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72nd Budget Unveiled
The 72nd Budget of independent Sri Lanka was presented in the Parliament in the afternoon of 9 th November, 2017 by Hon.
Mangala Samaraweera, Minister of Finance and Mass Media. It will now lead to the process of debating and passing
allocations for all state establishments and to drive the nation towards establishing a strong economy capable of creating
one million employment opportunities and achieve sustainable development goals.

Appropriation Bill
The Appropriation Bill to provide for the service of 2018 was presented in Parliament on 9th October, 2017. The estimated
government expenditure for 2018 is Rs. 3,982 Billion out of which the State is expected to collect revenue of Rs. 2,175
Billion. It should also not be forgotten that the foreign debt repayments falling due will be USD 2.5 Billion in 2018 and a
record USD 4 Billion in 2019.

Pre-budget Relief Package
On the eve of budget 2018, the Minister of Finance rolled out a relief package slashing import taxes (Special Commodity
Levy) on six essential goods and this is expected to cost the Government Rs. 1.5 Billion per month.

An Element of a Long Term Strategy
The budget 2018 can be viewed as the initiation of an aggressive strategy for the country at least with the next three years
up to 2020 in mind. From a macro-economic perspective the proposals are aimed at lowering the budget deficit and easing
the debt burden. The budget deficit is expected to be brought down to 4.3% of GDP compared to the current year target
of 4.6%. While this is a condition of the USD 1.5 Billion IMF relief package, it is also a milestone of Hon. Prime Minister’s
target of reaching down a fiscal deficit of 3.5% of GDP by 2020. With the economic growth expectation of 4% - 4.5% this
year and continued trend thereafter these expectations should not be far from reality. External debt amounted to 57% of
GDP as of 2016 where total debt, which includes both domestic and foreign loans, amounted to almost 80%. The
Government is aiming to prune it down to 70% by 2020. Considering the significant debt repayments falling due during the
next two years, a special levy of 0.02% has been introduced on transactions through banks.
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It is amidst this environment, that the 2018 budget has been presented by the Hon. Finance Minister who emphasized the
proposals therein will attempt to maintain inflation at 6% while driving the economy towards achieving 5% GDP growth,
per capita GDP of USD 5,000, one Million new jobs, USD 5 Billion FDI inflows and USD 20 Billion exports. In this regard, he
emphasized the need to reform laws in relation to Customs, Excise, Education, Cultivated land and Bankruptcy.
Hon. Minister described the budget as ‘blue – green’ referring to environmental friendliness. It has provided noteworthy
motivational concessions to Small and Medium Scale Entrepreneurs and other key sectors such as exports, agriculture, IT,
education and tourism.

Blue - Green Economy
It has been proposed that all vehicles be environmentally friendly by 2040 with all Government vehicles be electric or
hybrid by 2025. While tax incentives were offered for electric cars and electric three wheelers, additional taxes were
proposed for fuel vehicles and luxury vehicles over 2,500cc. More electrical charging stations will be set up while there
will be a carbon tax on fuel vehicles. Further, aiming at the environment, a production tax will be introduced on polythene
while funds would be allocated to support production of environmentally friendly items and set up green areas and a
virtual Blue Green Institute.

Enterprise Sri Lanka
The goal of the Government is to rebuild the ‘paradise of entrepreneurs’ capitalizing on the inherited skills of the Sri
Lankans. Towards this goal it is imperative that all Sri Lankans, not only the private sector, become stakeholders of this
initiative.

SME Sector and Entrepreneurship
SME sector and start-ups have been identified as critical to the economy. Many incentives such as loan facilities and
interest relief, tax relief for women entrepreneurs and Government backing for disabled persons in entrepreneurship has
been given. Small industries in North will have a special support scheme.
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The Government will also encourage the IT sector by supporting local start-ups and by conducting courses in robotics
developing partnerships with industries to share the cost.

Exports, Tourism and FDI
Exporters would be incentivized by introducing an export market support program and also by upgrading the Standards
Institution to international level. There would be incentives for the agriculture sector, particularly tea, coconut and poultry
as these sectors possess a significant potential to grow. Funds would be allocated to set up research centers for coconut
and timber. Tourism is another sector that has been given prominence in the budget. Mechanisms such as home stay
programs would be encouraged, while SLTDA would establish life guard centers and also a scheme to have SLTB authorized
tourist friendly three wheeler (tuk – tuk) system. The Department of Registrar General of Companies will go through a
business re-engineering process to establish a one stop shop for investors. An Industrial Park in Milleniya and a Hi-Tech
Innovation Park in Pitipana will be established.

Social Infrastructure
The government is keen to improve education, health and vocational education in order to improve quality which is
considered a more sustainable strategy to reap better dividends.

Education, Skill Development and Sports
Tertiary education system would be revamped. Youth would be encouraged to develop skills regardless of educational
background. Funds would be allocated to set up institutions to conduct rapid skills development courses, set up new
technical colleges, conduct youth corps programs, provide insurance and tablets to students, increase the number of
students in Engineering and Medical faculties, offer a wide range of subjects at A/L exam, establish medical and IT faculties
at selected Universities and to set up an Ayurvedic Medicine Center with facilities to obtain PhD’s. Students would be
encouraged to engage in sports and in this respect tax on sports shoes will be removed and the Sugathadasa Stadium will
be revamped.
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Health sector would be developed with the setting up of three Kidney centers, a fertility center at Castle hospital,
development of the Blood hospital and a nursing hospital and to improve services of mental health. Soft drinks which
induce obesity and diabetes will have a tax of 50 cents per gram.

Housing and Infrastructure
Housing would be provided to low income families, for those in line houses and in North and East. There will be a housing
scheme for differently abled women in North and East. Funds will be allocated to develop Kandy, Galle, Anuradhapura and
Jaffna, to renovate roads damaged by floods and to construct express ways.

Social Security and Welfare
There have been quite a number of proposals concerning social security aspects. There will be a medical and emergency
insurance scheme for artistes. Retirees after 2016 will get 'Agrahara' cover throughout their life time. Funds would be
allocated to develop and upgrade religious places and establish a Buddhist library. Muslims displaced from North would be
supported including rehabilitation of Mannar town and Silawathura. Price ceiling has been introduced on essential food
items.

Conclusion
An Implementation Unit will be established at the Ministry of Finance, to better monitor the execution of the Budget
Proposals. The budget’s commitment towards sustainability, eco-friendliness and skills development is encouraging
towards a better future for Sri Lanka.
The aforesaid proposals and initiatives will enable the country to achieve its sustainable development goals through
development of a skilled work force and strong economy.
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Overview
2016 closed on a positive note for markets but the year will be remembered for Brexit, Trump and Renzi. World output
has grown by 3.1% in 2016 and growth is expected to accelerate to 3.5% in 2017 (World Economic Outlook – International
Monetary Fund, April 2017). This acceleration is the result of faster growth in the advanced economies (from 1.7% to 2%)
as well as in the emerging market and developing economies (from 4.1% to 4.5 %). Growth prospects for developing Asia
are improving, augmented by a revival in world trade and strong momentum in China. Developing Asia is forecast to expand
by 5.9% in 2017 and 5.8% in 2018.
Sri Lanka entered into a three year Extended Fund Facility (EFF) of USD 1.5 billion with the IMF which is expected to sustain
economic growth while maintaining macroeconomic stability. The government's high debt payments have contributed to
historically high budget deficits and low tax revenues. Government debt is approximately 77% of GDP and remains among
the highest of the emerging markets at present. The country is focusing on long-term strategic and structural development
challenges as it strives to shift from lower middle income category to upper middle-income category with a backdrop of
policy changes, inflation, inadequate supply of infrastructure and the need to innovate.

Economic Growth
The GDP of Sri Lanka grew in the first half of 2017 to 3.9% year on year, unchanged from 2016. Weaker manufacturing
sector, softer credit growth coupled with the flooding in May (reducing production by 2.9%) and prolonged drought (causing
a 3.2% decline in the first quarter) hindered domestic trade, prompting a less favorable growth forecast for 2017. Rice
production fell by 53%, and there were significant declines in two export crops, (tea and rubber) with the drought which
rebounded later in the year.

Composition of GDP
Production strengthened slightly in the second quarter but was offset by a marked slowing in construction, to 9.3% from
16.1% in the first quarter. Services expanded by 4% growth in the first half.
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An increase in financial services including insurance and government services offset slippage in wholesale and retail trade
and in hospitality. Faster growth in the large service sector in the second quarter provided a lift for 4% of GDP growth in
the period despite slackening agriculture and industry where industry grew by 5.8% in the first half of 2017.
Exports recorded a 5.8% fall in 2016 but gained momentum with a 5.2% growth year on year in the first half of 2017, as
better global prices spurred agricultural exports. Garment exports fell by 5.2%, stunting growth in industry exports, which
are 3 times larger. Higher prices and drought-induced thermal generation of electricity resulted in the 8.9% expansion of
imports, with crude oil and petroleum products accounting for more than 40% of the rise.

Inflation
Severe drought and flooding in the first half combined with higher VAT rates and currency depreciation pushed inflation
higher in 2017. Higher than expected food inflation, on top of currency depreciation and higher value-added taxes
prompted a 1 percentage point upgrade to the 2017 inflation forecast. Inflation is forecast to slow in 2018 in the wake of
monetary tightening and a high base effect, downgrading the forecast by 2 percentage points. The forecast inflation of 4%
in 2018 is expected to be only above the inflation rate of Maldives in the Asian region (where forecast inflation of Maldives
is at 2.8%)

Interest Rates
Alongside the increased policy interest rates, open market operations (OMO) guided overnight interest rates towards the
upper bound of the policy rate corridor. During 2016, market interest rates adjusted upwards reflecting tight monetary
conditions in the economy. With the raising of Statutory Reserve Ration (SRR) with effect from January 2016, the increase
in policy interest rates in February 2016, and the gradual decline in excess rupee liquidity in the domestic money market,
short term interest rates increased. The acceleration in global growth and the resultant increase in global interest rates
had diverse effects on the Sri Lankan economy.
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Export and Import, Current Account Deficit
Earnings from exports contracted for the second consecutive year in 2016 with a contraction in earnings from agricultural
and industrial exports and due to weak external demand. Growth in the export sector, particularly manufacturing exports,
has not been substantial. Rubber products and tea exports showed an increase in December from a year earlier, but
vegetables, and food, beverage and tobacco saw sharp declines. However, earnings from export of services recorded a
growth of 11.6% to USD 7,138 million in 2016.
The full year 2016 posted a 2.5% larger import bill than in 2015, at USD 19.4 Billion. Consumer goods imports saw a decrease
during the full year 2016 of 8%, while intermediate goods and investment goods (which include motor vehicles) showed
increases. Sri Lanka’s fuel imports spiked by more than 50 per cent in December 2016, compared to a year earlier.
The current account deficit widened to USD 1,942 million, equivalent to 2.4% of GDP in 2016 from 2.3% of GDP in 2015.
The overall balance of the Balance Of Payments (BOP) recorded a deficit in 2016 reflecting the widening of the current
account deficit and relatively low level of inflows to the financial account. The current account deficit, that reflects
government dissaving, declined to 0.6% of GDP in 2016, significantly below the level of 2.3% of GDP recorded in 2015.
Increasing inflation, overvalued real exchange rate, persistent fiscal deficits, high government debt levels and persistent
external current account deficits create macroeconomic volatility. South Asia’s current account deficit is expected to
double from 0.9% of GDP in 2016 to 1.6% in 2017 as the Sri Lanka and Pakistan deficits widened, and then widen further
to 1.8% in 2018.
The trade deficit widened (Economic Update – October 2017) by nearly USD 600 million (3.5% of GDP in FY2017) even as
offsetting tourism earnings slowed markedly and worker remittances fell. Although garment exports are expected to
improve in the second half with a reduction in import of oil, the forecast for the current account deficit in 2017 is revised
up by more than half. The deficit is now expected to shrink in 2018 (2.5% of GDP) but remain wider than forecast in April.
A USD 1.5 billion sovereign bond issue and a USD 450 million syndicate loan to the government helped to sustain gross
international reserves at UDD 7.0 billion in June 2017. Sri Lankan rupee depreciation against the US dollar in the first 8
months of 2017 was modest at 2.9%, where the depreciation pressure on the rupee was a result of increased imports,
continued foreign debt service payments and outflows on account of reversal of foreign investments from the government
securities market.

7

Although domestic demand grew by 8.2% in nominal terms (6.2% in real terms) during the year, net external demand
declined by 9.6% in nominal terms (22.5% in real terms) in 2016 reflecting both weakness in Sri Lanka’s export markets and
a decline in the competitiveness of the economy as evidenced by the continued fall in the country’s share of global exports.

Human Development Indicators – Poverty and Unemployment
Sri Lanka is classified under the “High Human Development” category, with a Human Development Index value of 0.766,
and was ranked 73 out of 188 countries in 2015 which is attributed to free education and health services. However, low
labour force participation rate of females, low participation of women in the parliament are areas needing improvement.
In Sri Lanka, 6.7% of the population lives below the national poverty line (which is the lowest among Asian countries)
where, the proportion of employed population below USD 1.90 purchasing power parity a day is 4.2%. Unemployment rate
declined to 4.4% in 2016 from 4.7% in the previous year, while the number employed, increased by 1.5% during the year
with the expansion in the industry and Services related activities. There is a marked decrease among male workers’
unemployment.

Fiscal Policy
The year 2016 witnessed a significant improvement in the fiscal front, reducing the budget deficit to 5.4% of GDP
from 7.6% of GDP recorded in 2015 as a result of increased revenue mobilization coupled with the reduction of
total expenditure. The deficit was financed through foreign sources mainly through the issuance of International
Sovereign Bonds (ISBs) and a Foreign Currency Term Financing Facility (FTFF). However, debt as a percent of GDP
increased to 79.3% in 2016 from 77.6% of GDP in 2015 particularly due to a lower growth in nominal GDP. The
Government revenue to GDP ratio increased to 14.2% in 2016 from 13.3% in 2015 mainly due to the enhanced non-tax
revenue emanating from profits and dividend transfers by the State Owned Business Enterprises (SOBEs) coupled
with improved tax revenue.
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Major contributors to the fiscal developments within the last year were the following factors:
(a)
(b)
(c)
(d)
(e)

Improvement in Government revenue collection,
Reduced government cost on debt,
Enhanced revenue mobilization,
Prudent expenditure management improved effectiveness of government spending,
Efficient management of funds resulted in a lower fiscal deficit and significantly lower primary balance.

The heavy reliance on trade taxes as a key source of revenue needs to become a critical focus area of trade and ﬁscal
policy reforms. (TIPS Digest – Trade Intelligence for the private Sector – Volume 02 October 2017) in the future.

Monetary Policy
Private sector credit growth decelerated gradually to 18% in Aug 2017 from 18.6% in the two previous months as a result
of prevailing high nominal and real interest rates in the domestic market. However, earnings from exports maintained
its positive growth for the fifth consecutive month in July 2017 even though, the cumulative trade deficit widened in
July 2017 as a result of the rise in import expenditure. Gross official reserves improved to above USD 7 billion by mid-June
from USD 5.1 billion by end April 2017. The foreign inflows in recent months were noted in government securities market
and the Colombo Stock Exchange.
Two key policy frameworks relating to monetary policies expected to improve Sri Lankan markets are:
a.
b.

The move towards a Flexible Inflation Targeting (FIT) Framework to strengthen the monetary policy,
A properly designed and widely accepted framework for exchange rate management to establish a market- based
exchange rate system.

Under this enhanced monetary policy framework, the Central Bank is expected to focus on stabilising inflation in midsingle digits over the medium-term, while supporting growth objectives and flexibility in exchange rate management. At
present, the monetary policy framework of the country places greater reliance on market based policy instruments and
the use of market forces to achieve the desired objectives.
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Strategic Goals








Per capita income of USD 5,000,
One million new jobs
FDI inflows of USD 5 billion
Doubling exports to USD 20 billion.
GDP growth of 5%
Inflation of around 6%
Budget deficit of 4.5% of GDP.

Liberalisation of Laws and Regulations
The Hon Minister highlighted that the following legislations would require revision to be in line with
current requirements
 The Customs Ordinance, The Excise Ordinance, The Education Ordinance
 The Rent Act No. 7 of 1972
 The Paddy Lands Act, No. 1 of 1958 and Agricultural Lands Act No. 42 of 1973 - to allow the farming
of alternate crops
 The Shop and Office Employees Act No. 15 of 1954 - to allow the employees flexibility in choosing
their working hours
 Bankruptcy laws – to deal with restructuring or reorganization of problem companies
 Public Contracts Act No. 03 of 1987
 Land (Restrictions and Alienation) Act No. 38 of 2014
 Tea and Rubber Estates (Control of Fragmentation) Act No. 2 of 1958
 Secured Transactions Act No. 49 of 2009, Recovery of Loans (Special Provisions) (Amendment) Act No.
1 and 19 of 2011, Land Development Ordinance No. 19 of 1935, Debt Recovery (Special Provisions)
Act No. 2 of 1990, Mortgage Act No. 98 of 1981 and the mediation Board Act No. 72 of 1992 – to
improve the efficiency of the financial sector and ensure consumer convenience and protection.
 Monetary Law Act No. 58 of 1949 and Banking Act No. 30 of 1988 – to ensure economic and price
stability for a resilient financial sector
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Acts to









be enacted in the future
Liability Management Act
Public Finance Management Act
National Audit Act
Demutization Act
Securitization Act
National Pensions Fund Act
Development Bank Act
Public Enterprises Act

Acts to be repealed
 Revival of underperforming Enterprises or underutilized Assets Act No. 43 of 2011

Blue – Green Development Strategy
The Blue - Green economic programme will facilitate the diversification of our economy, adopting new and
sustainable technologies especially in agriculture, fisheries and manufacturing sectors. This will reduce
environmental risks and ecological imbalances. The following have been proposed in this connection










the import taxes on an electric car will be reduced by at least Rs. 1 million
the import tax on the high end fossil fueled cars will be increased by almost Rs. 2.5 million.
the import taxes on a diesel three wheeler will be increased by around Rs. 50,000
the loan to value ratio for the electric buses and three wheelers will be revised to 90/10.
50 electric buses will be introduced into the SLTB bus fleet.
Private bus operators will also be incentivized to go electric.
Incentives to encourage the use of off-grid solar power
Waste disposal management initiatives will be continued and supported
Ground water monitoring will continue to ensure the purity and safety of water resources.
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Blue Economy
In promoting the blue economy, Government’s strategy is multi-pronged with focus on building the
institutional framework, harnessing the existing activities while diversifying to others without
compromising its ecological balance.




An Integrated Coastal Zone Management (ICZM) mechanism will be developed with the participation of
all stakeholders.
Initiate a project on Beach Replenishment from Mount Lavinia to Ratmalana
Protect the coastal belt from Negombo to Marawila
Government will invest in 10 lagoons towards cleaning the lagoons, increasing the carrying
capacity, supporting the existing livelihoods of fisherman and Research and Development.
Hotels and other industries that dispose of their waste into the lagoons will be assisted to invest
in technology to ensure zero discharge of waste into the lagoons.
A virtual Blue - Green- Institute will be set up as the Coordinating Secretariat for Science, Technology
and Innovation (COSTI)

Encouraging Sustainable Agriculture and Fisheries
The government has identified the need to transit into more eco-friendly agriculture practices which will
not only benefit our environment, but also open new export markets. The following have been proposed:
Agriculture






Strengthen the eco-certification programme to facilitate access to export markets.
Construction of 3 warehouses for storage of agricultural produce
A weather indexed insurance scheme will be designed with a minimum insurance cover of Rs. 40,000
per acre
Upgrade the Department of Meteorology with the state of the art technology and elevate the capacity
of the personnel.
SLINTEC, ITI and the National Science Foundation (NSF) will be supported to engage in developing
fertilizer, soil management practices etc.



Exemption from NBT on the import of selected equipment including greenhouse technology that
enables advanced technology agriculture practices.



Concessionary tax rate of 10% on backward integrated activities related to agriculture
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Fisheries industry





Government will bear, 50% of the cost of introducing technology such as refrigerated storage to
mitigate post-harvest losses in multi-day boats,
Government will bear, 50% of the cost of multi-day boats of more than 55 feet long so as to encourage
deep sea fishing.
A Milk Fish Hatchery and a Marine Ornamental Fish Hatchery will be established in Bangadeniya.
A dedicated buffer zone will be established in Poonakery in the Kilinochchi District where the private
sector will be given plots to harvest and process Sea Cucumbers.

SME Sector
The lack of capital or the difficulty in accessing capital due to both the cost of capital and the
requirement for collateral have been main impediments in the development of startups and SMEs. The
following have been proposed in this context.
 Grama Shakthi initiative of the President will be further strengthened.
 Formation of 50 agro and fishery companies, 25 majority women owned companies, and 150 youth
centric startups which would be extended a comprehensive support package including both nonfinancial and financial assistance including grants and the credit through the “Enterprise Sri Lanka
Credit Scheme”.
 At least 10% more interest subsidy for women entrepreneurs through “Enterprise Sri Lanka Credit
Scheme”
 at least 15% more for differently abled through the “Enterprise Sri Lanka Credit Scheme”
 A SME Guarantee Fund will be set up to augment the SMEs’ capacity to borrow given that it will be
considered as collateral.
 Continuation the “Erambuma Credit Scheme” which supports the startups with a credit facility of Rs.
1.5 million per annum per idea per person with a Government Guarantee.
 SME IT Sector
 The government will launch the “IT Initiative”, which is in effect the Government’s angel fund for the
IT industry. This initiative will be operated through the EDB and we will invest Rs. 3 billion in the next
5 years to support:
- The local startups and to attract foreign startups,
- Small and Medium sized IT Companies, and
- Create the enabling environment by supporting establishment of Incubators,
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The “IT Initiative” will at the outset finance the following:
- 50% of the Rent expenditure for 24 months
- The Universities of Colombo and Moratuwa and, SLIIT will conduct training courses on Artificial
Intelligence, Robotics, Data Science, Machine Learning, Python Development etc.
- The SME Guarantee Fund will be extended to the “IT Initiative” and the exporters who require
support, as well.

Enabling Environment for FDI






The Department of the Registrar of Companies as part of its business re- engineering process, will
establish a One Stop Shop
Removal of restrictions that limit the land ownership rights of listed companies with foreign ownership
together with the restrictions on foreigners’ ability to purchase condominiums below the 4th floor.
Establishing an Industrial Park at Milleniya and also the proposed Industrial Zones in Bingiriya, and
Charlemont Estate, Weligama. The BoI, the relevant line agencies and the newly established PPP Unit
at my Ministry will collaborate in facilitating such ventures.
Establishment of the Hi-Tech Innovation Park in Mahahenawatte, Pitipana.

Ownership of Land by Foreigners
The Land (Restriction on Alienation) Act No. 38 of 2014 prohibits the ownership of lands in Sri Lanka by Foreigners. It was
proposed to remove this prohibition for the following persons;



Listed company with foreign ownership
Condominiums below the 4th floor – foreign individuals

Health Sector




Specialized renal units will be established and 3 numbers state of the art Extra- Corporeal Shock Wave
Lithotripsy (ESWL) machines to the Polonnaruwa, Anuradhapura and Jaffna Hospitals.
The Karapitiya Cancer Unit will be strengthened and similar units will be established at both Batticaloa
and Ratnapura Hospitals.
An assisted Reproductive Treatment Centre at the Castle Street Hospital for women and 3 highly
specialized Obstetrics Centers in Colombo, Kandy and Anuradhapura will be established.
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A Maternity and Neo-natal Complex at the Polonnaruwa Hospital will be established.
Cardiac and Critical Care Complex and the Cardiothoracic Complex at the Lady Ridgeway Hospital will
be established

Housing




20,000 housing units will be provided under the Urban Regeneration Project (URP) by 2020 for the low
income segment in the country.
25,000 houses will be provided in the medium term to shift the plantation workers from the line rooms
to a house
The Government will complement the financing for the Central Expressway project. The roads that
were affected by the disasters due to floods and landslides will also be rehabilitated.

Capital Markets


The Government will infuse Rs. 5 billion as equity to BoC in 2017 and a further Rs. 5 billion in 2018. It
will also infuse Rs. 2.5 billion as capital into the Pradeshiya Sanwardana Bank in 2017.

Public Sector








The ICTA has been entrusted with the task of leading the Government’s effort of improving service
delivery through digitization of Government systems and procedures and, the infusion of technology.
The Integrated Treasury Management Information System (ITMIS), connecting all the departments in
the General Treasury, has just been launched.
A common payroll system will be introduced for public sector employees.
Preparing the financial statements will be shifted to accrual accounting from the existing modified
cash accounting methodology within the next 10 years.
The Government will initiate a programme of providing child care facilities in Government offices
At present the Agrahara Insurance is applicable to retirees who have retired after 2016 for a lifetime.
This will now be extended to all retirees’ for the entire lifetime, with a contributory premium.
Tax concessions applicable on the public servants’ concessionary vehicle scheme will be continued,
with a Rupee value based upper ceiling.
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Effective Date : 01st April, 2018 (unless specified otherwise)

Introduction
VAT is charged in accordance with the Value Added Tax Act No. 14 of 2002 on the importation of goods into Sri
Lanka and on every taxable supply of goods or services made at the time of supply in a taxable period by a
registered person in the course of carrying on, or carrying out, of a taxable activity by such person in Sri Lanka.
The VAT also has a host of exemptions on imports and supplies of various goods and services which are proposed
to be revised as follows:

Exemptions
New Exemptions


The following exemption has been proposed
- Solar tracker under the specific HS Code 84.79.89.50

Withdrawal of Exemptions
The exemptions of the following are to be removed:


Import or Supply of Imported following Goods
- Plants & Flowers,
- Plastic Beads and Glass Beads,
- Yarn / Fabrics,
- Wood & Articles,
- Plant and Machinery/ Industrial Racks,
- Electronic Goods,
- Aeroplanes & Parts,
- Spectacles,
- Cameras & Projectors,
- Watches.



Sale of Condominium Housing Units
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Our Comments
The supply of residential accommodation has been exempted from VAT whereas the lease or rent of
residential accommodation made liable with effect from 01st November 2016 by Value Added Tax
(Amendment) Act No. 20 of 2016. The proposed removal of VAT on condominium properties seeks to extend
the liable treatment in line with lease and rent of residential accommodation and also complements the
NBT law on supply of residential accommodation.
However, clarification is required whether the proposed liability to supply of residential accommodation is
only on condominium property.

VAT Refund scheme for foreign passport holders
This has been proposed in the budget 2017 as well as in budget 2018. The scheme seeks to provide VAT refund procedure
for foreign passport holders at the Air ports and Sea ports with the vision of making Sri Lanka a shopping hub with effect
from 01st May 2018.
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Effective Date : 01st April, 2018 (unless specified otherwise)

Chargeability
Nation Building Tax (“NBT”) was initially levied on the turnover of importers, manufacturers, and service providers at the
rate of 1%. The rate was subsequently amended to 3% and 2% and the base widened to capture traders as well as those
engaged in the business of real estate (which trade and distributors obtaining 50% or 75% rebates on turnover respectively).
The Act provides for exceptions from the tax on certain articles and services.

Exemptions
New Exemptions


The following exemptions have been proposed on the importation of :
-



gem stones for cutting and re-export purposes,
non-motorized equipment and accessories for water sports such as Kayaks, Canoes, Kite Surfing, and diving,
off road electric sports vehicles,
non-powered equipment and accessories for aero sports such as Hang Gliding, Ballooning, dirigibles,
Parachutes and Para-Gliders,
equipment that enables advanced technology agriculture practices, including greenhouses, poly tunnels and
materials for the construction of greenhouses, by any grower,
machines and equipments including solar panels and, storage batteries which will be imported for the
establishment of solar charging stations.

In order to boost the boat building industry, the upfront payment for sale of yachts built by BOI companies to
the local BOI charter companies is also proposed to be exempted
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Withdrawals of Exemptions
The exemptions currently granted to the following articles/services are proposed to be removed :
Liquor,
Domestic Coconut oil and Kernal products will be removed for a period of 1 year (subject to certain conditions).
Our Comments
The removal of NBT on imports of gem stones will surge the gem and jewelry industry which has significant
export potential. The removal of NBT on importation of most of the other items enlisted above are
complementary to the removal of PAL on same in order to keep with the theme of eco friendliness (in the
case of solar charging stations) or to boost the sports economy in other cases.
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Effective Date: 01st April, 2018 (unless specified otherwise)

Chargeability
ESC is currently charged on every person and every partnership on the relevant turnover for the relevant quarter and on
Cost, Insurance and Freight (CIF) value on any article subjected to Special Commodity Levy, imports of gold or other
precious metal and on import of motor vehicles.

ESC Base on Importation of Motor Vehicle
The importation of motor vehicles was chargeable to ESC as explained above with effect from 1st April 2017. However,
the basis has been revised in the case of Motor Vehicles liable for Excise Duty as follows:

Category
Motor Vehicles liable for Excise Duty

Prevailing Basis

Proposed Basis

CIF value

Payable Excise Duty

Our Comments
This proposal seeks to complement the proposal on the changes to the excise duty base on motor

vehicles
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Effective Date : 01st April, 2018 (unless specified otherwise)

Introduction of New Taxes
The following taxes will be introduced under the Finance Act:

Cellular Tower Levy
A new tax will be introduced on mobile towers in order to prevent the increase of cellular towers which poses a risk to
both the environment as well as people’s health. The new levy will be Rs. 200,000/- per tower per month and will be
payable by the mobile tower operator.

Short Message Service (SMS) Advertising Levy
A levy will be introduced for bulk SMS advertisements and it should paid by the advertiser of 25 cents per SMS.

Debt Repayment Levy
A Debt Repayment Levy will be introduced for a period of 3 years on total transaction made through banks at the rate of
0.02%. The Levy should be paid by the financial institution and not be passed on to the customers. This levy will includes
the repayment of international sovereign bonds as well.
Our Comments
As per the technical note of the budget proposal, the chargeability of this levy is on cash transaction by
“financial institution” whereas in the budget speech, it refers to “bank”. Therefore, its needs to be clarified
whether the levy is applicable only to the banks or to all financial institutions. Also, clarity is required as
to the time of payment.
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Carbon Tax
In order to protect the environment a carbon tax will be imposed on motor vehicles (other than electric vehicles) based
on the engine capacity. The rates are based on the age and fuel type of vehicle as follows:
(as per Budget Speech)
Description

Carbon Tax per day
Rs.

Motorcycles

0.17

Cars

1.78

Buses

2.74

(as per Technical Note)
Rate (Rs)

Type of Vehicle

Age
(less than 5 years)

Age
(5 to 10 Years)

Age
(10 Years and above)

Hybrid - (Petrol/Diesel)

0.25 per cm3

0.50 per cm3

1 per cm3

Fuel - (Petrol/Diesel)

0.5 per cm3

1.00 per cm3

1.50 per cm3

Passenger Bus

1,000/-

2,000/-

3,000/-

Our Comments
The rates as per the budget speech are inconsistent with the rates as per the technical notes.
This anomaly needs to be clarified.
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Luxury Tax on Motor Vehicles
In lieu of the present seven years payment system a one-time payment will be introduced as tabulated below. However,
the vehicles already registered will continue under the present system.
Super Luxury(Car)

Year

Prevailing
Rate
Rs.

1
2
3
4
5

Luxury(Car)

Semi luxury(Car)

Proposed
Rate
Rs.

Prevailing
Rate
Rs.

Proposed
Rate
Rs.

Prevailing
Rate
Rs.

2,000,000

150,000

1,000,000

60,000

Semi luxury (Dual purpose)

Proposed
Rate
Rs.
500,000

Prevailing
Rate
Rs.
40,000

100,000

50,000

25,000

75,000

40,000

20,000

60,000

30,000

12,000

Not
Applicable

50,000

25,000

10,000

6

40,000

20,000

8,000

7

30,000

15,000

6,000

Vehicle Category

Motor Car
Dual purpose

Proposed
Rate
Rs.
250,000

Engine Capacity
Super Luxury
Petrol 3500cm3 <
Diesel 4000cm3 <
Electric 500 kW <
-

Luxury

Semi- Luxury

Petrol 2500cm3 < x ≤ 3500 cm3
Diesel 3000cm3 < x ≤ 4000 cm3
Electric 300 kW < x ≤ 400 kw

Petrol 1800cm3 < x ≤ 2500 cm3
Diesel 2200cm3 < x ≤ 3000 cm3
Electric 200 kW < x ≤ 300 kw

-
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(Petrol/diesel) 2200cm3<

Import Tariff and Taxes
The Import tariffs and taxes consist of an array of duties, taxes and levies as enlisted below;
-

Customs Duty,
Special Commodity Levy,
Ports and Airport Development Levy,
Excise Duty,
Excise (Special Provision) Duty,
Cess Levy.

The budget proposes a series of rate revisions as well as policy changes in the arena of Customs as set out below:

Customs Administration


In order to create a paperless clearing system, acceptance of digital signatures for electronic documents is
proposed to be operative soon and documentation processes required for imports will also be automated from 1 st
January 2018.



In order to curb smuggling of cigarettes, it has been proposed to issue licenses to import Cigarettes and Cigars.

HS Codes
It has been proposed to revise and adopt the 2017 version of the Harmonized System of Commodity Classification and
Coding System as amended by the World Customs Organization (HS System 2017 version).
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Export Trade Sample
Where a foreign buyer asks for samples of products before a trade transaction, such goods can be exported free of taxes,
subject to a maximum value. This ceiling has been increased to US $ 400 or its equivalent per shipment on selected goods
with effect from 01st January 2018.

SAFTA
The South Asian Free Trade Agreement (SAFTA) provides for a phased tariff liberalization programme. The next stage of
the Tariff Liberalization Programme (Phase II) will be implemented where the tariffs will be reduced from 20% to 0 - 5%.

Importation of Motor Vehicles
-

The Pre-shipment Inspection Certification on import of used vehicles will be revised from 01 st January 2018 to be
in line with the emerging technology and environmental and safety standards.
The issue of Usance Letter of Credit Facility will be cancelled with effect from 01 st January 2018. Therefore, the
payment of the Letter of credit cannot be deferred to the future by the issuing bank.

-

Import of motor vehicles below the Emission Standard of the EURO 4 or its equivalent will be prohibited with
effect from 01st January 2018 to keep in line with the health and environmental safeguard measures.

-

Importing of motor vehicles which do not comply with the following safety measures will be prohibited with effect
from 01st January 2018;





Air bags for driver and the front passenger,
Anti-locking breaking system (ABS),
Three point seat belts for driver and the passengers travelling in the front and rear seats.

Sports Shoes
Para-tariffs applicable on import of sports shoes will be removed/exempted.
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Effective Date: Immediately (unless specified otherwise)

Customs Duty
The chargeability of Customs Duty stems from Section 10 of the Customs Ordinance (Chapter 235). The duty is imposed on
goods, wares or merchandise imported into or exported from Sri Lanka. The Ordinance grants the Parliament the power
to increase, reduce, abolish or alter the Customs Duty leviable by passing resolutions at any public session.
A new legislation to replace the Customs Ordinance is underway so as to liberalize trade with the necessary safeguards.
The proposals in respect of Customs duty are as follows:

Exemptions
The following items are exempted from Custom Duty on importation :


Crust (semi processed) leather for further processing (Tanning Industry) and supply of raw materials for leather
products industry,



Machinery, equipment, accessories and raw materials or intermediate materials, to be used only for
manufacturing of bio degradable packaging products and materials.
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Effective Date: 9th November 2017 (unless specified otherwise)

Special Commodity Levy
Special Commodity Levy was introduced by Act No. 48 of 2007 as a composite tax on imports which excludes
certain commodities from taxes such as PAL, VAT, NBT, Customs Duty, Cess and Excise Duty. The commodities
are prescribed by Gazette order issued by the Minister from time to time. On the eve of the budget, the levies
were revised as follows owing to the drought conditions currently prevalent:
Previous Rate
(Rs per kg)

New Rate
(Rs. per kg)

Effective Reduction
(Rs. per kg)

Sprats

11

1

10

Potatos

40

1

39

B’onions

40

1

39

Lentils-Whole

10

1

9

Lentils- Split

15

3

12

Dried Fish

102

52

50

Palm Oil/ Other Veg. Oil- Crude

110

95

15

Palm Len

115

100

15

Palm Sterin

110

95

15

Refine Palm Oil

135

110

25

Other Veg. Oil- Refine

130

105

25

Palm Kernal - Crude

130

105

25

Palm Kernal - Refine

145

110

35

Coconut Oil – Crude/Refine

130

105

25

Commodity
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Effective Date: Immediately (unless specified otherwise)

Ports and Airports Development Levy
Ports and Airport Development Levy (PAL) is currently imposed under the Ports and Airport Development Levy Act No 18
of 2011 on all imports (subject to exceptions). The duty and policy revisions proposed in respect of PAL are as follows:


Rate Reductions
PAL on the following items will be reduced;
- Air conditioning machines (8415.90.90) and Universal AC/DC motors of an output exceeding 37.5W (8501.20.00),
- Furniture designed to receive refrigerating or freezer equipment (8418.91.10, 8418.91.20, 8418.99.00),
- Compressors used in refrigerator equipment (8414.30.00) and Parts for washing machines (8450.90.00),
- Parts for nuclear reactors (8401.40.00),
- Copper tubes and pipes (7411.10.00),
- Electric motors and generators (8501.10.90) and Parts for ventilating or recycling hoods (8414.90.10),
- Flat rolled products of iron or non-alloy steel painted, varnished or coated with plastic or electrolytically plated
or coated with zinc (7212.40.00, 7210.30.00),
- Polymers of styrene (3920.30.10) and Thermostats (9032.10.00),
- Flywheels and pulleys including pulley blocks (8483.50.00),
- Automatic data processing machines and units and parts (8471.41.90, 8471.49.90, 8471.50.90, 8473.30.90).

Our Comments
PAL on the above items are currently at 7.5%. The proposals have not specified the reduced tax rate and
we anticipate that the rate will be provided by a gazette.



New Exemptions from PAL:
- non-motorized equipment and accessories for water sports such as Kayaks, Canoes, Kite Surfing and diving,
- non-powered equipment and accessories for aero sports such as Hang Gliding, Ballooning, dirigibles, parachutes
and para-gliders,
- machines and equipment including solar panels and, storage batteries which will be imported for the
establishment of solar charging stations,
- The upfront payment for sale of yachts built by BOI companies to the local BOI charter companies.
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Effective Date: Immediately (unless specified otherwise)

Excise Duty
The Excise Ordinance broadly relates to Intoxicating Liquor and Intoxicating Drugs. The duty and policy revisions
proposed in respect of Excisable articles are as follows:


Alcohol volume based Excise Duty System will be introduced
Liquor Item

Proposed Duty
Rs. 3,300/- per litre
Rs. 2,400/- per litre
Rs. 2,400/- per litre

Hard Liquor
Beer
Wine


Import of non-portable alcohol duty will be imposed at Rs. 15/- per liter



Raw materials used for manufacturing of ethanol, duty will be imposed
Type of Raw Material
Toddy
Molasses/Maize/Rice/Fruits



Proposed Duty
Rs. 5/- per litre
Rs. 10/- per Kg

Liquor Licenses will be simplified
 Rate structure of Liquor license fee (w.e.f 01st January, 2018)
 Issue of new liquor license to promote tourism

Our Comments
As in the past, these proposals are aimed at discouraging the consumption of liquor and other alcoholic
products and also to bring restrictions on illegal liquor production.
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Effective Date: Immediately (unless specified otherwise)

Excise (Special Provisions) Duty
Section 3 of the Excise (Special Provisions) Act No. 13 of 1989 imposes Excise Duty on every article manufactured
or produced in Sri Lanka at rates published in Gazette Orders from time to time. The duty and policy revisions
proposed in respect of Excise duty are as follows:
Canned Beer
The excise duty on canned beer was imposed at Rs. 10 and Rs. 15 per can depending on the capacity. The budget seeks
to remove this duty.
Sugar Tax on Sweetened Beverages
In order to address the growing issue of diabetes, a sugar tax in the form of Excise duty will be introduced for the
beverages with added sugar at 50 cts per gram.
Plastic Resin
Excise duty on plastic resin will be introduced at Rs.10 per kg classified under the HS Codes 3901.10, 3901.20, 3902.10,
3903.11 and 3904.10
Motor Vehicle







The current Ad-valorem rate of excise duty on motor vehicles will be removed and excise duty will be levied
based on the Engine Capacity (cubic centimeter (cm3)) for petrol and diesel motor vehicles and on motor power
of the engine (kilowatt (Kw)) in the case of electric vehicles respectively.
Similar to the removal on NBT and PAL, in a bid to facilitate the promotion of sports tourism, the excise duty will
be revised for off-road electric sports vehicles classified under HS Code 8703.10.11, 8703.10.19, 8703.10.21,
8703.10.29.
The duty structure and basis of vehicle permits for public sector employees has been revised.
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Effective Date: Immediately (unless specified otherwise)

Cess
The cess levy is imposed at import as well as export on certain articles. The levy revisions proposed in respect of
Cess are as follows:


Cess has been removed on over 250 items to facilitate growth in certain sectors like tourism, value adding
industries and other industries.



Cess has been revised on the following items;
- Cheese (0406.10.00, 0406.40.00)
- Vegetables (0709.99.12, 0709.99.20, 0712.20.00)
- Glutamic acid and its salts (2922.42.10)
- Paper based products (4805.24.00, 4805.25.00, 4810.29.00)
- Cotton fabric (5208.11.20, 5208.21.10, 5208.21.90)
- Sports footwear (6402.19.90, 6403.19.90)
- Motor cycle helmets (6506.10.20)
- Food grinders and mixers, fruit or vegetable juice extractors (8509.40.00)
- Radiators (8708.91.10, 8708.91.20)
- Rubber tubes (4013.90.10, 4013.90.90)
- Clocks (9105.21.00, 9105.29.00)

Other Fees and Charges
The rates of fees and charges of government agencies which have not been revised in last 03 years will be increased by
15%.

31

