations cost-effectively to
provide Internet, email and IP based voice
services. The procurement activities were
completed in 2006 and the award was made.
The selected party conducted the basic
awareness workshops for the government
organizations and completed the site survey
for 94 government organizations.

J Launched the Birth, Marriage and Death
(BMD) Certificate conversion project to convert
BMD certificates into electronic form and build
a database, which will facilitate searching, and
verification.
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e Setup 30 websites in Government
Organizations, to encourage government
organizations to disseminate information and
deliver services through the Internet,. The new
web portal www.gidc.gov.lk was created to
publicize these websites.

e Commenced developing the Parliament
website in Sinhala, Tamil and English, based
on a Unicode. The website in English was
completed and launched.

*  Facilitated the use of local languages for
Computing by making progress on the
UNICODE compatible products.

*  Awarded partnership grants under the
e-Society Program’s, Partnership Grants
Program, after review of 247 applications.
Grants have enabled the development of
Digital talking books for visually handicapped,
develop Local language educational software
(Shilpa Sayura), Translation and digitization
of technical processes relevant to micro
enterprises and video-audio trilingual disaster
alert system. In addition a total of 35 contracts
were awarded under the e-Society Program’s
Community grants program covering
agriculture, health, education, handicrafts and
tourism sectors

Tourism Development Trust Fund

Tourism Industry has been accorded high
priority by the government considering its
potential for foreign exchange earning and
employment generation as well as for poverty
alleviation. The industry has experienced
setbacks in the past two decades due to various
reasons, including the absence of a proper
promotional campaign. The industry is of the
view that US $ 1 billion earning target can be
achieved within a two to three year period if
an accelerated marketing plan is implemented
early. The promotion of Tourism, in addition
to generating employment opportunities and
foreign exchange earnings, will also promote
a favorable image in the economic outlook of
Sri Lanka.

The new Tourism Act No.38 of 2005 passed by
the Parliament in October 2005 has introduced
a dynamic institutional structure for the private
and public sector to work together in taking
the industry forward. However concerns have




been expressed by several stakeholders on the
adequacy and appropriateness of certain
provisions in the new law in ensuring full
participation of all stakeholders and total
development of the sector. These concerns
require a careful review and hence
operationalizing the new Tourism Act was
postponed in order to identify the amendments
needed to the Act.

In this background it was proposed to establish
a Trust for the administration of the Tourism
Development Fund established under the
provisions of Finance Act No. 25 of 2003, as an
interim measure till the Tourism Act No. 38 of
2005 becomes operative.

The main objectives of the Trust are,

e tofinance annual development programs
of the Sri Lanka Tourist Board (SLTB), Sirimavo
Bandaranaike Institute of Tourism & Hotel
Management and the Sri Lanka Convention
Bureau in the area of tourism development

® to finance or co-finance the initiatives and
proposals of the private sector for the
promotion and marketing of Sri Lanka as a
tourist and travel destination of quality in
accordance with tourism development plans
and guidelines approved by the Government

® The Board of Trustees will be the Deputy
Secretary to the Treasury, Secretary- Ministry
of Tourism, Chairman-SLTB and 03 private
sector representatives.

The Trust documents have been finalized and
will be declared shortly. The Tourism Levy
collected through the provisions of the Finance
Act No. 25 of 2003 will be credited to this Trust.
The Beneficiaries under this Trust are the
Ministry of Tourism, Sri Lanka Tourist Board,
Sirimavo Bandaranaike Institute of Tourism
and Hotel Management, Sri Lanka Convention
Bureau and the private sector establishments
to be identified from time to time.

Road Maintenance Trust Fund

A Road Maintenance Trust Fund (RMTF) has
been established under the provision of the
Trust Ordinance, to finance routine and
periodic road maintenance programs of
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national and provincial roads The operations
of the Trust Fund commenced in January, 2006.

e RMTF is managed by a Board of Trustees
comprising Deputy Secretary to the Treasury
as the Chairman, the Secretary Ministry of
Highways and the Chairman of the Finance
Commission.

e In addition, a Technical Advisory
Committee has also been appointed to evaluate
the road maintenance proposals.

e Thisis a special mechanism to ensure the
availability of funds needed for regular
maintenance of the road network and thereby
contributing to sustainable development of the
road sector. The estimated maintenance cost of
national roads was Rs 5.4 billion in 2006 and
it will increase to Rs. 5.9 billion in 2010.

e From the year 2006 all budgetary
allocations earmarked for road maintenance
are deposited to the RMTF. In addition to the
normal budgetary allocations, it has been
agreed to charge Rs1.00 from each liter of petrol
and 50 cents from each liter of Diesel sold and
deposit the proceeds in the RMTF with effect
from 1* January 2006.The revenue collected
accordingly amounted to Rs. 1,400 million in
2006

e The RMTF has released Rs. 2,933mn. in
2006. to the RDA for road maintenance
activities. It is expected to meet the total road
maintenance requirement by 2010 through the
Trust Fund. The Trust Fund Account is
maintained in the Central Bank and managed
by the Board of Trustees.

A Standard Procurement Manual for Foreign
Funded Projects

Despite the National Procurement Agency
(NPA) publishing Procurement Guidelines -
2006 harmonizing the procurement process to
be followed by Foreign Funded Projects, there
has been no standard Procedure Manual that
is agreed with the Donor Agencies in relation
to Foreign Funded Projects. This has led to
confusion causing delays at the stage of
implementation and bring about audit
concerns.




As such, action was taken to develop a General
Operations Manual, which can be used in
respect of all Foreign Funded Projects, taking
into account Procurement Guidelines - 2006,
Financial Regulations and other Circular
Instructions issued by the government in which
matters relating to Foreign Funded Projects
have been dealt with. This Manual is proposed
to be implemented in consultation with Donor
Agencies.

This manual is meant to serve as a reference
document for the proper conduct and
successful implementation of all foreign funded
projects in relation execution, resource
utilization, procurement and such other factors.
It provides that in case of an ambiguity, the
same could be clarified by the Project
Management Unit from the Government/NPA.
The key features in the Standard Procedure
Manual are the following;

e Introduction of the Project - to be filled
appropriately.

e DProject Objectives - to be filled
appropriately.

e Project Components and implementation
schedule- to be filled appropriately

e Project key performance and monitoring
indicators with target dates to ensure the timely
implementation of Project Components - to be
filled appropriately.

¢ Implementing agencies associated with the
Project and their focal points for the purpose of
coordination with the Project Management
Unit for the effective implementation of the
Project through an ongoing dialogue/
consultation process - to be filled appropriately.

e Project Organization

The Chief Accounting Officer

The Chief Accounting Officer of a Project will
be the Secretary of the line Ministry under
whose purview the project is placed. There
will be a Steering Committee in charge of the
overall management of the project of which the
Secretary to the line Ministry is a member. The
Project Director will be responsible for the
execution of the project with the relevant
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approvals, guidance and supervision inter alia
of the Steering Committee.

o The Steering Committee to be appointed by
the Government

The Steering Committee will consist of high-
level officials representing the participating
agencies. The Donor Agency may be
represented by a member with observer status.
The Government will nominate a Chairman of
the Steering Committee. The Steering
Committee will meet regularly. The convening,
preparation of relevant documentation,
maintenance and distribution of minutes and
all matters related to Steering Committee
proceedings will be the responsibility of the
Project Director.

e Project Management Unit

A Project Management Unit (PMU) is to be
setup by the Government consisting of such
number of officers as may be necessary. The
Project Director and Staff to be appointed and
remunerated etc. in accordance with the
relevant Management Services Circular
effective for the time being. The day- to- day
implementation is effectively carried out in
consultation with all participating agencies
and other stakeholders.

An Overview of Procurement Aspects
e Risk Rating

The overall procurement risk rating of the
Project will be determined by a joint assessment
to be done by the Treasury/NPA and the Donor
Agency. The rating will be reviewed during
Donor’s procurement support missions, which
will be carried out periodically with the
concurrence of the Government. In the event
the risk rating is revised, the frequency of
support missions may be adjusted, as
appropriate as may be agreed between the
Government and the Donor Agency.

e Procurement Threshold Limits and
Authority Limits

The procurement process will be carried out
by the relevant Procurement Committees and
other authorities following the thresholds given




in Procurement Guidelines published by the
NPA. The method of procurement can be
accordingly agreed between the PMU and the
Donor Agency and appropriately included in
the Procurement Plan.

e Applicable Procurement Guidelines

Procurement of goods, works and non-
consultant services would be carried out in
accordance with NPA Guidelines; However
Donor Guidelines pertaining to For the
selection of Consultants, the Donor Guidelines
will prevail until NPA publishes such
guidelines in consultation with the Donor
Agencies. In the event of any ambiguity or
lacuna, the Project Management Unit is
required resolve the same in consultation with
the Treasury, National Procurement Agency
and the Donor Agency..

e Procurement Plan

The Procurement Plan shall be prepared by the
Project Management Unit substantially in the
format given in the NPA Procurement Manual.
This may be amended/updated suitably in
consultation with the Donor, to reflect specific
project implementation needs.

e Procurement Review

Activities to be prior reviewed shall also be
identified and agreed upon between the
Treasury and the Donor Agency.

e Bidding Documents

The Standard Bidding Documents of the Donor
Agency will be used for all International
Competitive Bidding and for the selection of
Consultants till such time any alternate
bidding documents are prepared by the NPA
and adopted in agreement with Donor
Agencies. In respect of other categories where
NPA has provided standard bidding
documents, the same shall be used. In the vent
of any discrepancy the provisions in the Donor
Agency documents will prevail till an
agreement there to is reached between the
Donor Agency and the NPA.
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Any changes to such standard bidding
documents can be made only with the prior
consent of the Treasury.

e  Maintenance of Files

The Project Implementation Unit should
maintain a proper filing system, including
procurement files, containing all documents
relating to each procurement, the contracting
process from invitation through final payment
and certification.

e Financial Management and Disbursement
Procedure

The Financial management and disbursement
procedures covering delegation of authority,
planning, budgeting and fund flow,
maintenance of proper books of accounts,
receipts and payments, cash management,
monitoring of deposits and advances, fixed
assets management, internal controls and
audit, financial reporting and project winding
up process etc. shall be carried out by the Project
Management Unit, in line with Financial
Regulations/ other relevant circulars of the
Government. Any quarterly or annual reports
required by the donor to be agreed upon, to be
prepared and submitted to the Donor Agency
by the Project Management Unit.

‘Bim Saviya’

In the Sri Lankan context in which people have
a unique relationship with land, Bim Saviya,
the land titling program of the Government,
will pave the way for people to elevate their
living standards by gaining land ownership,
which so far formed an under performed
capital due to title defects.

In relation to private land, there are disputes
associated with determining ownership, which
involve lengthy and costly legal and surveying
processes, to reach settlement. The related legal
proceedings which are lengthy aggravate laws
delays. These disputes also prevent the
development of such lands, thus curtailing
associated benefits to the owner as well as the
country.

Some lands do not have acceptable title rights,
due to diverse reasons. Delays in obtaining
grants in the case of state lands, non-




availability of associated title documentation,
issues related with testamentary proceedings
in the event of a death of a landowner,
conflicting interests among heirs are common
problems. This segment of land is estimated to
be as high as thirty percent in certain areas
and result in grossly underutilized capital,
hampering development. As such this is an
area that warrants immediate attention.

Further, taking advantage of weaknesses that
prevail in the registration process of lands,
many fraudulent land sales also take place.
This has caused serious repercussions in the
land market even giving rise to unrest and
organized crime. Above all, execution of a title
deed is by itself a complex process involving
high expenditure and the requirement of the
assistance of a Notary Public to execute the
related deeds. A simpler and straightforward
document is deemed desirable.

Bim Saviya Program is used as a basic
component of Gama Neguma activities
introduced by the Mahinda Chintana Program
to provide a clear and government guaranteed
ownership to all legitimate land owners by
empowering them to develop their lands better
and to enhance their personal development by
using the land to generate income. At the same
time this program aims at providing a land
information database, which will be base
efficient and will enable scientific land
management.

Bim Saviya Program has two basic activities;

* Determination and confirmation of
ownerships, which are not considered as clear
at present.

e Survey and prepare plans for every land
parcel and register the land parcel along with
the ownership and the rights or encumbrances
and issue a Title Certificate.

This proposed Title Certificate, will carry a plan
of the land, owners name and identification
information and is expected to be a simple proof
of ownership. This process is being carried out
under the Registration of Title Act No. 21 of
1998.
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Pilot Program and Outcome

A pilot program has been carried out by Bim
Saviya and much progress has been achieved
in 2006 in six Divisional Secretary Areas
(Udapalatha, @ Doluwa, Balangoda,
Divulapitiya, Homagam and Tambuttegama).
A procedure adoptable in Sri Lanka has been
identified. Necessary Institutional, Legal and
Procedural improvements are being carried out
in preparation to venture into the national level
activities. Amendments to the Registration of
Title Act No.21 of 1998.have been identified
and the amendments are being finalized by the
Legal Draftsman to be submitted to the
Parliament.

Long Term Approach

It is estimated that there are about ten million
land parcels in Sri Lanka. A 15 year program
is being prepared to cover the entire country
through the Bim Saviya initiative. The Survey
General’s Department is expected to carry out
the surveying of lands and the preparation of
plans, while the Land Settlement Department
is expected to carry out determination of
ownership. Such information will thereafter
be transmitted to the Registrar General’s
Department, which is expected to register the
details and ultimately issue a Title Certificate.

Through the Bim Saviya Program, a digital
Land Information System is expected to be
established which could be made available for
planners and decision makers, enabling a
scientific land administration process.

This program is being administered by a
council established under the Registration of
Title Act. No. 21 of 1998.

‘Mathata Thitha’

The prime objective of this new move was to
setout parameters pertaining to smoking and
consumption of alcohol in public places and
to prevent the younger generation from
smoking and consumption of alcohol.

e  Strengthening the Legal Framework
The existing legal framework in terms of the

Excise Ordinance, Poisons, Opium and
Dangerous Drugs Ordinance and Tobacco Tax




Act No. 8 of 1999 was strengthened with the
enactment of the National Authority on
Tobacco and Alcohol Act No. 27 of 2006.

Members were appointed to the National
Authority on Tobacco and Alcohol (NATA)
established in terms of the National Authority
on Tobacco and Alechal Act No. 27 of 2006,
Framework Convention on Tobacco Control
(FCTC) negotiated under the auspices of the
WHO had become international law on 27"
February 2005. Sri Lanka was the first country
in the region {and the fourth in the world) to
ratify the FCTC. This convention published by
the WHO provides comprehensive guidelines
on measures relating to tobacco controls.
Within the FCTC, the NATA Act provides
information on matters relevant to Sri Lanka.
There is emphasis to prevent those under the
age of 21 years from smoking and consuming
alcohol by curtailing their access to tobacco and
alcohol. Under this Act, Excise Officers are also
given powers of detection. The Act came into
operation on 01* December 2006 and up to now
Excise Officers have conducted around 300

detections and the related collection of fines is
in excess of Ks, 1 Mn.

*  Higher Excise Duty Desired to have a
Countervailing Impact

Excise duties on alcohol products have been
adjusted upwards annually, resulting in high
real prices of alcohol, amounting to an effective
countervailing economic consideration.

«  Restriction on Availability and
Accessibility

Availability and accessibility to alcohol
products have been restricted to minimize and
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eliminate social and economic costs by
reducing consumption. A Special Investigating
Team has checked the licensed places at night
particularly in the Colombo City in order to
control illegal activities in those places. No new
excise licenses were issued, except issuing
licenses for Tourist Board approved
Establishments in order to encourage the
tourism industry. Existing legislative
provisions pertaining to hours of sale of alcohol
and sale of alcohol to minors have been strictly
enforced. Strict supervision was enforced over
the liquor-licensed places to reduce
malpractices. The Licensees who have violated
excise rules and regulations were heavily
punished through the imposition of penalties
permitted under Increase of Fines Act No.12 of
2005.During the year 2006, 5203 Technical
Crime Reports have been submitted to Excise
Licensees who have violated excise rules and
regulations.

Table 4.7

Excise Duty Increases

Ttem 19112004 09112005  09.12.2005  05.10.2006  13.03.2007
Arrack - per proof Lir 366/ - 381/ - 396, - 421/- 346/ -
Foreign Liquor -per 490/ - 510/ - 525/ - 550/ 575/ -
proof Lir

Beer - A.S. below 5% - 27/50 32/50 37/50 37/50 37/50
per Lir

Beer - A.S. above 5% per 43/50 48/50 53/50 53/50 53/50
Lir

Wine -per Lir 200/ - 225/ - 250/ - 275/ - 300/ -

Source: Department of Excise



*  Heavy Fines have Worked as a
Deterrent

The heavy fines introduced through the
Increase of Fines Act No.12 of 2005, appear to
have acted as a deterrent. Some of the revised
fines are as follows;

Box 4.8
Revised Fines - Traffic Offences
Offence - Earlier Fine Rs. Revised Fine Rs.

Identification of number Plates 100 500
Revenue license to be carried 100 500
Restriction on use of motor vehicles 50 1,000

in contravention of revenue license
Prohibition of driving without a license 150 2,500
Employing persons without a driving license 150 3,000
Driver under the age of 18 years old 150 5,000
Speeding 200 1,000
Breaching rules of the road 100 500
| Signals by drivers when driving 100 500
Failure to wear protective helmets 100 500
Traffic directions and signals of police officers 150 1,000
Halting/ parking of motor vehicle on_highways 150 500
Motor vehicle being halted or left on highway 150 500
Drriving after consumption of alcohol or drugs Not less than 2,000 Min. 3,500
Max 7,500
Driving certain vehicle after consumption of alcohol or Mot less than 3,000 Min 4,000
drugs Max. 7,500
Injury to persons by driving a motor vehicle Mot less than 5,000 Min 6,000
Max. 50,000
Driving recklessly Not less than 750 Min. 1,500
Max 25,000
Second conviction, not Min 2,500
than 1, Max 25,000
Third / Subs. Min. 3,500
conviction, not more Max 25,000

than 1,500

Driving negligently Not less than 500 Min 1,500
Max. 25,000
Second Con. not less Min 2,500
than 1,000 Max 25,000
Third/ Subs. Con. not Min 3,500
maore than 1,500 Max 25,000
Driving without insurance Not less than.500 Min 5,000
Max 25,000
Giving false information Mot less than.1,000 Min 2,500
Max 5,000
Fraudulent use of identification plates, certificates of Fine not less than 1,000 Min 7,500
registration, driver's license, etc.. Max 25,000
Forgery or fraudulently imitation or alteration of Second /Subs. Con ,not Min 7.500
certificate of insurance or certificate of security more than 1,500 Max 50,000
Issuing a certificate of insurance or a certificate of Fine not less than 1,000 Min 7500
security which is known to be false. Max 50,000
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. Stricter Enforcement

Department of Excise has taken a stringent
approach towards the strict implementation of
legislative provisions regarding production,
transport and sale of illicit alcohol.

Table 4.8

Raids Conducted by the Department of Excise

Month 2005 2006 2007
January 3181 3300 3245
February 4015 4157 4620
March 4352 5801 5328
April 3588 3165
May 4457 5548
June 5079 5414
July 3408 3532
August 3277 4508
September 25888 4537
October 3289 4676
November 3129 4634
December 5330 4408
Total 45933 52590

Source; Department of Excise
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