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Report of the Committee

The Committee on Public Finance, at its meetings held on the 11t of July 2024, considered
the following Bill:

¢ Public Financial Management Bill
(Published in the Gazette on 14.05.2024, and presented to Parliament on 22.05.2024)

Date considered by the Committee: 11.07.2024 Time: 11.30 a.m.

Members Present

Hon. (Dr.) Harsha de Silva (Chair)
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Department of Public Enterprise
Mr. P.A.S. Athula Kumara, Director General

Ms. K.V.C. Dilrukshi, Director

Department of Legal Affairs
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Attorney General’s Department
Dr. (Ms.) Avanthi Perera, Deputy Solicitor General

Legal Draftsman’s Department
Mrs. V.S. Thushari, Assistant Legal Draftsman

National Audit Office
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Introduction

Public Financial Management Bill
(Published in the Gazette on 14.05.2024, and presented to Parliament on 22.05.2024)

This Bill aims to enhance the accountability, oversight, management, and control of
public funds within the Public Financial Management (PFM) framework to improve fiscal policy
and macroeconomic management. It clarifies institutional financial management
responsibilities, strengthens budgetary processes, and facilitates public scrutiny of fiscal
policies. The Bill proposes repealing outdated sections of previous finance Acts to establish a
modern, transparent, and efficient PFM system, fostering public trust, efficient resource
allocation, and sustainable economic growth.

Observations Made by the Committee

The Committee observed that the Bill appears to grant excessive powers to the Ministry
of Finance, Economic Stabilization, and National Policies. However, the Committee further noted
that the Ministry of Finance, Economic Stabilization, and National Policies requires enhanced
expertise under the Bill to make financial assumptions, acknowledging a current staff shortage
in that area.

Officials at the meeting highlighted that the current financial regulations, despite being legally
framed, are not adequately followed, resulting in shortcomings and transparency issues, as
observed by the Committee. The Committee also observed that the Bill sought to instill financial
discipline, consolidate scattered regulations, and provide specific provisions on Fiscal Strategy
Statements and the Medium-Term Fiscal Framework.

The Committee observed that the key elements of the Bill included setting a primary balance
target and a government expenditure ceiling not exceeding 13% of nominal GDP. However, the
Committee expressed concerns that this limit might hinder the government's capacity to foster
growth, efficiency, and social welfare. The Committee noted that these constraints could hinder
achieving the 10% growth rate necessary for becoming a high-income country by 2040.

Additionally, the Committee observed that the Bill mandates annual Debt Sustainability Analysis,
reduces the Guarantee limit to 7.5% of average GDP, and requires project reviews by a Public
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Investment Committee. The Committee questioned the Bill's ability to address historical
inaccuracies in revenue assumptions and stressed the need for the Bill to align with economic
growth targets and the Economic Transformation Bill.

The Committee observed that the Bill is a necessary piece of legislation. However, the Committee
also observed that the Bill lacks sufficient mechanisms to hold officials accountable for meeting
financial targets. Consequently, the Bill might face the same challenges as the Fiscal Management
(Responsibility) Act No. 3 of 2003.

The Committee noted a discrepancy between the Public Financial Management Bill and the
Economic Transformation Bill regarding the interpretation of Primary Balance and Primary
Expenditure. The Chair expressed dissatisfaction with the introduction of divergent laws as a
result.

Recommendations Made by the Committee

e The Committee directed the Ministry of Finance, Economic Stabilization, and National Policies,
along with the Central Bank of Sri Lanka, to provide detailed insights on the required levels of
state and private investments needed to propel Sri Lanka's economy to high-income status by
2045. They were also directed to determine the necessary growth rate from 2028 to 2045 to
achieve this goal, as calculations had been carried out with the International Monetary Fund
for the period from 2024 to 2026.

e The Committee recommended organizing a future workshop to clarify the intricacies of
prioritizing project selection. This recommendation arose from the World Bank providing a
macroeconomic model to the Ministry of Finance, Economic Stabilization, and National Policies
to identify crucial projects for Sri Lanka's economic growth.

Decision of the Committee

After consideration, the Committee approved the above Public Financial Management Bill
and decided that the report of the Committee on Public Finance thereon be presented to
Parliament on 24t of July 2024 by the Hon. (Dr.) Harsha de Silva, Chair of the Committee.
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