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1. BACKGROUND

The Committee on Ways and Means was established as a Committee for Special
Purposes during the Fourth Session of the Ninth Parliament with the amendments
brought into the Standing Orders of Parliament in November 2022. The Committee
originally comprised of sixteen (16) Members of Parliament who are not members
of the Cabinet of Ministers in terms of the Standing Order No 124 of Parliament.
Nevertheless, a motion was approved by Parliament on 10 February 2023 to
increase the membership of the Committee to seventeen (17) members. The names
of the Members of the Committee, nominated by the Committee of Selection were
announced to Parliament on 21 February 2023 and 25 April 2023 respectively.

As a Committee which oversees the financial matters of the country, the Committee
on Ways and Means has the power to examine all matters related to taxation, tariff
and other revenue enhancing measures of the government, propose changes to the
existing policies on taxation and tariffs as and when necessary.

At the first meeting of the Committee held on 23 March 2023, the Hon. Patali
Champika Ranawaka was elected as the Chair of the Committee. The Committee on
Ways and Means conducted twelve (12) meetings and visited key revenue-
generating agencies: Inland Revenue Department, Sri Lanka Customs, and Excise
Department of Sri Lanka during the period from 26 April 2023 to 22 August 2023.
The first report of the Committee was presented to Parliament on 6 September 2023
including the observations and recommendations made by the Committee during
this period.

Subsequently, the Committee focused its attention on very critical issues such as
recovery of default taxes of the three main revenue-generating institutions of the
country which contribute 99% of the government revenue, addressing the issue of
fake security tax stamps in liquor bottles which deprives the government to earn its
due income, opening new tax files by the Inland Revenue Department and
introduction of electronic currency and blockchain technology in the financial
market. Additionally, the Committee examined revenue enhancement strategies of
Sri Lanka Customs, particularly during the temporary suspension of imports,
including motor vehicles. The observations and recommendations made by the
Committee during its meetings held from 07 September 2023 to 24 January 2024
are included in this report. With the prorogation of Parliament on 26 January 2024
the Committee on Ways and Means lapsed. The first meeting of the Committee for
the Fifth Session of the Ninth Parliament was held on 20 March 2024 and the Hon.
Patali Champika Ranawaka was re-elected as the Chair of the Committee. The
Committee approved to present the second report of the Committee to Parliament.
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2. INTRODUCTION

The Committee on Ways and Means is tasked with enhancing national revenue and
effectively managing expenditures to bolster economic stability and to ensure the
financial prosperity of the country. It is empowered to examine and provide
recommendations primarily on the following:

e the revenue enhancing measures of the main government revenue
generating institutions namely Sri Lanka Customs, Inland Revenue
Department and Excise Department of Sri Lanka

o all matters related to taxation and tariffs and to propose changes to the
existing policies on taxation and tariffs

e matters relating to Inland Revenue Laws and revenue measures specified in
other laws

e matters relating to customs and customs administration which includes
tariff, customs laws, policies and guidelines that are applicable in imports
and exports

e matters relating to import industry

e matters relating to international trade

e matters relating to trade industry including export policies

e matters relating to all government pensions, healthcare, welfare and social
security systems

e matters relating to the provision of emergency reliefs.

The country's income primarily comprises of tax revenue and non-tax revenue
whilst the tax revenue further categorized into direct and indirect taxes. The key
government entities namely Inland Revenue Department, Sri Lanka Customs, and
the Excise Department of Sri Lanka play the pivotal role in managing the tax
revenue of the country. The efficacy of these institutions significantly influences the
country's financial stability. The fundamental aspects pertaining to taxation include
implementing ability-to-pay taxation, streamlining tax payment processes to
minimize taxpayer burden, interlinking government entities through technological
advancements, fortifying tax administration, widening the tax base and enhancing
efficiency of tax collection.

Accordingly the Committee on Ways and Means has focused its scrutiny on several
issues with regard to the Inland Revenue Department. These include the substantial
sum of outstanding taxes amounting to Rs. 1066 billion, the lack of an effective
mechanism for recovering default taxes as a result of legal constraints and technical
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barriers, and the absence of proactive measures to enhance the collection of
outstanding collectable taxes against which there are no legal barriers.

The attention of the Committee was also drawn to the operations of the Sri Lanka
Customs, noting that around Rs. 4 billion was lost annually due to mis-invoicing in
both exportation and importation of goods. Additionally, concerns were raised
regarding the ineffectiveness of customs scanners in detecting contraband and the
illicit entry of high-value goods like gold into the country.

The Committee examined the inconsistent collection of excise revenue by the
Excise Department of Sri Lanka, as well as issues related to tax evasion by liquor
manufacturers. Additionally, the absence of digitalization within the Excise
Department was highlighted. Furthermore, attention was focused on scrutinizing the
methods and procedures adopted by the Excise Department of Sri Lanka,
particularly with regard to irregularities caused in the placing of security tax stamps
on liquor bottles, the identification of counterfeit security tax stamps on liquor
bottles, and the enforcement actions taken against the perpetrators of placing
counterfeit security tax stamps on liquor bottles.

The Committee on Ways and Means has also delved into the realm of social welfare
of the country. It emphasizes the critical importance of establishing an open and
transparent Social Safety Net devoid of political interference. Additionally, there is
a longstanding necessity for a Social Registry to accurately identify targeted social
groups which need the benefits of the social welfare programmes, including the new
poverty class emerged due to the financial crisis.

Natural disasters can stem from both human activities and climate change.
Furthermore, to access global financial resources for green and sustainable
development, effective intervention by government institutions is imperative,
necessitating the enhancement of the country's legal and policy framework. The
direct intervention by the Committee is essential to adequately support victims of
natural disasters within the country.
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3. COMMITTEE MEETINGS HELD
(Fourth Session of the Ninth Parliament)

Meeting of the Committee held on 07.09.2023

A meeting of the Committee was held on 7 September 2023 with the participation
of the officials of the Excise Department of Sri Lanka. At the inception, the
Committee reviewed the progress of implementing the directives given at the
Committee meeting held on 22 August 2023.

Subsequently, the Committee discussed the progress of seizing of liquor bottles
with fake security tax stamps as per the directive given by the Committee on 10
August 2023. The officers of Excise Department of Sri Lanka explained the action
taken with regard to the seized liquor bottles with fake security tax stamps including
the recovery of fines, late fees and due taxes.

Meeting of the Committee held on 20.09.2023

A meeting was held on 20 September 2023 with the participation of the officials of
the Ministry of Finance, Economic Stabilization and National Policies, Inland
Revenue Department (IRD) and Excise Department of Sri Lanka (EDSL).

During the first session of the meeting, a discussion was held with the officials of
the IRD on the recovery of outstanding taxes, expediting the self-assessment
procedure of paying income taxes, and also streamlining the tax appeals process. In
addition, progress of implementing the directives given by the Committee was also
reviewed.

During the second session of the meeting, contract agreement on printing of security
tax stamps signed between the M/s Madras Security Printers (Pvt) Ltd, Ministry of
Finance and the Excise Department of Sri Lanka (EDSL) was reviewed.

Meeting of the Committee held on 04.10.2023

At the meeting of the Committee held on 4 October 2023 the recent United Nations’
Development Programme (UNDP) Report titled ‘Understanding Vulnerabilities:
Impact on People of Sri Lanka’ was discussed with the officials of the Ministry of
Women, Child affairs and Social Empowerment, Department of Social Services and
Social Security Board during the first session of the meeting. Mr. V. Muralithas, a
Parliamentary Research Officer made a presentation on the UNDP Report and its
applicability in Sri Lanka.
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During the Second Session of the of the meeting, current progress of the Aswesuma
Welfare Benefits Scheme was discussed with the participation of the officials of the
Ministry of Finance, Economic Stabilization and National Policies, Department of
Census and Statistics and Welfare Benefits Board.

Meeting of the Committee held on 18.10.2023

At the meeting held on 18 October 2023, the tariff policy of the country, allocation
of HS codes and classification of goods were discussed during the first session of
the meeting with the officials of the Department of Trade and Investment Policy of
Ministry of Finance, Central Bank of Sri Lanka and Sri Lanka Customs.

During the second session of the meeting, the leakage of the Samanala Wewa dam
and remedial action taken to mitigate the leakage was discussed with the
participation of the officials of the Ministry of Defence, Department of Irrigation,
Mahaweli Authority of Sri Lanka, National Building Research Organization
(NBRO). A group of experts including Eng. (Mrs) Badra Kamaladasa, Dr. Thilak
Siyambalapitiya, Eng. Nihal Rupasinghe and Mr. Rohan Aruppola participated the
meeting to discuss the leakage of Samanala Wewa Dam. Also, flooding situation of
the Colombo city was also discussed with the officials of the Colombo Municipal
Council and Sri Lanka Land Development Corporation (SLLDC).

Meeting of the Committee held on 08.11.2023

A meeting was held on 08 November 2023, with the participation of the officials of
the Excise Department of Sri Lanka (EDSL) to discuss the progress of recovering
outstanding taxes of EDSL as the Committee directed the EDSL to recover
outstanding taxes by 30 October 2023.

During the second session of the meeting, a discussion was held on the irregularities
caused in granting of licenses to import electric vehicles for the Sri Lankans
employed abroad which aimed at overcoming the forex issue arisen due to the
current economic crisis. The officials of the Ministry of Labor and Foreign
Employment, Sri Lanka Customs, Department of Trade and Investment Policy and
Department of Fiscal Policy of the Ministry of Finance, Economic Stabilization, and
National Policies attended this meeting.

Meeting of the Committee held on 15.11.2023

On 15 November 2023, a meeting of the Committee was held with the participation
of the officials of the Inland Revenue Department. At the first session of the
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meeting, the implementation of the directives given by the Committee to the IRD
was reviewed.

During the second session of the meeting, the current progress of the Aswesuma
Welfare Benefits scheme was discussed with the participation of the officials of the
Welfare Benefits Board.

Meeting of the Committee held on 22.11.2023

A meeting was held on 22 November 2023 to discuss the obtaining of the services
of Grama Niladharis in executing the appeal process and the second enumeration of
the Aswesuma benefit scheme. The representatives of the Sri Lanka Eksath Grama
Niladari Association, All Ceylon Nidahas Grama Niladari Association, Sri Lanka
Progressive Grama Niladari Association, Sri Lanka Grama Niladari Association,
Government Grama Niladari Association, Sri Lanka Eksath Gampatha Grama
Nlladari Association and All Ceylon Administrative Grama Niladhari Association
participated at the first session of the meeting. In addition, the officials of the
Ministry of Public Administration, Home Affairs, Provincial Councils and Local
Government and Welfare Benefits Board also attended the meeting.

During the second session of the meeting, land acquisition by Irudeniyaya farmers
in Polpithigama Divisional Secretariat, Mahawa and human-elephant conflict in
Irudeniyaya area were discussed with the participation of the officials of the
Department of Wildlife Conservation.

Meeting of the Committee held on 29.11.2023

A meeting of the Committee was held on 29 November 2023 to discuss the issues
faced by the pensioners along with the representatives of Elders’ Associations.
Officials of the Department of Pensions and National Secretariat for Elders also
participated at the meeting and representatives of the Pensioners’ Association of
Public and Local Government Service — Kurunegala District, Joint National
Organization of Public Service Pensioners’ Association, Salaralisa Pensioners’
Association, All Island Conference of Public and Local Government Pensioners,
Graduate Pensioners’” and Diploma Holding Pensioners’ Association and
Government Pensioners’ Association of Raigam Korale also attended the meeting.

Meeting of the Committee held on 06.12.2023

A meeting was held on 6 December 2023 to review the progress of the
implementation of directives given by the Committee during the year 2023 to the
institutions that come under the purview of the Committee of Ways and Means.
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Accordingly, the officials of the Ministry of Finance, Economic Stabilization and
National Policies, Inland Revenue Department, Sri Lanka Customs and the Excise
Department of Sri Lanka, Welfare Benefits Board, Employees’ Trust Fund,
Ministry of Defence, Disaster Management Center, National Building Research
Organization, Department of Meteorology, Ministry of Women, Child Affairs and
Social Empowerment, Department of Social Services and Rural Development
participated at the meeting.

Meeting of the Committee held on 13.12.2023

A meeting of the Committee was held on 13 December 2023 to discuss the
possibility of obtaining the services of Samurdhi Development Officers to carry out
the appeal process and to the second enumeration of Aswesuma welfare benefit
scheme. The representatives of the Samurdhi Trade Unions’ Alliance participated at
the first session of the meeting.

The Professionals’ Associations were invited to discuss the issues related to
imposition of taxes on professionals and the recent changes done to the country's tax
policy during the second session of the meeting. The representatives of the
Professionals' Trade Union Alliance and the professionals from various sectors were
invited to share their insights on the tax policy changes.

Meeting of the Committee held on 10.01.2024

A meeting of the Committee was held on 10 January 2024 to discuss and share ideas
on the introduction of electronic currency and usage of blockchain technology in the
financial market. The officials of the Central Bank of Sri Lanka and the Ministry of
Finance, Economic Stabilization and National Policies participated at the meeting
along with a group of esteemed professionals in the field.

The officials of the Central Bank of Sri Lanka made two presentations on
‘Electronic Currency and Usage of Blockchain technology’ and ‘Blockchain,
Crypto assets and Central Bank Digital currencies (CBDC)’.

Meeting of the Committee held on 24.01.2024

A meeting of the Committee was held on 24 January 2024 to discuss the remedial
action to be taken to prevent flooding of Nilwala River and the issue of removing
salinity barrier. The Members of Parliament representing the Matara District were
also invited at the meeting.
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The officials of the Department of Irrigation, Central Environmental Authority,
Central Engineering Consultancy Bureau, Sri Lanka Land Development
Corporation, District Secretariat of Matara and National Water Supply and Drainage
Board of Southern Province also participated at the meeting.



Ninth Parliament of the Democratic Socialist Republic of Sri Lanka — Fifth Session
Second Report of the Committee on Ways and Means

4. REVENUE COLLECTION

Sri Lanka faced an unprecedented economic crisis in the year 2022 and as part of its
efforts to restore economic stability, the country began to take multiple policy
decisions that included increasing of interest rates, increasing of taxes, raising
energy prices and imposing of import restrictions. However, the government
struggled to curtail its expenditure in the face of a weakened rupee, high inflation,
as well as high recurring expenditure.

In light of this, estimated tax revenue for the year 2023 was Rs. 3130 billion and out
of that approximately Rs. 2720.6 billion was collected as at 31 December 2023 and
the estimated revenue in the year 2023 could not be earned. Nevertheless, the
forecasted tax revenue for the year 2024 is Rs. 3819 billion and the breakdown of it
as follows:

Forecasted Tax
Revenue for the
2024 (Rs. billion)

No | Institution Percentage (%)

01 | Inland Revenue Department 2024 53
02 | Sri Lanka Customs 1533 40
03 | Excise Department of Sri Lanka 232 6
Sub Total 3789 99

04 | Other 30 1
Total 3819 100

Source: Department of Fiscal Policy, Ministry of Finance, Economic Stabilization
and National Policies

As per the above table, 99% of the tax revenue of the country is expected to be
generated from the three main revenue generating institutions namely Inland
Revenue Department (IRD), Sri Lanka Customs (SLC), Excise Department of Sri
Lanka (EDSL). However, these three institutions could not achieve the revenue
targets set by the Treasury for year 2023 owing to various reasons.

Institution Estimated Revenue Perce | Estimated
revenue for collection ntage | revenue for
the year 2023 | for the year | (%) | the year
(Rs. Billion) | 2023 2024

(Rs. Billion) (Rs.Billion)

Inland Revenue Department | 1667 1550 93 2024

Sri Lanka Customs 1220 974 79.8 | 1533

Excise Department of Sri 217 171.2 78.9 | 232

Lanka

Source: Inland Revenue Department, Sri Lanka Customs and Excise Department of

Sri Lanka
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On the other hand, government spent approximately Rs. 5356.6 billion as its
expenditure for the year 2023 and a large share of government expenditure
accounted for salaries of public servants, interest payments and social welfare. As
such, during the year 2023, the budget deficit amounts to approximately Rs. 2373
billion. However, the three main revenue generating institutions have default taxes
amounting to approximately Rs. 1,131.5 billion as at 31 December 2023 and its
breakdown is as follows:

Institution Default Taxes as at
31.12.2023 (Rs.
billion)
Inland Revenue Department 1066
Sri Lanka Customs 58.6
Excise Department of Sri Lanka 6.9
Total 1131.5

Source: Inland Revenue Department, Sri Lanka Customs and Excise Department of
Sri Lanka

If a significant number of individuals or businesses default in their tax payments, it
could lead to a decline in government revenue. This reduction in revenue, when
coupled with increased spending of the government, can exacerbate a budget deficit.
To address a budget deficit, several measures such as strict enforcement of tax
collection, efficient ax administration and introduction of new taxes may be
implemented to increase the revenue.
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5. INLAND REVENUE DEPARTMENT

5.1  Background

The Inland Revenue Department (IRD) is mainly responsible for the administration
and collection of direct taxes in Sri Lanka. The direct taxes include individual
income tax, corporate income tax, withholding tax, capital gains tax and other taxes
on specific sources of income. Individuals and businesses in Sri Lanka are required
to file tax returns with the IRD, declaring their income by ensuring compliance with
the country's tax laws.

The IRD was given a revenue target of Rs. 1667 billion for the year 2023 and the
IRD has collected Rs. 1550 billion for the year 2023 even though many policy
decisions were taken to revise tax policy of the country including the reintroduction
of Withholding Tax and Pay As You Earn (PAYE)/ Advanced Personal Income Tax
(APIT) and the reduction of tax free allowance from Rs. 3 million to Rs. 1.2 million
from the 01 January 2023. Also the IRD was not successful in achieving their
revenue target set for the year 2023 due to the reasons such as shrinking of the
economy and declining the purchasing power of the people drastically.

For the year 2024, the Treasury has set the target of revenue collection at Rs. 2024
billion and it is more than half (53%) of the estimated tax revenue for the year 2024.
Following table is an analysis of the taxes collected for the year 2023 and the taxes
to be collected for the year 2024:

Type of Tax Estimated revenue | Revenue Estimated revenue
collection for the | collected for collection for the
year 2023 (Rs.Mn) | the year 2023 | year 2024 (Rs. Mn)

(Rs. Mn)
Income Tax
Individual 115,000 48,362 80,000
Corporate 603,000 558,970 675,000

Value Added Tax 553,000 465,405 740,000

Social Security

Contribution Levy 186,000 164,913 195,000

APIT/PAYE Tax 100,000 144,304 160,000

Withholding Tax 90,000 154,402 160,000

Capital Gain Tax 4,000 3,968 5,000

Other 16,013 10,266 9,442

Total 1,667,013 1,550,590 2024,442

Source: Inland Revenue Department

11
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The budget for the year 2023 has proposed the IRD to open 1.2 million of tax files
within the year 2023 and however, the IRD was succeeded in fulfilling the target of
opening of only 368,455 number of tax files in the year 2023.

Type of the Tax Total number of tax files
asat 31.12.2023
Income Tax
Corporate 82,437
Individual 539,862
VAT 14,128
APIT/PAYE (Employers) 39,617
APIT PAYE (Employee) 242,679
Social Security Contribution Levy 8,107
Withholding Tax 45,011
Capital Gain Tax *
Other Taxes 26,017
(Partnership/stamp duty/B&G)
Total 997,858

*No of files depend on the transactions by time to time
Source: Inland Revenue Department

The Committee initially directed the IRD, to furnish a list of default tax payers
(collectable and held over taxes separately) who are due Rs. 100 million or more
each as at 30 June 2023 on 24 July 2023. Subsequently, at the meeting of the
Committee held on 20 September 2023, the Committee directed the Commissioner
General of Inland Revenue to provide the above list to the Committee as the IRD
failed to submit the above report to the Committee on due date. On 15 November
2023 again , the Committee directed the Acting Commissioner General of Inland
Revenue to inform the Committee as to whether it was feasible to provide a list of
default tax payers with names (collectable tax and held over tax separately) who are
due Rs. 100 million or more by each tax payer as at 30.06.2023. Moreover, the
Committee expressed serious concerns regarding the failure of the Inland Revenue
Department to submit the requested report. This list has not yet been received by the
Committee to date in spite of the directive given by the Committee to that effect on
three occasions.

12
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5.2.  Observations

The Committee observed that

5.2.1 Inland Revenue Department has default taxes amounting to Rs. 1066 billion
as at 31.12.2023 under the following two categories:
e Collectable default taxes — Rs. 188 billion
e Held over default taxes — Rs. 878 billion

5.2.2 Inland Revenue Department has submitted the following age analysis of
default taxes as at 30.06.2023. However, the Department has failed to
provide the same as at 31.12.2023 despite many requests made by the

Committee:

Amount of default taxes (Rs.) Year range
1to 5 years 656,215,174,311.25 | 2009-2013
510 10 years 208,813,771,471.38 | 2014-2018
11-15 years 57,565,653,585.21 | 2019-2023
Over 15 years 20,408,726,389.18 | Before 2009
Total 943,003,325,757.02

5.2.3 Breakdown of tax payers in default as at 31.12.2023:

Range of default taxes Total Number of tax payers in default
Over Rs. 1 hillion 90

Rs. 1000 — 500 million 88

Rs. 500 - 300 million 104

Rs. 300 — 100 million 457

Rs. 100 — 50 million 632

Rs. 50 — 10 million 3108

Total 4479

5.2.4 Since the collection of taxes by the IRD is a cumbersome and prolonged
legal battle, taxpayers tend to evade the payment of taxes which is the main
revenue source of the government

5.2.5 Sri Lanka's tax system relies on a self-assessment method. It places the
responsibility on taxpayers to accurately report their income and calculate
the corresponding taxes owed and this method relies on individuals and
businesses to honestly assess and declare their financial information.

5.2.6  Self-assessment of the tax payer spans for three years, whilst 99% of
taxpayers are disputing the Notice of Assessment issued by the IRD and

13
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initiating appeals. Audit of the self-assessment which is a time-consuming
process, is carried out by the officers of the IRD manually. The subsequent
appeal process involves three stages, including Administrative Review
carried out by the officers of the IRD, the Tax Appeals Commission, and
appellate court proceedings (Court of Appeal and Supreme Court), all of
which collectively result in substantial time consumption

Administrative Review of the IRD which is the initial step of the appeal
process was given a period of 2 years by the Inland Revenue Act No. 24 of
2017

The return filed by the tax payer is manually verified by the assessors of the
IRD and electronically verified by the RAMIS and therefore, there is no
need for an administrative review by the IRD again

No time limits were specified for the Tax Appeals Commission and the
appellate courts’ procedures to hear tax appeals

Ministry of Justice has called a report on the tax appeals cases which were
backlogged in courts with the objective of appointing a dedicated bench to
expedite the appeal process

There are approximately 350 legal cases related to the settlement of default
taxes currently under review in both the Court of Appeals and Supreme
Court. Concurrently, there are 2,934 pending appeals within the Department
and an additional 1,505 appeals within the Tax Appeals Commission.

Three issues which hinders the acceleration of self-assessment process and
tax appeals process were identified: legal constraints, technical bottlenecks
in the Revenue Administration Management Information System (RAMIS)
and management issues of the IRD

As proposed by the International Monetary Fund (IMF), Wealth tax and
Inheritance tax are to be introduced in the year 2024 and no methodology
was introduced by the Ministry of Finance, Economic Stabilization and
National Policies or the IRD to be utilized to calculate and assess the wealth
of a person
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Some professionals are hesitant to submit their information and therefore, it
has become difficult to capture and regulate the unregulated financial
market of the country

The unregulated market can be captured and regulated only by successfully
implementing the integrated revenue management system

Budget 2023 has set a target for the IRD to open 1.2 million of tax files and
opening a tax file is a complex process in the IRD which consists of 20
parameters to be filled for the normal registration of a taxpayer. Moreover,
the process of inputting data into the Revenue Administration Management
Information System (RAMIS) and initiating a formal tax file consumes
significant administrative period. Consequently, surpassing the threshold of
opening tax files beyond 500,000 annually poses a considerable challenge
for the Inland Revenue Department.

IRD commenced the bulk registration of taxpayers in the year 2023 and it
can be carried out by the Head Office and 20 regional offices of the IRD.

The integration of RAMIS with the Department of Motor Traffic, Registrar
General’s Department, Department of Immigration and Emigration, and
Department for the Registration of Persons to bolster tax revenue has
experienced delays.

Despite eight years having elapsed, the recommendation made by the
Committee on Public Accounts in 2016 regarding the integration of
information technology systems among key institutions responsible for
collecting government revenue remains unimplemented to date.

At the meeting of the Committee on Public Accounts held on 23 March
2023, the targets set for the Technical Committee, chaired by the Secretary
to the Prime Minister, to make recommendations concerning the integration
of information technology systems of the revenue collecting institutions of
the government has yet to be achieved.

RAMIS 2.0 was implemented in September 2023 and in January 2024,
maintenance agreement of the RAMIS 2.0 with the Singaporean Company
will be extended to make necessary changes in the RAMIS 2.0 complying
with the tax policy changes in future.
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Upon the introduction of the Revenue Administration Management
Information System (RAMIS), it was expected that the functions of the
Inland Revenue Department should have to be geared up within three years
to maintain the RAMIS system. However, the department's inability to meet
this expectation necessitated the extension of the maintenance agreement
with the Singaporean company for an additional three years.

The officials representing the Information Technology service informed the
Committee that the IT officers within the Inland Revenue Department have
not been designated for the Revenue Administration Management
Information System (RAMIS).

Obtaining precise information about the income generated by private
schools, large scale private tuition classes, health channeling centers,
private health clinics, as well as establishments offering surveying,
engineering, and legal services can be challenging.

The IRD could collect the information of income earned by private schools,
large scale private tuition classes, health channeling centers, private health
clinics, as well as establishments offering surveying, engineering, and legal
services through a questionnaire with the assistance of the Grama
Niladharis.

The IRD was unsuccessful in recovering taxes due on unjustly gained
profits in the following three instances:
e The Auditor General had revealed that the government lost over Rs.
16 billion of tax revenue in view of the reduction of the Special
Commodity Levy on sugar imports from Rs. 50 to 25 cents per kg
during October 2020 to February 2021 and massive tax benefit had
been accrued by large-scale sugar importers and a substantial profit
had been earned by them
e The government had imposed a ban on the importation of wheat
flour for wheat importing companies except two (Prima and
Serendib) in August 2023 and these two companies had
accumulated massive stocks of flour during the period of the ban.
Subsequently they accrued a substantial profit in view of the
imposition of a tax of Rs. 16 per kg of wheat flour.
e The Special Commaodity Levy of sugar had been increased from 25
cents to Rs. 50 on 01.11.2023 and, the sugar importers had made a
substantial undue profit by releasing nearly 8500 tons of sugar to
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the market which they had imported and stocked in the warehouse
before increasing the tax

Advanced Personal Income Tax (APIT)/ Pay As You Earn (PAYE) tax and
Withholding tax (WHT) were deducted without the consent of the
employee and remitted to the Commissioner General of Inland Revenue
with effect from 01 January 2023.

The IRD has effectively collected over 50% of the estimated tax revenue of
APIT and WHT. This can be attributed to the inclusion of these two taxes in
a comprehensive financial registry.

Despite an unforeseen rise in Advance Personal Income Tax (APIT) and
Withholding Tax (WHT) revenue, there has been a decline in Individual
Income Tax, as illustrated below:

Type of Tax

Estimated revenue for
the year 2023 (Rs.
Mn)

Revenue collected for
the year 2023 (Rs.
Mn)

Individual Income Tax 115,000 48,362
APIT 100,000 144,304
WHT 90,000 154,402

The rise in revenue from Advanced Personal Income Tax (APIT) and
Withholding Tax (WHT) has correspondingly led to a decline in individual
income tax revenue. This is due to the fact that individual income tax
encompasses the total of individual income tax, APIT, and WHT. Notably,
the APIT and WHT payments made by corporate income taxpayers are
categorized under APIT and WHT, rather than being classified as corporate
income tax.
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Recommendations

It is recommended making the tax policy of the country fair, transparent and
accountable by systematically including individuals with sufficient income
to be taxed but currently not within the tax base rather than merely
increasing tax rates

It is recommended that all transactions be brought on a digital platform to
increase the efficiency and transparency of the tax collection system. (Refer
Chapter 8 of this Report titled as ‘Implementing Sri Lankan Rupee as a
Digital Currency’)

As the effectiveness of a taxation system based on self-assessment depends

on factors like technology infrastructure and the overall tax culture in a

particular country, it is recommended to

a) upgrading and modernizing the technology infrastructure of tax
collection and tax administration

b) implementing online platforms for taxpayers to submit their
assessments

c) fostering collaboration between IRD and other relevant institutions, to
share information that can aid in verifying taxpayer-reported data (It is
suggested integrating Ministry of Finance, Economic Stabilization and
National Policies, Inland Revenue Department, Sri Lanka Customs,
Excise Department of Sri Lanka, Ministry of Health, Food Control
Administration Unit, Department of Agriculture, Department of Motor
Traffic, Department for Registration of Persons, Department of Import
and Export Control, Registrar General’s Department, Department of
Registrar of Companies, Colombo Municipal Council and Sri Lanka
Standards Institute)

It is recommended setting a time frame of three years to settle the held over
taxes. If held over taxes are not settled within the stipulated time period, it
is recommended recovering the due amount by way of temporarily freezing
bank accounts, acquiring the property or any of the suitable remedy

It is recommended minimizing the human intervention in the assessment of
self-assessed returns conducted by IRD officials and during the auditing
process, ensuring that returns are accepted without extensive manual
scrutiny.
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It is recommended introducing legal amendments to the Inland Revenue
Act No. 24 of 2017 to complete the self-assessment and the Administrative
Review in the Department within a period of 2 years

It is recommended expediting the process of hearing appeals in the Tax
Appeals Commission by introducing legal amendments to Tax Appeals
Commission Act No. 23 of 2011 if necessary

It is recommended reducing the parameters used to open a tax file in normal
registration of a taxpayer and bulk registration of taxpayers into 5

It is recommended establishing a Public-Private Partnership (PPP)
framework by an open tender process for the ongoing maintenance of
RAMIS 2.0 and the implementation of new developments caused by tax
policy changes.

It is recommended that the IT officers currently employing in the Inland
Revenue Department should undergo a formal training and be geared up

It is recommended devising a mechanism to find out the actual income
earned by the private schools, large scale private tuition classes, private
hospitals, health channeling centers, surveyors, engineers, law firms and
television and radio advertisements with the assistance of Grama Niladharis
using a mobile app with the purpose of capturing and regulating the
unregulated financial market

It is recommended that the measures be taken to implement the Integrated
Revenue Management System which could potentially boost the tax
revenue of the IRD by 50%, excluding the need to raise any existing taxes.

It is recommended recovering the due taxes related to the undue profit
earned by private companies in the following three incidents in terms of the
legal provisions laid down in the Inland Revenue Act No. 24 of 2017:
e The Auditor General had revealed that the government lost over Rs.
16 billion of tax revenue in view of the reduction of the Special
Commodity Levy on sugar imports from Rs. 50 to 25 cents per 1 kg
during October 2020 to February 2021 and massive tax benefit had
been accrued by large-scale sugar importers and a substantial profit
had been earned by them

19



5.3.14

5.3.15

5.3.16

5.3.17

Ninth Parliament of the Democratic Socialist Republic of Sri Lanka — Fifth Session
Second Report of the Committee on Ways and Means

e The government had imposed a ban on the importation of wheat
flour for wheat importing companies except two (Prima and
Serendib) in August 2023 and these two companies had
accumulated massive stocks of flour during the period of the ban.
Subsequently they accrued a substantial profit in view of the
imposition of a tax of Rs. 16 per kg of wheat flour.

e The Special Commaodity Levy of sugar had been increased from 25
cents to Rs. 50 per 1 kg on 01.11.2023 and, the sugar importers had
made a substantial undue profit by releasing nearly 8500 tons of
sugar which they had imported and stocked in the warehouses
before increasing the tax

It is recommended removing the inconsistencies in the tax policy of the
country so as to promote fairness, stability, efficiency in tax administration
and tax collection by the Ministry of Finance

It is recommended that the initiation of a tax file and adherence to tax
payment responsibilities be made mandatory requirements for vehicle
registration, property acquisition, including land and immovable property,
and for ensuring uninterrupted access to electricity

It is recommended creating a data bank for all Sri Lankan citizens aged 18
years or above to open a file based on National Identity Card Number (NIC)
instead of Tax Identification Number (TIN) concurrent to the All Island 15"
Population and Housing Census.

In response to the ongoing economic crisis, it is recommended
implementing rigorous recovery measures for the collection of all
outstanding taxes. The country is experiencing a depletion of social capital,
primarily driven by the migration of skilled professionals, attributed to the
imposition of Advanced Personal Income Tax (APIT) and to bolster
revenue, emphasis should be placed on collecting taxes from high-profit
entities.
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6. SRI LANKA CUSTOMS

6.1 Background

Sri Lanka Customs is mainly responsible for the administration of customs laws and
regulations in Sri Lanka. Its primary functions include the collection of revenue
through the levying of customs duties, taxes, and other charges on imported and
exported goods, the facilitation of international trade, managing the clearance of
goods entering or leaving the country, ensuring compliance with import/export
regulations and the enforcement of customs laws to prevent illegal activities such as
smuggling and trafficking of prohibited goods.

Sri Lanka Customs, as a main revenue generating institution forecasted its revenue
as Rs. 638 billion for the year 2023 by analyzing the trends for the year and
however the Treasury set the target of Rs. 1220 billion. However, Sri Lanka
Customs was able to collect revenue of Rs. 974 billion at the end of year 2023
which is 80%. Sri Lanka Customs has achieved this amount of revenue even with
the import restrictions imposed to ban importation of several goods including motor
vehicles and taxes and duties levied by importing motor vehicles as one of the main
revenue sources of Sri Lanka Customs.

Breakdown of revenue of the Sri Lanka Customs is as follows:

Type of Tax Estimated Revenue Estimated
revenue collected for the | revenue
collection for the | year 2023 (Rs. | collection for the
year 2023 (Rs. Mn) year 2024 (Rs.
Mn) Mn)

Import Duties 80,000 105,224 175,000

Export Duties 53 27 35

Ports & Airports 220,000 175,483 175,000

Development Levy

Imports Cess Levy 82,000 54,956 58,000

Exports Cess Levy 3,000 2,228 2,000

Special Commaodity 70,000 51,294 95,000

Levy

Value Added Tax — 355,000 225,227 660,000

Imports
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Excise Duty - 137,000 117,467 143,000
Cigarettes

Excise Duty — 142,000 143,641 135,000
Petroleum Products

Excise Duty — Motor 57,000 32,525 30,000
Vehicles

Excise Duty - Others 6,000 4713 5,000
Vehicle Entitlements 73 981 165
Levy

Social Security 64,000 51,481 55,000
Contribution Levy Total - 1,533,200
Nation Building Tax — 10 51 26
Imports

Luxury Vehicle Tax 591 2,693 2,000
Economic Services 8 12 12
Charge

Fees on Local Sale of 123 172 122
Garments

Fine & Forfeits 2,696 5,437 1,500
Sundries & Others 191 541 393
Other (Gem) 39 362 210
Total 1,220,784 974,516 1,537,463

Source: Sri Lanka Customs

The government banned the importation of motor vehicles to protect the foreign
exchange and address the forex issue, special import licenses have been granted to
individuals employed abroad who send foreign remittances through official
channels. This initiative aims to boost the country's foreign reserves amid a decline
caused by economic crisis and a drop in exports. Notably, these licenses were
specifically granted for importing electric vehicles.

The Committee draws its attention to the findings of the Global Financial Integrity
Report, indicating an annual outflow of around US $ 4 billion due to mis-invoicing
in international trade. (Reference: https://gfintegrity.org/report/trade-related-illicit-
financial-flows-in-134-developing-countries-2009-2018/).

Two major issues pertaining to mis-invoicing were identified as:
1. Tax evasion due to mis-invoicing
2. Depositing of foreign exchange in foreign countries without transferring to
Sri Lanka
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Observations

The Committee observed that:

6.2.1

6.2.2

6.2.3

6.2.4

6.2.5

6.2.6

6.2.7

Sri Lanka Customs has outstanding taxes totaling Rs. 58.6 billion, primarily
owed by the state institutions to the Sri Lanka Customs.
List of State Institutions that have taxes in default is depicted in Annexure |

Age analysis of the default taxes as at 31.12.2023 is as follows:

Time duration Amount (Rs. Billion)
1 -5 years 1.61
5—15years 56.99

In October 2023, Sri Lanka Customs set a historic record by surpassing its
highest monthly revenue target, achieving Rs. 122 billion. In contrast, the
revenue collected by Sri Lanka Customs was only Rs. 72 billion in January
2023.

Historic monthly revenue target achieved by the Sri Lanka Customs is
mainly attributed to the following:
e A considerable increase in imports
e Increase in several taxes such as Excise Duty on Petroleum, Value
Added Tax (VAT) and Ports and Airport Development Levy
(PAL)
o Effectiveness of enforcement initiatives and comprehensive
Customs investigations
e Actions taken to prevent under-valuation of imports

The absence of a unified tariff policy framework and constant changes in
the tariff policy has resulted in numerous challenges within the export
market.

The multiple layers Tariff System and para-tariff system of the country has
resulted in a distortion of taxes applied on goods. There has been no
consistency in the tariff policy of the country since 1978 as some
governments have promoted an import-oriented economy while certain
other governments have promoted an export-oriented economy.

According to a report issued by an international financial institution, the
export income of the country can be doubled by focusing on the suggested
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final export market, tariff policies, and other relevant factors, without
altering the current export portfolio.

At present the government has taken a stance to remove all para-tariff in
line with the suggestions of the World Bank.

Sri Lanka has an import-dependent export market except for the plantation
and agro sectors which are also import-dependent to a lesser extent
comparatively.

The World Bank and the local economists have noted that the current duty
structure of the country is an Anti-Export Bias Import Duty Structure and
the World Bank has advised to remove the Anti-Export Bias Tariff Policy
by streamlining all border taxes to increase the export revenue of the
country.

The export market is facing numerous issues owing to constant changes in
the tariff policy, and there is no common policy framework in place for the
importation and exportation of goods.

Despite the current import regulations, an unregulated illicit circuit in
importing goods has been discovered. This revelation came to light during
the examination of the liquor production process, exposing a notable
discrepancy between the imported and domestically produced ethanol. It
was found that alternative alcohol bases are covertly imported as a
substitute for ethanol, raising concerns about the transparency and
adherence to import policies in the country.

Sri Lanka as a member state of the World Customs Organization (WCO), is
following the Harmonized Commodity Description and Coding System
(Known as HS Code System) for classification of goods.

As per the HS Code system, the first six digits of the HS codes are globally
common digits and beyond six digits of the HS codes are nationally
assigned to classify the goods as per domestic requirements and this is
known as the National Sub Division within a country.

The World Customs Organization has applied the ‘Production Principle’ for
classification of goods under 21 Sections and 99 HS Chapters, where 03 HS
Chapters has still no classification of goods (Allocated for futuristic
purposes). As per the Production (State of Production) Principle, goods
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(products) have been classified into Raw Materials, Intermediate Goods and
Finished Goods. In the HS Code System, ‘Raw Materials’ are classified at
the beginning, ‘Intermediate Goods’ in the middle and ‘Finished Goods’ at
the end of each HS Chapters. This classification is used globally.

However, the production principle based classification of goods is not
applied for live animals, meat, preparation of meat, wood, plywood, table
and kitchenware, other furniture and parts.

Sri Lanka Customs has established 'National Nomenclature Committee",
which is responsible for classification of goods in 08 digits (Known as
'National Sub Division of HS Codes’) basis within the HS Code Framework
of World Customs Organization to meet domestic requirements.

Some countries in the region like China, Thailand and Singapore use 10/11-
digit based HS Code system. Countries which have more digitized HS code
system have more manufactured goods and that indicates the development
of the country.

As of 01 October 2023, Sri Lanka has a total of 8,157 HS Codes of 08
digits.

Sri Lanka has imposed a set of import tariff (Duties and Levies) on
importation of goods namely Customs Import Duty, Ports and Airports
Development Levy, CESS Levy and Special Commodity Levy.

When the Special Commodity Levy which is a composite Levy imposed on
selected essential commodities, is imposed on a HS code/ Goods, no other
import duty or levy shall be applied on that HS Code/Goods.

Higher rate of duty is applied on finished goods, middle rate of duty is
applied on intermediate goods and zero rate of duty on raw materials, where
Customs Import Duty rates of Sri Lanka has been fixed at a three-band
tariff system of 0%, 15% and 20%. It is also noted that for the purpose of
avoidance of under-invoicing and under-evaluation of importation specific
unit rate of duty (example: per kg amount) as well as mixed rates of duty
(example: 15% or specific unit rate of duty whichever is higher basis) are
also applied within the three-band tariff system literally.
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However, in addition to the production principle, customs import duty
structure of Sri Lanka has also been shaped up by domestic agriculture
including seasonality, domestic industry, environmental purposes etc.

Sri Lanka imposes a multitude of tax layers on all goods and they can be
mainly categorized as follows;
e Domestic Taxes - Value Added Tax (VAT), Excise Duty, Social
Security Contribution Levy (SSCL)
e Border (Import) Taxes - Customs Import Duty, Ports and Airports
Development Levy (PAL), Central Excise and Services Levy
(CESS) and Special Commodity Levy (SCL)

Sri Lanka Customs is authorized by the Customs Ordinance to impose a
fine of three times of the value of any goods that are illegally imported into
the country after the said goods are seized by the Sri Lanka Customs.
However, due to the discretion exercised by the Director General of
Customs to impose a fine of a lesser value depending on the nature of the
offence, the government lost revenue of approximately Rs. 3 billion.

Single value fine was imposed from 01.06.2023 and from that day, Customs
has earned an amount of Rs. 423 million as fines of single value for
forfeited gold.

The gold forfeited will be confiscated and will be sold in a tender sale at the
market price.

The Indian Government grants a 107% duty-free concession for arecanut
exports from Sri Lanka under the Indo-Sri Lanka Free Trade Agreement
(ISFTA). However, arecanut is banned for export in Sri Lanka, yet it is
illegally imported from countries like Indonesia, Malaysia, and Myanmar,
and re-exported to India after some value addition.

Currently, 100 containers of arecanut (1493 tons) imported to Sri Lanka are
detained at customs, with one consignment forfeited and a fine of Rs. 325
million imposed. The Department of Agriculture has prohibited the
importation of arecanut due to the potential risk it poses from insects and
fungus to the coconut plantation industry.

Indonesian arecanut is valued at US$ 950 per metric ton, whereas Sri
Lankan arecanut is priced at US$ 4300 per metric ton. Despite the ban, the
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Sri Lankan government has approved a policy to import arecanut and export
it after a 35% value addition.

Value addition is performed by Board of Investment (BOI) companies in
bonded warehouses, certified by BOI, Department of Agriculture, and
Department of Import and Export Control. BOI enjoys exemptions in
import and export tax laws; however it is necessary to adhere to Quarantine
and Plant Protection laws.

Despite the 35% value addition, the cost of arecanut per metric ton remains
at US$ 1300, significantly lower than the local price. This raises concerns
about the potential impact on the production of arecanut in Sri Lanka.

Scanners used by the Sri Lanka Customs at the Bandaranayake
International Airport and at the Examination Yard at Rank Container
Terminal are relatively old.

Importation of motor vehicles except few special purpose motor vehicles,
are subject to the Excise (Special Provision) Duty which is also a
Composite Duty on importation of motor vehicles in place of Customs
Import Duty, CESS Levy and Ports and Airports Development Levy.

The importation of Motor vehicles is also subject to the imposition of
another domestic tax namely Luxury Vehicle Tax in addition to the Excise
Duty where the luxury vehicle tax is applied on motor vehicles which have
the CIF value above the minimum threshold which is Rs. 6 million

In order to increase dollar inflows to the country and mitigate foreign
remittances sent through black market, the government intended to provide
Sri Lankans employed abroad with incentives to remit only via legal
channels.

Approval of the Cabinet of Ministers was sought to provide a license to
import electric vehicle to Sri Lankans employed abroad proportionately
with the amount of foreign remittances which had been sent to Sri Lanka.

On 01 August 2022, Cabinet of Ministers approved the Cabinet
Memorandum presented by the Minister of Labour and Foreign
Employment to provide a license to import electric vehicles for Sri Lankans
employed abroad and as per the Cabinet decision dated 16.08.2022,
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Secretary to the Ministry of Labor and Foreign Employment had issued a
circular No. 02/2022 dated 31.08.2022.

Upon the request made by the Minister of Labour and Foreign
Employment, the Cabinet of Ministers formed a Committee led by the
Secretary to the Ministry of Finance to examine and provide
recommendations on increasing the luxury vehicle tax threshold for motor
vehicles which is Rs. 6 million.

Following a meeting on 16 January 2023, the Cabinet of Ministers
approved raising the luxury vehicle tax threshold to Rs. 12 million and
increasing the CIF value to US $ 65,000. The circular No. 2/2022/4 was
subsequently issued to implement these decisions.

As of 30 September 2023, the scheme garnered US$ 47.465 million, with
486 applications from Sri Lankan expatriates for import licenses. A total of
486 vehicles were imported, valued at US$ 22 million.

Several customs offences were committed under this scheme and had
violated the conditions laid down by the Ministry of Labor and Foreign
employment circulars in importing electric vehicles

e Change in country of registration of the vehicle

e Change in country of manufacturing

e Transfer to a third party

e Importation of vehicles more than one year old

The consumers had to bear a huge cost for purchasing imported essential
food items such as Big onions, potatoes, dried sprats, Maldivian fish and
green gram particularly in the years 2022 and 2023 and the traders earned
an excessive amount of profits. The Custom Duties are levied as Special
Commodity Levy (SCL) on the CIF values and there was a substantial price
increase between the prices of these items (per 1kg) released by the
Customs after levying the SCL and the market price. The traders earn a
profit ranging from Rs.100 to Rs. 1000 per kilo of these items when the
market prices of these items were taken into consideration. Moreover,
although the value of the rupee had appreciated against the US dollar during
the last quarter of 2023, consumers have not gained any advantage out of
this situation.
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6.2.44 A data analysis on the importation of Big onions, potatoes, dried sprats,
maldivian fish and green gram during past years from 2018-2023 are
indicated in the following tables. The import data and market prices of these
items and the data on local production had been obtained from the Sri
Lanka Customs (ASYCUDA), the Census and Statistics Department and
the Report of the Central Bank of Sri Lanka.

Big Onions
Year 2018 | 2019 | 2020 | 2021 | 2022 | 2023
Foreign Exchange Rate
(US$ 1= RS 162.54 | 178.77 | 18552 | 198.88 | 32455 | 324.22
g)'F ValuePer1Kg (US| oo | 035 | 030 | 042 | 027 | 025
CIF Value Per 1Kg 52 63 73 84 88 81.9
(Rs.)
TAX Per 1Kg (Rs.) 22 20 9 8 15 10
Investment
(CIF VALUE + TAX) 74 83 82 01 103 92

Per 1Kg (Rs.)

Market Price Per 1Kg

(Rs.) (Colombo) 103 129 148 142 213 365

Profit against
Investment Per 1Kg 29 46 66 51 109 273
(Rs.)

Profit against

39.9% | 55.8% | 80.5% | 56.1% | 105.8% | 297.2%
Investment (%)

Potatoes

Year 2018 2019 2020 2021 2022 2023
Foreign Exchange Rate

162.54 | 178.77 | 185.52 | 198. 24, 24.22
(US$ 1= Rs) 62.5 8 85.5 98.88 | 32455 | 3
g)'F ValuePer1Kg (US| 51 | 024 | 031 | 032 | 023 | 020
CIF Value Per 1Kg 33 43 58 63 76 66
(Rs.)
TAX Per 1Kg (Rs.) 27 44 40 40 20 43
Investment

7 1 11

(CIF VALUE + TAX) 60 8 % 03 % 0
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Per 1Kg (Rs.)
Market Price Per 1Kg

106. 12 153.2 1 2154 2
(Rs.) (Colombo) 06.3 9 53 56 5 03
Profit against
Investment Per 1Kg 46 42 55 53 119 93
(Rs.)
Profit against

77% 49% 56% 51% | 124% 85%
Investment (%)
Dried Sprats
Year 2018 2019 2020 2021 2022 2023
Foreign Exchange Rate

162.54 | 178.77 | 185.52 | 198. 24, 24.22
(US$ 1= Rs) 62.5 8 85.5 98.88 | 32455 | 3
g)'F ValuePerIKg(US | » 49 | 215 | 189 | 183 | 129 | 1.22
CIF Value Per 1Kg 404 | 384 | 351 | 364 | 420 | 39
(Rs.)
TAX Per 1Kg (Rs.) 3 3 1 86 100 100
Investment
(CIF VALUE + TAX) 407 387 352 450 520 496
Per 1Kg (Rs.)
Market Price Per 1Kg

730. 754, 776.1 1. 1541.1 | 1307.
(Rs.) (Colombo) 30.6 54.8 6 8015 | 15 307.5
Profit against
Investment Per 1Kg 323.6 | 367.8 4241 | 3515 | 1021.1 | 8115
(Rs.)
Profit against

80% 95% 120% 78% | 196% | 164%
Investment (%)
Maldivian Fish
Year 2018 2019 2020 2021 2022 2023
Foreign Exchange Rate

162.54 | 178.77 | 185.52 | 198.88 | 324.55 | 328.63
(US$ 1=Rs)
;'F ValuePerlkg (US| 406 | 371 | 408 | 334 | 186 | 164
CIF Value Per 1Kg 659 | 662 756 | 665 | 603 | 540

(Rs.)
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TAX Per 1Kg (Rs.) 105 105 130 300 300 301
Investment
(CIF VALUE + TAX) 765 768 886 965 903 841
Per 1Kg (Rs.)
Market Price Per 1Kg
(Rs.) (Colombo) 1705 1802 1881 1951 2970 3160
Profit against
Investment Per 1Kg 940 1034 995 986 2067 2319
(Rs.)
Profit against

123% | 135% 112% | 102% | 229% | 276%
Investment (%)

Green Gram

Year 2018 2019 2020 2021 2022 2023
Foreign Exchange Rate
(US$ 1= Rs) 162,54 | 178.77 | 185.52 | 198.88 | 324.55 | 328.63
g)'F ValuePer1Kg (US| nes | 092 | 098 | 085 | 126 | 122
CIF Value Per 1Kg 136 | 165 182 | 169 | 408 | 400
(Rs.)
TAX Per 1Kg (Rs.) 40 41 40 40 40 28
Investment
(CIF VALUE + TAX) 176 205 221 209 448 427
Per 1Kg (Rs.)
Market Price Per 1Kg
(Rs.) (Colombo) 255 275 344 746 968 1275
Profit against
Investment Per 1Kg 79 70 123 537 520 848
(Rs.)
Profit against

45% 34% 55% 256% | 116% | 198%
Investment (%)
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A comparison of the profits earned by the traders of Big onions, Potatoes, Dried
sprats, Maldivian fish and Green Gram in years 2022 and 2023.

No | Year | Food Price Market Profit Profit | The total profit
Items Per Price Per | against | against from
1Kg 1Kg | Investm | Investm | investment
Release | (psy | entPer | ent (%) earned by
d by (Colomb 1Kg importers (RS)
custom
s 0) (Rs.)
(CIF
VALU
E+
TAX)
Per
1Kg
(Rs.)
01 2022 Big 103 213 109 105.8% | 28,829,796,893
2023 | onions 92 365 273 297.2% | 80,398,571,268
02 2022 Potatoes 96 2154 119 124% | 18,344,900,016
2023 110 203 93 85% | 15,640,991,100
03 2022 | Dried 520 15411 | 1021.1 | 196% | 24,224,442,636
2023 | Sprats 496 1307.5 811.5 164% | 18,468,940,673
04 2022 | Maldivi | 903 2970 2067 229% | 3,179,464,729
2023 | anFish | 841 3160 2319 276% | 3,976,559,575
05 2022 | Green 448 968 520 116% 13,661,968
2023 | Gram 427 1275 848 198% 153,913

» The market price included the losses, transport costs and the profits earned
Owing to the economic downturn, the prices of all
commodities available in the market had been increased. Despite the fact
that the value of the rupee depreciated almost twice proportionately to the
US dollar during this period, the prices of all these items had been increased

by three fold or more.

» The CIF value per 1kg in rupees for all items had been decreased in 2023
compared to 2022.

» Data analysis of Big onions
e In year 2023, the total profit of Big onion traders is Rs. 80 billion
compared to Rs. 29 billion in 2022

e The tax imposed by the government had been decreased drastically

during the period from 2018 to 2023, thereby reducing the total tax

revenue of the government except in 2022. In 2018 it was Rs. 5.40

by the traders.
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billion and in 2023 it was Rs. 2.94 billion. However this benefit had
not been accrued to the consumers as the market price of big onions
had been increased to Rs. 213 and Rs. 365 (per kilo). The profit
against investment of the importers was Rs. 109/- per kilo in 2022
and it was Rs. 273/- in 2023 indicating a profit against investment
percentage was 105.8% in 2022 and 297.2% in 2023.

» Data analysis of potatoes

The Customs had released potatoes for a price of Rs. 96/- per kilo
after being paid the CIF value and the taxes in year 2022 whilst its
market price was Rs. 215.4 per kilo. This indicates that the profit
against investment was Rs. 119 per kilo (124% percentage of
profit). During this period the tax revenue of the government also
reduced to Rs, 3.08 billion as the government reduced the tax to
Rs, 20/ per kilo.

In 2023 the Customs had released the potatoes for a price of Rs.
110 per kilo whilst its market price was Rs. 203/- indicating a
profit against investment Rs.93 (85%)

» The environmental factors, losses and storage facilities and transport cost
pertaining to the importation and selling of both Big onions and potatoes
are similar. It is observed that, Big onion importers had increased the prices
substantially and exploiting the consumers compared to potato importers.

» Data analysis of dried sprats

During 2018 to 2021 the market prices of dried sprats increased
slightly whilst there was a substantial increase in the market price (
Rs. 1541.1 per kilo in 2022 and Rs. 1307.5 per kilo in 2023) in year
2022 and 2023.

The profit against investment (per kilo) Rs. 1021.1 and Rs. 811.5
(per kilo in 2022 and 2023 respectively indicating a profit against
investment percentage of 196% and 164%

» Data analysis of maldivian fish

From 2020 to 2023 CIF value of Maldivian fish had been
continuously declining

The profit against investment in year 2022 was Rs. 2067 (229%)
and it was Rs.. 2319/- in year 2023 (276%) In year 2020 and 2021
it was Rs. 995/- (112%) and Rs, 986 (102%) respectively.

Data analysis of green gram

The Investment was Rs. 448/ per kilo in 2022 and Rs. 427/ in 2023
The market prices per kilo was Rs. 968/ and Rs. 1275 per kilo in
these years.
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e The profit against investment was Rs. 520/ and Rs. 848/ indicating
a percentage of profit 116% and 198%

6.2.45 The government tax revenue is being declining continuously in view the

fact that the Special Commodity Levy is not being fixed proportionately to
the US dollar.
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Recommendations

It is recommended taking the following measures to augment revenue
generation of Sri Lanka Customs, especially in light of the absence of
importation of motor vehicles constituting a significant 25% of its annual
revenue:
a) Implementation of efficient customs processes
b) Usage of technology to improve the accuracy and speed of customs
operations by minimizing the revenue leakage
c) Implementation of robust risk management systems to identify and
address potential revenue risks such as misclassification,
undervaluation, and smuggling of goods
d) Fostering the collaboration with other government agencies to share
information and intelligence

It is recommended that a well-balanced National Tariff Policy which aims
to create an enabling environment for economic growth, competitiveness,
and sustainable development whilst protecting key domestic industries,
regularly reviewing and updating the tariff policy to adapt to changing
global trade trends be formulated and adopted.

It is recommended revising and updating the tariff policy of the country as a
measure to foster an increase in income received from exports.

It is recommended removing para-tariffs with the objectives of simplifying
the import/export procedures, enticing foreign investments, lowering the
overall cost of imports, and enhancing the global competitiveness of
exports.

It is recommended implementing a unified digital platform for the
importation and exportation of goods

It is recommended initiating a program to deposit funds generated from the
auctions of forfeited items, and if necessary, introducing legal amendments
to facilitate this

It is recommended imposing a fine of triple value for gold and other

valuable items of more than 100g / 12.5 gold sovereign illegally brought
into Sri Lanka
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It is recommended imposing a ceiling to bring gold to Sri Lanka (100g /
12.5 gold sovereign) and imposing the fine of triple value to the forfeited
gold and valuables exceeding this ceiling

It is recommended avoiding causing inconvenience to Sri Lankan
employees in the Middle East who carry a small amount of gold for their
children. Instead, it is recommended the gold brought in by these carriers be
forfeited, as they are frequent travelers, a fact that can be verified by
examining their passports.

It is recommended regulating the arecanut trade in Sri Lanka ensuring the
sustainability of the trade and enhancing customs and border control
measures to curb the illegal importation of arecanut.

It is recommended introducing the Artificial Intelligence (Al) Technology
to scanners in the Bandaranayake International Airport, Colombo Port
(New Container Scanning Unit) and Examination Yard at Rank Container
Terminal

It is recommended reducing mis-invoicing by at least 50% at airports and
harbors with the assistance of international trade community as certain
government institutions also engage in mis-invoicing through technical
manipulations

It is recommended incorporating the measures outlined in the Global
Financial Integrity Report for preventing mis-invoicing and transfer pricing
into the ASYCUDA system and enhancing ASYCUDA to seamlessly
integrate this mechanism as an inherent feature of the system. If the
country could manage to save a half (50%) of the foreign exchange lost
due to mis- invoicing, it has the ability to resolve the country's balance
of payments crisis.

It is recommended taking collaborative action to address the challenges of
mis-invoicing in addition to transfer pricing issues in international trade in
collaboration with key stakeholders including the Sri Lanka Customs,
Inland Revenue Department and the Ministry of Finance, Economic
Stabilization and National Policies

It is recommended executing tax revision policies only after a thorough
scientific evaluation and analysis of their consequences to prevent unjust
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gains or substantial losses to specific groups of individuals by the Ministry
of Finance as tax revisions can have both positive and negative effects on
various segments of the population

It is recommended maintaining an up-to date and reliable valuation
database enabling the automatic determination of accurate import values.

It is recommended fixing the Special Commodity Levy proportionately to
the US dollar

It is recommended publicizing the CIF value, the amount of the Special
Commodity Levy and the market prices of the imported essential food items
in Dambulla) and in Colombo (per 1kg) in collaboration with the
Consumer Affairs Authority in order to restrict the discretion of the traders
to increase their prices arbitrarily.

It is recommended publishing the report detailing the costs of goods after
the imposition of taxes, including the imported food items and fuel,
prepared by Sri Lanka Customs, on a monthly basis through the websites of
the Sri Lanka Customs and the Government Information Department.
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7. EXCISE DEPARTMENT OF SRI LANKA

7.1 Background

The Excise Department of Sri Lanka (EDSL) is responsible for administering and
collecting excise taxes and preventing illicit activities related to excisable goods.
This department also functions as the regulatory authority for excisable goods. Its
regulatory capacity includes monitoring compliance with licensing requirements,
quality standards, and other regulations associated with the excisable products, such
as alcohol and tobacco. The department further enforces rules and policies to ensure
the proper production, distribution, and sale of goods subject to excise duties.

The Treasury set a revenue target of Rs. 217 billion for the Excise Department of
Sri Lanka in the year 2023 whilst for the year 2024, the EDSL was given a revenue
target of Rs. 232 billion by the Treasury. As of 31 December 2023, despite two
revisions in excise taxes throughout the year, the Excise Department managed to
accumulate Rs. 171.2 billion. In comparison, the EDSL had collected Rs. 170.4
billion in the preceding year of 2022. Breakdown of revenue collection for the year
2023 of the EDSL is as follows:

Type Estimated revenue | Revenue Estimated revenue
collection for the collected for the | collection for the
year 2023 (Rs. Bn) | year 2023 year 2024 (Rs.

(Rs. Bn) Bn)

Excise revenue 214 170.26 230

Tobacco revenue 3 1.013 2

Total 217 171.273 232

Source: Excise Department of Sri Lanka

Among the 23 distilleries registered with the EDSL, the Distilleries Company
of Sri Lanka (DCSL) (44%) and Lion Brewery Ceylon PLC (28.7%) are the
primary contributors to excise revenue, collectively holding 73% of the market
share. The remaining 21 distilleries account for only 27% of the market. Further 19
distilleries registered with the EDSL use security tax stamp (paper base) whilst
Distilleries Company of Sri Lanka (DCSL), Lion Brewery Ceylon PLC, Periceyl
(pvt) Ltd and Mawathagma Heineken Lanka Limited use digital emblem in liquor
bottles with the purposes of ensuring tax compliance, checking the authenticity of
the product, enabling the consumers to purchase genuine products.
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Observations

The Committee observed that:

7.21 The Excise Department of Sri Lanka currently has outstanding taxes
totaling Rs. 6.9 billion, with Rs. 1.4 billion attributed to the year 2023.
7.2.2  Age analysis of default taxes is as follows:

No | Name of the|lto5years(Rs.) |5 | 10 to 15 years | Over 15 vyears
Liquor to | (Rs.) (Rs.)
manufactory 10

ye
ars
(R
S.)

01 | W. M. Mendis & 895,035,279.51 | - | 3,214,391,947.79 -
Company

02 | Wayamba - - - 544,055,116.84
Distilleries

03 | Wayamba Spirit - - - 274,313,082.89

04 | Globe Blenders - - - 1,125,277,000.65

05 McCallum - - - 593,378,546.68
Brewery

06 | Kalutara Co- 16,779,921.80 | - - -
operative
Distilleries

07 | Synergy 73,696,651.54 | - - -
Distilleries

08 | Randenigala 52,752,576.87 | - - -
Distilleries

09 | Hingurana 120,406,152.20 | - - -
Distilleries

10 Royal Ceylon 38,067,835.64 | - - -
Distilleries

Total 1,196,738,417.56 | - | 3,214,391,947.79 | 2,5637,023,747.06
7.2.3 As per the directive given by the Committee on 10 August 2023,

manufacturing and distribution of liquor by the 4 liquor manufactories who
had defaulted current taxes (W. M. Mendis & Company, Finland
Distilleries, Synergy Distilleries and Randenigala Distilleries) were banned
by the EDSL as their excise licenses were expired on 30.10.2023 and the
EDSL did not renew them.
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Wayamba Distilleries had non-current default taxes and they have filed a
case at the Court of Appeal against the decision of the Commissioner
General of Excise to suspend its excise licenses on 30.10.2023 on non-
payment of default taxes.

A Director of the Wayamba Spirit Stores had volunteered to pay default
taxes and negotiations are in progress. A Director of the Globe Blenders
too had volunteered to pay default taxes and negotiations are in progress. In
addition, the case of the McCallum Breweries is pending at court and they
have deposited an amount equivalent to the amount of defaulted taxes in
Bank. A Director of the Kalutara Co-Operative Distilleries had volunteered
to pay default taxes and negotiations are in progress.

The EDSL initially informed the Committee on 20 September 2023 that the
whereabouts of Globe Blenders and Wayamba Spirits stores cannot be
found.

However, the following four liquor manufactories have agreed to pay
default taxes of the year 2023 and they paid the first installments on 4
November 2023 and 6 November 2023:

e W. M. Mendis & Company

o Finland Distilleries

e Synergy Distilleries

e Randenigala Distilleries

Four liguor manufactories (W. M. Mendis & Company, Finland Distilleries,
Synergy Distilleries and Randenigala Distilleries) that had agreed to a
payment plan yet to fulfill the complete sum of default taxes for the year
2023, including the associated late fees. Four liquor manufactories have
remitted only Rs. 906,176,439.51 out of the total amount of Rs.
1,238,892,307.82, leaving a remaining balance of Rs. 332,715,868.31.

Concerns were expressed by the Committee over the liquor manufactories
such as Globe Blenders, Wayamba Spirit Stores and Kalutara Co-Operative

Distilleries who have evaded paying taxes by terminating their business.

Despite the directive given by the Committee on 8 August 2023, to retrieve
both current and non-current default taxes from all liquor manufactories, the
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EDSL has only initiated efforts to collect current default taxes specifically
for the year 2023.

Neither the Ministry of Finance nor the Department have taken action to
seize liquor bottles with fake security tax stamp until the Committee
directed the Commissioner General of Excise to begin raids to seize liquor
bottles with fake security tax stamp on 10 August 2023.

In September 2023, investigations were over and charge sheets were given
to W. M. Mendis & Co. Ltd and Royal Ceylon Distilleries (pvt) Ltd and out
of 55 licensed places of W. M. Mendis & Co. Ltd, liquor bottles with fake
security tax stamps were seized from 52 places.

Between August 30, 2023, and September 20, 2023, ongoing raids resulted
in the confiscation of 60,532 bottles. Notably, 55,829 of these bottles were
identified as having fake security tax stamps. The government incurred a
significant revenue loss, given that a staggering 95% of the confiscated
liquor bottles were found to be labeled with fake security tax stamps.

Liquor bottles bearing fake security tax stamps originated from three
distinct liguor manufacturers namely Royal Ceylon Distilleries (pvt) Ltd,
W. M. Mendis & Company Limited and Hingurana Distilleries (pvt) Ltd

52 licensed places of W. M. Mendis & Co. Ltd and the company itself were
fined at Rs 500,000 each (Rs. 26.5 million) and due taxes of liquor bottles
with fake security tax stamps were calculated (Rs. 12 million), late fee of
3% was calculated. (Rs. 375,850) and a total amount of Rs. 39.4 million
was paid by the W. M. Mendis & Co. Ltd.

The QR code embedded within the digital emblem utilized by the
Distilleries Company of Sri Lanka (DCSL) and Lion Breweries Lanka
Company, together holding a 73% of market share, is barely discernible.

Beer bottles of Lion Breweries and Mawathagama Heineken Lanka Ltd
which use the digital emblem do not have the QR code though the digital
image print should include the numeric code and the QR code.

The EDSL had issued a warning letter to W. M. Mendis & Co. Ltd and
Royal Ceylon Distilleries (pvt) Ltd of the suspension of liquor licenses if
they continue to manufacture liquor with fake security tax stamps in bottles.
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The fake security tax stamps were placed in liquor bottles in a place
between the manufactory and retail shops.

The fact that the material (paper) used by the M/S Madras Security Printers
Ltd for the original security tax stamp and the material (paper) used in the
fake security tax stamp are the same would be verified by the Government
Analyst.

The Commissioner General of Excise, by his letter bearing no. &&/1/eeog,
dated 07.09.2023, requested the Criminal Investigation Department (CID)
to investigate the locations and individuals involved in printing counterfeit
security tax stamps and affixing counterfeit security tax stamps in liquor
bottles. Subsequently, on 10" October 2023, a reminder was sent by the
Commissioner General of Excise to inquire about the progress of the
investigation. However, action taken in response to these requests has not
been informed.

If it is proved that M/S Madras Security Printers Ltd breached the
agreement, the company can be blacklisted and can also initiate legal
proceedings against the company by allowing counterfeit security tax
stamps to be printed.

277 liquor bottles with the digital emblem were seized during the raids and
the digital emblem in those liquor bottles has no QR code even though the
digital emblem should include two components which are numeric code and
the QR code

No liquor bottles sampled between 19 October 2023, and 31 December
2023, exhibited either counterfeit security tax stamps or digital emblems.

Although the EDSL had not issued import licenses to import methanol for
the purpose of manufacturing liquor, the Rockland Distilleries (pvt) Ltd has

imported methanol

The EDSL has no mechanism to identify the use of methanol for
manufacturing of liquor and to prevent such use.
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The Government Analyst should issue a certificate for every liquor product
as to the effect of certifying its content and fitness for human consumption
before being released to the market.

The EDSL has set Sri Lankan standards for every type of liquor
manufactured in Sri Lanka and the Budget for the year 2023 has allocated
Rs. 100 million for the EDSL to establish a laboratory by the end of year
2023.

Certain harmful ingredients for human consumption like urea are mixed
with the coconut base to manufacture toddy.

The Government Analyst can distinguish and identify natural toddy from
artificial toddy.

No excise officers have been assigned at toddy manufactories to monitor
such places and Excise officers supervise the production at 38 bottled toddy
manufactories.

Annual toddy requirement in Sri Lanka is 52 million of liters and main
challenge faced in toddy manufacturing is the lack of toddy tappers.

The EDSL has no mechanism to find the disparity between the amount of
toddy available in the market and the amount of toddy manufactured
naturally and the amount in the disparity is the amount of toddy
manufactured artificially.

The EDSL had not conducted raids against the manufacturing of artificial
toddy and had not inspected the artificial toddy manufacturing places

The permitted limit of ethanol wastage of each liquor manufactory is 0.1%
and excise duties will be levied at every time when the above limit is
exceeded depending on the annual production and types of liquor.

All liquor manufacturers were properly informed and ordered to install
CCTV cameras in each liquor manufactory and a technical team had been
appointed to mark the places of each liquor manufactory in which CCTV
cameras will be installed.
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Online sale of liquor has been temporarily suspended as per the directive of
the Committee meeting held on 22.08.2023.

EDSL failed to provide a list of individuals and companies who are in
possession of more than 2 liquor permits within a district.

The EDSL has not yet digitalized. The Committee has continuously
recommended to the Commissioner General of Excise digitalizing the
EDSL.

Soft liquor licenses were issued to the hotels and restaurants which are
registered at the Sri Lanka Tourism Development Authority and one liquor
license to establish a Wine store in Mulaitivu was given during the year
2023 with the approval of the Minister of Finance.

EDSL had no prior knowledge of the fake distillery located in Dekatana,
Malwana, and the location was subjected to a raid based on information
received to the OIC of Dompe Police Station.

As per the information provided by the Police regarding the counterfeit
distillery in Malwana, it was initially started as a fertilizer store and later
transitioned into the production of sanitizer. Furthermore, twelve
individuals were apprehended at the location, and the production of liquor
was carried out under the guise of Royal Ceylon Distilleries.

There was a significant decrease of 22%in absolute liquor production, the
EDSL has failed to earn its targeted revenue, even though taxes were
adjusted twice within the year 2023.

Estimated revenue of EDSL for the year 2023 is Rs. 217 billion and as of
31 December 2023, EDSL has earned Rs. 171 billion, constituting 78% of
the target. A significant portion of the 22% reduction in revenue of EDSL is
attributed to the persistent illicit circle within the industry and the unlawful
importation of raw materials for liquor manufacturing.

The Secretary to the Ministry of Finance has not initiated any action against
the Commissioner General of Excise for his inability to comply with the
directive of the Committee given at the meeting held on 6™ December 2023
to suspend the licenses of liquor manufacturers who have not paid the 5"
installment (November installment).
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Recommendations

It is recommended expediting the development of IT application named
‘Revenue Administration System for Excise Department (RASED) by
including the following components:

e to automatically cancel the liquor license of the liquor manufacturer
if any offence is committed (non-payment of taxes or
manufacturing of liquor bottles with fake security tax stamps etc)

e torenew liquor license online

e integrate it with the Integrated Revenue Management System
interlinking other relevant institutions

e use of National Identity Card Number as the unique identification
number

e Public Private Partnership model (PPP model) to manage and
operate the IT application

It is recommended introducing a homogenous foolproof security tax stamp
system for all liquor manufactories including the following components:
e Authenticity identification for the EDSL
o Ability of the consumer to verify the authenticity through a QR app
e Automatic taxation at the moment of placing it
e Indicating the date, place of manufacturing and all other relevant
information

It is recommended that a system where liquor manufacturers can efficiently
collect revenue from the sale of liquor bottles within a 7 day timeframe
from liquor retail shops be implemented. Subsequently, these manufacturers
should be able to remit excise taxes to the Excise Department of Sri Lanka
within a period of 15 days. This system should aim to streamline tax
collection, minimize delays, and enabling liqguor manufacturers to sustain a
healthy cash flow.

It is recommended developing an effective payment plan to recover the
default taxes from all liquor manufacturers. The payment plan should

ensure the timely recovery of default taxes.

It is recommended that a batch of liquor products should not be distributed
to the market until the Government Analyst issues a certificate confirming
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the product's suitability for human consumption. This responsibility lies
with the EDSL, as the regulatory body.

It is recommended deploying the newly built Laboratory of the EDSL by an
independent staff recruited from the Sri Lanka Scientific Service and
obtaining the required accreditation for the Laboratory.

It is recommended devising a simple methodology to distinguish natural
toddy from artificial toddy.

It is recommended devising a mechanism to find out the disparity between
the amount of toddy available in the market and the amount of toddy
manufactured naturally and to find out the ways of manufacturing of
artificial toddy.

It is recommended devising a mechanism to daily monitor the 38 toddy
manufactories and to calculate the volumes manufactured by them on daily
basis.

It is recommended conducting a proper scientific test to determine the
amount of wastage of ethanol during the 3 stages: manufacturing, storage,
transportation

It is recommended that the Commissioner General of Excise should obtain
the facility to monitor the CCTV footage in each liquor manufactory by
transmitting CCTV footages to EDSL Operations unit.

It is recommended that a mechanism be devised to regulate online sale of
liquor enabling the payment of taxes and the EDSL should be able to
monitor online sale and also necessary legal provisions should be amended
accordingly.

It is recommended introducing necessary legal amendments to the Excise
Ordinance No. 8 of 1912 to the effect that a security deposit be made when
a new liquor license is issued or the existing license is renewed. In
establishing a deposit system, options such as a bank guarantee or an
appropriate bond should be considered. The suggested deposit amount
should be equivalent to the production capacity of six months for each
liquor manufacturer, with the provision for annual renewal of the deposit.
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It is recommended terminating the agreement entered into with the M/S
Madras Security Printers Private Limited if it is proved by Government
Analyst’s Report that the fake security tax stamp is printed in the same
paper used by the M/S Madras Security Printers Private Limited.

It is recommended amending Section 56 of the Excise Ordinance No. 8 of
1912 to increase the compounding fee applicable to offenses committed by
liqguor manufacturers. The existing amount, set at five hundred thousand
rupees (Rs. 500,000) by the Excise (Amendment) Act No. 37 of 1990, may
benefit from this adjustment

It is recommended that a special analysis on the revenue lost to the country
through the Excise Department as a result of affixing of fake security tax
stamps be carried out by the Ministry of Finance, Economic Stabilization
and National Policies.
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8. IMPLEMENTING SRI LANKAN RUPEE AS ADIGITAL
CURRENCY

8.1.  Present situation of Sri Lankan Currency usage in local and
foreign markets

The Sri Lankan Rupee (LKR) serves as the official currency for local transactions.
Cash transactions have historically dominated, particularly in rural areas, and a
significant portion of the population operates outside the formal banking sector.
Electronic payment methods and card usage remain below 30%, indicating a
preference for cash transactions in the local market.

Challenges in Sri Lanka's currency landscape include the limited adoption of
electronic payment methods, the prevalence of cash transactions, and managing
currency stability amid external economic challenges. Opportunities lie in the
potential for digital transformation, leveraging the high mobile internet penetration
for increased electronic transactions. Financial inclusion initiatives can address the
significant portion of the population operating outside the banking system, and
aligning with global payment system trends presents prospects for adapting to
international standards and advancements in financial technology.

Central Bank of Sri Lanka (CBSL) issues money in the form of currency notes and
coins and through reserves transferred and held electronically by eligible financial
institutions in Central Bank accounts. Central Bank Digital Currency (CBDC) is
considered a digital representation of such Central Bank issued money. CBDC
would not be held in banks but they are held by customer in a digital wallet.

Currently, the digital payments are carried out in the form of card payments, mobile
apps-based fund transfers, bill payments etc. CBDC is similar to cash and issued by
the Central Bank.

It is essential for a country to have a majority of digital capable users and
infrastructure to successfully launch a CBDC. However, in order to launch a CBDC
several circumstances such as the structure of the financial systems, legal and
regulatory framework, design of utilization and the CBDC capacity should be
considered by the CBSL.
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There are two categories of CBDC

1. Retail CBDC — used for retail transactions by the public

2. Wholesale CBDC - used for interbank settlement transaction similar to
reserves held by banks with the CBSL for transactions on the Real Time
Gross Settlement (RTGS) System.

Electronic payment methods used in Sri Lanka

1) Common Electronic Fund Transfer Switch (CEFTS)

This includes real time fund transfer methods such as internet banking, mobile
applications, ATM etc

Payment facilities powered by CEFTS.

Il.
Il
V.

Lanka pay online payment platforms (LPOPP), LANKAQR, JustPay and
Direct Debit)

Common ATM Switch (CAS)

Sri Lanka Interbank Payment System (SLIPS)

Payment Cards

Value of digital currency to increase the adoption of electronic payment
methods, the prevalence of cash transactions, and managing currency stability

Value of Digital Rupee for Electronic Payments: The Digital Rupee has the
potential to drive the adoption of electronic payment methods in Sri Lanka,
offering a secure and user-friendly alternative to cash transactions. With
mobile-centric features and seamless digital wallets, the Digital Rupee can
modernize the payment ecosystem, promoting financial inclusion and reducing
dependence on physical currency.

Addressing Cash Transactions: To combat the prevalent use of cash
transactions, the Digital Rupee serves as a digital alternative accessible through
mobile devices. Pilot programs and awareness campaigns can educate the
public on the benefits, encouraging the usage of Digital Rupee and contributing
to the overall modernization of Sri Lanka's payment landscape.

Managing Currency Stability: Implementing the Digital Rupee, particularly
with blockchain technology, enhances tools for the Central Bank, providing
transparency and security. Smart contracts and real-time analytics enable
effective monitoring and management, strengthening the country's ability to
ensure currency stability amidst economic challenges and market fluctuations.
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Recommended way forward and steps in implementing Sri Lankan rupee as a
digital currency

Considering the specific factors mentioned for Sri Lanka, where a significant
portion of the economy operates outside the banking system, electronic payment
methods and card usage are below 30%, and there's a low usage of mobile devices
for financial transactions but high mobile internet penetration, first step is to
promote increased usage of electronic payment methods and card usage.

Secondarily, recommend exploring the implementation of a Mobile-Centric Central
Bank Digital Currency (CBDC). Given the high mobile internet penetration, a
mobile-centric CBDC would leverage the existing mobile infrastructure, making it
easily accessible to a large portion of the population.

¢ Financial Inclusion: Targeting a mobile-centric approach would align with
the goal of reaching the unbanked or those operating outside the traditional
banking system.

o Ease of Adoption: Leveraging mobile devices for CBDC transactions can
facilitate a smoother transition for individuals who are not accustomed to
electronic payment methods or card usage.

o Reduced Reliance on Banking Infrastructure: A mobile-centric CBDC
can operate independently of traditional banking systems, providing
financial services directly to users via their mobile devices.

e Potential for Increased Electronic Transactions: By introducing a user-
friendly mobile application, the adoption of electronic transactions may
increase, contributing to a more digital economy.

Next steps in implementing Sri Lankan rupee as a digital currency

e Regulatory Framework: Establishing a clear regulatory framework for
digital currencies, especially mobile-centric CBDCs, will be crucial for
ensuring security, compliance, and consumer protection.

e Education and Awareness: Efforts should be made to educate the
population about the benefits and usage of the mobile-centric CBDC,
addressing any concerns or skepticism.

o Collaboration with Mobile Service Providers: Collaborating with mobile
service providers to ensure a seamless integration of the CBDC into mobile
platforms and to address any technical challenges.

e User Security: Implement robust security measures to protect users and
transactions conducted through mobile devices.
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e Implement an exchange for Sri Lankan Rupee digital currency:
Implement an exchange for Sri Lankan Rupee digital currency using a
suitable technology framework.

e Operate through Franchises: Grant set of licenses for state and
commercial banks to be the Franchisees of the Sri Lankan Rupee digital
currency transactions.

In summary, a mobile-centric CBDC aligns well with the current mobile internet
usage trends in Sri Lanka, providing an opportunity to bridge the gap in financial
inclusion and gradually shift towards a more digital and inclusive economy.
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Observations

The Committee observed that:

8.2.1

8.2.2

8.2.3

8.24

In the process of introducing Central Bank Digital Currency (CBDC), it is
essential to integrate the following systems seamlessly to provide a
comprehensive and interoperable digital payment ecosystem:

o Real-Time Gross Settlement (RTGS)

e Common Electronic Funds Transfer Switch (CEFTS)

e payment cards

e QR payment platform (Lanka QR)

e Government Digital Payment Platforms

There are several steps in implementing a digital rupee in the country:

e The Central Bank of Sri Lanka (CBSL) has taken the initial step
towards implementing the digital rupee through the Real-Time
Gross Settlement (RTGS) system. The digital rupee can be issued
as either wholesale or retail currency, but the presence of the RTGS
system renders wholesale currency unnecessary. Therefore, the
focus is on issuing the digital rupee as a retail currency.

e Several factors, including the choice of instrument, usage
guidelines, and identification of merchant receiving agents, need
careful consideration in this process.

e The CBSL plans to conduct a Proof of Concept for the
implementation of the digital rupee by the end of 2024.

An essential prerequisite is for a country to have a critical mass of digitally
capable users as well as supporting infrastructure to successfully launch a
CBDC.

The Central Bank of Sri Lanka (CBSL) could adopt a method similar to the
one employed by the National Lottery Board for issuing digital lotteries.
This involves printing a restricted quantity of digital lotteries while
maintaining a consistent serial number. India also utilizes a comparable
approach, removing a set of serial numbers from the physical printing of
currency notes to issue digital currencies with those specific serial numbers.
This cost-effective method allows for the use of digital currencies in
transactions, leveraging the existing serial numbers.
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The CBSL could easily transform the QR code issued to nearly 6,000,000
individuals to obtain fuel during the economic crisis of the country into a
monetary QR code

However, there was a proposal to transform the QR code issued to obtain
fuel into LankaQR and there were some issues:

e A legal constraint due to the regulation in Sri Lanka to the effect
that only a merchant organization could be allowed to possess a QR
code but not for an individual.

e Although there is growth in smartphones, the majority still uses
smartphones only for basic functions, and there is still a percentage
who use feature phones.

e Inherent fear in people to perform digital transactions.

e The loss of unregulated income for the personnel involved in the
private transport systems when digitizing the system.

The Central Bank of Sri Lanka (CBSL) is currently studying the security
aspects of customer-presented QR codes. In this context, there are two types
of QR codes: merchant-presented and customer-presented. The distinction
lies in the initiation of payment—the customer initiates payment in the
former, while the merchant initiates payment and requests funds in the
latter. CBSL is cautious and seeks to establish a proper security standard
before permitting the use of customer-presented QR codes.

In practical terms, a significant number of merchants lack awareness about
QR code transactions and digital payment systems. Consequently, they do
not actively promote or encourage customers to opt for digital transactions.

In the post-pandemic scenario, a notable shift in market operations occurred
due to challenges with traditional banking services. Many online traders,
faced with a lack of shared Know Your Customer (KYC) facilities from
banks, turned to social media platforms for transactions. These traders often
opted for cash on delivery for goods, leading to untraceable transactions.

The LankaPay platform, being a centralized system that seamlessly
connects all banks without barriers, is fully capable of digitizing all
transactions across the country. It effectively centralizes QR, ATM, and
Point of Sales (POS) transactions, showcasing its technical robustness and
futuristic capabilities with various initiatives implemented over time.
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CBSL had instructed the commercial banks of the country to promote their
mobile applications and was now looking at promoting digital transactions
to the sales entities.

Sri Lanka currently has no digital banks, but traditional banks are observing
a decline in physical footfall as more individuals choose to perform their
transactions using Cash Deposit Machines (CDM), Automated Teller
Machines (ATM), and online banking.

Countries like India, Bangaldesh and Cambodia which have a lower literacy
rate than Sri Lanka have succeeded in digitalizing the economy.

India had initially adopted a digitalization agenda. According to the said
agenda, India had implemented the demonetization policy. At present, India
had implemented a pilot project on e-INR (electronic Indian Rupees), and
unlike in Sri Lanka, cash transactions of higher values were conducted
digitally, as currency of higher denominations had been canceled for use in
the country.

In Bangladesh, government has recently issued licenses to 10 fully digital
banks, a significant development alongside the existing 62 traditional
banks. In contrast to conventional banks, these digital entities operate
exclusively through digital channels, eliminating physical branches. Their
emphasis is on utilizing payment cards, QR codes, and smartphone
transactions. These digital banks aim to empower the unbanked by
providing electronic financial services. This strategic shift reflects a broader
initiative to transition all monetary transactions in the country to a digital
platform, addressing the financial needs of the unbanked population.

In countries like India and Bangladesh, Public was initially encouraged to
use digital transactions to regulate financial activities across the nation.

India has fully digitalized the Indian rupee for currencies of higher
denominations, whereas many European countries use physical and digital
currencies in a hybrid system.

The LankaPay system and the Indian Unified Payment Interface (UPI)
system are comparable. However, India employs a value-based Digital
Public Infrastructure (DPI) system that incorporates fundamental
information, forming a network of inclusion and innovation supported by

54



8.2.19

8.2.20

Ninth Parliament of the Democratic Socialist Republic of Sri Lanka — Fifth Session
Second Report of the Committee on Ways and Means

standardized specifications. In contrast to Sri Lanka, which operates on
platforms, India's approach involves networks, facilitating a smoother
integration of systems.

CBSL had investigated the financial aspect of blockchain technology and
CBSL had already initiated the storage of KYC (Know Your Customer)
information using blockchain technology.

Main three revenue generation agencies Sri Lanka Customs, Inland
Revenue Department, and Excise Department of Sri Lanka had been
directed to create an integrated revenue collection platform with other
relevant public institutions since 2016 and however they have been unable
to do that.
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Recommendations

It is recommended that launching a Central Bank Digital Currency (CBDC)
should be approached cautiously, with a comprehensive study and further
research on the country's economy. This is crucial to avoid potential
negative implications on economic stability, particularly concerning
reduced deposits flowing into the banking system.

It is recommended enhancing public awareness regarding the advantages,
potential risks, optimal procedures, and security measures associated with
digital payments, along with fostering institutional acceptance of digital
transactions, plays a pivotal role in promoting widespread adoption of
digital payments within the country.

It is recommended prioritizing merchant education on QR code transactions
and digital payment systems. Additionally, there should be concerted efforts
by all banking institutions to motivate and involve other nodes in the value
chain to embrace the use of payment QR codes. This collaborative approach
will contribute to widespread adoption and acceptance of digital
transactions.

To promote digital transactions, it is recommended minimizing or
standardizing the profit margin on card payments compared to QR-based
transactions. Merchant servicing plays a crucial role in encouraging digital
transactions, and a lack of awareness among merchants about the lower
charges associated with QR transactions hinders their promotion. Currently,
banks tend to promote card payments due to higher profit margins, creating
a need to align the incentives for both card and QR-based transactions.

It is recommended encouraging widespread adoption of the LankaPay
platform among the public. Similar to credit cards, the platform should be
promoted through incentivizing strategies to attract and motivate users.

It is recommended incorporating real-time payment settlement and
reliability of payment into the LankaPay system with the objective of

promoting the system among consumers.

It is recommended removing the convenience and comfort associated with
cash transactions in Sri Lanka, However, it is important to note that in
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countries like China and India, cash transactions are already considered
cumbersome.

It is recommended utilizing a mobile application for conducting
transactions on a digital platform for all state sector employees to,
especially considering that salary payments for state sector employees are
already processed electronically.

It is recommended transitioning all routine government payments, including
salary disbursements, EPF and ETF payments, welfare payments (such as
those under the Aswesuma benefit scheme, elder’s allowance, allowance for
the disabled, and CKDU allowance), as well as incentives and subsidies like
the fertilizer subsidy, into a digitized format. This is crucial given that the
government serves as the largest transactor in the country.

It is recommended bringing all unregulated transactions under proper
regulation by the CBSL as the unregulated transactions in the country are
not properly taxed.

It is recommended using blockchain technology to integrate IT systems
used in Sri Lanka Customs, Inland Revenue Department, and Excise
Department of Sri Lanka, as well as other relevant IT systems of public
institutions through information sharing among the said institutions in order
to capture the unregulated financial market of the country.

It is recommended using the blockchain technology in the issuance of NICs,
vehicle licences, passports and many others as there is no issue concerning
the security of information sharing in blockchain technology and however,
costs may be high.
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9. SOCIAL WELFARE PROGRAMMES
9.1. Background

The Easter Sunday attack in 2019, COVID 19 pandemic, the onset of the country’s
worst economic crisis in 2022 have significantly impacted the socio- economic
landscape by creating new pockets of vulnerable communities across the country.

To bridge the data gap which is essential to implement social security programmes
the United Nations Development Programme (UNDP) embarked on Sri Lankan’s
first national citizen survey 2022-2023 to capture the ground reality faced by 25,000
households across the country. Based on this data Multi-dimensional Vulnerabilities
report was prepared by UNDP and the insights shared by this report is invaluable
for policy-makers, stakeholders and also the government in planning citizen-centric
interventions, particularly in social welfare programmes

Multi-dimensional Vulnerability Index (MVI) for Sri Lanka is 0.206, That means
every 6 out of 10 individuals in Sri Lanka are multi dimensionally vulnerable. 82%
of the multi dimensionally wvulnerable live in rural areas. Assets, debt
unemployment and informal employment were considered in assessing the living
standard, one of its dimensions. The education and health and disaster are other two
dimensions. *

Moreover, having recognized the importance of understanding how households
cope with the economic crisis the Household Survey on Impact of Economic Crisis
was conducted by the Department of Census and Statistics in 2023. The data
published in this report is important in devising government policies, social
interventions and support mechanisms to alleviate the hardships faced by
households across the country, particularly in implementing the social security
programmes such as Aswesuma by the government.

According to this survey, a majority comprising 60.5% of the households have
experienced a decrease in their total income as a result of the economic crisis. Most
frequent cause for the reduction in their average monthly income accounting to
48.7% was less working hours, signifying a significant impact on household
income. Moreover, a significant majority 91.1% households indicated that their

! Understanding Multidimensional Vulnerabilities: Impact on People of Sri Lanka, A Policy
Report based on the Multidimensional Vulnerability Index derived from UNDP’s National
Citizen Survey 2022 — 2023
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expenditure had increased and 22% of households have indebted due to economic
- - 2
crisis.

By virtue of Standing Order No. 124 (3) (g) of Parliament, the Committee on Ways
and Means shall examine and provide recommendations on matters relating to all
government pensions, healthcare, welfare and social security schemes, their
payments and policies, government social services programs including childcare
programs, programs for persons with physical or mental disabilities and
rehabilitation programs.

As per the powers vested in the Committee, the Committee primarily made
deliberations on matters related to government pensions, Aswesuma welfare benefit
scheme and other welfare and social security schemes of the government. The
deliberations of the Committee centered on the challenges faced by the pensioners
amid economic crisis and escalating inflation. The Committee also discussed about
engaging the services of either Grama Niladhari or Samurdhi Development officers
as field officers for the Aswesuma benefit scheme.

In January 2024, the second enumeration of the Aswesuma benefit scheme was
expected to be commenced. Under the first enumeration, number of beneficiaries
who receive Aswesuma benefit scheme as at 31.12.2023 is as follows:

Category Number of beneficiaries

Transitional 209,745
Vulnerable 290,624
Poor 606,496
Severely Poor 303,199
Total 1,410,064

In December, 2023, 1,410,064 of beneficiaries received the Aswesuma benefit
scheme and Rs. 8,792,887,750.00 was paid as the allowances of Aswesuma benefit
scheme in December 2023. 429,593 (35%) of appeals were sorted out as at
31.12.2023 out of one million of appeals received.

Sri Lanka has a pension system that covers both public and private sector
employees. The Employees' Provident Fund (EPF) and the Employees' Trust Fund
(ETF) are mandatory savings schemes for private sector employees. Public sector

2 Household Survey on Impact of Economic Crisis 2023, Department of census and
Statistics, Ministry of Finance, Economic Stabilization and National Policies
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employees, including government officials are covered under the government
pension scheme. The government provides pensions to eligible employees upon
retirement. As at 31.12.2023, the number of government pensioners stands at
704,795.
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Observations

The Committee observed that:

9.2.1

9.2.2

9.2.3

9.24

9.2.5

Budget allocation of the welfare payments for the year 2024 are as follows:
e Rs. 180 billion for Aswesuma benefit scheme (Rs. 12 billion per
month)
e Rs. 15.5 billion for the elders’ allowance
e Rs. 6 billion for the allowance for the disabled
e Rs. 3 billion for the individuals with Chronic Kidney Disease
(CKDU)

The purpose of Welfare Benefits Board is to establish and maintain an
Integrated Welfare Management System (IWMS) that supports the creation
of the social registry and provides stakeholders with information for the
identification, selection, payment, and termination of all welfare benefits,
including the Aswesuma Welfare Benefit Scheme whereas the purpose of
this scheme should be to create a social registry which is fair, impartial and
apolitical.

The country lacks a comprehensive data platform for data verification,
leaving the sole method of validating information reliant on the
observations and reports provided by field officers.

In addition to the Aswesuma welfare benefit scheme, the government
extends welfare payments to various groups, including the elderly,
individuals with chronic kidney disease (CKDU), and those with
disabilities. This broadens the scope of support provided to cater to the
diverse needs of these specific populations.

The Aswesuma Welfare benefit scheme encountered challenges in
effectively reaching deserving individuals during the selection process and
distribution of benefits:
e Lack of an objective and multi-dimensional criteria for choosing
beneficiaries
e Excessive number of parameters/criteria used
e Equal marks allocated for the three dimensions namely Education,
Health and Economic Level
e Absence of a field officer familiar with the ground reality of the
community.
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e Allocation of marks were based on the Household Income and
Expenditure Survey (HIES) conducted in the year 2019

Numerous beneficiaries faced delays in receiving Aswesuma benefit
attributed to issues such as duplicate National Identity Card Numbers,
repetitive bank account numbers, discrepancies between the beneficiary's
NIC number and the bank account, the ongoing appeals and objections
process, and instances where beneficiaries lacked valid bank accounts.

The Welfare Benefits Board has informed in writing to the Department of
Census and Statistics to revisit the parameters before initiating the second
enumeration of the Aswesuma welfare benefit scheme.

The second enumeration of the Aswesuma welfare benefit scheme,
scheduled for 2024, underscores the vital need for a dedicated team of field
officers at the rural level. Their role is crucial in ensuring the effective
implementation of the Aswesuma beneficiary selection process. It is
imperative to assign a designated officer exclusively for the Aswesuma
welfare benefit scheme to facilitate its successful execution.

The Department of Samurdhi was entrusted with the task of empowering
300,000 beneficiaries of the Aswesuma welfare benefit scheme.

Beneficiaries of the Aswesuma welfare benefit scheme undergo an annual
assessment to determine their eligibility for continued benefits.
Additionally, an annual enumeration process for the Aswesuma welfare
benefit scheme will be conducted.

The Cabinet of Ministers has approved an interim payment for 395,000
recipients of Samurdhi allowance who withdrew from the Aswesuma
welfare benefit scheme. This decision aims to provide temporary support to
Samurdhi beneficiaries while appeals and objections are being investigated,
ensuring that deserving individuals are properly assessed and integrated into
the Aswesuma welfare benefit scheme.

The disbursement of allowances under the Aswesuma welfare benefit
scheme will exclusively occur in bank accounts held with financial
institutions regulated by the Central Bank of Sri Lanka.
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Parameters used in countries like Africa are not suitable for countries like
Sri Lanka, where more than 20% of people suffer from educated
unemployment.

The Household Income and Expenditure Survey (HIES) scheduled for the
year 2023 has been postponed by the Department of Census and Statistics
as the officials are currently occupied with the initiation of preliminary
tasks and fieldwork arrangements.

The formulation of service minute of Grama Niladharis has remained
stagnant for a period ranging from 10 to 15 years. A disagreement has
surfaced regarding the proposed salary scale, which is tailored for officers
predominantly working in office environments. This arises from the fact
that Grama Niladharis are engaged in both office and field duties.

If Grama Niladharis decided to contribute their services to the Aswesuma
welfare benefit scheme, they confront various challenges, including:

e Possibility of the enforcement of the sections 21 and 22 of the
Welfare Benefits Act No. 24 of 2002.

e Ambiguity regarding the specific roles and duties of Grama
Niladharis for the scheme, as well as the timeframe stipulated by
the Welfare Benefits Board for their service.

e The appointment of an Administrative Grama Niladhari as a
supervising officer.

e The constraints on verifying an individual's income, as Grama
Niladharis are empowered to do so only within their respective
divisions, hindering their ability to verify income outside those
divisions.

e The absence of a smartphone or tablet to facilitate this verification
process.

e The payment of incentive/allowance (remuneration) and the policy
for such payment

If Samurdhi Development officers agreed to provide their services to the
Aswesuma benefit scheme, they confront various challenges, including:
o Possibility of the enforcement of sections 21 and 22 of the Welfare
Benefits Act No. 24 of 2002.
e Excessive number of parameters/criteria which are complex and not
effective
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The rights of pensioners were protected by Article 109 in the constitutions
of 1948 and 1972. Nevertheless, this provision was abolished in the 1978
Constitution.

The Department of Pensions is not interlinked with the Registrar General’s
Department, Department of Immigration and Emigration and Department
for Registration of Persons.

Salary anomaly affected pensioners following the implementation of Public
Administration Circular no. 3/2016, which sanctioned a 107% salary
increase for all public servants distributed in five annual installments from
2016 to 2020. The government, adhering to its policy decision, incurred
expenses totaling Rs. 20 billion per annual installment. Unfortunately,
pensioners who retired after 01.01.2018 did not receive the installments for
the years 2018, 2019, and 2020.

Public servants will be granted a monthly increment of Rs. 10,000 as part of
their cost of living allowance, whereas pensioners will receive a monthly
increment of only Rs. 2500. The Treasury justified this discrepancy by
emphasizing that the salary increase for public servants is necessary due to
the economic crisis and inflation. They argued against a similar increase for
pensioners, stating that it's based on the current service of public servants.

Pensioners who retired after 01.01.2016, are now eligible for the Agrahara
Insurance scheme as per Public Administration Circular No. 12/2005/6.
Additionally, Public Administration Circular No. 12/2005/7 extends the
benefits of the Agrahara Insurance scheme until the pensioner's demise.
However, pensioners who retired before 01.01.2016 have appealed for the
inclusion of Agrahara Insurance scheme benefits for them as well.

Pensioners used to enjoy a preferential interest rate of 15% on fixed
deposits. However, currently, they receive the same interest rate as the
general public. Previously, pensioners relied on this higher interest income
from fixed deposits, often using it to offset the rising cost of living.

Reporting a pensioner's death promptly is crucial, as any delay results in a
significant financial disadvantage for the Government. It is in the
government's best interest to receive timely notification of a pensioner's
demise.
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Recommendations

It is recommended that a card which includes a quota for spending on basic
needs such as food, medicine, school items etc be provided to Aswesuma
beneficiaries and the fertilizer subsidy be added to this quota.

It is recommended creating an Integrated Welfare Management Systems
(IWMS) by interlinking all welfare programmes of the government such as
Aswesuma welfare benefit scheme, scheme of elders’ allowance, allowance
for the disabled and allowance for the CKDU. Creation of IWMS is
essential as the primary means of validating information is based on
observations and reports from field officers.

It is recommended streamlining the criteria (parameters) of the selection
process for the upcoming second enumeration of the Aswesuma Welfare
Benefit Scheme of the year 2024, reducing their number and ensuring
precise utilization of objective criteria for identifying the targeted group.

It is recommended employing the electricity bill as a criterion for assessing
poverty, with consideration given to households using below 30 units or 60
units (taking into account the utilization of solar panels if the criterion is set
below 60 units).

It is recommended assigning greater weight to the economic level criterion
while assigning comparatively lower weights to other criteria and to select
criteria (parameters) which can be measurable and cannot be challenged.

It is recommended revisiting parameters used for the selection process and
performing a field trial in a chosen community before initiating the second
enumeration of the Aswesuma benefit scheme.

It is recommended enlisting the service of a field officer well-acquainted
with the ground reality of the community. Preferential consideration should
be given to Samurdhi Development Officers, given their recruitment for
welfare activities and if their service cannot be obtained, the option to enlist
the service of Grama Niladhari should be pursued.

It is recommended conducting a proper awareness programme on
Aswesuma to distinguish the Samurdhi from Aswesuma and this awareness
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programme should be done by the officers of Welfare Benefits Board
within a specific time frame

It is recommended launching a collaborative empowerment initiative aimed
at strengthening individuals benefiting from the Aswesuma benefit scheme,
in partnership with Vidatha centers. This program will involve utilizing the
"Sawbhagya" loan scheme provided by the Central Bank of Sri Lanka and
leveraging the resources of Samurdhi banks from the Department of
Samurdhi as a foundation. The incorporation of capital, technology, and
marketing efforts is essential to foster entrepreneurship among the
beneficiaries.

It is recommended implementing an effective social security network

It is recommended conducting Household Income and Expenditure Survey
(HIES) every three years by the Department of Census and Statistics.
Accordingly, the HIES should be conducted in the year 2022 as the
previous survey was conducted in the year 2019.

It is recommended taking action to resolve the issues related to finalizing of
the Service Minute of Grama Niladhari and to obtain their assistance in
collecting information for the second enumeration of Aswesuma welfare
Benefit Scheme to be commenced in 2024

It is recommended initiating a program that addresses the miscellaneous
expenses of each Grama Niladhari division, including items such as
stationery and fuel, with a substantial allocation from the decentralized
budget.

It is recommended creating a duty list outlining the tasks required for the
Grama Niladhari in relation to the second enumeration of the Aswesuma
welfare benefit scheme, issuing a letter of authorization to the Grama
Niladhari, stipulating their exemption from the responsibility of information
self-declared by the applicant, ensuring that Sections 21 and 22 of the
Welfare Benefits Act No. 24 of 2002 will not be enforced, and any
misconduct in the Aswesuma welfare benefit scheme by a Grama Niladhari
will be addressed according to the provisions outlined in the Establishment
Code and Financial Regulations.
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It is recommended creating an online digital platform interlinking the
Registrar General’s Department and Department of Pensions, Department
of Immigration and Emigration and Department for Registration of Persons.

It is recommended appointing a senior official from the Department of
Pensions as Public Relations Officer for the purpose of coordinating with
pensioners in order to discuss grievances and issues and holding a meeting
by the Public Relations Officer of the Department of Pensions with the
representatives of all Pensioners’ Associations every three months

It is recommended providing the pensioners with an adequate amount as a
Cost of Living Allowance and devising a formula by the Ministry of
Finance to adjust the Cost of Living Allowance roportionally to the existing
cost of living index on humanitarian grounds.

It is recommended exploring the possibility of extending the Agrahara
benefits to the pensioners who were retired from government service before
01.01.2016.

It is recommended increasing the interest rates for the fixed deposits of
senior citizens at 9%

It is recommended taking necessary action to pay the elders’ allowance by
the government banks (People’s Bank and Bank of Ceylon)

It is recommended including the beneficiaries receiving elders’ allowance
and the allowance for disabled persons in the Social Registry prepared

under the Aswesuma benefit scheme.

It is recommended launching a programme at school level to provide lunch
to students by creating a supply chain of local producers at village level.
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10. EMERGENCY RELIEFS

10.1 Background

In terms of Standing Order No. 124 (3) (h) of Parliament, the Committee on Ways
and Means shall examine and provide recommendations on matters relating to the
provision of emergency reliefs and related policies. Accordingly, the Committee
made deliberations on the leakage of Samanala Wewa dam, Irudeniyaya human-
elephant conflict, flooding in Colombo city and the issue of salinity barrier and
flooding of Nilwala river.

The COP28 (Conference of the Parties) - United Nations Framework Convention on
Climate Change was held in Dubai, the United Arab Emirates (UAE) from 30"
November to 13" December 2023. COP28 marked the conclusion of the first
‘global stocktake’ of the world’s efforts to address climate change issues under the
Paris Agreement. Carbon footprint for the year 2023

The Samalanawewa reservoir, constructed in 1992, receives water from both
Belihul Oya and Walawe Ganga and the reservoir faces persistent leakage issues for
the past 30 years. Drought conditions in the year 2023 have revealed potential
leakage paths, prompting scientific investigations. Experts emphasize the urgent
need to address the leaks to prevent a potential disaster, emphasizing to ensure the
safety of downstream communities. The primary concern is to ensure the safety of
the reservoir and the people living in the vast downstream expanse of the dam, who
live under constant threat.

The Committee deliberated on the challenges encountered by the residents of
Irudeniyaya in the Polpithigama Divisional Secretariat of Mahawa. These
challenges primarily revolve around land disputes, conflicts with wild animals and
elephants, and concerns related to the infrastructure of the area. Irudeniyaya area is
crucial because of the Hakwatunawa reservoir and Kahalapallekele sanctuary.

The Committee discussed on the potential hazards related to the riverbanks of both
the Kelani and Kalu rivers. Various aspects, such as erosion, flooding, and other
environmental risks, were thoroughly discussed in detail. The obstruction in the
drainage system of Colombo city, particularly in the canals, poses a significant
threat of flooding. This blockage has the potential to disrupt the natural flow of
water, leading to increased risks of inundation and water-related hazards in various
areas of the city. It is crucial to address and rectify these impediments promptly to
mitigate the threat of flooding in Colombo.
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Matara city, characterized by rapid urbanization and its strategic location with the
development of highways, faced a significant challenge in 2023 due to prolonged
flooding of the Nilwala River. The heavy rainfall during that year led to widespread
inundation in Matara city and its surrounding suburbs. Despite the strategic
placement and urban development, the city grappled with months-long flooding,
resulting in a considerable public outcry. In response to the persistent issue, the
Committee deliberated on the challenges posed by the flooding of the Nilwala
River.
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10.1. Observations

The Committee observed that:

10.2.1  Ministry of Defence must engage in data collection and reporting
according to the approved international framework to obtain monetary
grants from the Loss and Damage Fund approved at the COP28
(Conference of the Parties - United Nations Framework Convention on
Climate Change) 2023 for climate-induced damages in the country.

10.2.2  Even though the country maintains a lower carbon footprint in
comparison to the global average, it still experiences the impacts of
pollution and global warming resulting from the cumulative effects of
worldwide greenhouse gas emissions.

10.2.3  Saudi Arabia is offering grants to reforest barren lands through its
program known as the "Saudi Green Initiative." Funding from Saudi
Arabia is allocated with the goal of planting 10 billion trees in the barren
lands of a country.

10.2.4  The leakage was found to be in the right bank of the Samanala Wewa due
to limestone present in the geological area dissolving and creating a
sinkhole in the bank. Leakage was first reported in 1992.

10.25 In 2012, International Consultation was obtained to address the leakage
from the International Commission on Large Dams (ICOLD). They
recommended repairing the leakage in the dam and evacuating the people
living in the area as an immediate measure.

10.2.6 A 2 km tunnel was grouted and sealed to prevent the leakage. However,
research conducted by the University of Peradeniya has reported that 60%
of the leakage is occurring from the tunnel access area.

10.2.7  'Khondalite' mineral present in the bank has dissolved and nearly 2.2 tons
of it have passed through the leakage, creating a large sinkhole in the
right bank of the Samanala Wewa.

10.2.8  The Kalthota irrigation area, spanning approximately 3000 hectares, relies
on water from the Samanala Wewa. Initially, this region received water

exclusively during a specific season, as dictated by the operational
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schedule of the Samanala Wewa Power Station. However, due to existing
leakage issues, the Kalthota area can now be irrigated year-round.

Additionally, harnessing water from the leakage has led to the
establishment of two small-scale power stations in the region. One, with a
1.2 Megawatt capacity, is owned by CEB, while the other is the Mulgama
Mini Hydro Power Plant, owned by the private sector.

The National Building Research Organization (NBRO), in response to the
request made by the University of Peradeniya, has undertaken a
geographical survey of the right bank of Samanala Wewa. The findings
indicate that there is currently no immediate threat to the Samanala Wewa
Dam. However, it is emphasized that if the issue persists over an extended
period, it could potentially lead to a catastrophic event.

If the leakage is repaired and Samanala Wewa is fully filled, more
electricity could be generated from the main Samanala Wewa Power
Station than the power generated from the capacities of both small power
stations combined.

Land plots between the Hakwatunawa reservoir and Hakwatunawa
reservoir upper catchment area are acquired by the inhabitants of
Irudeniyaya and they are cultivating green beans in a large scale.

In the year 2000, the government decided to award land plots acquired
from Kahalapallekele sanctuary to inhabitants of Irudeniyaya complying
with the land policy of the country

A conflict has arisen as 18 families, who obtained land near the
Hakwatunawa reservoir, are obstructing elephants' access to the reservaoir,
their crucial water source. The government is ready to provide alternative
land from the Kahalapallekele sanctuary, but the families are not
accepting this proposal.

Constructing an elephant corridor poses challenges, mainly because local
residents often misconstrue it as a wildlife boundary. Therefore, seeking
the support of political authorities is crucial to reaching a consensus with
the inhabitants of the Irudeniyaya area.
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Department of Irrigation constantly monitors the river banks of both
Kelani and Kalu rivers, and there is no imminent risk to any of the river
banks.

Colombo Municipal Council (CMC) had identified 45 major flood-prone
areas of the city and in the recent flood situation, the CMC has identified
20 major flooding locations

Flooding of Nilwala river in the year 2023 was compounded mainly due
to the following:
e Salinity barrier constructed to ensure the supply of safe and clean
drinking water
e Adverse weather conditions resulting in heavy rainfall
o Silt deposition in the Nilwala Basin
e Persistence of two barriers due to the non-removal of an
unrestrained sand barrier along with the salinity barrier
e Insufficient funds and equipment for silt removal and maintenance
of canals and tributaries of the river hindered proper upkeep
o Retention of alternative temporary roads, established during
expressway construction
e Inadequacy of fuel for the pumping stations responsible for
releasing rainwater into the river within the Nilwala protected area
and the pumping station has remained stationary since 1989, with
only maintenance activities conducted around 2010.

The primary factor contributing significantly to the extended flooding of
the Nilwala River in 2023 is the failure to remove sand barriers, which
were annually installed at a cost of Rs. 10 million. Although the National
Water Supply and Drainage Board (NWSDB) allocated funds to the
Irrigation Department for the removal of these barriers, the insufficient
availability of machinery hindered their complete removal.

Prior to the construction of the Salinity barrier, the Central Environmental
Authority conducted an Environmental Impact Assessment (EIA) in the
year 2017, and the Department of Irrigation and Lanka Hydraulics
conducted an assessment on flood mitigation.
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10.2.21 National Water Supply and Drainage Board (NWSDB) has not
implemented the recommendations and guidelines of the feasibility
studies conducted on the construct of salinity barrier.

10.2.22 The prolonged flooding of the Nilwala River in 2023 resulted in severe
repercussions for farmers, with crop losses spanning 9 kannas, as the
inundated water persisted for almost three-month duration without
drainage.
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10.3 Recommendations

10.3.1

10.3.2

10.3.3

10.3.4

10.3.5

10.3.6

10.3.7

It is recommended devising a method to submit data formats to apply for
“Loss and Damage Fund” in collaboration with the Ministry of
Environment and Disaster Management Centre.

It is recommended seeking possibility of obtaining a share of the funding
of Saudi Arabia under its programme named “Saudi Green Initiative” to
plant 10 billion trees in barren lands

It is recommended thoroughly assessig the leakage in Samanala Wewa
dam and taking measures to repair the leakage and a risk mitigation plan
need to be put in place for this. Any measure to rectify the leakage has to
be done after a thorough study, as many repairs done previously were not
successful due to the large pressure from the water body on the Samanala
wewa bank.

It is recommended implementing a real time Monitoring and Warning
System to alert the people of the area of Samanala wewa dam in any
danger, as any leakage would affect people belonging to nearly 2000
families in 12 Grama Seva Divisions and impact nearly 3000 cultivated
lands.

It is recommended providing a unified solution to the issue in
collaboration with all relevant stakeholders subsequent to which the
approval of the Cabinet of Ministers should be obtained, and funds could
be arranged.

It is recommended formulating a comprehensive disaster management
program for addressing the Samanala Wewa Dam leakage. This should
involve close coordination with relevant stakeholders to prepare for
potential future disasters.

It is recommended that the Ceylon Electricity Board should take
immediate action to provide a permanent solution to the leak in Samanala
Wewa Dam as the Department of Irrigation and Geologists have warned
of an impending disaster due to this leak
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10.3.8 It is recommended awarding land plots to 18 families in Irudeniyaya area
from the lands in Kahalapallekele sanctuary and building the artificial
elephant corridor immediately.

10.3.9 It is recommended coordinating with the District Coordinating Committee
of Kurunegala, District Secretary, Director General of Wildlife and the
inhabitants of Irudeniyaya area to reach a consensus on the land issue of
Irudeniyaya.

10.3.10 It is recommended undertaking thorough stability assessment of the
Harvard bank along the Kelani River in the Ambatale area to mitigate
potential risks and ensure safety. Further investigation and preventive
measures are essential to address any potential hazards.

10.3.11 It is recommended developing and implementing effective solutions to
tackle the flash flood challenges in Colombo city. It is essential to address
and mitigate the issues associated with sudden and intense flooding.

10.3.12 It is recommended clearing the drainage system of the Colombo city by
removing all leakages and the flood situation of the city should be
addressed immediately.

10.3.13 It is recommended preventing over flowing of water in Colombo city by
cleaning the tertiary and secondary canals around and within the city.

10.3.14 It is recommended initiating a feasibility study aimed at safeguarding
Matara city and its adjacent suburbs from floods, while also addressing
the provision of drinking water in collaboration with key stakeholders
such as the Central Engineering Consultancy Bureau, the National Water
Supply and Drainage Board, the Irrigation Department, the Sri Lanka
Land Development Corporation, and other pertinent institutions as part of
this comprehensive investigation.

10.3.15 It is recommended eliminating the sand barrier entirely and conduct
dredging in the Nilwala River before April 2024 as a temporary measure.
In the event of machinery shortages, it is also suggested seek assistance
from the Sri Lanka Land Development Corporation (SLLDC) to facilitate
this process.
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It is recommended repairing or remove blockages in culverts or canals
along the Nilwala River before April 2024. These water channels have
been obstructed and left unmaintained during the period of highway
construction and other development activities.

It is recommended conducting a feasibility study for the construction of
three proposed reservoirs namely Digili Oya, Batuwita Aara and
Aparekka Aara aimed at preventing flooding and meeting the drinking
water requirements of Matara city and its surrounding areas.

It is recommended that compensation be provided to farmers affected by
crop losses in Matara, resulting from the flooding of the Nilwala River
over a period of 9 kannas and the involvement of the District Secretary of
Matara be sought to facilitate this intervention.

It is recommended developing a Project Proposal that addresses the
prevention of Nilwala River flooding caused by the salinity barrier and
coordinating with the following public institutions in the formulation of
this project proposal:

e District Secretariat, Matara

e Department of Irrigation

e National Water Supply and Drainage Board

e Central Environmental Authority

e Sri Lanka Land Development Corporation

e Central Engineering Consultancy Bureau
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Annexure |

List of State institutions which have outstanding customs duties
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Presidential Secretariat

Ministry of Industries and Commerce

Ministry of Health

Ministry of Education

Ministry of Provincial Councils and Local Government
Ministry of Highways and Higher Education

Ministry of Economic Development

Ministry of Disaster Management

Ministry of Religious Affairs

. Ministry of Culture

. Ministry of Youth Affairs

. Ministry of Water Supply and Drainage

. Ministry of Port Affairs

. Ministry of Nation Building

. Ministry of Fisheries

. Ministry of Sports

. Prime Minister's Office

. Ministry of Power and Energy

. Ministry of Vocational and Industrial Training
. Ministry of Reconstruction and Resettlement

. Ministry of Environment and Natural Resources
. Ministry of Defence

. Ministry of Tourism

. Ministry of Highways and Road Development
. Ministry of Highways

. Ministry of Transport

. Ministry of Social Services

. Ministry of Media and Information

. Sri Lanka Air Force

. Ministry of Buddhism and Religious Affairs

. Ministry of Parliamentary Affairs

. Ministry of Agriculture

. Ministry of Food Security

. Ministry of Cooperatives and Internal Trade

. Ministry of Urban Development



36.
37.
38.
39.
40.
41.

Ninth Parliament of the Democratic Socialist Republic of Sri Lanka — Fifth Session
Second Report of the Committee on Ways and Means

Ministry of Cultural Affairs
Sri Lanka Army

Sri Lanka Army

Ministry of Finance

Ceylon Petroleum Corporation
Sri Lanka Ports Authority
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