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R  eflecting the government’s commitment towards revenue based fiscal consolidation,  

 the fiscal sector showed some improvement during the first eight months of 2017.  
 Government revenue as a percentage of estimated GDP increased to 9.0 per cent during 

this period from 8.2 per cent in the corresponding period of 2016 mainly due to higher tax revenue 
generated, particularly from the Value Added Tax (VAT). Total expenditure and net lending as 
a percentage of estimated GDP also increased to 13.0 per cent during the first eight months of  
2017 in comparison to 12.2 per cent in the same period of 2016, due to increases in both recurrent 
expenditure and public investment. The overall budget deficit increased to 4.0 per cent of the 
estimated GDP during the first eight months of 2017 from 3.9 per cent in the corresponding 
period of 2016 as the increase in the government expenditure was higher than the increase in 
government revenue. However, the current account deficit, which indicates the government dis-
savings, declined to 0.9 per cent of the estimated GDP during the first eight months of 2017 from 
1.2 per cent recorded in the same period of 2016. A salutary feature of budgetary operations during 
2017 was the surplus in the primary account witnessed during the first six months of the year. The 
primary account, which reflects the difference between revenue and non-interest expenditure, 
was in surplus to the tune of Rs. 16.1 billion by June 2017 indicating a marked improvement in 
budgetary operations this year, while meeting the quantitative performance criteria (QPC) of the 
IMF Extended Fund Facility (EFF) programme for the fiscal sector. However, expenses related 
to flood and drought reduced the surplus in the primary balance to a deficit of Rs. 1.6 billion by 
August 2017. In financing the budget deficit, the government relied on both domestic and foreign 
sources. In domestic financing, borrowings from the banking sector  on a net basis increased to  
Rs. 236.5 billion during the first eight months of 2017 from Rs. 138.1 billion during the same 
period of 2016, while financing from the non banking sector declined significantly to Rs. 37.0 
billion during the first eight months of 2017 from Rs. 171.4 billion during the same period of 
2016. In spite of improvements, achieving fiscal targets stipulated in the Budget 2017 would be 
challenging. Delays in the implementation of the new Inland Revenue Bill, lower revenue collection 
from import duties and excise taxes on liquor and cigarettes, increased expenditure on interest 
payment and fiscal expenses on drought and flood relief schemes would hinder the performance 
of the fiscal sector in 2017. 
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 y A new Inland Revenue Bill was enacted by 
the Parliament on 7 September 2017 with 
the objective of increasing the ratio of direct 
taxes.The new Act is expected to simplify and 
rationalise the existing income tax structure, 
broaden the income tax base by removing 
exemptions, strengthen tax administration, 
while enhancing the direct tax collection. On the 
individual income tax front, tax free threshold 
is proposed to be maintained at the prevailing 
level of Rs. 500,000. However, for employment 
income, the tax free threshold will be increased 
to Rs. 1.2 million from the current Rs. 750,000. 
The corporate income tax structure is to be 
streamlined with the introduction of three tier tax 
structure, i.e., 40 per cent for liquor, tobacco, 
lottery, and betting and gaming, 28 per cent for 
banking, finance, insurance industry and trading 
activities and 14 per cent for all other sectors. 
In addition, a Capital Gains Tax is proposed to 
be introduced at a rate of 10 per cent upon the 
gains of the realisation of capital assets. Further, 
the withholding tax rate on interest earnings of 
resident individuals will be increased to 5 per 
cent from the current 2.5 per cent, while the 
withholding tax will be introduced for specified 
fees and contract payments at a rate of 5 per cent 
and 14 per cent with a view of broadening the 
tax base. Meanwhile, amendments were made to 
the Economic Service Charge (ESC) with effect 
from 01 April 2017. Accordingly, threshold of ESC 
was reduced to Rs. 12.5 million per quarter from  
Rs. 50 million per quarter. Further, ESC was 
charged in advance on the Cost, Insurance 
and Freight (CIF) value certified by the Director 
General of Customs, of an importer, in respect of 
every consignment of imports of motor vehicles. 

 y The VAT (Amendment) Act was approved by 
the Parliament in October 2016. Accordingly, 
the VAT rate was raised to 15 per cent from 11 
per cent with effect from 01 November 20161. In 
addition to the revision of rates, the threshold for 
registration of VAT was reduced to Rs. 3 million per 
quarter from Rs. 3.75 million per quarter. Further, 
VAT was imposed on several items, namely 

1 As per the VAT (Amendment) Act No 20 of 2016, VAT changes were valid for the 
period 02 May 2016 to 11 July 2016 and from 01 November 2016.

Fiscal Policy Measures 

 y Government continued its revenue based fiscal 
consolidation process in 2017 with the aim of 
gradually reducing the budget deficit and the 
government debt to GDP ratio in the medium 
term. The medium term framework envisages to 
reduce the budget deficit to 3.5 per cent of GDP 
and debt to GDP ratio to a sustainable level by 
2020. In order to achieve these targets, several 
policy measures were introduced to enhance 
government revenue and rationalise recurrent 
expenditure while maintaining public investment 
at a sustainable level. Accordingly, a new Inland 
Revenue Bill was enacted by the Parliament 
in September 2017 aimed at simplifying the 
existing tax system and broadening the tax base 
while introducing reforms to tax administration. 
In addition, under the Revenue Administration 
Management Information System (RAMIS) tax 
payers were enabled to make payments online for 
several taxes. In addition, quarterly expenditure 
and income outcome reports for the first and 
second quarters of 2017 were presented to the 
Parliament as announced in the Budget 2017 for 
strengthening Parliamentary control on public 
finances. Further, the National Agency for Public 
Private Partnership (NAPPP) was established at 
the Ministry of Finance and Mass Media (MOF) 
with a view to promoting public private partnerships 
(PPPs). Statements of Corporate Intent (SCIs) 
were signed with selected five main State Owned 
Business Enterprises (SOBEs) in order to improve 
the oversight and fiscal discipline of these SOBEs, 
while it is expected to sign SCIs with another 
ten SOBEs. During the year, several measures 
were taken to improve the transparency in the 
government securities market while a new Fiscal 
Liability Management Act is also being drafted for 
better liability management. In moving towards 
the medium term targets, the government in its 
2017 Budget announced a reduction in the deficit 
to 4.6 per cent of GDP in 2017 from 5.4 per cent 
in 2016. Moreover, the current account balance of 
the Budget is expected to be in surplus at 0.5 per 
cent of GDP. Similarly the primary balance is also 
envisaged at positive levels in 2017 with a surplus 
of 0.4 per cent of GDP. 
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liquor, cigarettes, coal, perfumes, electrical 
and electronic goods, and telecommunication 
equipment with a view to broadening the VAT base. 
The full impact of VAT amendments on revenue 
generation is expected in 2017. In addition to the 
changes introduced by the VAT (Amendment) Act 
on 01 November 2016, several other measures 
were also proposed with regard to VAT in the 
Budget 2017. Plant, machinery and accessories 
for generation of renewable energy, supply of 
geriatric care services and child care services 
and certain electrical goods were proposed to be 
exempted from VAT, and the amendments to the 
VAT Act in relation to these proposals have been 
submitted to the Legal Draftsman (LD).

 y Several amendments were also made to the 
Nation Building Tax (NBT) Act with effect from 
01 November 2016 to enhance the revenue 
collection from NBT. Accordingly, the liable 
threshold for NBT registration was reduced to 
Rs. 3 million per quarter from Rs. 3.75 million 
per quarter while removing the NBT exemptions 
on telecommunication, supply of electricity and 
lubricants. Meanwhile, as proposed in the Budget 
2017, the NBT exemption on goods required for 
services of international transportation, supply of 
residential apartments and the supply of goods 
and services by any Co-operative Society or Lak 
Sathosa Limited was removed with effect from 01 
August 2017.

 y Harmonized System (HS) codes2 and some 
tariff lines were adjusted as per international 
guidelines. Accordingly, HS Code National Sub 
Divisions have been created as directed by the 
World Customs Organization (WCO) and duty 
rates of 96 tariff lines have been adjusted based 
on Sri Lanka’s rate commitments to the World 
Trade Organization (WTO) in November 2016. In 
addition, the Ports and Airports Development Levy 
(PAL) on printed books, magazines, journals, and 
periodicals was removed while PAL on certain 
pharmaceutical products was reduced to 2.5 per 
cent with effect from 11 November 2016. 

2 The Harmonized Commodity Description and Coding System generally  
referred to as “Harmonized System” or simply HS is a multipurpose international 
product nomenclature developed by the World Customs Organization.

 y The Special Commodity Levy (SCL) on the 
importation of several food items was revised 
a number of times during 2017 to provide 
necessary protection for domestic agricultural 
producers during harvesting seasons and 
reduce volatility in domestic market prices. 
Accordingly, SCL was introduced on imported 
raw rice (kekulu), nadu rice and samba rice at 
Rs. 15 per kg with effect from 07 January 2017. 
However, it was reduced to Rs. 5 per kg with 
effect from 28 January 2017 and further reduced 
to 25 cents per kg with effect from 27 July 2017 
due to supply shortages that prevailed in the 
domestic market resulting from drought conditions 
experienced in several districts of the country. In 
addition, SCL on the importation of vegetable oils 
was reduced by Rs. 20 per kg with effect from 
January 2017. It was further reduced by Rs. 20 
per kg with effect from 24 February 2017 for a 
period of six months. Further, SCL applicable 
on 12 items, including dried fish, yoghurt, butter, 
garlic, oranges, apples, salt, kurakkan flour, etc. 
was extended for a period of six months with 
effect from 02 April 2017. Meanwhile, SCL on 
fish, green gram, mangosteen, dried oranges, 
kiwifruit, pear, cherries, plums and soles was also 
extended for a period of six months with effect 
from 08 May 2017.

 y Several measures were introduced to improve 
tax administration in the Budget 2017 with a 
view to strengthening revenue collecting 
agencies. Registered taxpayers were able 
to make online payments for personal and 
partnership taxes with effect from March 2017 
through banks to the RAMIS System, which is being 
set up at the Inland Revenue Department (IRD). 
Meanwhile, VAT payments on financial services 
through RAMIS commenced in September 2017. 
In addition, web based instructions and other 
e-services to facilitate taxpayers were made 
available for VAT, SVAT, NBT, Pay-As-You-
Earn (PAYE), and Corporate Income Tax (CIT). 
Meanwhile, Sri Lanka Customs took initial steps 
to establish a National Single Window System 
(NSWS) to provide a better service to facilitate 
importers and exporters. The Integrated Treasury 
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Management Information System (ITMIS), which 
was set up at the MOF, envisages to modernise 
the Public Financial Management (PFM) through 
the automation of key Treasury operations such as 
budget preparation, budget execution, accounting 
for public expenditure and revenues, treasury 
management and cash management while 
supporting the government in the preparation of 
financial statements. The rolling-out of ITMIS is 
expected to start in the last quarter of 2017 as a 
pilot project for a few selected ministries. However, 
rolling-out to cover all ministries, departments 
and other spending agencies of the government 
is expected to be implemented gradually in 2018. 
ITMIS will help strengthen the link between the 
planning and the budgeting process, implement 
commitment accounting, centralise payments 
in the Treasury Operations Department, move 
to accrual accounting and implement a Unified 
Chart of Accounts.

 y On the expenditure front, several measures 
were introduced in order to minimise fiscal 
slippages. Accordingly, quarterly expenditure 
and income outcome reports for the first and 
second quarters of 2017 were presented to the 
Parliament as announced in the Budget for 2017 for 
strengthening the Parliamentary control on public 
finances. In line with the fiscal consolidation path, 
any revenue shortfall in a particular quarter will 
warrant the government to realign its expenditure 
with the approval of the Parliament. According 
to these reports, both revenue and expenditure 
outcomes in the first and second quarters of 2017 
remained below the targeted levels. Under the 
National Budget Circular No. 01/2017, a decision 
has been taken to continue the monitoring 
process on the utilisation of budgetary provisions 
allocated to spending agencies with the objective 
of achieving efficiency in resource allocation. The 
Budget Review and Implementation Committee 
(BRIC) established under the MOF monitored the 
performance of major capital projects of fourteen 
selected ministries. Based on their performance, 
monthly cash releases were made in order to 
rationalise government expenditure. 

 y While the government continued with its 
pension scheme for retired public officials, 
necessary steps were taken to grant the 
“Ranaviru Surakum Allowance” for disabled 
officers of Tri Forces while granting a pension 
to defence personnel who have not completed 
10/12 years of service. Accordingly, under the 
Pension Circular No. 01/2017, the officers in Tri 
Forces are entitled to the “Ranaviru Surakum 
Allowance” with effect from 01 January 2017. 
This allowance is granted as a fixed allowance 
with the pension to officers in Tri Forces (i) who 
became disabled during the active service due 
to terrorist activities (ii) their spouses after their 
demise, and (iii) the widows of war heroes who 
died during active service due to terrorist activities. 
Further, a pension was granted to defence 
personnel who had been sent on retirement 
after becoming disabled due to terrorist activities 
without completing 10/12 years in the service. 
Accordingly, officers who have not completed 
10 years service in the Sri Lanka Police and 
Tri Forces and 12 years service in the other 
ranks of armed forces were granted pension. In 
addition, under the Public Administration Circular 
No. 06/2017, the compulsory retirement age for 
officers in the Sri Lanka Engineering Service 
was extended up to 61 years with effect from 01 
January 2017.

 y The government maintained its public 
investment programme during the first 
eight months of 2017 with the continuation 
of several major infrastructure projects. 
Accordingly, the construction of Phase III of the 
Kadawatha to Kerawalapitiya section of the Outer 
Circular highway and the Matara to Hambantota 
section of the Southern Expressway Extension 
Project continued during the first eight months 
of 2017. Further, investments were also made 
for the acquisition of lands for the construction 
of the Central Expressway from Kadawatha 
to Dambulla and the linked Expressway from 
Pothuhera to Galagedara during the same period. 
Construction work related to Phase II of the Central 
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Expressway from Meerigama to Kurunagala 
commenced in early 2017. Meanwhile, public 
investments in the health sector were focused 
mainly on the construction and the improvement 
of hospitals while investments for education 
infrastructure within the first eight months of 2017 
were channeled towards the development of both 
human resources and physical infrastructure 
under the “Nearest School is the Best School 
(NSBS)” Programme. 

 y With a view to promoting PPPs as a national 
strategy to address the infrastructure 
requirement in the country amidst the limited 
fiscal space available for public investments, 
the NAPPP was established in 2017. The main 
objective of the NAPPP is to create a central 
agency with adequate legal, administrative and 
financial authority to identify suitable projects, 
which can be executed as PPP’s, prepare required 
guidelines and invite bids and select investors, 
in consultation with relevant line ministries. This 
central agency is located within the MOF. 

 y Several initiatives were taken during the 
first eight months of 2017 to strengthen the 
financial position and operations of major 
SOBEs. Accordingly, SCIs were signed with 
selected five main SOBEs, namely Ceylon 
Electricity Board, Ceylon Petroleum Corporation, 
National Water Supply and Drainage Board 
(NWS&DB), Airport and Aviation Services (Sri 
Lanka) Ltd., and Sri Lanka Ports Authority (SLPA), 
in March 2017 in order to improve the oversight 
and financial discipline of these SOBEs. Further, it 
is expected to sign SCIs with another ten SOBEs, 
namely, Urban Development Authority (UDA), 
State Pharmaceuticals Corporation (SPC), Sri 
Lanka State Plantation Corporation (SLSPC), 
State Timber Corporation, Sri Lanka Transport 
Board (SLTB), MILCO Ltd., National Livestock 
Development Board (NLDB), Central Engineering 
Consultancy Bureau (CECB), Lanka Sathosa 
Ltd., and Lankaputhra Development Bank (LDB) 
in order to improve their efficiency. 

 y The government successfully issued the 
11th International Sovereign Bond (ISB), 
reflecting investors’ continued confidence 
and positive outlook for the economy. Under 
this, the government was able to raise US dollars 
1.5 billion in May 2017 with a 10-year maturity at 
a yield of 6.20 per cent per annum. In addition, 
a Foreign Currency Term Financing Facility 
(FCTFF) of US dollars 1.0 billion was obtained 
during the year and funds were received in two 
tranches; US dollars 450 million in May 2017 and 
US dollars 550 million in August 2017. 

 y Complementing the improved fiscal 
performance of the country, the Central Bank 
also implemented several measures during 
the year to improve the transparency in the 
government securities market. Accordingly, 
the Central Bank mandated the Primary Dealers 
(PDs) and licensed banks to use the Bloomberg 
electronic bond trading platform on secondary 
market transactions in government securities on 
26 April 2017. The PDs are also required to quote 
and engage in repurchase transactions (repos) 
within PDs through the trading platform and report 
repos of Rs. 100 million or above carried out over-
the-counter with investors through the trading 
platform, within 30 minutes of the completion of 
each repo transaction. The Central Bank releases 
the daily summary trade information of repo 
volumes and yield rates based on standardised 
tenures such as overnight, one week and two 
weeks shortly for the information of the market 
participants. These measures are expected 
to help improve transparency while facilitating 
price discovery, increasing market liquidity and 
outreach, thereby reducing the cost of borrowing in 
the medium term. A new primary issuance system 
for Treasury bonds was introduced with effect 
from 27 July 2017. The new system replaced the 
fully auction based issuance system for Treasury 
bonds that had been in practice since February 
2015. The more structured newly introduced 
system includes regular monthly Treasury 
bond auctions. Each monthly auction offers two 
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Treasury bond series of different maturities and 
tenures of the series are expected to match the 
resource availability in the market. Issuance under 
each series takes effect in three or less sequential 
phases depending on the outcome of each 
preceding phase. The Phase I explores issuance 
of the entire announced volume in a competitive 
multiple price auction system through reasonable 
market bids. However, in the event of any under 
allocation at the Phase I, the Phase II opens for 
voluntary, volume based bidding. Issuance under 
the Phase II is made at the Weighted Average 
Yield Rate (WAYR) determined at the Phase I and 
is limited to the under allocated quantum in the 
Phase I. All PDs and other authorised participants 
at primary issuances are eligible for submission 
of bids under the Phase II. Any under allocation 
during Phases I and II, is issued on a mandatory 
basis at WAYR only among PDs in the Phase III. 
A new performance review mechanism will also 
be introduced to assess the effective participation 
of PDs. Meanwhile, in order to improve the 
investment planning of PDs and investors at 
large, a quarterly Treasury bond auction calendar 
will be published in advance. As such, the 
newly introduced system will further enhance 
the efficiency and transparency of domestic 
borrowings of the government.

 y Sovereign credit ratings for Sri Lanka were 
revised by international sovereign rating 
agencies in 2017. On 09 February 2017, Fitch 
affirmed Sri Lanka’s long-term foreign and local 
currency issuer Default Ratings (IDR) at “B+”, 
and revised the outlook to “stable” from “negative” 
highlighting improving fiscal finances, improved 
policy coherence and credibility, and stable 
growth. Standard and Poor’s (S&P) affirmed its 
“B+” long-term rating and “B” short-term sovereign 
credit rating on 07 March 2017, highlighting 
improvements in the fiscal performance. 
However, its outlook remained “negative”, citing 
the weak external sector performance and the 
rising exchange rate pressure on public debt. 
Moody’s Investor Services also affirmed Sri 
Lanka’s sovereign rating at “B1” with a “negative” 
outlook on 13 July 2017. 

Government Budgetary Operations

Government Revenue and Grants

Revenue

 y According to the estimates for 2017, total 
government revenue in 2017 is expected 
to increase by 19.2 per cent to Rs. 2,010.3 
billion. As a percentage of GDP, total revenue 
is estimated at 14.9 per cent in 2017 comprising 
13.5 per cent of tax revenue and 1.4 per cent of 
non tax revenue. 

 y During the first eight months of 2017, 
government revenue as a percentage of 
estimated GDP increased to 9.0 per cent 
from 8.2 per cent in the corresponding 
period in 2016 due to increased tax revenue. 
Accordingly, total government revenue in nominal 
terms increased by 15.7 per cent to Rs. 1,172.4 
billion during the first eight months of 2017 from 
Rs. 1,013.4 billion recorded in the corresponding 
period of the previous year. This was mainly 
due to the increase in revenue from goods and 
services related taxes, especially VAT, excise 
duty on petroleum and motor vehicles, NBT, SCL, 
and PAL. Meanwhile, the revenue collection from 
income taxes also improved due to increased 
revenue from the ESC. However, revenue from 
excise duty on liquor and cigarettes and tobacco 
declined during this period mainly due lower 
sales of liquor and cigarettes. Non tax revenue 
declined by 4.9 per cent to Rs. 77.4 billion during 
the first eight months of 2017 as a result of the 
decline in profit and dividend transfers from 
SOBEs. However, non tax revenue realised from 
rent and interest, fees and charges and social 
security contributions increased during the period 
concerned vis-a-vis to the previous year. Overall, 
the total revenue collection during the first eight 
months was 58.3 per cent of the annual estimate 
of Rs. 2,010.3 billion in comparison to 55.6 per 
cent generated in the corresponding period of 
2016. However, the average monthly revenue 
during this period was only around Rs. 146.5 
billion in comparison to the estimated average 
monthly revenue of Rs. 167.5 billion in the Budget 
2017. 
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 y In nominal terms, revenue from income taxes 
increased by 9.1 per cent during the first 
eight months of 2017 mainly due to higher 
revenue from ESC. As a percentage of the 
estimated GDP however, revenue from income 
taxes remained unchanged at 1.3 per cent from 
the corresponding period of 2016. Corporate and 
non corporate income taxes declined by 1.3 per 
cent in nominal terms to Rs. 81.2 billion during 
the first eight months of 2017 from Rs. 82.3 billion 
recorded in the same period of 2016. However, 
revenue from PAYE tax increased considerably 
to Rs. 22.4 billion during the first eight months of 
2017 from Rs. 18.9 billion in the first eight months 
of the previous year, mainly due to strengthening 
of the monitoring process related to the 
submission of PAYE returns and payments with 
the initiation of the RAMIS system. During this 
period, revenue from withholding taxes at Rs. 36.2 
billion declined by 18.6 per cent in comparison to 
the corresponding period of previous year due to 
the reduced issuance of government securities. 
Revenue from ESC increased significantly to  
Rs. 31.2 billion during the period under review from 
Rs. 11.1 billion in the first eight months of 2016 
mainly due to the increase in ESC from 0.25 per 
cent to 0.5 per cent, the removal of the maximum 
liability of Rs. 120 million and the extension of the 
coverage of the ESC to profit making businesses 
of which the turnover exceeds Rs. 50 million per 
quater. 

 y Revenue from VAT as a percentage of the 
estimated GDP increased to 2.2 per cent 
in the first eight months of 2017 from 1.4 
per cent in the first eight months of 2016. In 
nominal terms also, revenue from VAT increased 
by 65.0 per cent to Rs. 290.0 billion during this 
period from Rs. 175.8 billion in the corresponding 
period of 2016. Accordingly, revenue from VAT 
on both domestic economic activity and import 
related activity increased significantly during 
the first eight months of 2017. The increase in 
revenue from VAT was an outcome of the hike in 
the VAT rate to 15 per cent from 11 per cent and 
the expansion of the VAT base with the removal 
of several exemptions in the latter part of 2016 
and the enhanced compliance with the initiation 

of RAMIS. Accordingly, revenue from VAT on 
domestic economic activity increased by 67.5 
per cent to Rs. 181.4 billion from Rs. 108.3 billion 
in the first eight months of the previous year. 
Similarly, revenue from VAT on import related 
activities also increased by 61.0 per cent to  
Rs. 108.6 billion during the period in comparison 
to a sum of Rs. 67.5 billion mobilised during the 
first eight months of 2016. Further, VAT revenue 
as a percentage of total tax revenue increased to 
26.5 per cent during the first eight months of 2017 
from 18.9 per cent in the corresponding period of 
2016. Meanwhile, the contribution of VAT revenue 
to total revenue rose to 24.7 per cent in the first 
eight months of 2017 from 17.3 per cent in the 
same period of 2016. 

 y Revenue from excise duties as a percentage of 
the estimated GDP remained unchanged at 2.4 
per cent during the first eight months of 2017 
in comparison to the corresponding period of 
2016. However, in nominal terms, revenue from 
excise tax increased by 5.2 per cent to Rs. 312.5 
billion from Rs. 297.2 billion recorded during the 
same period of 2016. Revenue from excise duty 
at Rs. 50.1 billion on petroleum rose by 35.2 
per cent during this period due to the increased 
importation of petroleum products during the first 
eight months of 2017. Meanwhile, despite the 
decline in imports of motor vehicles during the first 
eight months of 2017, revenue from excise duty 
on motor vehicles also increased by 8.0 per cent 
in comparison to the previous year to Rs. 129.5 
billion due to the revision of excise duty rates in 

(a) Provisional

Rs. billion

Table 6.1
Economic Classification of Government Revenue

Item 2015 2016          
(a)

2017 
Approved
Estimates 

2016
Jan - Aug

(a)

2017
Jan - Aug 

(a)
Tax Revenue 1,355.8 1,463.7 1,827.0 932.0 1,094.9

Income Taxes 262.6 258.9 334.6 156.7 171.0
VAT 219.7 283.5 380.0 175.8 290.0
Excise Taxes 497.7 455.0 579.0 297.2 312.5
Import Duties 132.2 156.5 165.5 100.8 92.5
PAL 58.6 88.8 106.0 56.7 65.6
NBT 45.0 57.4 66.0 35.4 45.0
SCL 52.3 55.8 65.0 39.9 49.2
Cess 46.3 61.7 60.0 38.9 39.5
Other Taxes 41.4 46.1 70.9 30.6 29.5

Non Tax Revenue 99.1 222.4 183.3 81.4 77.4
Total Revenue 1,454.9 1,686.1 2,010.3 1,013.4 1,172.4

Source: Ministry of Finance and Mass Media
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2016. Reflecting the decline in sales of hard and 
malt liquor, the collection of excise tax revenue 
from liquor reduced to Rs. 73.7 billion registering 
a decline of 5.9 per cent from Rs. 78.3 billion 
recorded in the corresponding period of 2016. 
Meanwhile, revenue from tobacco and cigarettes 
at Rs. 54.6 billion in the first eight months of 2017, 
also declined by 8.1 per cent due to lower sales of 
cigarettes during this period.

 y Revenue from import duties during the first 
eight months of 2017 declined marginally to 
0.7 per cent of the estimated GDP from 0.8 
per cent recorded during the same period 
of 2016. In nominal terms, revenue from import 
duties declined by 8.3 per cent to Rs. 92.5 billion 
in comparison to Rs. 100.8 billion recorded in 
the first eight months of 2016 mainly due to the 
decline in imports which are subject to import 
duties. However, revenue from SCL in nominal 
terms increased by 23.4 per cent to Rs. 49.2 billion 
from Rs. 39.9 billion in the corresponding period 
of the previous year with the increase in SCL on 
several commodities with a view to safeguarding 
the interests of the farming community. 

 y In nominal terms, revenue from NBT and 
Cess increased during the first eight months 
of 2017. Accordingly, revenue from NBT in 
nominal terms increased by 27.1 per cent to  
Rs. 45.0 billion. As a percentage of estimated 
GDP, revenue from NBT in the first eight months 
of the year, remained unchanged at 0.3 per cent in 
comparison to the corresponding period of 2016. 
Revenue from NBT on both domestic economic 
activity and import related activity increased 
during the first eight months of 2017. Accordingly, 
revenue from NBT on domestic economic 
activities increased by 37.6 per cent to Rs. 32.6 
billion in comparison to Rs. 23.7 billion in the first 
eight months of 2016 as a result of the reduction 
of the NBT threshold to Rs. 12 million per annum 
from Rs. 15 million per annum and the removal 
of several exemptions mainly during the latter 
part of 20163. The collection of NBT on import 
related activities also increased by 6.0 per cent  

3  As per the NBT (Amendment) Act No. 22 of 2016, NBT changes were valid from 
02 May 2016 to 11 July 2016 and from 01 November 2016.

to Rs. 12.4 billion from Rs. 11.7 billion in the 
first eight months of 2016. Revenue from PAL 
increased by 15.8 per cent to Rs. 65.6 billion from 
Rs. 56.7 billion recorded during the same period 
of 2016. Revenue from Cess also increased by 
1.7 per cent during the first eight months of 2017 
to Rs. 39.5 billion from Rs. 38.9 billion recorded 
during the same period of 2016. 

 y During the first eight months of 2017, non 
tax revenue as a percentage of the estimated 
GDP, declined to 0.6 per cent from 0.7 per cent 
recorded in the same period of 2016. Further, 
non tax revenue in nominal terms was also lower 
declining by 4.9 per cent to Rs. 77.4 billion from 
Rs. 81.4 billion in the corresponding period of 
2016. The decline in profit and dividend transfers 
of SOBEs, despite the increase in the other non 
tax revenue sources, namely fees and charges, 
rent, interest, and social security contributions, 
was the main reason for this reduction. Profit and 
dividend transfers from SOBEs at Rs. 12.5 billion 
during this period was lower by 58.4 per cent to 
Rs. 29.9 billion mobilised during the same period 
of 2016. This was largely due to the deteriorated 
financial performance of major SOBEs during 
the first eight months of 2017. Revenue through 
fees and charges increased by 25.0 per cent to 
Rs. 41.6 billion in the first eight months of 2017 
due to the increase in the embarkation levy and 
the imposition of licensing fees on firearms and 

Chart 6.1
Composition of Government Revenue
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beedi leaves. Revenue generated from rent and 
interest also increased by 25.9 per cent and 
35.2 per cent, respectively, to Rs. 2.6 billion and 
Rs. 4.2 billion, as a result of increased revenue 
collections from rentals on regional plantation 
companies and interest payments received from 
on-lending to SOBEs. 

Grants

 y Disbursement of foreign grants during the first 
eight months of 2017 was significantly below 
the annual estimate for 2017. Accordingly, the 
realised amount of foreign grants in the first eight 
months of 2017 was Rs. 2.3 billion in comparison 
to the annual estimate of Rs. 10.0 billion for 2017, 
although foreign grant disbursements showed 
some improvement over the sum of Rs. 0.7 billion 
witnessed in the same period of 2016.

Expenditure and Net Lending

 y As per the budget estimates for 2017, total 
expenditure and net lending is estimated to 
decline to 19.6 per cent from GDP to 19.7 per 
cent of GDP in 2016. Recurrent expenditure is 
estimated to decline to 14.4 per cent of GDP from 
14.8 per cent in 2016 whereas capital expenditure 
and net lending is estimated to increase to 5.2 
per cent of GDP in 2017 from 4.9 per cent in 
2016. In nominal terms, total expenditure and net 
lending in 2017 is estimated to increase by 13.3 
per cent to Rs. 2,645.3 billion from Rs. 2,333.9 
billion in 2016. Recurrent expenditure is expected 
to increase by 10.7 per cent to Rs. 1,946.0 billion 
in 2017, while capital expenditure and net lending 
is also expected to increase by 21.4 per cent to 
Rs. 699.3 billion.

 y Total expenditure and net lending during the 
first eight months of 2017 increased to 13.0 
per cent of the estimated GDP from 12.2 per 
cent during the same period in 2016, due 
to increases in both recurrent expenditure 
and capital expenditure and net lending. In 
nominal terms, government expenditure and net 
lending increased by 13.1 per cent to Rs. 1,694.9 

billion during the first eight months of 2017 from  
Rs. 1,499.1 billion recorded during the 
corresponding period of 2016. Total expenditure 
and net lending in the first eight months of 2017 
accounted for 64.1 per cent of the annual estimate 
for 2017, higher than the share recorded in the 
first eight months of 2016. 

 y During the first eight months of 2017, recurrent 
expenditure increased to 10.0 per cent of the 
estimated GDP from 9.4 per cent in the same 
period in 2016 mainly due to the increase in 
interest payments. In nominal terms, recurrent 
expenditure increased by 11.6 per cent to  
Rs. 1,294.4 billion during the first eight months 
of 2017 in comparison to Rs. 1,159.5 billion in 
the same period of 2016. Expenditure on interest 
payments increased by 25.1 per cent to Rs. 518.6 
billion during the first eight months of 2017 from 
Rs. 414.6 billion during the corresponding period 
in 2016, mainly due to the relatively high interest 
rates prevailing in the domestic market and the 
gradual increase in interest rates in international 
markets which affected interest payments of loans 
obtained at variable interest rates. Expenditure 
on salaries and wages increased by 3.6 per cent 
to Rs. 392.5 billion while pension payments also 
increased by 5.9 per cent to Rs. 120.3 billion. 
Meanwhile, expenditure on the fertiliser subsidy 
declined by 18.2 per cent to Rs. 16.8 billion 
during the first eight months of 2017 reflecting the 
effectiveness of the rationalisation of the fertiliser 
subsidy.

Table 6.2
Economic Classification of Expenditure

(a) Provisional
Source: Ministry of Finance and Mass Media

Rs. billion

Item 2015 2016
(a)

2017 
Approved 
Estimates

2016
Jan - Aug

(a)

2017
Jan - Aug 

(a)
Recurrent Expenditure 1,701.7 1,757.8 1,946.0 1,159.5 1,294.4

o/w Salaries and Wages 561.7 576.5 615.0 378.9 392.5
Interest Payments 509.7 610.9 680.1 414.6 518.6

Foreign 115.4 126.7 123.3 71.9 97.6
Domestic 394.3 484.2 556.8 342.7 421.0

Samurdhi 40.0 40.7 44.0 27.3 26.6
Pensions 155.3 171.9 180.8 113.5 120.3
Fertiliser Subsidy 49.6 27.8 36.5 20.6 16.8

Capital and Net Lending 588.7 576.1 699.3 339.7 400.5
Total Expenditure and Net Lending 2,290.4 2,333.9 2,645.3 1,499.1 1,694.9
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 y Capital expenditure and net lending increased 
to 3.1 per cent of estimated GDP during 
the first eight months of 2017 from 2.8 per 
cent of GDP in the corresponding period 
of 2016. In nominal terms, capital expenditure 
and net lending increased by 17.9 per cent to  
Rs. 400.5 billion. This was mainly due to the efforts 
by the government to implement the planned 
infrastructure development projects. The realised 
capital expenditure and net lending in the first 
eight months of 2017 accounted for 57.3 per cent 
of the annual estimate for the year in comparison 
to the share of 39.5 per cent recorded during the 
corresponding period of 2016.

Key Fiscal Balances

 y Although budget deficit increased marginally 
during the first eight months of 2017 both 
current account balance and primary balance 
improved. Accodingly, the overall budget deficit 
increased to 4.0 per cent of the estimated GDP 
during the first eight months of 2017 from 3.9 per 
cent of the GDP in the corresponding period of 
the previous year. In nominal terms, the overall 
budget deficit increased to Rs. 520.2 billion in the 
first eight months of 2017 from Rs. 485.1 billion 
during the same period of 2016. The current 
account deficit, which reflects government 

dissavings, declined to 0.9 per cent of the 
estimated GDP during the first eight months of 
2017 from 1.2 per cent in the same period of 
2016. The primary account (overall deficit net of 
interest payments) was recorded at 0.0 per cent 
of GDP (deficit of Rs. 1.6 billion) during the period 
under review, in comparison to a deficit of 0.6 per 
cent of GDP (deficit of Rs. 70.5 billion) recorded 
during the same period of 2016. 

Financing the Budget Deficit

 y The government relied on both domestic 
sources and foreign sources to finance the 
budget deficit during the first eight months of 
2017. Net domestic financing during this period, 
which amounted to Rs. 273.5 billion, remained 
below the level of Rs. 309.5 billion observed in the 
first eight months of 2016. Meanwhile, net foreign 
financing increased significantly, amounting to 
Rs. 246.7 billion during the period under review 
in comparison to Rs. 175.6 billion recorded in the 
same period of 2016. 

 y Domestic borrowings to finance the budget 
deficit were mainly sourced from the banking 
sector, while the reliance placed on the non 
banking sector declined significantly during 
the first eight months of 2017 compared to the 
same period in 2016. Bank financing amounted 

Chart 6.2
Composition of Government Expenditure 
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to Rs. 236.5 billion, accounting for 86.5 per cent 
of total domestic financing in comparison to 
Rs. 138.1 billion during the first eight months of 
2016. The substantial increase in commercial 
bank financing at Rs. 355.9 billion in the first 
eight months of 2017 as against a repayment of 
Rs. 28.5 billion made during the same period of 
2016 largely contributed to the higher financing 
from the banking sector. However, Central Bank 
financing reduced significantly to a net repayment 
of Rs. 119.5 billion in the first eight months of 
2017 from a borrowing of Rs. 166.6 billion in the 
same period of 2016. Meanwhile, net financing 
from the domestic non banking sector declined 
significantly to Rs. 37.0 billion in the first eight 
months of 2017 from Rs. 171.4 billion in the same 
period of 2016.

 y While advances from the Central Bank 
contributed largely to net domestic 
borrowings, the contribution from financing 
through debt instruments such as Treasury 
bills and Treasury bonds was lower in the 
first eight months of 2017 compared to the 
first eight months of 2016. Net borrowings from 
Treasury bills amounted to Rs. 7.4 billion in the 
first eight months of 2017 compared to Rs. 57.3 
billion in the same period of the previous year. 
Meanwhile, net borrowings from Treasury bonds 
also declined significantly to Rs. 48.7 billion in 
the first eight months of 2017 from Rs. 314.3 

billion in the same period of 2016. There was a 
net repayment of Rs. 239.8 billion in respect of 
Central Bank holdings of Treasury bills during 
the first eight months of 2017 in comparison to 
a net borrowing of Rs. 133.0 billion witnessed 
during the same period of 2016. However, 
government borrowings through Central Bank 
provisional advances increased significantly by 
Rs. 120.3 billion during the period under review 
from Rs. 33.5 billion in the same period of 2016. 
Meanwhile, net borrowings by way of Sri Lanka 
Development Bonds (SLDBs) amounted to  
Rs. 53.3 billion during the period under 
consideration in comparison to a repayment of 
Rs. 56.0 billion in the first eight months of 2016. 

 y Foreign financing increased considerably 
during the first eight months of 2017. With the 
issuance of the ISBs during the first eight months 
of 2017, foreign borrowings to finance the budget 
deficit increased to Rs. 246.7 billion during the 
first eight months of 2017 as against a borrowing 
of Rs. 175.6 billion recorded in the corresponding 
period of 2016. Net foreign financing comprised 
Rs. 15.1 billion of net borrowings related to 
foreign project loans, Rs. 224.6 billion of ISBs, 
Rs. 7.1 billion of foreign investments in Treasury 
bonds and net repayments of Treasury bills of  
Rs. 39.0 million.

Table 6.3
Sources of Financing

Item 2015 2016          
(a)

2016
Jan - Aug

(a)

2017
Jan - Aug 

(a)
Domestic Financing (b) 592.7 248.4 309.5 273.5

Bank 291.8 140.0 138.1 236.5
Non Bank 300.9 108.5 171.4 37.0

Foreign Financing 236.8 391.9 175.6 246.7
Loans 131.3 109.3 37.6 15.1
Commercial Loans 232.8 319.7 136.8 224.6
Non Resident Investments in Treasury Bonds -79.9 -44.3 -2.9 7.1

 Non Resident Investments in Treasury Bills -47.3 7.2 4.0 ....
Total Financing 829.5 640.3 485.1 520.2

(a) Provisional
(b) Excludes funds raised through Treasury bonds 

issued for restructuring of SOBEs in 2015.

Rs. billion

Sources: Ministry of Finance and Mass Media
 Ministry of National Policies  
  and Economic Affairs
 Central Bank of Sri Lanka
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Government Debt and Debt Service 
Payments

Government Debt

 y Total outstanding central government debt 
stock increased by Rs. 898.6 billion to  
Rs. 10,285.9 billion as at end August 2017 
from Rs. 9,387.3 billion at end 2016. Domestic 
debt increased by Rs. 317.9 billion to Rs. 5,659.4 
billion, while foreign debt increased by Rs. 580.7 
billion to Rs. 4,626.5 billion. The budget deficit and 
the depreciation of the Sri Lankan rupee against 
major foreign currencies contributed significantly 
to the increase in the debt stock. 

 y The share of short term debt in total domestic 
debt increased mainly due to higher 
borrowings through Central Bank provisional 
advances. Accordingly, the share of short term 
debt in total domestic debt increased to 20.1 per 
cent by end August 2017 from 18.1 per cent at 
the end of 2016. Conversely, the share of medium 
and long term debt in the total domestic debt 
declined to 79.9 per cent at the end of August 
2017 compared to 81.9 per cent as at end 2016. 
The share of Treasury bills in total domestic debt 
as at end August 2017 declined marginally to 14.0 
per cent from 14.6 per cent at end 2016. Treasury 
bonds, which account for the highest share of the 
outstanding domestic debt portfolio, also declined 
to 66.5 per cent as at end August 2017 compared 

to 69.5 per cent as at end 2016. However, the 
share of SLDBs in the total domestic debt as at 
end August 2017 increased to 11.3 per cent from 
10.7 per cent at end 2016 due to the increased 
reliance on SLDBs to finance the budget 
deficit. Meanwhile, the Central Bank provisional 
advances increased to Rs. 203.7 billion during 
2017 as at end August 2017 from Rs. 83.3 billion 
at the end of 2016.

 y The outstanding foreign currency 
denominated domestic debt increased to  
Rs. 702.0 billion (US dollars 4,593.2 million) at 
the end of August 2017 from Rs. 602.2 billion 
(US dollars 4,019.8 million) at the end of 2016. 
Accordingly, the outstanding debt on account 
of SLDBs amounted to Rs. 637.8 billion (US 
dollars 4,173.2 million) while the outstanding debt 
to Offshore Banking Units (OBUs) of licensed 
commercial banks amounted to Rs. 64.2 billion 
(US dollars 420.0 million) as at end August 2017. 
The share of foreign currency denominated 
domestic debt to total domestic debt increased to 
12.4 per cent at end August 2017 from 11.3 per 
cent at end 2016.

 y Non concessional debt as a share of the total 
foreign debt stock increased to 55.5 per cent 
by end August 2017 from 53.1 per cent at end 
2016. Consequently, the share of concessional 

Chart 6.5
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Item 2015 2016
(a)

2016 
End Aug

(a)

2017
End Aug

(a)
Domestic Debt (b) 4,959.2 5,341.5 5,345.3 5,659.4

By Maturity Period
Short Term 913.3 968.4 987.9 1,135.0
Medium and Long Term 4,045.9 4,373.1 4,357.4 4,524.4

By Institution
Banks 1,924.0 2,114.9 2,071.6 2,401.5
Non Bank Sector 3,035.2 3,226.6 3,273.7 3,257.9

Foreign Debt (c ) 3,544.0 4,045.8 3,970.7 4,626.5
Concessional 1,729.9 1,897.7 1,863.7 2,061.0
Non Concessional 1,814.1 2,148.1 2,107.0 2,565.5

Total Government Debt 8,503.2 9,387.3 9,316.0 10,285.9

Table 6.4
Outstanding Central Government Debt

Sources: Ministry of Finance and Mass Media
 Ministry of National Policies  
  and Economic Affairs
 Central Bank of Sri Lanka

Rs. billion

(a) Provisional  
(b)  Excludes Treasury bonds of Rs. 78,447 million issued to settle dues to CPC in January 

2012 and Rs. 13,125 million issued to capitalise SriLankan Airlines in March 2013.
(c ) Includes outstanding amounts of foreign investments in rupee denominated Treasury 

bills and Treasury bonds.   
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debt in total foreign debt declined to 44.5 per 
cent by end August 2017 from 46.9 per cent at 
end 2016. Non concessional debt increased by 
19.4 per cent to Rs. 2,565.5 billion mainly due to 
higher commercial borrowings, largely on account 
of ISBs. 

Debt Service Payments

 y During the first eight months of 2017, 
domestic and foreign debt service payments 
amounted to Rs. 1,304.4 billion. This consists of 
amortisation payments of Rs. 785.8 billion (60.2 
per cent) and interest payments of Rs. 518.6 billion 
(39.8 per cent). Further, debt service payments 
to domestic and foreign sources amounted to  
Rs. 1,065.4 billion and Rs. 239.0 billion, 
respectively. By end August 2017, total debt 
service payments amounted to 88.1 per cent of 
the original budget estimate. 

Expected Developments

 y Although some deviation from the envisaged 
budget deficit target of 4.6 per cent of GDP is 
likely in 2017, mainly as a result of flood and 
drought related fiscal expenses, medium term 
fiscal targets will be met through the revenue 
based fiscal consolidation. Implementation of 
new Inland Revenue Act from April 2018 will be 
a major step in this direction. Accordingly, tax 

revenue is expected to increase to around 16 
per cent of GDP by 2020 and public investment 
will be maintained at 5-6 per cent of GDP during 
2017-2020 while unproductive expenditure will be 
eliminated. Further, the budget deficit is expected 
to reduce to 3.5 per cent of GDP by 2020 while 
the debt to GDP ratio is expected to reduce to a 
more sustainable level. However, meeting these 
medium term targets will be challenging without 
focused efforts by the government and other 
stakeholders. In this regard, the government is 
expected to strengthen the Fiscal Management 
Responsibility Act as stated in the Vision 2025 
policy document.

Chart 6.6
Government Debt Service Payments vs Revenue
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