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Foreword

While growth in Sri Lanka has been high over the past few y&algsstemmed from nortradable

sectors (mainly construction and real estate) and is thus both unsustainable and unequitable. At the
same time economic activities have been mainly focused on domestic demand. While Sri Lanka was one
of the most open Asian econoes in the 1970s, restrictive trade policies over the past decades have
created an antexport bias, which has reduced the incentives of local firms to exgdre existing
exports baskehas been stale and [8ghly concentrated in garments and labiatensive activities.

Shortcomings in the investment climate have limited the growth potential of established firms, while
creating stong incentives for informality whichin turn hasstunted private sector growth and poses a
drag on competitiveness of th8ri Lankan economyt the same timeSri Lanka has attracted a much
lower volume of FDI (as a propiam of GDP) than peer economjg&sducing the ability of the country to
enhance trade and improve production processes. In turn, the disagpgiRDI trends stem froma host

of factors, includindgegal and procedural obstacles for foreign investéask of predictability in laws and
regulations and deficiencies in mechanisms to attract, retain and integrate foreign investment.

In spite of shortcomingsithe enabling environment, Sri Lanka has a vibrant, but nassectbr of
highly innovative startups and expestiented SMEsUnleashing the potential of these enterprises
requires not only addressing the investment climate obstacles, but also puttipigée mechanisms to
support entrepreneurship, technology adoption and better align the R&D systeresigond to the
needs of the private sector.

Going forward, as Sri Lanka aspires to become a higher middle income economy driven by higher added
value exprts, major reforms will be ragred in its investment climate; investment, innovati@amd
trade policies and the efficiency of the institutions governing the activities of domestic and foreign firms.

In order to identify the most important obstacles torapetitivenessn the areas mentioned aboythe
World Bank Grouphas conductedvarious pieces of diagnostand justin-time technical assistance
aimed at providing details on specific reforms needed in laws, regulations and institutional
arrangements. This note summarizes the main findings tfis work and outlines options for
implementation of reforms needed
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Introduction. Enhancingcompetitiveness in Sri Lanka

Sri Lanka needs to address new challenges if it is to sustain its strong record of economic growth and
poverty reduction. The country has in many respects been a development success story, with average
growth exceeding 6 percent and a threefold decline in poverty using the national poverty line over the
past 10 years However,low productivity, high reliance on notradable sectors and a stale export
basket highlight the need to enhanpeivate sector ompetitiveness as a way to creab@e million new

jobs.

The GoSL has recognized the need to adopt a policy agenda that strengthens the competitiveness of
0KS O2dzyiNBEQa LINAGIFGS aSOUG2NI Ay 2 NIRE&H go@rmme@KA SPS
vision statementShave identified the need for a revision of trade and investment policies coupled with
reforms that promote innovation, entrepreneurship and skills formation, as needed to propel Sri Lanka

to uppermiddleA Yy 02 YS &Gl (dza® ¢ KS D2 hatMbflertBeyedofany ad giowe y NB O
rapidly in the last decade, the dominance of Apadable sectors as drivers of economic growth is

unlikely to remain adequate for inclusive and sustainable growth in the coming decade. Authorities have
identified the need ¢ strengthen competitiveness not only in traditional sectors such as apparel, natural
resources transformation, and tourism but also to establish the necessary conditions for a thriving
knowledge economy, the integration of productive local companies dbajlvalue chains, and the
attainment of higher value addition in the manufacturing sector.

Figure 1: Postwvar sources of growth, 20105
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accelerate the transformation of the economy and generate new and more attractive opportunities

F2NJ { NA [ |y Whi @nany Asiar?dddndes bekefited from the opportunities created by

trade, FDI and regional integration, Sri Lanka has largely failed to capitalize on similar opportunities. In

the last few years Sri Lanka experienced significant growth in some exjemted industries (atably

garments, where the industry has moved from a commodity exports model to higllee added

production) and there are high growth companies in the nascent service sector (including information

and communication technology, ICT). The dynamism ofethsectors demonstrates the potential to
successfully access and compete in foreign markets, but success stories remain few and relatively
isolated. Exports are mainly generated by a handful of industries and there has been little change over

time comparedto many other Asian countries (figure 2). Moreover, Sri Lankan exports remain largely

linked to low addedvalue labor and resource Y 1 Sy & A @S LINB RdzOG&a® 9ELX 2A0AY
natural resources (both in manufacturing and services) has proveslvelutea and rubber remain

commodity industries; fisheries suffer from lack of adequate value addition capacity and
mismanagement of stocks; and tourism remains a-émlded value sector hampered by lack of skills and
investment. The Government is seekitm shift towards greater outward orientation, particularly

through the creation of an agency to develop a new trade policy (Agency for Development) and
negotiating a deeper trade agreement with India while negotiating a free trade agreement with China.

Figure 2. Product space comparison: Sri Lanka vs Thailand in 1980 and 2009
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Unleashingthe competitiveness potential of Sri Lankan enterprises will require addressing a wide
range of factors These factors include basic foundations such as macroeconomic sustainabivigyt



functioning financial sectostrong governance and an educatioystem thatproduces the degrees and
skills that in demand. Beyond thosadic foundationsthis note focuses ompportunities to improve
areasdirectly impacting the competitiveness of the private seciacluding streamlining the regulations
governing tle activities of the private sector to reduce the cost of doing busirgssngthening trade
policies to eliminate biases against exportshancingtrade facilitation to reduce the costs and tinite
takes to export; enhancing the ability of the country attract, retain and integrate FDI; enhancing
innovation and entrepreneurshignd strengtheningaccesility to financial services.

Figure 3. Factors enabling private sector competitiveness
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1. Enhancing the investment climafe

A more conduciveA Yy @SaiGYSy i OtAYIGS g2dd R KSfLI G2 AYyONB!l a

private sector At the present time, the investment climate in Sri Lanka compares unfavorably to that of
other economies in the region. While Sri Lanka has implemented some &forracent years, the pace

of reform has been slower than among peers and the country lacked a clear vision with regards to
investment climate as well as strategic direction to guide reform priorities.

Figure 4 Doing Business benchmarks 20{tegher ranking implies lower comparative performance)
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The government of Sri Lanka has recognized these limitations and identified regulatory barriers as key
factors for a floundering private sectorThe GoSL recognizes that entrepreneurs constdngilight

high transaction costs in in compliance of regulations, creating incentivéhéon to conduct business
AYF2NXYEffted ¢KAA Aa O2yaraitSyd oAGK (ghdtcToASiRA Y 3 &
Lanka, which identified governance as a cross cutting challenge notinthéhatost prominent manner

in which governance acts as a constraint is in how the state carries out regulatory functions for the
economy’

In Sri Lanka the denseeb of business regulations have multidimensional effect on business growth
High transaction costs involved with regulatory compliance discourage the creation of new firms and
limit the growth of exiting firms. When the entry barriers to the market ardresxely high

% This section draws from the Doing Business Reform Memorandum (2015) led by Sylvia Solf (Global Lead, Investment Climate)
and Karim Belayachi (Senior Private Sector Development Specialist) and ongoing technical assistance provided by the World
Bank Group.

*In particular, the SCD identifies systemic issues in tax and land regulation as the top governance constraints



entrepreneurs are induced to operate informally which leads to unfair competition. Informality further
reduces the ability for firm growth and undermines productivity due, inter alia to limited investment,
limited access to finance and inadexja business processes. On the other hahe, government too
incurs high monitoring costs in its attempt to police market actors. This further leads to irregularities in
the written law and its application as it will enhance government officials andigialis discretionary
power with regards to market related decisions thereby paving the way for waste and corruption.

Regulatory issuesreated incentives for informality andffected firm productivity. According to firms

surveyed, this is due to a largextent to difficulties in complying with regulations, fees, transaction

costs and lack of confidence on regulatory agencies. This is consistent with the findings\értbe

byl Qa {2aidSYFGAO [/ 2dzy i NBE 5 A lrefylaRodyiSshed RaverskiriteO the K A 3 K f

IANRGOGK 2F {NR [ I yilhavery FRNNY  KIESOWESFE BKREKI 2y TFA
AYF2NXYEEAGE A& F YI22NJ 20adGF0tS Ay AGaStFT F2N o
0dzaAySaasSaQ financng)ABitdt aldd Pas & megativk yhpact on the economy as a whole: the

growth of formal businesses is hampered by unfair competition with informal ones. In Sri Lanka, formal

firms surveyed identified informality as the single most important factorstraining their growth.

Figure 5Informality in South Asia Figure 6 Obstacles to formality
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® Source: World Bank Business Environment Enterprise Surweys.énterprisesurveys.ojg The léest countrywide survey
was conducted in 2011. Recent consultations with chambers of commerce and private sector confirm that the findings of the
survey remain relevant.
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Figure 7 Major obstacles to growth
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Box1. New license and closure fees a major step in the wrong direction

The recent introduction of Annual License Fees for private companies together with the introd
of business closure fees significantly increase the level of difficulty of the investment climate
Lanka and have the potential to create major negatieffects throughout the economy ar
significantly enhance incentives for informality.

These new fees are as follows: A) Every company registered with the Registrar of Companis
will be subject to an Annual License Fee of Rs. 60,000 for privatpacies, Rs. 500,000 for Publi
Quoted Companies and Rs.100,000 for other companies. B) A fee of Rs. 250,000 would be |
the RoC for the voluntary cancelation of business registration or liquidation.

The introduction of these charges is a movéhia opposite direction of that followed by the countri
with the best investment climate, which have sought to reduce the costs of regulatory compl
These fees will likely increase incentives for informality and discourage entrepreneurship
country.

Going forward as the country seeks to improve its investment climate it will be necessary to €
the adverse impact to enterprises of further regulatory changes.




The way forward: An investment climate reform agenda

Enhancing the investment climate in Sri Lanka will require addressing a wide range of shortcomings
across all areas of business regulatioh.recent diagnostic undertaken by the World Baigentified
numerous areas of business regulation that currentlgresent unnecessary obstacles for new firms to
be established and for existing ones to gréwnex 1 includes a table summarizéuggested reforms to
AYLINREGS {NAR [yl Qa SIrasS 2F 52Ay3 .dzaAySaa

Addressing these obstacles will require a wekfined progam of reforms with an adequate
sequencing of actions and an institutional framework in place in order to lead reforms going forward
Beyond the specific recommendations, success in strengthening the business environment in the
country will likely require aumber of factors outlinedh Figure 8 below and discussed subsequently

Figure 8. A framework for Investment Climate reform
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First, effective investment climate reform in Sri Lankaeeds to be a continuous procesesponds to

the priorities identified by entrepreneurs While Doing Business rankings provide a useful comparative
overview, it does not cover all areas of the investmeimate that are challenging to enterprises. As the
Government of Sri Lanka embarks in strategies aimed at facilitating the economic transformation of the
country, it will be essential to develop Pubiicivate Dialogue to involve the active participatiof the
private sector in identification of the most significant obstacles to their operations as a way to prioritize
reforms.

Second, investment climate reform will require the inception of weléfined plans that clarify the
objectives of the GoSL, tieframe for expected results and accountabilitiReforming the investment
climate is a complex task as it involves revaluation of policies and procedures affecting a wide spectrum

bLy NBaLRyasS (G2 Dh{[Qad NBYSsSR AyilSNDBailed a giagnbsficy adénvidng i  Of A Y I
obstacles faced by entrepreneurs and provided a detailed set of recommendations for reforms. These recommendations
covered all areas of thBoing Busineseport. This diagnostic aimed at identifying the major obstaclesdfdgeSMEs.



of governing bodies and require inter coordination among numerous implemgnimstitutions
Therefore, careful planning is necessary as it has the potential either to cresité/psynergies among
stakeholdersor run the risk of creating silos due to the conflicting nature of interests in some of the
agencies involved An ideal action plan would provide defined objectives for each identified
recommendation, with specific timelines, milestones and targéfame bound objectives create a sense

of urgency while providing adequate time to assess reform improvements. There are many factors in the
external environment as well as in the internal environment that could affect the expected time lines of
reformre@ YYSYRI GA2y&ad [AYAGlIGA2ya LISNIFAYyAy3 G2 GKS |
limitations in human resources would not be as complex in nature in comparison to political, social or
cultural factors. Therefore, the strategic action plan shaifd to identify these issues and challenges in

a timely manner and prepare for contingencies whenever possible. Further, responsible entities for each
reform area should be identified thus creating clear accountability mechanisms. It is also essential to
widely communicate the commitment of authorities towards the action plan as a mean of creating
credibility for defined actions among the stakeholders.

Third, adequate institutional arrangemens will be required in order to ensure inteagency
coordination. There are numerous ways to define institutional arrangements to organize reforms.
However, some common characteristics and functions are evident in most of the successful reforms
programs worldwidgsee Box 2)Technical working groups consisting of kagsal points from the public
agencies related to each one of the investment climate area together with professional experts from the
private sector will be responsible for developing and implementing detailed action plans by bringing in
expertise where neged. These working groups will operate at a granular level by identifying feasible
timelines and milestones for each reform activity. Appointment of an overall leading agency is also
important who will be in charge of pursuing the reforms and formally aotable for results. This layer
would be responsible for determining overall reform priorities and setting key performance indicators
while having direct link to the prime minister or the president to unblock implantation barriers,
obstacles and delays @ timely manner. Another very crucial element binding these two institutional
arrangements together are the secretariat or delivery units consisting of technical staff of relevant
reform climate areas that would also have direct reporting lines to the @Minister. This layer would

liaise among the technical level working groups, steering committee and the Prime Minister and would
ensure the timely delivery of day to day reform activities across all areas by providing quick solutions for
obstacles faced yb the technical level working groups and also by escalating other issue to the
responsible parties as and when needed.

Finally, evaluation of results will be necessary in order to assess the implementation quality of the
reforms pursued by the government. After reforms take place in paper, the full and consistent
implementation of reforms across the country is essential in ordeerisure equal opportunities for

entrepreneurs in all regionsn this regardjt will be important to assess the impact of reforms in order

" Evaluation mechanisms will also be useful to determine the extent to which the reforms intended are on track as per the
objectives laid down by the GoSL by reviewing the progress against milestones in the strategic plan. Early iderdffication
delays by the decision makers will ensure that corrective actions are taken where necessary to address sources of delays and
ensure that resources are used in the most effective and efficient manner.



to ensure that they have achieved the objective expecteayagement of the private sector in assessing
the impact d reformswill also benecessaryn order to ensure that reforms have the impact intended
and that their benefits are visible to enterprises and entrepreneurs

Box 2. International experience in investment climate reform

International experience shows hat countries that have successfully implemented busing
regulatory reform programs across a number of areas have several features in comnsirong
leadership, clear accountability mechanisms, an inclusive institutional setup, detailed implemer
plans with measurable goals which are monitored, private sector involvement and effq
communication with relevant stakeholders.

A number of governments have established hitghvel oversight committees that set the strategi
vision and priorities for réorm, maintain reform momentum, and provide the political weight fg
reform implementation. Technical working groups then lead implementation at the agency |
These working groups generally designate a point person and ministry to take responsibiditydf
lead coordination of the efforts of each group. The most successful technical committeeg
representatives from all key agencies involved in a particular area, as well as knowledgeable m
of the private sectorThe table belowllustrates seh different models and how responsibilities a
accountabilities can be assigned at different levels.

Role Features Responsibilities
Steering committee - Often publieprivate - Determine overall priorities
- Relevant ministries for investment -  Setting Key Performance
climate reform agenda LYRAOFG2NAE oYt L
- Direct periodiaeporting PM or - Unblocking implementation
President (e.g. monthly, every 3 obstacles/delays together with
months) PM / President
Secretariat/ Delivery -  Technical staff - Dayto-day oversight of reform
unit - Directreporting line to PM program across all areas

- Liaise between technical level workini-  Monitoring of reform roadmap
groups and steering committee or PV and KPIssetting KPIs

- Escalate key issues to steering - Ensure agenda setting, minutes,
committee or PM for action follow-up items, timelines
- Escalating issues
Technical working - Key stakeholders from public agencie- Develop and implement detailed
groups (e.g. focal points of relevant line action plans bringing in expertise
ministries) where needed (e.g. legal
- Private sector; professional experts assessments, proposals for lega
(lawyers, IT, amuntants, architects, amendments, IT assessments,
etc.) budget proposals)
- Frequent structured meetings (e.g-bi- Develop imelines and

monthly) milestones; clarify responsibilitie




2. Establishingrade-enabling policie8

Trade can be an engine of economic growth, job creation, and poverty reduction, particularly for a
small economy like Sri LankaSri Lanka was a pioneer in trade liberalization among South Asian
countries, where exporbriented jobs were strong contributors to poverty reduction and inclusion.

Sri Lanka is less open to trade today than it was for most of the last 30 years. Befaper T =2 { NA [ | V]
development strategy, based on import substitution, aimed to create a comprehensive welfare state.
Post1977, reforms aimed to liberalize the foreign trade regime and Sri Lanka was seen as the first
country in South Asia to significanthpen its borders to trade and foreign direct investment. In the

decades that followed, trade of goods and services increased to 89 percent of GDP in 2000, with tea and
high-end apparel exports leading the way. After the beginning of the new millenniumevewtrade

steadily declined to 54 percent of GDP in 2013. The decline in openness and stagnating FDI took place
gKSYy G(KS NBad 2F (KS ¢g2NIR ¢la AyiSaNIGAy3d Y2NB a
world market share has consequentlyatieed to levels last seen in the 1980s.

Overall export performance is mainly in unsophisticated product lines, notwithstanding the success of

some niche companig8 { NA [y 1l Q&8 SELRNI& 27T Y| ythird andlésdzNE R 3 2
than halfof other regional Middle Income Countries. Only around-tereth of the exports are for skill

and capitalintensive production with the rest being leadded value skills and resource intensive

products. IT exports tripled between 2007 and 2014, but stdlke up less than 4 percent of total
SELRNI&P {NA [yl Qa SELRNI LISNF2NXIyO0S KAIKEAIKIG
also implies that there are significant barriers holding back private creativity to realize the economic
potenti- £ 2F {NA [l yllFQa NBfFIGAGBSte SRdzOF 4GSR tF 02N F2
remained largely the same over two decades.

While there are many factors at play, inadequate trade policies have had a major impact on limiting

{ NRA [ kradéd lcandetitiveness. First, stagnating product diversification and weak export
performance has come on the back of an industrial policy orientation in the past decade that does not
promote competition and aims to protect domestic industry (including poton of domestic
agriculture through generous subsidies and guaranteed prices; and support for domestic industries with
specific tax breaks and tariff protection). Second, a high increase irtgudffa has created a major anti
export bias by significalyt increasing nominal protection and prices of imports while; adding to trade
policy complexity (the combined system of the MFN applied tariff rate and thetpafts has made the
present import regime one of the most complex and protectionist in theldypteading to prices that
distort production and consumption patterns; creating incentives for producers to focus on domestic
markets rather than exports; and reducing potential for producers to join global value chains. Third, the
government has beeninSNBSyYy G A2y A a0 aGAftlGAy3 GKS LIl E@Ay3 FAS
trade policy incentives for a large number of domestic sectors and actors. Fourth, inadequate policies

8 This section was prepared by Sanjay Kathuria (Eeatiomist, Trade & Competitiveness) and Priya Mathur (Consultant, Trade
& Competitiveness).



have failed to achieve objectives, while having significant negativeadt. This is the case of
introduction of high taxes on exports of raw materials (cesses) with the intention to incentivize value
addition (with revenues from cesses supposed to be then invested in R&D for the corresponding
sectors). While positive ressltof cesses have not been identified, they are largely deemed as having
contributed to stifle exports.

Opportunities for revitalized trade

Sri Lanka is strategically locateahd can leverage its locational advantage of geographical proximity to
the powerhauses in the world economy, and plug into their growth in order to fully unleash its own
growth potential.

Sri Lanka can leverage new opportunities, as well as address fresh challenges, emerging in global

trade. It is crucial for Sri Lanka to recognibe importance of harnessing regional synergies and

regional value chains toward unleashing its own growth potential. This is particularly important given
theslowR2 6y Ay 62NI R (NI RS | yR { N@the[US gynt EWD 3At tiletdd RA G A 2 Y
time, South Asia is now the fastggtowing region in the world, and presents a vast untapped
opportunity for Sri Lanka, and other countries in the region. The new trade policy framework needs to
address how Sri Lanka can best leverage opportunitiegigeed by regional synergies, and the role that
Preferential Trade Agreements (PTAs) will play in that process.

Rethinking trade policyReform Priorities

Exports and imports are an outcome of cresstting policies, including tariffs, logistics, border
clearances, infrastructurend skillsamong others Some of the key considerations in successful trade
reform are outlined below.

Tariffs are one of several instruments that affect the trade openness of the econofimade policy
reforms are moreeffective when other trade facilitation reforms such as regulatory reforms for
reducing restrictiveness of tradelated regulations and minimizing naariff barriers to imports,
improving logistics services and reducing port clearance tiaes alsomplemented. Welfare gains will

be maximized when structural transformation (implying growth of some sectors and relative decline of
others) is possible, which also requires mobility of capital and labor.

The objectives of the new trade policy should primlg consistof reducing its antiexport bias and
focusing on a more neutral regime across sectors/produci&he introduction of pardariffs during the

last decade has effectively doubled the protection rates (from an average MFN tariff rate of 13% to
average total nominal protection rate of 28% in 2013), making the present import regime one of the
most complex and protectionist in the world. Additionally, the para NA F T4 Q RAALISNEAZ2Y
that distort production and consumption patterns. Hey rates of protection on final products than on
inputs used in their production has created an astport bias, since producers have strong incentives

to sell goods domestically. This is particularly worrying for the agricultural sector, where higbtiom

of import-competing crops along with fertilizer subsidies have created strong disincentives for crop and
export diversification. On the one hand, the protection afforded to agriculture encourages expansion of
production of importcompeting cropsri{ce, maize) Similarly,the introduction of high export taxes



6Ww0SaasSaQu 2y NYé¢ YIFOGSNARAItA &ddzOK Fa GSI X NMz 06 SNE
would increase value addition of exports, discourages the producticexgortableg. Trade barriers

also make it difficult for firms to access wodbhss inputs at competitive prices, thus reducing the ability

of firms to compete and integrate into Global Value Chains (GVCs) and Regional Value Chains (RVCs).

Trade policy reforms can be desed with potential revenue neutrality or even gains if imports (and

exports) increase due to reforns { NA [} Y]l Q&-tofGPBratio (1R1%RS204)aydAts 3 G | |
heavy reliance on trade taxes (49% share of impaded taxes and 18% sharepbtective duties in

total tax revenue) complicates trade reform. 2 6 SGSNE A F -{od&PP ritib iyictehs@diback NI R S
to what it was in 2000 (89%) or even more to 160% (as in the case of Vietham), even low tariffs could

yield significant import revaues. Thus, the new trade policy, while being mindful of the impact of tariff

reform on revenue and balance of payments, needs to incorporate a gradual but firm liberalization
schedule, allowing time for adjustment, with a fixed phasg schedule (sunsgt It is clear that para

tariffs need to be consolidated, reduced in magnitude, and eventually eliminated, as they are non
transparent in nature andtheira 2 O A Y LJ2 & A G A 20y2 £ &F 2INJ NSIZESY diSTI 23 Sy S NI
predictability, which is crital for production and investment decisions. Similarly, export taxes on
agricultural commodities need to be revisited as the rationale behind them is no longer clear.

Trade policy reform needs to be complemented by improved trade facilitatioRoor tra@ facilitation
can add significantly to costs of tradifgpesection 3 beloy Efficient trade facilitation, along with low
tariffs, is a crucial enabler to plug intobal value chainsvhich have increasingly become the driver of
global trade.

Linkages betweenSri Lank® & (G NJ RS O2YLISGiAGA@PSySaa FyR GKS 02 dzy
efficiencyseeking FDImust also be identified and exploitedin addition to boosting investment

necessary for growth and providing loteym balance of paymentnancing, FDI can help to enhance

the sophistication of Sri Lankan products and exports through introduction of hew technologies and
production processes. It can also give rise to positive spillovers to the rest of the economy through
diffusion of betterskills, technology and management practices. Finally, FDI can enhance access of Sri
Lankan producers to global production networks and facilitate the development of new activities within
existing value chains. Poor FDI performance has reinforced pate tratcomes given the strong trade

investment nexusEnhancing the ability of Sri Lanka to attract and retain FDI will require addressing

number of obstaclesSee sectiod below).

Sri Lanka can use PTAs as an instrument of its trade policy, and ptingme strategically to maximize

benefits to itself. While Sri Lanka is committed to multilateralism and needs to remain engaged in the
WTO to safeguard its interests, it cannot ignore the fact that nearly 50% of global trade now takes place
through regiomal, plurilateral, and bilateral trade agreements. Given that it will have to increasingly
depend on the growing markets of AgjaChina, Indiaand ASEAN for export growth, PTAs with Asian
countries like China and India need to be viewed as opportenig¢her than threats, while carefully
evaluating the costs and benefits to Sri Lanka from each PTA. Also, in negotiating new PTAs, Sri Lanka
needs to be mindful of the lessons from existing PTA&z., nontariff barriers are as important to
address agariff barriers, Mutual Recognition Agreements are critical for trade facilitation, widespread



awareness campaigns are vital for information dissemination, and an effective communication strategy
is essential to dispel concerns regarding PTAs.

SriLank®a& yS¢ (GNI RS LRfAO& FNIXYSH2N)] oAttt faz2 ySSR
trade, such as exclusion of Sri Lanka from THRasific Partnership (TPP) and threat eEh®ring based
on geographic proximity.

Given the above, it will be ctical for Sri Lanka to enhance its institutional framework to meet21
century trade challenges The strategic trade policy framework in itself will enhance predictability of
trade policy by setting the agenda for the medium term, and ensuring thaimbes detailed policy
guidelines do not deviate from it. Beyond that, capacity building in the Government will be essential to
enable Sri Lanka to effectively meet WTO requirements and negotiate trade agreements to maximize
benefit to the country. A cohent and synergistic approach on trade policy will require effective
leadership and coordination among the different agencies involved in trade.

Finally but not least, it would be important for the government to communicate early on about the
scope, timingand sequencing, and objectives of reforms to inform stakeholders, to manage their
expectations and to avoid unjustified resistanceike for any policy reforms, the GoSL should recognize
that the trade policy will lead to winners and losers, and shoulgrdepared to listen to potential losers
and to mitigate the negative impact by focusing on the welfare of worfssre box 3 below)

Box 3. A humaa approach to reforms

Reforms have a differentiated impact on different segments of the econBolicy refom will lead to
gains, which are often dispersed over time and space, as well as losses, which can be im
There will be sectors, firms, and workers that will succumb to competition unleashed wit
opening up of the economy and declining proteatior domestic industries. However, it is importg
to focus on the fact that the costs will be far outweighed by the overall benefits to the Sri L
economy. Firms and exporters will gain access to world class inputs at competitive prices, a
be able to breach new markets. Since trade and investment complement each other,
liberalization will also bring FDI, which, in turn, will bring skills, technology, and foreign capital

as access to GVCs and new markets. Most importantlizaBkian consumers, whose welfare hag
be given due consideration, will gajrthey will have access to goods of greater variety, better qug
and at cheaper prices.

The role of the Government during the reform process will be to ensure that thoseavéhnegatively
affected by reforms are not forgotten. Keeping that in view, reforms should be carefully sequ
and calibrated, but with a finite schedule, to allow time for adjustment. The phasing in perio
also allow the opportunity to addressrosscutting competitiveness issues which hamper fi
productivity. It will also be important to design appropriate retraining programs to facil
movement of workers out of the affected firms and sectors. Similarly, it will be important to el
there are business support programs that help firms, for instance, to negotiate new marke
supplying the requisite market information. Through all of this, Sri Lanka will need to be mindf
its aspiration to become a prosperous and competitive M@l its development vision, which enta|
creation of one million new and better jobs in the medium term, can be achieved only by Iqg




outward and harnessing trade as an engine of growth, job creation and poverty reduction. Th
strategic trade pbcy frameworkshallbe framed with that underlying objective.




3. Improving trade facilitatior?
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a timely and costeffective way. Improving access to enabling infrastructure and cutting costly and
burdensome tradeelated procedures are essential in this regard. The Government of Sri Lanka has said
that trade facilitation is a priority and that the country has the potential to regltlte gap compared to

best practice countries such as Singapore. Many agencies have undertaken reforms and investment has
been focused on improving infrastructure.

There are significant gaps between trade facilitation practices in Sri Lanka and benchooaritries in
Asia. The comparison ofll areas related to trade facilitation (see below) highlights the need for
improvementsnot onlyin infrastructure but also orregulatory processes that cause unnecessary delays
for traders and erode the competitivess of local producers relative to exporters in neighboring
countries. Elimination of some regulatory and procedural hurdles would be aeffestive way to
j dzA 01 Sy {NA [lylly LINRPRddzOSNEQ | 00Saa (2

Figure 9 logistics Performance Index (23) Figure 10 high priority areas related to

rules/procedures for imports/exports
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Bureaucratic bottlenecks give rise to high trade transaction co$tslicy induced barriers account for
nearly 70 percent of the total time spent on exporting or importing goods. The preparation of
documents is the most significant component, absorbing more than 50 percent of the time spent on
import or export proceduresTraders and agents face critical delays as reiineaclock processing of
documentation and clearing of goods is yet to be implemented. This results in scheduling conflicts and

S¢KAA aSO0A2Y RNI 6&c2yh (0CS NBLAND GARNRA FYIRY WSTF2NY  al LE

September 2015.

LINES LI



costs are exacerbated owing to penalties charged for demurrages and chanigegstacs scheduling.
Reform efforts have met with resistance.

Inter-institutional linkagesare weak, leadingo processing delaysThe introduction and upgrade of the
ASCYUDA system at the Sri Lanka Customs Department has been an important though stepayed
towards reducing transaction costs and processing times. The failure to fully integrate the 30
government agencies involved in trade facilitation into a single window facility undermines the reforms
undertaken as delays and manual processing stillloapstream, i.e. before traders and agents submit
the final documentation electronically to the Customs Department.

The regulatory framework governing the trade regime in Sri Lanka is complex and has a significant
anti-export bias. The existence of sepate processes for Board of Investment companies and- non
Board of Investment companies, onerous documentation requirements, and the failure to update
customs ordinance, increase the complexity of the regulatory framework governing trade.

There are also significant shortcoming imade regulation andborder management.The proper
management of goods passing through borders is critical for trade facilitation as it eliminates avoidable
delays and enhances predictability in border clearaliddowever, in Sri Lanka there are significant
shortcomings affecting the effectivenessf border management including lack of sufficient
coordination between government bodieAt the same time, measures put in place at the time of the
armed conflict, requiring review of 100 percent of shipments stk in place, further adding to delays

and costs. The implementation of a risksed approach to border management would likelgule in
significant increase in efficiency.

Thelack ofautomation of border management system®duces theefficiency of trade facilitation.At

the present time, many of the tradeelated processes remain manual and papased, with significant
duplicaton of documentation required by different agenci&y/stems automation and the use of IT in
import andexport processesan lead tareductions in paperwork and rent seeking opportunitiéghile
automation has been introduced by Customs through implememtatiof ASYCUDAWoHdas its
Customs processing system, all the various agencies that are involved in import and export processes
are not connected to the syster&imilarly establishment of a single window facility and electronic data
interchange (which would reduce the delays associated with the preparatimhdocumentation by

cutting the number of documents required and streamlining interagency transtéras been identified

as a significant need.

World Bank (2014)ogisticerformance Index Reppi/orld Bank.

" ASYCUDA is a computerized customs management system which covers most foreign trade procedures. The system handles
manifests and customs declarations, accounting procedures, transit and suspense procedures. CH®ASBftware is
developed by UNCTAD.

19 de Mel S etal (March 201Myhat is the Cost of Formality? Experimentally Estimating the Demand for Formalization",
presented at the World Bank Conference on "New lIdeas in Business Growth: Financial Literacy, nginmcsDynd
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The dissemination of information related to new procedes needs to be improvedThe majority of
customs procedures are lodged manually, despite the availability of an electronic sysBreating
awareness among traders and agents of the electronic system in place is critical. Training, help desks
and the graual introduction of new procedures are needed to the smooth the transfer from manual to
digital procedures.

Towards a longerm reform agenda for trade facilitation

The GoSL has recently adopted a commitment towards a Hevgn agenda for trade facilitation.n

May 2016 the GoSL ratified their commitment to the World Trade Organization Trade Facilitation
Agreement (WTO TFA), a major step in setting up a foundatiordde facilitation reform.The WTO

TFA provides a framework for the implementation of simple, transparent trade procedures that enhance

trade facilitation F YR A G& NI GAFAOFIGA2Yy Attt araylrf (42 R2YSa
strong commiment to the reform and modernization of its trade facilitation regiffilee TFA sets forth a

series of measures for expeditiously moving goods across borders inspired by the best practices from
around the world. Once implementé&tthe TFA is expected to rede total trade costs by more than 14

per cent for lowincome countries and more than 13 per cent for upper middEme countries by
streamlining the flow of trade across bordEtdnefficiencies in areas such as customs are roadblocks to
developing coufilA SaQ Ay GSaINI A2y Ayid2 GKS 3It206lf SO2y2
competitiveness or inflow of foreign direct investment.

The ratification of the WTO TFA can be an effective platform for a first wave of reforms that target

core bureaucratic bottl@ecks The WBG recently conducted a diagnostic, which identified specific areas

for improvement in trade facilitation in Sri Lankehe diagnostianalyzel { S& St SYSyda 2F { N
trade facilitation environment on the basis of an evaluation of itsnatignt with the articles of the WTO

TFA.The diagnosticcovered a number of areas including institutions; processes, procedures, and
operations; laws and regulations; information technology and automation; capacity building, training,

and human resourcesatilities; analytical areas; information dissemination and communication and,;

strategy and policyWithin each one of these areas, tlidéagnostic provides specific recommendations

for reform (see Annex 2 for a summary of reforms).

22 §8N1 122y 5 FYR tSNBNY b o6HAMNOE a¢KS wz2t$S 2F {NR [yl Ay
ADBI Working Paper Series, ADBI.
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legal framework. The Agreement will enter into force when ithivds of WTO members ratify the TFA and deposit their
instruments of acceptnce with the WTO Secretariat.

'3 The United Nations Conference on Trade and Development (UNCTAD) estimates that the average customs transaction
involves 2Q@30 different parties, 40 documents, 200 data elements (30 of which are repeated at least 30 timdethjeare

keying of 6Q70 per cent of all data at least once. With the lowering of tariffs across the globe, the cost of complying with
customs formalities has been reported to exceed in many instances the cost of duties to be paid. In the modern business
environment of justin-time production and delivery, traders need fast and predictable release of goods. A study {Bagdifia

Economic Cooperation (APEC) estimated that trade facilitation programs would generate gains to APEC of about 0.26 per cent

of real GDP, almost double the expected gains from tariff reductions, and that the savings in import prices would be between

1¢2 per cent of import prices for developing countries in the region. Source: WTO,
https://www.wto.org/english/thewto_e/20y_e/wto_tradéacilitation_e.pdf



Beyond the specific r&frm recommendations,a significant improvement in trade facilitation will
require welldefined institutional arrangements to guide reformdn this regard, he Cabinetalso
approvalthe creation of a National Trade Facilitation CommittBd E¢is a positive step in the right
direction as it tasks the NTFC witherseéng and coordinaing all trade facilitation matters in Sri Lanka
including full and effective implementation of the WTO TF@nce fully operational the NTFC is
expected to identifykey bottlenecks and inefficiencies, provide key inputs into reform efforts to
modernize trade facilitation policies, processes and reduce trade transaction costs. The NTFC will also
be tasked with significantly enhancing inlegency coordination on trad®cilitation matters as well as
improve dialogue between the government and the private sector.

The success of the NTFC and the overall reform agenda on trade facilitation will depend on a number
of factors. First, a clear vision for trade facilitatioeeds to be articulated and communicated as a way

to guide reforms. Second, the vision needs to be translated into a clear strategic action plan, with well
defined targets, milestones and responsibilities. The action plan needs to be drawn in full dimsulta
with private sector representatives in order to ensure that it addresses the most critical obstacles and
defines priorities accordingly. Third, the NTFC needs to have sufficient mandate to lead the reforms,
which will require substantial coordinatiomcross agencies and ministries. Fourth, a monitoring and
evaluation framework will be required in order to verify progress of reforms versus plans and
implement corrective measures as needed.

The ratification of the WTO TFA and the formal establishment of the NTFC can be an effective
platform for a first wave of reforms that target core bureaucratic bottleneckReforms that can be
achieved in the short to mediwterm include the following:
i) Implementationof a coordinated border management policy and stratéiggt allows
for a more coordinated approach to management of the import and export processes
and related requirements by all involved government agencies.

1)) Full implementation of the ASYDAWorld system wittelectronic linkages to all
relevant regulatory agencies

iii) Implementation of anational electronic single window facilityr trade

iv) Adoption of asystematic and effectivask management systemeeds to be adopted,

V) Qreation of asingletrade information portato help meet the informational needs of

businesses more easilyy aggregating all relevant requirements and processes from
the more than30 agencies are involved in import and export processes.

* As a WTO Member, Sri Lanka will be required to implement the WTO TFA once it comes into force (expected in early 2016).

As per article 23.2 of the Agreement, Members must establish a National Trade Facilitation Committee to oversee and
O22NRAYIF(GS AYLXSYSyidlFidAz2zy 2F GKS ! ANBSYSyidd ! NIAOES HodHw all
and/or maintain a national committee on trade facilitation or designate an existing mechanism to facilitate both domestic
coordinatey FyR AYLI SYSyidlidiAzy 2F (GKS LINPOA&AAZ2YA 2F GKAA ! INBSYSy



4. Facilitating the attraction and @tention of efficiencyenhancing

FDI®

FDI into Sri Lanka has been lower than in peer countries despite its location and access to major
markets. FDI inflows have been focused on infrastructure, with only a relatively small proportion
reaching sectors of theconomy that are associated with global production netwogksater FDI into

g2dz R SYyKIyoOS
facilitate the development of new activities within existing value chains etyeincreasing added value

adzOK asSoOi2Na

in production.

Figure 12 composition of FDI
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Figure 13 FDI net inflows in 2013 (percent of

SourceBoard of Investment, World Bank.
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Attracting FDI is anecessary condition for the economic diversification that Sri Lanka aspires to

achieve.C5 L
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in new capital and new technologies, by creating new jobs and shittegvbrk force from lower into
higher value added jobs; and by imparting skills and knowledge spillovers to the workforce and local
firms. FDI is also an important vehicle for connecting the domestic economy with the international
private sector by fosterip a wide range of opportunities for local companies to integrate into global

production value chains.

!> This section draws on technical assistance provided by the World Bank Group led by Roberto Echandi (Lead Investment Policy
Specialist) with input from Priyanka Kher, Ralph Van Doorn and Persstonomou.



However, notall FDI is the samand their impact and spillovers in the economy vary significantly
There are broadly four types: natural resource segkimarket seeking, efficiency seeking and strategic
asset seeking. They do not have the same potential for positive spillovers. For example, each type of
investment generates different types of jobs. Natural resource seeking investment in agricultuee tend
to generate mostly sma#icale household/informal or low skilled jobs, while efficiency seeking
investment, such as that found in automotive and IT hardware, tends to generate high
skilled/technology intensive jobsWhen considering investment policyist critical to acknowledge that

the factors that motivate, dissuade and affect investors are vastly different depending on the business
they are in and the markets they target.

Policies and instruments to attract FDI to Sri Lanka should be guided bgar ¢lision on the type of

FDI that the country pursueCountries often make the mistake of designing investment policies around
the type of foreign investments that they already haves opposed to that, authorities in Sri Lanka
shouldinstead tailor polies to suit the type of investment that they want to grow and the linkages with
the local economy they want to developo do thisauthorities need to identify the types of investors

that are more likely to make a positive contribution to the domestioreany. In turn, the investment
policy that is developed for the country should address the specific concerns of these types of investors
and facilitate generation of linkages and spillovers in the domestic economy.

Investment attraction efforts arenot enough in absence of a stable foundationinvestors seek
macroeconomic and political stability in the host courittgeyond that, they prioritize having access to
qualified staff(see figure below)Factors such as the availability of infrastructure have substantially
decreased in importance in recent years. The size of a domestic market has also become less important
for foreign investors, relative to the premium they put on efficiency and linkgdbal markets.

The views of global investors offer insights that can be used to determine the priorities for policies
and investments aimed at attracting and retaining F'hey also highlight the fact that the ability of Sri
Lanka to become a destitian of choice for efficienegnhancing FDI will require much more than
investment in infrastructure and incentives for investdtsSri Lanka can leverage its economic and
political stability, but additional factors will also need to be improved, inclydin
a) minimizing uncertainty and fostering investor confidence through certainty on policies and
regulations;
b) eliminating unnecessary regulatory and policy obstacles to FDI,
c) investing in education to ensure that the population (and especially the youth)thea skills
demanded by efficienegnhancing enterprises (see below);
d) creating a level playing field that fosters competition and eliminates preferential treatment for
specific public or private players; and

¥ Multilateral Investment Guarantee Agency (2018jorld Investment and Political Risk 2Q1Qultilateral Investment
Guarantee Agency.

1 While many countries have sought to attract FDI through offering incentives to investors, researchm@astlated that
incentives alone can be insufficient to attract efficieryhancing FDI, retention of FDI is low as incentives pose a significant
fiscal strain and investors often switch investment destinations when incentives dry up, and fixing ermablirgnment
deficiencies can be more effective than offering incentives to cover for such deficiencies.



e) establishing a wellunctioning financial sectothat can contribute to the development of local
firms in the ecosystem around foreign enterprises.

Figure 14 main obstacles to FDI Figure 15top Political Risks from 2012013
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Minimizing uncertainty and fostering investor confidence will support greater FDI into Sri Lanka.
Governments have a major role in building investor confidence through ensuring predictability and
consistency in regulatiorthat govern the activities of foreign investors, as well as protecting investor
rights and ownership. Arguably, this confidence is important in attracting efficieeeling investors,
whose business models depend on productivity and reliability of pradimag which can be easily
disrupted by regulatory changesrather than on chap access to natural resourcestidnssuch as the
nationalizationof private property®in 2011 and the passage of a Land Act forbidding the purchase of
land by foreign firms ahindividuals with retroactivapplicatiot’ dzy y SOS&aal NAf & dzy RSNXY A
confidence in the country as an investment destinati®@oing forward,close consultation withthe
private sector will be necessary in order to minimize the negative impactuandrtainty from policy
changes.

Eliminating regulatory and policy obstacles help to increase FAlthough most countries in the world
seek to attract foreign investment, very few countries maintain an entirely open investment regime. A
country can closer protect a sector for legitimate security or cultural reasons, or instead, may use

16 Through the Underperforming Enterprises and Underutilized Assets Act No. 43 passed in November 2011 the Government
nationalized 37 enterprises many#fK A OK KI R F2NBA Iy Ay@SadySydod ¢KS g2NRAy3 27
i2 FTRYAYAAGSNI Wdzy RSNILISNF2NX¥AYy3IQ FaasSdazr fGK2dzaK GKS ONRGSNA
Y Land (Restrictions on Alienation) Act effee from I of January 2013 prohibited the acquisition of land by foreign

individuals and companies with 50% or more foreign ownership. The Act created significant uncertainty to companies through

two provisions: a) The Act stipulates that companies Vas than 50% foreign ownership can acquire land, but must retain the
shareholding mix by at least 20 years (within which term foreign ownership above 50% would make the land acquisition null).

B) the Act has a retroactive effect for the 22 months befemactment, thereby affecting investments already undertaken.



protectionism as a substitute for regulatiqeee table below)These limitations damage the ability of

the country to attract FDI, and especially efficieisegking FDINatural resourceseeking and market
seeking FDI can compensate for the cost of dealing with barriers by getting cheaper access to natural
resources or increasing the product prices in local markets.

Typology
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Table 1: typology of entry barriers to FDI

Types of barriers

Prohibition of foreign
investment in certain
sectors

Restrictions on top
managerial personnel

Discriminatory licensing
requirements

Obtaining investment
approval

Registration or notification
of investment

Obtaining a work permit or
visa

Opening a bank account in
a foreign currency

Miscellaneous procedures

Lack of enforcement

Excessive discretion
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Examples

A country may prohibit FDI in the retail sector by regulating that only
companies owned and controlled by nationals can own supermarkets or

department stores

A country may restrict the appointment of foreigners to the board of
directors and/or to executive-level positions

A foreign investor may be required to meet additional conditions in
order to get a license to operate (in comparison to a domestic investor)

A country may require several different agencies to sign off on
investment approval, causing increased time and costs

Registration or notification requirements may require detailed, forward-
looking information that is time-consuming to prepare

Work permits applications may be onerous and lengthy, and may
impose restrictions on staff mobility

Documentation required to open a bank account may be costly to

collect and slow to process

A country may require that certain foreign documents be certified or
notarized before they can be recognized for establishment

Substantive laws and regulations of the country may be adequate;
however, they may not be effectivelyimplemented and enforced.

Certain informal practices may creep into the system, increasing the
costs to the private sector and reducing the efficiency of the FDI Entry

Framework
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Sri Lanka needs to develop a waliticulated and coherent Investment Policy, clarifying how the
country can use investment to better insert itself into a globalized economy and achieve the
developmentgoals of the countryAt the present timanvestment, trade and other policies relevant for
investmentin Sri Lankare not fully aligned and compatible. In addition, currently Sri Lanka does not
have a modern umbrella legal framework clarifying isiagle instrument the roles of the different
agencies interacting with investors as well as the specific guarantees applicable to both domestic and
foreign investor¥. Further,the lack ofa clearly defined and comprehensive monitoring and evaluation
(M&E) framework prevents authorities fromassessg whether policies being implemented actually

reach the envisaged results.

Suchlinvestment Policy could focus primarily on how to better attract, enable the entry, retain and
link efficiencyseeking FDI with tB domestic economy(that is, export oriented FDI using Sri Lanka as
part of international production processes within global value chains). As part of this process, other
types of FDI, such as marksgeking investmentin certain services industriekey © enhance the
competitiveness of the Sri Lank&conomyshould also be envisaged. Formulating such an Investment
Policy through an internal consultation and collaborative process, could be an important tool for

¥ The BOI Act focuses predominantly on the structure, roles and responsibilities of BOIl and does not explicitly address FDI
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institutional processes and linking the overall policy environntleat impactinvestment.

An Investment Policy should be supported by a statéthe-art investment legislation designed

according © international best practices Such legislatiorshould clearly articulate the institutional

structure, roles and functions of the relevant agencies as well as explicitly differentiate between two key
different government functions: investment regulatiom ¢he one hand and investment promotion on

the other. Further, it should level the playing field between foreign and domestic investors by providing

the latter with the high level of protection provided by international standards. The Investment Law
shouldo S 'y AyadaNHzySyid (2 SyKFryOS Ay@Saia2NRQ O2yFARS
commitment to attracting and retaining investment.

The creation of the Agency for International Trade provides a good opportunityléad investment
policy related issuesUnder the guidance dhis agency, investment policy could be coordinated with
other key government areasfor instance trade, labor and environment, in such a way that different
ministries and agencies could better understand their specifiestduinctions, obligations and lead to a
more articulated investment policy implementation.

The effectiveness of the Investment Policy should be assessed through a monitoring and evaluation

(M&E) framework It is necessary to develop such M&E framewoith wlearly defined and monitored

metrics and performance indicators. With an M&E framework, the Government would be in a position

G2 dzy RSNI I 1S ljdzt yGAGEFEGABS yR ljdzk t A4 GABS |yl feana
and development objedtes. Such M&E framework could measure whether reforms are actually leading

to impacts on key glicy objectives, for instancdanvestment generated, investment retainethe
effectiveness of incentives anthether FDI is generating linkages and jobs.

Strergthening hvestment promotion

Investment promotion is undertaken by the Board of Investmie{BO), but its effectiveness may have

been undermined by competing institutionatasks BOlis a large institution with a widerange of
functions than peer organizations in Asia. Hiee of itsstaff stens from the fact that BOI undertakes a

wide range of functionsincluding investment pronotion; regulatory functions management of
economic zones and trade facilitation servicesother countriesthese functionswould typically be

found in separate specialized agencigsturn, this multiplicity of rolesappears to haveindermined the
.hLQ&a F20dza 2y AVSSHEKXOKEG t SIHA YA KK EesicatedS NOSy i 2F

The effectiveness of the BOI could be improved through streamlining of both its functions and
structure. Streamlining the range of functions that the BOI currently delivers could help the institution

to focus on FDI attraction as a strategicpth 1 @ @ al y& 2F GKS . hLQa SEAAGA
eliminated or reallocated to other more relevant government bodies. Specifically the streamlining of the

current investment screening and approvals processes as described in the section of imiesting

below, and the separation of regulatory and promotional functions, could be a major part of such

NI GAZ2YLFEATIFOAZ2Y ® WSOASSGAYI . hLQA &l FF NBazdz2NOS3



would help ensure that the promotion efforts@adequately staffed and can effectively deliver against
agreed FDI goals.

Investment Agency TotalStaff ‘ Functions

BOI Thailand ~ 300 Investment promotion and facilitation, administration of ti
incentives, assistance to investors on the provisiorvisas and
work permits, business Support Services (information, site v
contacts. One stop shop investor center.

BOI Philippines ~220 Investment promotion and facilitation. Supplying knowled
based market information, sector studies and businessibility
studies, linking investors to the services chain and matching t
with foreign and local business partners. Coordinator of In
Philippines (multagency initiative).

Invest Korea ~ 280 Foreign investment promotion, investor information sies,
aftercare services, onen-one investor consultation service
Sector studies. Onstop Administrative Services Center.

BOI Sri Lanka ~ 1,300 FDI promotion; various regulatory functions; management
economic zones and trade facilitation services

'y C5L LINRY2GA2Y &GN) GS38& &K?2dz RfordigR Byestokswe]f NR [ |y
as identifying clear sector priorities for proactive promotion, based on strong comparative and
competitive benchmarking and new targeting methodologieAt the present time the GoSL has

identified priority sectors for FDI. However, the list of priority sectors is very extensivethaend

articulation of what would make Sri Lanka a competitive location for investment in those sectors relative

to competitor locationsis not well articulated In practice, having too many priority sectors is the same

as having no priority sectorfn this context, a streamlined identification of sector priorities based on

sufficient analysiwill likely enhance the ability ahe BOI to focus efforts andevelop the required

sector expertise.

{ G NBy 33(KSyY A yhdestriert $romotion. Eapacity will require strengthened institutional

capacity.

More effective investment promotion efforts will require staff with relevaskills enhancement of

investment promotion processes through adoption of stafehe-art techniques strengthening the
hLQ&a | TS NDlevwBgeeLdtinglirddstor® in a way that promotes second and third

generation investmentsand a weldesigned M&E system for investment promotion in order to assess

the effectiveness of the FDI promotiefforts.

A review of the management and development of economic zones within the contextltd national

investment strategycan enhance tbir effectivenessThe model for managing and marketing the zones

has remained unchangealver the recent decades despite significant changes in global markets and in

(KS O2YLISGAGADSYSaa 2F 20KSNI O2dzy ( NA Saile mhreey Sa &
demand assessments, as well as a lack of assessment of supply side factors, such as availability of
infrastructure, labor and utilities for each zone has made sector focus somewhat ad hoc and ineffective



in many of the current zones. Similagyoactive sectotbased investment promotioappears limited in
marketing of thezones. A full market assessment as part of any plans to develop further zimes
necessary in order to ensure that there is demand for thBeyond that adetailed master pla to steer
the development and marketing @conomiczonesis needed

Streamlining nvestment entryprocesses

Discussions with the private sectbtindicated that there are three main challenges affecting the
establishment and entry of investors into theotintry: first, cumbersome and slow entry procedures;
second, access to land and third, ownership ceilings to foreign investors in many sectors. These areas
are further elaborated below.

First, even when companies decide to invest in Sri Lanka, the protmsentering and establishing

their operations in Sri Lanka is complex and can be very time consumkigst, the investment
approval process is a key impediment. Investors investing under the normal laws of the country need to
obtain an approval under $gon 16 of the BOI Act and those seeking certain support measures need to
obtain an approval under Section 17 of the BOI Act. While Section 16 investment approval entails a
relatively short process, Section 17 process is longer and more time consuahitiges lasting several
months.

Delinking the investment entry approval process from the granting of incentives can help streamline

and simplify the entry processAt present, approval by BOI is required both for projects that benefit

from supportmeasures and for those that do ndowever,80% of countried have eliminatedentry

F LILINE @1 f LINPOS&a8 NBFSNNBR (2 a 4aONBSyAyaé 06SEOS
only a simple registration process exists. In Sri Laglkajnatng investment approvalgrhen support

measures by BOI are not sought investorsOl'y KSf LJ FNBS dzLJ . hL Q& NF &2 dzNJ
investmentestablishment and reduce transaction costs for both the government and investtitere

support measuresra being sought by investors, Sri Lanka may consider further streamlining procedures

to ensure that they are transparent and naliscretionary.The establishment of a One Stop Shop for

foreign investors may help to reduce some of tregulatory difficulties for establishment of new

investors in the country (see bd.

Box 4 Addressing regulatory obstacles through a One Stop Shop for foreign investors

The GoSL established in May 2016 a One Stop Shop (OSS) to facilitate the establishment of
investment in the country.The OSS is expected to reduce lead times for investment approy
facilitating the interaction between investors and the regulgtagencies involved in approval of ng
investment$®. This is a positive initiative given the fact that at present, foreign investors seek

Based on interviews conducted by the World Bank during 2015 and 2016

VL 2dNDSY 22NIR . Fyl1Qa Ly@gSatiy3d | ONRaa . 2NRSNA 5FilotasSs &
frameworks worldwide.

z Ministry of Provincial Councils and Local Government, Inland Revenue Department, Sri Lanka Customs Departmbat, Colo

Municipal Council, Department of Immigration and Emigration, Central environmental Authority, Forest Conservation
Department, Urban Development Authority, National Water Supply and Drainage Board, Ceylon Electricity Board, Sri Lanka



establish operations in Sri Lanka face high transaction costs and lead times to obtain all ne
approvalsfrom multiple regulatory agencies wheestablishingoperations in Sri Lanka In this
context, a welfunctioning OSS might facilitate the establishment of new investment by enha
clarity in approval processes and timeliness of response from regulag@nycies.

One stop shops for investment entry can be an important mechanism to support investiys
helping them understand requirements, navigate through procedures and institutions, and streg
those procedures. It is also an indication to poteitia A y S&a 02 NA 2F (GKS
prioritizing and providing support.

But international experience over a number of decades indicates that it is very difficult to estab
and even more difficult to sustain successful OS38any OSS have & set up worldwide but hav
subsequently failed due to a decline in political support, insufficient legal foundations, uf
operating procedures, a tendency for line agencies to take back their delegated staff and fun
lack of accessibility fordth geographical or virtual onstop shops. Lessons learned from glo
experiencec including unsuccessful effortsOF' Yy AYF2NYXY {NRA [l Yy1 Il Q&

OSS. The following are some key considerations to enhance the effectivenéss rafwily created
OsSsS.

a) Clear strategic vision and mandate: Successful OSS have clearly identified objecti
sufficient mandate to achieve them. The mandate is a particularly important consider
given the fact that OSS usually need to interact wétious regulatory agencies.

b) A welldefined legal framework: The operations of OSS often require a legal and/or regu
foundations to operate.

c) A welHunctioning operational process: rather than formalizing inefficient proces
successful OSS -emgineer processes to improve efficiency for both government
businesses.

d) Adequate institutional capacity: Successful OSS have institutional capacity (including st
systems) commensurate with the scope and complexity of their task. Shortcominlgs
capacity undermine the effectiveness of the OSS and often transform them into addi
hurdles in the approval process.

e) A welldefined monitoring and evaluation framework: Successful OSS have defirlgd key
performance indicators (KPIs) thate constantly monitored versus actual results. KPls
designed to fully reflect the expected results of the OSS. The monitoring and eval
framework has also wetlefined processes to identify and address deviations betw
expected and actual regsl

Second, difficulties in gaining access to Land has been a critical constraint for further expansion by

investors.Under the recent Land (Restriction on Alienation) Act 2014, a foreigner, foreign company or a
company with 50% or more foreign shareholder is prohibited from owning land in Sri Lanka. Investors
also reported that the process of leasing land in Sri Laskauinbersome since it involves multiple

Land Reclamation & S @St 2 LIYSy i [/ 2NLR N} GA2Yy T LYLRNI 9 9ELRNI
Department, Department of Registrar of Companies.

#The World Bank conducted interviews with various foreign investors during diagnostic missions undertakénan®016.
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government agencies, is time consuming (can take even up to a year or more) and requires payment of
upfront 15% tax for the period of the entire lease.

Third, thereare substantive restrictions on foreign investmérwhich act as a deterrent to investors
looking to invest larger volume of capitaFor example under the BOI Act, foreign ownership in sectors
such as education, freight forwarding, travel agency, shipping agency and mass communication is
restricted to 4@6 and can be increased only upon approval by BOI. The rationale for libasers

should berevisitedin light of the vision of the government for economic transformation

Improving nvestment retentioni KNR dz3 K Sy KFyOAy3d Ay @Saiz2NBQ O2yFARS

The lack bwellS&a i 6t AAKSR YSOKIyAaYa (2 HaRRNdatieimpattdSa i 2 N
on retention and expansion of existing investmentsvestors both domestic and foreigfnconsistently

report lack of regulatory transparency and excessive discreisrkey constraints to theiongoing

operations andnvestmentexpansion suggestingow levels of implementation of investor protection
LINAYOALX Sa LINPBARSR Ay {NA [ Iyl ©@ansukasonsSwith/ theli A 2 y |
private sectoffurther suggest thabne reason for lack of implementation may be that many government

agencies are not fully aware of the types of obligations they have towards investors under IIAs and other

laws and regulations of the country.

The implementation of a Mehanism for Investment Retention and Confidence (MIRC) has the
potential to effectively address investor grievances and enable retention and expansion of
investment, as well as prevent investestate disputes. At present, Sri Lanka does not have a
mechanisn (apart from legal recourse) that addresses investor grievances arising from adverse
government actions. Neither does it provide aftercare services to invesiarsresolve grievances
private sector engages iad hocconsultations with the relevant agencie&part from being costly for

both investor and the government, legal recourse negatively impacts the relationship between the
investor and the government and discourages investors from continuing with their ingastm a
country’®. Retaining existing investors and encouraging them to expand operations is therefore a
potentially important source of FDI for Sri Lanka that should be further leveraged. Content investors
already in Sri Lanka can also be a source of gnddicity for the country.Thus, a MIRC as well as
general aftercare services would greatly benefit existing investors.

There is potential to strengthen the domestic legal amqmblicy environment. Analyzing{ NA [ | Y1 I Qa
international investment commitmentgersusdomestic lawsyoverningFDImay reveal gaps in investor

protection. A consolidated legal framework for investment can substantively upgrade the domestic legal
framework by providing the same level @rotection to both domestic and foreign investors.
Furthermore, aligning domestic laws and regulations with the provisions of international investment
FaANBSYSyida 02y Ot dzZRSR o6& {NR [yl FYR NBY2@Ay3 Ay
to the threat of international arbitration.

% 30urce: World Bank Enterprise Surveys 2011 and consultations conducted in 2015 and 2016.
4 Anecdotal evidence suggests that certain foreign investors have cancelled expansion projects due to adverse government
conduct.



Strengthening the efficacy dhvestment Incentive$

Investment incentives can be used to attract FDI to Sri Larikaey are likely to be most influential
when investors are wavering between similar options, and nmvlaecountry already has a favorable
investment climate. They can be used to compete for potential investors; to encourage certain business
practices; and to attract investment into priority regions and priority sectors.

As Sri Lanka seeks to attract andctain more transformative FDI it will need to analyze the
effectiveness and adequacy of incentiveBicentives can come at a significant fiscal cost and can
disrupt market dynamics through, inter alia, the creation of an uneven playing field. The effiestive

and efficiency of tax and other financial incentives for FDI are affected by the presence of obstacles to
foreign investment. Analysis of the efficiency of incentives in generating and retaining the type of
investment that Sri Lanka seeks, and thdfeetiveness on fostering different policy objectives, can help

to inform policies.

Table 2 modalities of tax and financial incentives

Tax incentives Financial incentives

e Tax holiday or lower tax rate * Cash grants on proof of start-up, or
* Investment aIIowan‘ce_ Direct grants & after x.years of operation
* Accelerated depreciation . * Matching grants
. . cost-sharing schemes - . L
Income tax * Special deductions * Public sector equity participation
’ Exemp:d |?come o Reduced market * Public land or buildings sold to
sl e e valut?s./ direct investors at below market values
* Tax rebate/credit provision of land
. . * Reduced rates on public utilities
* VAT zero rated goods Low input prices from ..
. . . (e.g. electricity, water) and
Value added * Exemption from import VAT para-statal companies S
tax (VAT) * VAT exemption (domestic P
sales.) . Lending instruments * Soft loans
* Remission from VAT -
and guarantees * Interest subsidies
Customs duty .
¢ Duty exemption * Loan guarantees

¢ Duty remission

Traditionally, Sri Lanka has relied on a variety of investment incentives to attract investmimthe

past several years, the Government of Sri Lanka has adopted a number of changes to its incentives
regime. Notably, in 2011, the Board of Investment (BOI) moved from providing a separate set of
investment incentives to instead largely follow thodéeoed by the Ministry of Finance under the 2006
Inland Revenue ActSubsequentlyjn 2014, an amendment to the Inland Revenue Act discontinued
granting new tax holidays for most investment undertakings. More recently, the 2016 Parliamentary
Budget Speecmade reference to new incentives to be offered including those to promote investment

in lagging regions.

At the same time, Sri Lanka is facing a letgm decline in fiscal revenue, coupled with high public
debt which reduces the ability of the countryo continue foregoing revenugprompting the need to
rethink the role of investment incentive going forwardlrax revenue to GDP was 24% in 1978, declining
to 15% in 2000 and reached 12% in 2013. Particularly in this current environment of changingencenti

% This section draws from findings of the technical assistance provided by Hania Kronfol (Investment Policy Officer).



policies and growing budgetary constraints, the Government of Sri Lanka has come under pressure to
improve the governance of its incentives regime, and increase theeffesttiveness of incentives in
attracting investment and fostering different poliopjectives.Under the recently agreed program with

the IMF, theincentives under the Special Development Projects Act and the BOI Act have been
suspended and will likely be derogated through amendments to these acts. The suspension of the
current incenties framework presents a good opportunity to-tténk the role of incentivesand
determine what incentives may be affordable to the country going forward and how to enhance their
efficacy.

{NRA [FyllFlQa AyOSyiAaA@dSa NBIAYS oite ddign Nd QueSHA T SR
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longerterm projections for business operations and profitability. In Sri Lanka, the incentives regime is a
notably dynanic one, involving both minor and major changes over the past five years. There is a
practice of updating the incentives regime on an annual basis based on priorities set out in the
Parliamentary budget speech. Arguably, it is important for a country tiogieally review its incentives

regime based on codienefit considerations, a shift in government priorities, and/or changing market
conditions. However,the frequency by which these changes occur in Sri Lanka, coupled with a lack of

clarity, as well a®f underlying economic rationale around the revisions, contribute to an unpredictable
business environment for investors.

It is important to enhance the governance and administration of the incentives regimenumber of
different actors may be involekin the governance and administration of incentives, without clear
delineation of their roles and responsibilities. Although the Government has made efforts to unify the
coordination of incentives under the sole purview of the Ministry of Finance, themeains some
ambiguity regarding the role of BOI in granting distinct incentives. Notably, for example, the authority
of BOI to grant tax holidays under the BOI Act and Regulation No. 2 of 2006 was never formally
rescinded. Since August of 2015 (followimgcertainty around the 2015 Budget), the BOI has been
following these older 2006 provisioni effect recreating an alternate incentives regime. Moreover,

the BOI has traditionally played a role in developing tax packages for projects approved under the
Strategic Development Projects (SDP) Act of 2008. Under this Act, projects designated to be of strategic
importance to national interest, with Parliamentary approval, may receive preferential tax incentives,
including tax holidays. Although the 2016 Bad Speech announced that no more projects will be
approved under this Act, it is not clear whether these packages may-in¢rogluced at a later stage. It

is important that investors are approached with a coherent incentives regime under a governance
framework that supports clarity and transparency. These attributes should be codified in such a way
that minimizes discretionary application, different interpretations, and frequent or arbitrary changes.
While different agencies may be involved in attractingestment, their actions need to be aligned, and
their roles, responsibilities and authority clearly delineated.

Similarly, thelegal framework pertaining to investment incentiveis complex. The Inland Revenue Act

of 2006 involves a lengthy and expare web of provisions, and includes an overlapping mix of
procedural and substantive provisions. Numerous additions, deletions and amendments to the Act have
made the text hard to follow and have largely obscured its original organizational tenets. iRgllow



international good practice, Tax Codes should be organized around key tax principles, and use plain and
simple language, such that they are easy to understand and promote consistency in interpretation.
Particularly if incentives are to attract investo the legal details supporting these incentives (including

the types of incentives offered, the eligibility criteria, and reporting requirements) should be easy to
locate and comprehend.

The way forward: redesigning the incentives framework

Conducting he systematic calculations ofak expenditue, estimating the revenue foregone through

the provision of tax incentivesis a necessary first stepCurrently theseare not calculated
a2ad0SYFGAOKffte YR NB3IdzZ I NITe& o0& (UKS D2@SNYYSyido
incentives regime should be reviewed periodically to include analysis of the cost and benefits of
incentives. But without a coordinedl system to accurately collect and review information on the
revenue foregone (to include corporate income tax exemptions, Customs exemptions, and VAT
exemptions), the Government will struggle to estimate the costs associated with these inceqtives
hampeing further analysis on their effectiveness. This lack of systematic data collection in Sri Lanka is
compounded by the practice in which firms receiving tax holidays are not required to file income tax
returns.

Similarly, it is necessary to conduanaysis of the costs and benefits of incentiveeand the economic

rationale for revisions to the incentives regimeWhile a number of changes have taken place over the

LI &4 aS@OSNI € @SINAR NBfFGAYy3a G2 {NR [ I yidoesed Ay OS\
revisions) are not readily supported by an evaluation of the -bestefit implications. As such, it is
OKIfttSy3aAay3a (2 RNIg¢g adzmadlyirgsS 02y Ofdzarzya 2y i
attracting investment and fostering otheioficy objectives. Implications related to government revenue
comprise an important part of such reviews, but it is equally important to address other objectives
considered a priority by the Government, including for example, investment generated, jdmoraad

export promotion. If Sri Lanka is to adopt a targeted and smart incentives regime that maximizes value

for money, this type of codbenefit assessment would be critical to underpin the design and application

of their incentive instruments.

The Government may benefit from adopting a more targeted set of investment incentive3he
Government has made efforts to limit the use of tax holidays, which are considered rather blunt
instruments for attracting investment. A variety of other tax instrungenparticularly those that are
performancebased (e.g. linked to investment levels or jobs created) or those that promote skills or
innovation may be more effective in achieving different goals across various sectors. Understanding
firm-responsiveness acss different activities and tailoring the incentives regime accordingly could help
the Government increase their cesffectiveness.



5. Enhancing innovation and entrepreneursHip

Sri Lanka is embarking on an ambitious journey of economic transformation glubal integration,
wherein innovation and entrepreneurship are key drivers of competitivenes3he focus of the Sri
Lankan authorities is to rebalance its economic growth model to being more open, private-lsettor
knowledgeintensive, and one that sicessfully develops and sells higher value goods and services in
global and domestic markets. Three actions to enable this transition involve: (1) revitalizing export
oriented small and medium enterprises (SMEs), (2-fasking the formation and scalingf growth
oriented startup companies and (3) rationalizing and upgrading the research and development (R&D)
sector in Sri Lanka. Each of these actions will require very distinct yet highly complementary set of
initiatives to achieve the desired resultsAll three actions are essential elements of the economic
modernization process Sri Lanka is undertaking to improve its competitivenegsisists competitors

in the global economy.

{ NA [ I y“WaF eeénomidderfarmance is encouraging but the tisition to upper middleincome

status is not guaranteedWith the cessation of the protracted armed conflict, a new era of opportunity

KFrd RFEgySR® ¢KS O2dzyiNEBEQa &0GNIXGS3IAO 3IS23INI LIKAOIf
human development indators, and human and environmental assets, position it well for the transition

out of lower and beyond. However, the transition to midiheome status will be challenging. Sri Lanka

is already competing against cheaper labor in neighboringimmeme ecoomies (e.g. Bangladesh,

Cambodia and Laos) and with higher productivity, technologically sophisticated economies (e.g.
{AYy3FLRNB:Z alfleéail FyR {2dz2iK Y2NBlIO0O® ¢KS OKIFff S
ratio has halved in the last decadbge proportion of high value exports in total exports is very low, and

the global market share of exports is declining.

Innovation and entrepreneurship offer potential for transformational impact on the Sri Lankan
economy.The transformation to upper mitle-income status essentially requires a transition from an
economy largely driven by commodity products and relatively inexpensive inputs to production (e.g.,
labor) to a knowledgéntensive economy focused on developing and commercializing high value
products and services. Innovation and entrepreneurship can be key in this transition as they are the
source of the development and commercialization of these new products and services. This
transformation would need to be driven by a growth oriented agetidd leverages:

1 Export oriented SMEs with strong growth potential
1 Growth oriented startup companies
1 Industry-facing research and development capabilities

% This section was prepared by a team led by Natasha Kapil (Senior Innovation and Entrepreneurship Specialist) and reflects the
findngs& GKS G{NR [lFy]l}lt LYyy2@8FrGA2y IyR 9YyUGNBLNSYSdzZNEKALI 5A 3Iy2a



Enabling Export Oriented SMEs

Sri Lanka can strategically leverage its islands of excelle&re.anka boasts a few important global

brands howeverthese are relatively small islands of success within the island of Sri Lanka. The
OKIttSy3aS Aa (2 fSOSNI IS G(KS GArarzys fSIRSNEKALX
anchor firms and mpatly expand the number of highly successful Sri Lankan firms selling high value
added products and services globall@ne key area of focus is to enable export oriented SMEs to

achieve greater success Traditional sectors and emerging industrial vetccould benefit from a
combination of the following initiatives, including:

Reintroducing incentives for technology adoption

Developing channels for greater access to supply chains and international markets
Strengthening the national quality infrastruce (NQI)

Addressing technological skills gaps

= =4 =4 =

Building linkages between the larger anchor enterprises and export oriented SMEs could be an
important way to facilitate integration with global value chains and new market§his approach
enables SMEs to iid their market knowledge, understand product, quality, and service requirements in
international markets and pursue a growth strategy that involves both the use of existing technologies
as well as development of new high value products and services.

Enaling and Scaling Growth Oriented Stdups

Another area of focus is to enable and scale growdhiented start-ups in Sri LankaGrowth-oriented

start-ups are often the source of innovative business models, products and services that can have a
transformt 0 A @S SO2y2YAO AYLI Ol ! fiK2dAK {NRA -Updig 1 Qa L
very limited, there are signs of progress and early indicators of success, particularly in the area of digital
entrepreneurship and tourism.

Competitors areaccelerating the innovation race by enabling their staup communities through
comprehensive ecosystem approaches. Y WI y dzF NB (G KA a @& SelBlEL yLIRAR ASl  LONRdARy
that provides three years of taixee environment for newly formed statps (including an entire

package of regulatory simplification and incubation activities specially tailored forugia)t Just this

month, Indian authorities announced an integrated national intellectual property rights policy to
strengthen the confidence dbreign investors keen on manufacturing products with high value IP in
LYRALF 6F RSGSNNByld F2N YdZf GAyFGA2ylta GKFEG R2yQi
reveal sensitive intellectual property). Singapore, Korea, China, and many Adfen countries, have
developed robust national innovation agencies that stimulate early stage innovation inupgnia

publicly funded schemes and establishment of shared infrastructure, and have also leveraged private
angel and venture capital inviess to finance the scaling of staups. If Sri Lanka wishes to attract and

raise regionally or globally oriented startups it must focus on creating a simplified and enabling business
environment with a supportive innovation and entrepreneurship policy. mi



{NRA [lyllIQad LRftAOE IyR NBIdzZ I 62N SYyGBANBYYSYild ySS
and scaling of growtkoriented startups. Actions toaccelerate startup formation or improve their
growth prospects include, but are not limited:to

9 Eliminating the costs associated with starting up and closing an enterprise (Sri Lanka recently
introduced a minimum Rs. 60,000 annual tax on enterprises and a Rs. 250,000 tax on enterprise
closures that is creating substantial concern in the st@rcanmunity and could deter potential
entrepreneurs from formalizing or starting altogether)

1 Resolving payment gateway issues to enable swift electronic fund transfer from abroad,

particularly important for new exposbriented firms with international clients

Liberalizing labor laws to allow-gtaffing of startups as they business models pivot

Announcing the capital gains tax rate; uncertainty around the rate is causing consternation

among stariups and particularly their international investors

1 Enabling acess to early stage innovation finance, incubation or acceleration and shared
infrastructure facilities

1 Raising awareness around the distinct growth patterns and needs of-igtartamong
government agencies (e.g., Inland Revenue, Central Bank) as wedl laesnkking sector to create
a conducive environment in which the Sri Lankan st@arcommunity can thrive.
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The Sri Lankan statip ecosystem has a globally connected heartbeBigital entrepreneurs typically

tend to be the first movers in most nascenhovation ecosystems as the barriers to their formation and
a0l tAy3 GSyR G2 0 8pldnédsgapeNgonjindikd by digya] énttearenduis! Modt of
these startups are adapting proven business models to local circumstances and considgjimmate
markets to scale. Going forward, it will be important for Sri Lanka to nurture-gparbeyond digital and
SylrotS dKz2asS GKIFIG INB gAattAay3a G2 G11S 2y o624K (S
potential is the impressive proportionf atart-ups with diaspora or foreign elmunders. These staiips

are well versed with global technological trends, highly networked with investors globally and active in
global markets. In short, they offer a fast track option to rebalancing the priwat®islandscape in Sri

Lanka (beyond large anchor firms and SMESs). This is a unique opportunity for Sri Lanka to catch up with
progressive countries in this important dimension of growth and take definitive actions to address the
distinct needs of the exiiig and future stadup community.

Upgrading and Rationalizing the Research and Development Sector

ForamiddleA y O2 YS O2dzy iNE FALIANRY3I G2 SYOIN] 2y | 1y2é
expenditures on R&D are dismally low (0.16 percent@®DP), and enterprise R&D is insignificasi
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public spend), particularly in comparison with countries like Vietham (0.18 percent), Thailand (0.25
percent), Malaysia (1.0 percent) and India (0.81 percent). Low enterprise R&D investments put Sri Lanka

at a severe disadvantage when attempting to compete with countries in the development of high value
products and services, attracting R&D leaders and fosterirgigio direct investment (FDI).
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enterprises have demonstrated considerable success by harnessing R&D as part of their growth strategy
and in order toavoid being eliminated by downward wage pressures or disrupted by global innovation
trends (e.g., MAS Holdings). Further, institutions such as the Sri Lanka Institute of Nano Technology
(SLINTEG)a unique publigrivate partnership model that brings gether an interdisciplinary set of
anchor firms in Sri Lanka, Industrial Technology Institute (ITI), and the University of Moratuwa have all
made considerable progress in developing R&D capabilities to deliver value to Sri Lankan enterprises.
The Sri Lanka authorities would do well to celebrate the practices of these firms as examples of
domestic success that can be emulated.

However, if the Sri Lankan research sector is to become relevant and provide timely innovation inputs
to the private sector, the éllowing major challenges need to be addressed

1 Severe fragmentation of research institutions and inadequate policy environmeFere are
around 44 research institutions and 17 universities in Sri Lanka. In general, there is little
scientific research beg conducted at global standards and incentives at the institutional and
researcher level are not calibrated to incent either research excellence or relevance to societal
or industrial needs. As a result, research programs are fragmented, supply drivenaadiy
becoming irrelevant to private sector needs.

1 Severe underfunding of the R&D SectdBiven the severe fragmentation of the R&D sector and
limited public funding for R&D, programs are generally unable to conduct research that is
impactful. It is &0 increasingly difficult to attract and retain high quality research staff into
these organizations and brain drain has become a major concern. Many of these institutions are
already in decline and on a path to failure if the current trends continue.

1 Dominance of the Public Sectotn most developed economies, the private sector accounts for
well over half of R&D spending. In Sri Lanka, the public sector dominates R&D funding. Steps
need to be taken to foster greater private sector investment in R&D iandvation more
broadly. Given the limited fiscal space, Sri Lanka has a unique opportunity to reorganize its
public resources to leverage firm level investments as well as public private partnership models
within verticals (e.g. SLINTEC).

1 Weak Intellecual Property regime (IPR)here is no national intellectual property rights policy
that would establish clear guidelines for the transfer of publicly funded research or create
incentives for technology commercialization with the private sector. The NatiBatent Office
also needs a complete overhaul in order to meet future demand from the private sector.

Towards a reform innnovation and entrepreneurship

Enabling innovation and entrepreneurship in Sri Lanka involves building and supportingtagrated
system with many stakeholders and actars When considering the establishment of an enabling
environment, there are a number of initial steps that will be critical to success.

One of the first steps is to create a robust fast track environmeéor start-ups that fosters the
development of enterprises focused on developing and commercializing innovative products and
services based often on early stage technology emerging from public and private R&D operations. Key



actions to be taken involveseablishing a friendlier and more conducive IP policy, regulatory, tax and
financing environment for stastip enterprises.

A second step is to enable vertical integration of SMEs in order to produce higher value products and
servicesand facilitate accss to international markets. Key actions to be taken involve enabling SME
access to supportive R&D infrastructure and activities, supporting access to relevant technology
available internationally, and fostering SME linkages with anchor firms and relgiodial markets.

A third step is to rationalize and modernize the R&D sector in Sri Lanlkaey actions to be taken
involve refocusing the R&D sector on creating value for society and the private sector (particularly in
support of SME and stattp enterpiise success), strengthening the IPR regime to foster the
development and protection of high value technology, and consolidating the R&D sector as necessary to
improve performance, increase cesffectiveness, and build valuable relationships with the peva
sector.
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TorIC SHORFTERMRECOMMENDATIONS MEDIUM ANDLONG TERMRECOMMENDATIONS

(WITHINSIX MONTHS (MORE THAISIX MONTHS

Startinga { Complete computerization atcords at 1 Introducea Single Identificatiorior

business RoC, and link database with Inland companiedo be identifiable across
wS@SydzS 5SLI NIYSyi{ databases at the different government
database entities

1 Implement aone-stop shop (OSS) that 1 Approve and implement amendments to
allows new companies to register with thr  the Companies Act to simplify the
multiple entities involved in company requirements related to havmman external
registration company secretargnd eliminate the

requirement for a piblic notice of
incorporation in the Gazette and
newspaper

1 Introduce paperless online registration

Dealing 9 Implement full computerization of 1 Introduce fully operational system for

with construction permitting records at CMC electronic document submission

constructi  f Conduct comprehensive assessment of { Introduce and fully implement riskased

on constructionpermitting procedures at inspections during construction

permits CMC to identify current bottlenecks, and { Implement workflommanagement system
implement improved workflow for filing, processing and tracking

construction permit applications

9 Introduce service standards and
accountability measures for Colombo
Municipality officers

9 Assess potential introduction of reliable
liability and insurance systems fibre
construction sector

Registerin  { Complete digitization of registration 1 Introducestandardized sakpurchase

g records and cadaster for Colombo, contracts (deeds of transfer), amdnsider

property allow for electronic records searching ant  changes to the role of notaries
encumbrances checking 1 Link databases related to land registratio

9 Conduct an assessment to identify qualit  information at CMC and land registry, an
Al LA Ay { NAland dowehan€2 introduce single windoweombining
regime property transfer processes at the two

locations
91 Make official statistics tracking property
transfers available to the public

Getting 1 Upgrade infrastructure at credit bureau tc § Develop credit scoring and provide it as ¢
allow inclusion of notiinancialdata additional valueadded service in cred




credit

(insurance, telecomgitilities, retailers)n
the longerrun
1 Approve and implement new Secured
Transactions AqR015)allowing for
secured transactions in movable collater:
ensuring that it includes international bes
practicessuch as:
0 Unified legal framework that
extendsto creation,
publicity and enforcement
of security interests in
movable assets
o Allowing general descriptior
of assets, depts. And
secured obligations
0 Ensuring that the movable
assets collateral registry is
indexed by borrower and
unified geographically, wh
an electronic database
AYRSESR o6& R
searchable online
o t NPGSOGAY3a &°¢
rights by providing clear
grounds for relief from stay
and/or a time limit

reports

9 Expandeach of credit bureau tinclude

data fromnon-financial andmicrofinance
institutions

Protectin
g
minority
investors

9 Revise and amend the Companies Act o
2007 and other relevant regulations to
strengthen minority shareholder rights
and protections including:

0 Allowing minority
shareholders to access
relevant company
documents, and eaisgthe
requirements governing the
identification of documents
requested

0 Requiingd K| NBK 2 €
approval for the issuance of
new shares, and
automaticdly graning
shareholders preemption
rights on new shares

o Baring CEOs from also
serving as Chair of the boar
of directors

0 Requimgthat the




compensation of individual
managers be disclosed

Paying 9 Conduct gprocessmappingexercisgo 1 Simplify the Inland Revenue Act to
taxes simplify the current tax administration as  facilitate the administration of the tax
first step towards an efficient system and improve tax compliance
administration 1 Simplifythe VAT framework with the
9 Test run and evaluate RAMIS online objective of establishing a single bread
taxpayer registration and filing system based VAT legislation administered unde
capabilities and gradually expend its asingle implementation framework
application 1 Strengthen current audit practices with
1 Introduce periodic axpayer percepbn the objective of moving towards a
and compliance survey functional riskbased audit system
Trading 1 Identify opportunities to streamline 1 Enable fully electronic, paperless
across documentation requiremsts for export submission of documents and payment t
borders and import Customs and Port Authority

9 Conduct a multagency review of trade  § Fully implement best practices in
information availability, and develop an processing and auditsich agisk

online National Trade Portal Website managemensystems pre-arrival

1 Update Customs Ordinance and other la=  processing and postlearance audits)
and regulations to allow fahe 1 Connectrelevantagencies througlan
implementation of best practices in electronic single window

processing and screening oétted
merchandisesuch agisk management,
pre-arrival processing and postearance
audits

Enforcing 9§ Develop comprehensive and verifiable Use the data collected at the couris

contracts court statistics to allow for the introduce accountabilityneasures and
identification of causefor delays at the improve efficiency
courts 9 Pass amendment® Civil Procedure Code
9 Conduct a assessment of court processe to reduce delay$or commercial disputes
and the legal framework to identifgnd 9 Publish more detailed court data once
address underlyingauses of delays data collection has been completed for a

least a yearand make publicly available
judgments in commercial cases

9 Introduceautomated case management
sygems at courts

1 Implement good practices in use of
electronic systems for filing of summons,
service of process and payment of court
fees such as electronic filing, electronic
service of process, andeefronic payment
of court fees

Resolving 1 Revise and implement new 1 Invest in the capacity of the institutions
insolvenc Companies Act chapter to allow for  handling insolvency cases, and in
restructuring of viable businesses reguldions and training for practitioners




facing insolvency, and ensure that
good practices for restructuring are
implemented, such as:

o Allowingthe continuation of
contracts supplying essenti¢
goods ad services to the
debtor;

o providingfor the possibility
of the debtor or
administrators to obtain
secured and unsecured
financing after
commencement of
insolvency proceedings, ant
assign priority to post
commencement credjt

0 Requiringhat dissenting
creditors in reorganization
receive at least as much as
what they would obtain in a
liquidation;

o Dividingthe creditors into
classes for the purposes of
voting on the reorganization
plan (with each class voting
separately and with
creditors in the same class
treated equally).

1 Introduce legislation strengthening
ONBRAG2NEQ NRAIKGaA
insolvency proceedings

9 Explore establishingn expedited
framework for SME insolvency




Annex 2:Recommendations on trade facilitation stemming from the
Sri LankgWTO TFA Validation and Reform Map

TFA Article Recommendations

Short=< 1 year; Medium=< 3 years; Long > 3 years

Institutional (1); Processs, procedures, and operation®); Lawsnd Regulations (LR);

Information Technologyand Automation (IT); Capacity Buildingraining, and Human

Resources (HR); Facilities (F); Analytical (A); Information Disseminatioi

Communication (C); Strategy and Policy (SP)

1.1 Short
Publication 1 Review dlpublications produced by border agencies and in consultation with the
business communitydentify and fill gaps in available information. (P)

1 In consultation with the business communitgientify easily accessible points for
obtaining publications dealg with processes, fees, penalties, and appeals. Thesg
points should typically be the enquiry pointsee 1.3.4,P)

Medium

1 Ensure all laws, regulations, directiyaad procedures involving all border agencie
are published and made easily availablehe public in Colombo and in other majo
towns.(l, P, F)

1 Review agency facilities and resources, including staff numbers and training, to
successfully deal with increasing volumes of information requests. (F, HR)

91 Issue clear guidelines on tinfiaes forpublishing information and answers to
gueries. (L)

T /7 fFNRARTFE 6A0K GKS .déand addaticdlste xraf gl N
action to mitigate issues. (L, P)

1.2 Short
Information 1 Clarify and ensure legedquirements exist or promulgate the need to have all lawy
Available regulations, orders, guideand forms to be made available on thd@ernet. ()
through 1 Review the management, operatipand content of the Customs website to ensure
Internet that information is comprehensiveasily accessibland current.(P, IT)

1 Develop and provide lontgrm support for a quenrpased, useprientedtrade

information portal that contains all tradeelated regulatory informationThe
decision to develop a national trade portal has not beesde, and consequently the
design has not yet been determined nor have the procedures, roles, and
responsibilities of stakeholders been defined. It is recommended that design ang
implementation of any future national trade enquiry portal should be alignetl wit
international best practices. (Background and additional guidance on the trade
principel YR 0SySTAdGa Ol y 0S8 sit€ éindeyiibeveloping & K 3



http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/TRADE/0,,contentMDK:23232721~pagePK:148956~piPK:216618~theSitePK:239071,00.html

Trade Information Portsté ¢ KSaS KIF @S 06SSy AYLX SY
Democratic Republic and Lesothf, L, P, IT, HR)

Medium
1 Provide support to ICTA to further develop and implemegbgernment services in

the traderelated agencies. (I, IT)

1.3
Enquiry Points

Short
1 A feasibility study should be undertaken to ascertain the following (A):
o Ifit would be appropriatéo expand the Onestop Shop representation to
include more border regulatorggencies
o If the current enquiry points have the capability to adequately provide trade
information
0 The need to provide more enquiry points both in Colombo and in the region
(single versus multiple enquiry poinegency or agencies to host and
participate staffing needsmodes of operatiopinformation to be provided)
9  Publish guidelines and time frames for provision of information in response to
enquiries from the public or business community
Medium
9 Enhance the number, motivation, and training of stafalieg with enquiries irll
agencies to deal with a wide range of information in a timely manner. (I, HR)
1 Define required proceduresnd roles and responsibilities for collection and
coordination of information and operation of the enquiry point. (P)
1 Provde IT and material support as required. (F, IT)
9 Provide training and public outreach (HR, C)
Long
1 Inthe long termgestablisha South Asian Association for Regional Cooperation
(SAARC) enquiry point that would be capable of giving trade informationail fts
members. (I, F, HR, &)

21
Opportunity to
Comment and
Information
before Entry
into Force

Short

1 Develop standard operating procedurEsOPslor obtaining stakeholder comments
and input on government proposals which will ap all agencies. (P, I, C)

Medium

1 Implement a legal requirement to mandate a statutory period for consultation wit
stakeholders and information on any changes ptatheir entry into force. (L)

1 Implement a legal requirement to mandate government to allow a specified grac
period betweenthe passage daws, regulationsand policies and theentry into
force. Publish new or amended laws and regulations of general application as e
possiblebefore their entry into force. (L)




2.2

Short

Consultations | 1  DevelopSOP$or consultative fora. (P)
1 Review he membership, terms of referencand key agenda items of the National
Trade Facilitation Committe@TFC)(P, 1)
i Publicize he terms of reference and informatidor the NTFQvithin the business
community. (C)
Medium
1 Provide the necessary legal requirement for regular consultations with stakeholg
(L)
3. Short
Advance 1 Develop an advance ruling system é@termining the origin of imported goods. (P)
Rulings 1 Ensure appropriate staffing and equipment for staffo provide advance rulings
and provide them with suitable training. (HR, F)
1 Develop a communications strategy to ensure the business community is aware
the advance ruling process and the benefits it provides. (C)
1  Support allowing rulings on all matters covered under paragraph 9(b) of the artiq
(SP)
Medium
1 Include the provisions of tharticle in any revisionor amendment to the Customs
Ordinance. (L)
4. Short
Procedures for | 1 Ensure there islegal basis for Custonappeals in line with international best
Appeal or practice within the agencythrough anindependent tribunaland through judicial
Review review (L)
Medium
1 Review appeals procedures father border agencies, in consultation with the
business community, to ensure procedures are fair and effective. (A, C, P)
1 Ensure there is legal basis fippeals in all other agencies. (L)
51 Medium
Notifications 1 Implementacommon riskbased methodology across all related agencies in rega
for Enhanced the issuance of notices for controls and inspectidhsSP, P)
Controls of 1 Ensure all enhanced controls are included and removed from the risk managem
Inspections system promptly(l, LR, P)
1 Develop and implement a system for issuing and canceling special (enhanced) &
(IT)
1 Develop connectivity between border control agencesd enable the issuance of
notifications and alerts under argnglewindow project (IT, P, HR)
5.2 f tNRAINIY !'{, /!5122NIR (G2 AyOfdzZRS I «al




Detention goods are being detained arlde reasons for detention(IT)

1 Formalizethe process and procedure for communication to importers of the
detention of imported cargo(P, C)

1 Ensue all government agencies haappropriate legislation in place authorizing th¢
detention of cargo(LR)

53 Short

Test 1 Identifyanylegal gaps on second testsall border agencies conducting tests. (L)

Procedures 9 Putin place procedures to ensure thatlependent testing is available in the event
of appeals. (P)

1 Ensurethat the dright to asecond test procedure the list of laboratoriesand other
information is made publicly available through the trade portal. (IT)

1 Review all aspects of the availdtyil legal provisions, procedures, publicatji@md
accreditation of laboratory testing for imports and exporsth a particular focus on
the provisions for appeals and second te¢fs.L, P)

6.1 Short

General 1 Review alfees to ensure compliance with the WiTi@., limited to cost recovery and

Disciplines on not ad valorem. Eliminate any fees that are no longer necessary. Implement

Fees and recommendations from the reviewl, L, P, A)

Charges 9 List and publish all fees and charges in one consolidated document that is made
easilyaccessibl®n the Internet and the trade portal. (IT)

6.2 Short

Specific 1  Ensure fees are charged offidy services provided. (L)

Disciplineson | § Reviewall Customs fees to align them with the requirements of ahécle. (L)

Fees and 1 Consider reviewing the fees of other agencies, inclutiedSLSI(SP, P)

Charges

6.3 Short

Penalty 1  Ensure all penalty schedules, guidelines, and procedures are published on ager

Disciplines websites and available in print from enquiry poir(s)

Medium/Long

1 Review the penalty system &nsure it isn line with TFA obligations and best
practice. There are implications for overall institutional reform (see etosiing
issues). (P, L, 1)

1 Introduce legislation to support the current Customs administrative penalties reg
(support would be required (LR)

1 Review the current Customs ordinanmed update the provisions to reflect WTO an
other international standards, to remove inconsisten¢cesd to ensure that
penalties are imposed only dhoseresponsible for a breaciiLR)

1  Abolish the current rewma schemes and/or replace them with others that cognpl
with the TFA requirement{LR, |, HR)

7.1 Short
Pre-Arrival 1 Formulate proper legal provisisto address prearrival processing. (L)




Processing 1 Revise relevant laws and procedures to eliminatedbpendency on original bills of
lading and delivery orders to initiate processing and clearaficd?)
 DevelopSOPF 2 NJ / dza (i 2908 R Sdza & Slay F 2 NJ (i NI RS NJ
applicationof pre-arrival processing procedures. (P)
Medium
1 Undertake consultations with all stakeholdenghe border agencies and the
business community to ensure the system is implemented effectively and provid
for the advance issue of import permits. (I, C)
I Undertake a sensitization program to ensure theibass community has a greater
understanding of the benefits of the process. (C)
7.2 Short
Electronic 1  Accommodate multiple private sector banks in the electronic payment system. (I
Payment )
Medium
91  Develop policy and/or legislation to allow paymentoties, taxesand fees online
and/or by credit and debit cards. Consider amalgamating cleareglated charges
into a single paymenfdr example through Customs). (I, SP)
1 Ensurethat the legislationfor all border regulatory agencies clearly allowsttoe
electronic payment of all fees and charges related to international trade. (L)
1 Mandatethat all border agencies implement electronic payments for fees and
charges collected for international transactions. (L, P, I, IT)
7.3 Medium
Separation of 1 Include the provisions of thirticle in any revisionfamendment to the Customs
Release from Ordinance. (L)
Final {1  Ensure that plicy and procedureare consistent with the Revised Kyoto Conventig
Determination (SPP)
1 DevelopSOP4gor the use of Customs officials. (P)
1 Develop guidelines for importers outlining the procedures to be follovead make
them available through the Internet and haxbpy publication. (IT)
7.4 Short
Risk 1 Preparethe legislation necessary tally implement risk managementA)
Management 1 Include the provisions of thexticle in any revision/amendment to the Customs
Ordinance. (L)
1 Lobby thegovernment to adjust policies and legislation that currently prevent the
effective application of risknanagement(C)
1 Eliminatethe mandate to examin&00 percentof shipments(L)
i Establish a risk managemerampliance policy and guidelines. (SP)
1 Developarisk managemenpolicy,strategy procedures and SOR¢SP, P)
1 Conduct a training needs assessment for risk management to significantly

enhance the human resource capacity within the Customs risk management




team. (A)
Medium

1 Introduce intelligencébased risk profilegP)

1 Fully implement the ASYCUDAWorld selectivitglabe. (IT)

1 Significantly enhance the human resource capacity withenCustoms risk
management team. (HR)

1 Allocate dedicated resources within each border agency, in addition to those in
Customs, to undertake risk analysis using a range of resources,obtdiaing
continuous feedbackn results, to create more timely and accurate profiles. (HR,
C)

1 Guide and assist other agencies to introduce and apply risk managefRgnt.

7.5 Short
Postlearance | 1 Include the provisions of thiarticle in any revisionor amendment to the Customs
Audit Ordinanceand in particular address all kinds of audits. (L)
1 Developa PCholicy, manualand proceduresand instructions at Customs. (SP, P
Medium
1 Review the issues that are creating staff turnover in PCA, aramtinte measures to
encourage retention and development of staff. (I, HR)
1 Provide enhanced training in audit skillscluding in the analysis of electronic
accounting systems. Provide IT tools to stdif, HR)
7.6 Short

Establishment
and Publication
of Average
Release Times

1 Develop a formal government requirement to condtiate releasestudies on a
scheduled basisP( L)

1  Conduct furthettime release studies involving all stakeholders (public and private
(P)

1 Publicize the results of the studies on agg websites and eventually on thede
information portal. (C, IT)

Long

1 Developthe internal capacity to conduct and analytime release tudies. (HR)

7.7
Measures for
Authorized
Operators

Short

1 Include the provisions of thexticle in any revision/amendment to the Customs
Ordinance. (L)

1 Enhance the Authorized Operat@%O)program to be in line with the TFA and
international best practice. Devel@manual of procedures and instructions. (SP,

Medium

1 Continue to develop the program airicrease the number of businesses within the
AO scheme, including consulting the business community about what would
encourage businesses to participate. (P)

9 Build understanding and training of staff within Customs to ensure they fully
understand and partipate in the effective operation of the AO process. (HR)
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their need to compl with the criteria, including that related to supply chain securit
This can be undertaken through proactive publicity campaigns and information
sessions. (C)

1 Review the involvement of other border agencies within the AO process and de
a system forricorporating their regulatory needs in the process, with appropriate
benefits for compliant businesses. (SP, P, 1)

7.8 1 Clarify and streamlinthe de minimis concession to be simple, transparemd fair

Expedited to the private sector and eagg apply for Customs. (SP, P)

Shipments 1 Ensure instructions and orders are published including online and enquiry pointg
trained to deal with questions and complaints. (SP, P, HR)

1 Implement ASYCUDA at the airport. (IT)

1 Ensure the clearance processes for expatlgbipments are streamlined across all
agencies. (P)

7.9 Medium

Perishable 1  Ensure that the proposed amended Customs Ordinance and amendments to ot

Goods acts andregulations require priority be given to examination and release of
perishable shipmentgL)

1 Develop andmplement a common set of procedures across the border agencies
the clearance bperishablegoods. (P)

1 Develop and implemerd coordination mechanism among border agencies and th
appropriate elements of the private sectgrotentiallythrough a working group
under the NTFQI)

1 Assess the need of government agencies to establish storage facilities for perisk
shipments pending their releasanddevelop a strategy based on the analysis of
gaps and constraints in the sect¢f, SPF)

8 Short
Border Agency | 1 Entrust the NTFC to be the key avenue to develop, strengtmehformalize border
Cooperation agency coordination. (1)

Medium

1 Identify and develop MUs and SOPs for key activities that require interagency
coordination for example joint inspections, dealing with rejected goods, working
hours. (I, HR, L)

1 Inthe medium termconsider developing a coordinated border management

strategy or policy that incorporates the above elemerftsSP, LR)




9  Norecommendations
Movement of
Goods
Intended for
Import under
Customs
Control
10.1 Short
Formalities and| § Review all documentation requirements for imports and exports across all agen(
Documentation with a view to reducinghe number ofdocuments and increasing uséelectront
Requirements submission of documents. (B, A)
1 Enable through law or regulation the requirement to review documents and
formalities on a regular and periodic basis. (L)
Medium
1 Review the need for multiple registrations across humerous agenciesvdhid
require automation and electronic links between agencies to enable data sharing
This may also require legal amendments. (A, L, IT, P)
91 Clarify the roles of all officers in respect to document inspection and control to
ensure a riskbased clearance pcess is implemented. (I, HR)
1 Enable delegation of roles on a legal basis for agetttégsarry out same or similar
tasks that result in additional costs to businesses. (L, P)
1 Create a port action plan to deal with issues of ingeessegress, dwell tira, system
redundancyand operational efficiency{SP, P, LR)
10.2 Short
Acceptance of | § Conduct a thorough review of current legislation and data standards relevahéto
Copies acceptance of copies and electronic sharing of information across all baidézd
agencies, with a view to rationalization and standardizat{@n LR)
1 Resolvehe legal ambiguity ovethe acceptance of capsof documents across all
border agenciesThis effort ould be conducted through the NTFC. (L, A)
1 Conduct a data harmonization assessment to prepare for the upcoming electron
environment as part of th&SWblueprint. (A)
Long
1 With the proposed development of the@nglewindow and Custon{®lectronic
clearance system, ensure maximuptake of electroiic documentation by all
agencie and the business community A(SP)
1 Develop trainingor and understanding of all border stadf the use andoenefits of
electronic documents. (HR)
1 Sensitize the business community to the benefits of electronic documentaind
processes.Q)
10.3 Short




Use of
International

I Reviseand modernizeéhe CustomgOrdinance The new law will require subsidiary
regulations. (L)

Standards 1 Conduct a gap analysis on the implementation of the other international standar
conventionsand frameworks acceded to by Sri Larfka éxample |PPC, OIE, Code
Alimentarius}to identify legal, institutional, facility, training, and other resource gg
(A)

Medium

T LYONBI &S GKS odzaAySaa O2YYdzyaideQQa Of
international standards. (C)

10.4 Short
Single Window | §  Establish a singi@indow steering committee with a legal mandapetentially
under the NTFC. (I, L)

1 Prepare a blueprint for ESW implementation that includes a legal action plan
business process modélnctional and technical architectureperational and
governance modefee mode| capacity building plarchange management plan, risl
management modebrocurement planandimplementation plan (sethe WBG
guide to ESW). (A, P, I)

1 Ensureghe ESWplanis integrated withan e-government strategy and leverages the
ICTA experience. (1)

1 Review and develop stakeholder understanding, equipment, and human resourg
capacity to implement thainglewindow effectively. (I, C)

Medium

1 Implement the national singleindow based on the plan developed through the
blueprint. (IT, F, HR)

10.5 1 Customs should investigate other ways to establish the value for duty of importe

Preshipment used vehicles thadre consistent with the TFA and the WTO Valuation Agreement

Inspection Once a methodology is agreed upon and officers trained in its use, the PSI repo
should not be used for Customs valuation purpogeR, P, HR)

10.6 Medium

Use of Customs
Brokers

1 Consider e possibility of allowing legal entities (such as companies) to clear goq
on their own behalf using their own employees without requiring the employee tq
hold a license. (L)

1 ReviewCustomsouseagent licensing rules to ensure that all licensing criteria are
appropriate. (A,L)

10.7

Common
Border
Procedures and
Uniform
Documentation

Requirements

No recommendations




10.8

Short

Rejected Goods § Establish MOUs between agencies and SOPs for the cantiadafe handling of
rejected goods that may be dangerous. (SP, P)
1 Review he imposition of the fee by Customs to determine if there is a method of
applying a fee that is consistent witlticle 6. (L 3P)
10.9 1 No recommendations
Temporary
Admission of
Goods and
Inward and
Outward
Processing
11 1 No recommendations
Freedom of
Transit
12 Short
Customs 1 Develop and implement a voluntary compliance regiaselescribed in tharticle. (L,
Cooperation SP, P)
Medium
9 Issue directives to traders regarding the voluntary compliance regimtleat they
are aware of their rights and obligation<C)
T REGASEG { NA [ |y lndeRttie NE@bY QoAvenddd yith a vieto
accepting moreannexes ( A, SP)
1 Develop and implemet operational guidelines to give effect to additional
commitments made respecting the Nairobi Convention (if a()
23.2 Short
National 1 Review the current structure, membershind terms of reference of the NTFC in
Committee on line with recommended actions in the report. (1)
Trade 9 Establish a legal mandate for the NTEQ

Facilitation




