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Report of the Committee

The Committee on Public Finance, at its meeting held on the 27t of August, 2024, considered
the following Regulations:

e Regulations under Section 20 of the Imports and Exports (Control) Act, No. 1 of 1969
amended by Acts, No. 48 of 1985 and No. 28 of 1987 read with Sections 4(1), 6 and 14
of the aforesaid Act
(Published in the Gazette Extraordinary No. 2390/19 of 28.06.2024)

¢ Regulations under Section 20 of the Imports and Exports (Control) Act, No. 1 0of 1969
amended by Acts, No. 48 of 1985 and No. 28 of 1987 read with Sections 4(1) and 14 of
the aforesaid Act
(Published in the Gazette Extraordinary No. 2393/36 of 18.07.2024)

¢ Regulations under Section 71 read with Section 44 of the Colombo Port City Economic
Commission Act, No. 11 of 2021
(Published in the Gazette Extraordinary No. 2394/66 of 26.07.2024)

¢ Regulations under Section 71 read with Section 45 of the Colombo Port City Economic

Commission Act, No. 11 of 2021
(Published in the Gazette Extraordinary No. 2394/67 of 26.07.2024)

Date Considered by the Committee: 27.08.2024 Time: 11.30 a.m.
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Hon. (Dr.) Harsha de Silva (Chair)
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Introduction

Regulations under Section 20 of the Imports and Exports (Control) Act, No. 1 of 1969
amended by Acts, No. 48 of 1985 and No. 28 of 1987 read with Sections 4(1), 6 and 14 of
the aforesaid Act

(Published in the Gazette Extraordinary No. 2390/19 of 28.06.2024)

The above gazette amends the Special Import License Regulations No. 01 of 2023 (Gazette
Extraordinary No. 2312/77 of 01.01.2023) to improve import control in Sri Lanka. Key changes
include the removal of import control licenses (ICLs) for certain grain products like green gram
and black gram, which now only require a National Plant Quarantine Permit for customs
clearance. Additionally, unmanned aircrafts (drones) have been added under the ICLs, with a new
license fee set at 0.5% of the Cost, Insurance, and Freight value (CIF). The Controller General of
Imports and Exports is responsible for implementing these changes.

Observations Made by the Committee

The Committee observed that during the COVID-19 pandemic in 2020, there was a
temporary suspension of imports to promote local cultivation due to a shortage of certain grains.
It has now become necessary to remove these import controls to address current shortages. The
Committee identified concerns about the possibility of fraud allegations in the Ministry of
Agriculture and Plantation Industries' approval process for importing various grains. This has
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led to increased illicit imports due to the suspension of these imports from India. Ministry
officials pointed out that barriers, including ICL requirements and plant quarantine certification,
contribute to the issue.

The Committee noted that farm gate prices are crucial for market assessment and biofuel pricing,
and that unprocessed grams and domestic agricultural products were exempt from Value Added
Tax. It was also noted that with the removal of the Special Import Control, imports now face
various taxes.

The Committee observed that data for agro-production analysis is lacking, and current data
collection and crop forecasts from a website related to the Ministry of Agriculture and Plantation
Industries were outdated. Ministry officials stated that proper data was available on another
website managed by the Ministry of Trade, Commerce and Food Security, and a proposal to
address these issues will be submitted to the Committee within a week.

Directions and Recommendations Made by the Committee

e The Committee directed the officials of the Ministries present to submit comprehensive data
on the gazettes to be considered by the Committee in the future.

e The Committee recommended that the Ministry of Agriculture and Plantation Industries use
real-time data, google location data and cost-effective local Apps for agricultural data
gathering.

e The Committee recommended that the Ministry of Finance, Economic Stabilization and
National Policies, and the Ministry of Agriculture and Plantation Industries consider preparing
criteria to grant import licenses to farmers to import agricultural products in short supply,
taking into account the actual production and the demand, rather than to traders, similar to
the approach used in Vietnam.

Introduction

Regulations under Section 20 of the Imports and Exports (Control) Act, No. 1 of 1969
amended by Acts, No. 48 of 1985 and No. 28 of 1987 read with Sections 4(1) and 14 of
the aforesaid Act

(Published in the Gazette Extraordinary no. 2393 /36 of 18.07.2024)

The above gazette amends the importation suspensions imposed by the Special Import
License Regulations No. 01 of 2023 (Gazette Extraordinary No. 2312/77 of 01.01.2023), focusing
on the importation and processing of selected spices for re-export as oil extracts, oleoresins, and
spent. The Regulations allow approved enterprises, recommended by the Board of Investment
(BOI) and endorsed by the Ministry of Investment Promotion, to import specified spices with a
requirement for 35% local value addition and Harmonized System (HS) Code transformation.
The Controller General of Imports and Exports holds final authority over the issuance of these
licenses.

Observations Made by the Committee
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The Committee observed that the Regulations outline a detailed list of spices eligible for
import under the ICLs for oil and oleoresin extraction, including spices such as pepper, nutmeg,
cardamom, ginger, and turmeric.

Committee inquired of the BOI officials why four specific enterprises were affected by the
Regulations, how they were selected, and whether they had bonded warehouses. The Committee
noted that the BOI would monitor compliance within the zone governed by the Regulations and,
in coordination with authorities outside the zone, ensure that all requirements are met. The
Committee learned that these were existing importers, two located within the zone and two
outside it. The Committee observed the need for a consistent mechanism for such enterprises
and the BOI Officials pointed out that the Regulations are an attempt to address these
inconsistencies.

Recommendations Made by the Committee

e The Committee recommended that the BOI set up a proper system to streamline the process
for enterprises to manage the re-exporting products.

Introductions

The Committee jointly considered the following two gazettes:

Regulations under Section 71 read with Section 44 of the Colombo Port City Economic
Commission Act, No. 11 of 2021
(Published in the Gazette Extraordinary No. 2394 /66 of 26.07.2024)

The above gazette sets Rules for offshore banking in the Colombo Port City area.
Accordingly, the Central Bank of Sri Lanka (CBSL) is the sole regulator, ensuring adherence to
international standards and issuing operational instructions.

Regulations under Section 71 read with Section 45 of the Colombo Port City Economic
Commission Act, No. 11 of 2021
(Published in the Gazette Extraordinary No. 2394 /67 of 26.07.2024)

The above Regulations allow local and foreign companies to apply for offshore banking
licenses in Colombo Port City, requiring a minimum capital of USD 15 million. The Minister
assigned to the subject of Finance, with the CBSL’s approval, can issue these licenses under
specific terms. The Regulations cover asset and liability management, permit activities like
foreign currency deposits and credit, and mandate compliance with capital adequacy and
liquidity ratios. They also require senior management approval by the Director of Bank
Supervision of the CBSL and regular reporting to ensure transparency and oversight.

Observations Made by the Committee

The Committee reviewed Regulations for offshore banking in Colombo Port City and
raised concerns about the low valuations of some strategically important businesses. Members
of the Colombo Port City Economic Commission (CPCEC) clarified that initial investments like
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USD 15,000 were just starting amounts, with further benefits tied to larger parent companies.
The Committee questioned the strategic importance of travel agencies, noting a 25-year tax
holiday for one agency relocating to Sri Lanka, and observed that taxes will be due at 15% either
locally or in the business's home jurisdiction under the Organisation for Economic Co-operation
and Development (OECD) / G20 Base Erosion and Profit Shifting Project’s Pillar Two.

The Committee observed that starting in January 2025, software exports will be taxed at 30%,
raising concerns about Treasury costs. The Committee further noted that offshore banks in the
Port City will operate as branches, with ring-fenced assets potentially counting as national
reserves, which requires verification. Under Part IV of the Banking Act No. 30 of 1988, the CBSL
oversees anti-money laundering, financial terrorism, and banking Regulations, regarding
authorized individuals (investors) who are permitted to engage only with banks in the Port City
or abroad for the accumulation of dollar assets. It was also noted that liquidity ratios must align
with those of parent banks, though risk ratios may vary. Concerns were raised about the potential
economic impact of the Port City and banking cannibalization, and the CBSL was recognized as
the sole competent regulator within the Port City, working closely with overseas authorities.

The Committee also noted that the Colombo Port City Economic Commission Act No. 11 of 2021
does not refer to recent anti-corruption or money laundering laws, creating legal ambiguities.
However, the Committee observed that Schedule II and III of the Colombo Port City Economic
Commission Act No. 11 of 2021 specifies that all laws operating in Sri Lanka are applicable within
the Port City, with the exceptions mentioned therein, and there were no impediments for the
Commission to Investigate Allegations of Bribery or Corruption to conduct its investigations in
the Port City under Section 75 of the said Act.

Decision of the Committee

After consideration, the Committee approved the above Regulations under Section 20 of
the Imports and Exports (Control) Act, No. 1 of 1969 and Regulations under the Colombo Port
City Economic Commission Act, No. 11 of 2021, and decided that the report of the Committee on
Public Finance thereon be presented to Parliament on the 34 of September, 2024, by the Hon.
(Dr.) Harsha de Silva, Chair of the Committee.

22



