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Authority, shall be subject to the following essential terms, together with such 
other terms and conditions as A.I.D. may deem appropriate: 

A. The GSL shall repay the Loan to A.I.D. in United States Dollars within
 
forty (40) years from the-date of first disbursement under the Loan, including a
 
grace period of not to exceed ten (10) years. The GSL shall pay to A.I.D. in
 
United States Dollars interest frcm the date of first disbursement under the Loan
 
at the rate of (a) two percent (20) per anrum during the first ten (10) years,
 
and (b) three pcrcent (3%) per arum thereafter, on the outstanding disbursed 
balance of the Loan and on any due and unpaid interest accrued thereon.
 

B. The GSL shall agree that subsequent increments'of the Loan shall be sub­
ject, inter alia, to a review by A.I.D. of the internal 'nd external economic and
 
financial position of Sri Lanka to ensure that further as'istance under the Pro­
gram can and will be used effectively and continues to be recuired.
 

C. Local currency for which reimbursement will'be made by A.I.D. shall be 
allccated in order of priority only to the following three categories of expend­
itures for the Mahaweli Program and shall belsubject to the mutual agree.ent of 
the GSL and A.I.D. annually: ' 

(1) downstream activities, such as land clearing, cn-farnn development, 
construction of social infrastructure (including schools, health centers and 
cammunity centers), construction of farm to market roads, irrigaticn and drainage
canals and construction of worker and settler camps, for which there is a demon­
strated capacity of the GSL £:l-ementing agencies to perform such budgeting, 
superv Csory, audit and, other functions required to execute the activity without 
expatriate technical absistance;
 

(2) downstream activities for which expatriate assistance for design
 
and supervision has been arranged under donor financing;
 

(2) headworks construction in the Mahaweli Program for which expatriate
 
assistance for design and supervision is being provided with donor support.
 

D. The GSL shall agiee to provide from its omi budget, or cause to be pro­
vided by donors other than the United States, at least twenty-five percent (25%) 
of the total cost of any major project within the hmheli Program for which 
assistance is provided under this Agreement. 
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'SUMARY AND RECOMENDATIONS 

A. Recomendations-: 

$50,000,000 three year life-of-program loan with. $18,800,000
 
to be oliligated in FY 81 and the balance in Y 82 and TY 83.
 

2% interest during grace period,3% interest thereafter.
 

40 year repayment period, including 10 year grace period. 

B. "Brief Description: 

Upon assuming power after the 1977 elections, the current
 
Sri Lankan Government promptly began to implement a series of
 
liberalizing economic.reforms- designed to arrest the pattern of
 
economic stagnation which.had taken hold during the previous seven
 
years. The reforms included unification of the exchange rate and
 
devaluation, elimination of quantitative restrictions and license
 
requirements for -most imports, shifts from consumer subsidies to
 
producer incentives, and encouragement of the private sector and
 
foreign investment to stimulate growth instead of continued
 
exclusive reliance on state enterprises-. The Government also
 
began -making selected improvements in health, education and
 
nutrition progras, focussing them-more exclusively on the poor so
 
as to maintain Sri Lanka's impressive record of social progress.
 

The Government ts medium-term development strategy is to create
 
greater employment opportunities, attain self-sufficiency in basic
 
food items, diversify and increase exports, and improve economic
 
and social infrastructure. The principal instruments for achieving
 
these objectives are the GSL publlic investment program to finance
 
infrastructure development and private sector incentives to
 
increase production and exports. The Government has purposely
 
pursued a very ambitious public investment program because investment 
previously had been ignored for so long. It has had remarkable 
success in attracting external financing for its program as donors 
have responded enthusiastically to GSL economic reforms. Today, 
three years after the Government began to implement its development 
program, its successes are considerable. Economic activity has 
greatly accelerated and employment levels are the highest they have 
ever been. Public investment in rural development, housing, 
industrial infrastructure and other areas increased from Rs.2.1 
billion in 1977 to Rs.12.4 billion in 1900. After years of dormancy, 
the private sector is now vibrant. Foreign investment is beginning 
to pick up in response to the dramatic change in the business 
climate. Gross domestic product growth averaged an unprecedented 
7.3% in 1978 and 1979, twice the 1970-77 rate. 
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These gains have not been accomplished without some adverse
 
short-term economic consequences, however. The GSL has pursued an
 
ambitious public investment program and rapid domestic economic
 
adjustments in the face of a world-wide recession and accelerating
 
inflation in the price of vital iznports, as well as domestic
 
resource shortages. This has resulted in large increases in the
 
GSL budget deficits, the level of Government borrowing to finance
 
these deficits, inflation, and the balance of payments deficit.
 
The strains on both domestic and external resources reached
 
critical thresholds in 1980 and the achievement of the Government's
 
developmental objectives will Be endangered unless the economy is
 
carefully managed.
 

The Government, of course, realizes the painful economic
 
choices it faces, and last November it took a courageous and
 
necessary first step to reduce planned 1981 investment expenditures

by 20%. In contrast to the last two years, the Government plans
 
to enforce its investment expenditure ceilings-much more strictly.
 
In addition, the Ministry of Finance and Planning's investment
 
strategy for 1981-85 is to r,,tain the rupee Lnvestment levels shown
 
in the 1980-84 plan for 1982, 1983 and 1984, and make upward

adjustments for inflation only in relation to donor financing and
 
changes in the exchange rate. This would result in lower real
 
levels of investment. The only palatable way for the Government to
 
aintain adequate investment levels to meet its development
 
objectives will be to attract further donor assistance.
 

The Mahaweli Development Program commands the largest share
 
of i1e GSL investment program. Through it, the Government hopes
 
to obtain substantial increases in agricultural production,

employment and power generation, It is a massive rural development
 
effort aimed at assisting poor and landless farmers to better their
 
lot.. Support for the Mahaweli program is a key feature of AID's
 
program'in Sri Lanka to help increase rural production and employment.
 
Assuming overall investment spending ceilings are maintained, if the
 
Mahaweli program's share -f the investment budget does not increase
 
in the 1981-85 plan, the Mahaweli program as it currently is
 
envisaged would be underfinanced by 38%,or by about $600 million.
 
The only way the GSL will be able to reduce program cut-backs and/
 
or implementation delays, which can only be carried so far without
 
endangering the program's viability, will be through additional
 
donor assiS-tance.
 

At the July 1980 meeting of the Sri Lanka Aid Group, AID and
 
other donors recognized that new and more flexible assistance
 
approacheE -would be required to respond to Sri Lanka's current
 
needs. The IBRD recommended that donors shift from project aid to
 
more rapidly disbursing assistance. During the last few years,
 
AID has come to appreciate that the GSL's economic and social
 
policies and its programs in key development fields are fully
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consistent with Agency goals and priorities. Consequently AID has
 
a better chance of being able to increase assistance levels in
 
Sri Lanka without increasing direct hire staff appreciably than in 
most other developing countries. In short, Sri Lanka's current
 
development req1.rements, AID's program objectives in Sri Lanka,

and one of AID's primary institutional objectives all will be 
served through the provision of sector support for the Mahaweli
 
program.
 

What? 

The purpose of this loan is to assist the GSL to maintain an
 
adequate level of investment in the Mahaweli program during a
 
period of strict budgetary stringency. The loan will provide the
 
GSL with a non-inflationary means of financing Mahaweli investment
 
within revised spending ceilings. Loan generated rupees will be
 
allocated for specific downstream development components of the
 
Mahaweli prc gram to be included in the GSL's official annual
 
investment budgets. This will help ensure that 
at least minimum
 
funding adequate to provide for downstream development will be
 
included in these annual budgets-. Timely downstream development
 
will be important if the GSL's large investment in irrigation

infrastructure is to Be made producti-ve as 
scon as possible and
 
the program's benefits are to reach the rural poor.
 

The loan also will have a beneficial impact on Sri Lanka's
 
serious balance of payments situation. The dollars provided will
 
help reduce the GSL's external financing gap and result in increased
 
US exports to Sri Lanka. 

How? 

The proposed loan will be negotiated with the Ministry of 
Finance and Planning. The External Resources Department (ERD) of 
that Ministry will be responsible for administering the dollar 
financing. The Mahaweli Authority of Sri Lanka (MASL) will administer 
the rupee sector support. 

Two methods of generating rupees for the Mahaweli program were
 
initially considered: a series of cash transfers (direct purchases

of rupees) and a commodity import program (CIP). Both would
 
provide (a) a non-inflationary source of financing for the
 
Mahaweli program, (b) relatively quick-disbursing balance of
 
payments assistance, and (c) a -meaus of increasing US exports to 
Sri Lanka, with as many as possible of these exports being inter­
mediate and investment goods which will have a beneficial impact 
on Sri Lanka's development.. The chief advantage of the cash 
transfer for the GSL and USAID is that it would greatly simplify
administration of the dollar assistance, whereas an additional U.S. 
direct hire position would be required to help administer a CIP.
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However, a major disadvantage of the cash transfer method is the
 
lack of identification of AID dollars to U.S. exports, After an
 
exchange of cables with the Mission and consultation with the GSL, itwas decided that the irrevocable Unrestricted Special Letter of Credit 
CUSLC -method of disbursing dollars would be -most appropriate. (State

068450 March 18, Colombo 0786 'February 13 and State 031152 February
 
6).
 

Rupees generated for Mahaweli sector support will be allocated
 
each year in conjunction with the preparation of the GSL's annual
 
Mahaweli investment budget. USAID vill satisfy itself that the
 
allocation of resources in the Mahaweli program is-proper and reason­
able and that downstream requirements are adequately covered. Rupees
 
will he programed as a first priority against downstream components
 
which the GSL will be responsible to carry out on its own; as a second
 
priority against downstream activities for which expatriate assistance
 
for design and supervision is being provided with donor support; and
 
if necessary as a third priori'ty, against GSL financing requirements
 
for headwo,-ks construction for which expatriate ass-istance for design
 
and supervision is being provided with donor support. It is expected
 
-that almost all loan-generated rupees will be expanded for first
 
priority downstream developmeit activities in System B, C and H of
 
the Mahaweli program. The specific uses of the rupees will be outlined
 
in a Program Annex to *ach year's loan agreement/amendment which will
 
include allocations against line items in the official GSL Mahaweli
 
budget for specific activities.
 

AID will reimburse the GSL for expenditures of rupees made by 
the GSL after the signing of the loan for the agreed upon activities 
on a quarterly basis by issuing or amending the USLC opened in a U.S. 
hank. The USLC may be used Ty the Central Bank of Sri Lanka (beneficiary 
of the USLC) to pay for goods and services of U.S. source ordered or 
purchased after the USLC is opened. GSL accounting records will be 
-used to show that the amounts budgeted from all sources of financing
 
art expended for the purposes indicated and that the intended physical
 
accomplishments have been achieved. Quarterly reports will be submitted
 
to USAID to enable the Mission to monitor rupee expenditures and
 
implementation progress,
 

C. Summary Findings­

- Sector support for the Mahaweli program is required to
 
help ensure that acceptable progress in that program
 
is achieved.
 

- Balance of payment assistance also is urgently required.
 

- The provision of sector support for Ithe Mahaweli program
 
is an appropriate use for Section 103 development
 
assistance funds in Sri Lanka; it is consistent with 



the Sri Lanka CDSS and directly responsive to recommen­
dations made at the last meeting of the Sri Lanka Aid
 
Group.
 

The GSL possesses the capability to administer the
 
support to be provided without additional technical
 
assistance; and real rescurces can be mobilized for the
 
Mahaweli program if such financing is provided.
 

The use of USLC would fully meet the loan's objectives
 
and simplify its administration.
 

PAAD Team from AID/W:
 

R. Asselin: Capital Development Officer, ASIA/PD
 
J. Miller: Sri Lanka Desk Officer
 
R. Van Horn: Commodity Specialist, SER/COM 
T. Morrison: Economist, PPC/EA 
L. Kornfeld: Consultant 

USAID:
 

J.W. Evans: Chief, Mahaweli Development Office
 
R.M. Singleton: Chief, Project Development & Support Office (editor)
 
V.A. Fernando: Capital Development Assistant, PD&S
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I. BACIGROUND AND RATIONALE FOR A NEW DEVELOPMENT 

ASSISTANCE APPROACH 

A. Government of Sri Lanka Economic Policy'Reforms
 

After nearly half a decade of economic stagnation in
 
Sri Lanka, the current Government was overwhelmingly voted into
 
office in 1977. This Government promptly implemented a series of
 
major economic reforms. These included unification of the exchange

rate and devaluation, elimination of quantitative restrictions and
 
licensing on most imports, substantial increases in deposit and
 
lending interest rates, shifts from consumer subsidies to producer

incentives, creation of a favorable climate for foreign investment,
 
and encouragement for the private sector to import and compete with
 
state enterprises. At the same time, government health, education,
 
and nutrition programs were selectively improved and focussed more
 
exclusively on the poor so as to maintain Sri Lanka's impressive

record on infant mortality, life expectancy, literacy and population

growth (see Table 1). Because investment had been ignored for so
 
long, a major shift in budget emphasis away from consumer subsidies
 
in favor of public sector investment was implemented.
 

The economic reforms introduced iii late 1977 have met with
 
considerable success. Gross domestic product growth averaged an
 
unprecedented 7.3% in 1978 and 1979, twice the 1970-77 race. 
 This
 
was accomplished while the economies of a great number of other
 
developing countries stagnated in the face of worldwide recession
 
and inflation. The private sector's response to more liberal
 
economic policies has been very encouraging, and foreign investment
 
is picking up. The capital expenditure (public investment) budget

increased from Rs.2.2 billion ($278 million) in 1977 to Rs.5.4
 
hillion ($347 million) in 1978, Rs.7.3 billion ($475 million) in
 
1979 and Rs.12.8 billion ($798 million) in 1980. The GSL has
 
mobilized substantial external support for its development program.

For example, commitments by the Sri Lanka Aid Group grew from
 
$384 million in 1978 to $567 million in 1979 and $740 million in
 
1980, reflecting strong support for the GSL's economic initiatives.
 

Sri Lanka has had to pay a price for these successes, however.
 
Recent economic reforms and the ambitious public investment program

have begun to strain the limits of available resources, and the
 
GSL is now at a very critical point where sound management of the
 
economy will be necessary if its development objectives are to be

fully achieved. The Government is facing the situation squarely

and requires additional, more flexible donor support if it is to
 
succeed.
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''Table 1
 

"Comparative'Socio-Economic Indicatdrs
 

Source: 1S79 World Population
 
Data Sheet
 
Population Reference
 
Bureau, Inc.
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B. Current Economic'Conditions
 

The year 1980 was a sobering one for GSL economic planners
 
and policy makers. The 1980 CDSS for Sri Lanka stated that "the
 
main economic problem facing the GSL is whether its ambitious
 
development objectives can be achieved in a 4 to 5 year time frame
 
in the face of accelerating inflation in the prices of vital imports
 
... as well as emerging domestic resource shortages". The events
 
of 1980 confirm that the GSL's investment plans have been too
 
ambitious. The strains on Both domestic and external resources
 
reached critical thresholds during 1980 and exhibited themselves
 
through major increases in GSL budget deficits, government use of
 
domestic credit to cover these deficits, inflation, and the balance
 
of payments current account deficit.
 

1. The Government Budget and Inflation
 

Increased spending resulting from the accelerated
 
GSL public investment program initiated in 1978 has led to
 
increasing budget deficits which reached 43% of government expend­
itures in 1979 and an estimated 53% in 1980. Actual expenditures
 
greatly exceeded those planned because many investment costs were
 
underestimated due to both. unanticipated inflation in critical
 
areas such as construction and deficient program planning. Rather
 
than reduce real levils of investment, line ministries obtained
 
substantial supplemental budgetary allocations. Consequently,
 
actual capital expenditures exceeded original budget estimates by
 
22% in 1979 and an estimated 51% in 1980. The GSL's efforts to
 
reduce budget deficits are described on the next page.
 

These increasing budget deficits were financed largely
 
through domestic borrowing. The share of the Government budget
 
deficit financed by domestic credit creation was 52% in 19.79 and about
 
51% in 1980. This increased domestic credit contributed to ai
 
increase in the money supply of 29% in 1979. The money supply would
 
have increased by more than 40% in 1980, except that the impact of
 
increased domestic credit was offset by a $200 million decrease in
 
international reserves, which reduced the actual increase in the
 
money supply in 1980 to 23%. Because the GSL exceeded the ceiling
 
on domestic borrowing in its Extended Fund Facility (EFF) agreement
 
with the IMF, the EFF was suspended in August, 1980.
 

The major concern which arises because of increases
 
in budget deficits, domestic borrowing by the Government and the
 
money supply is the consequent inflationary pressures they bring.
 
Increased inflation can undermine the GSL's plans for the country's
 
future economic growth and development. Government budget deficits
 
tend to widen with inflation, and this could lead to a vicious
 
circle of deficits contributing to inflation which in turn contributes
 
to increased deficits. Inflation will tend to reduce the real levels
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of planned investments which can be achieved, It also may endanger
the Government's liberalized exchange rate and trade policy reforms,

depending on how far the GSL is willing to let its currency depreciate.

Finally, inflation could have serious distributional impacts, causing
 
a deterioration in the living standards of low-income groups,
 

The inflation rate as -measured by the consumer price

index reached about 30X in _1980. Until now, this high rate has been
 
caused mostly by price decontrol, higher import prices, and increas­
ing domestic resource shortages. These factors were in some cases
 
uncontrollable or, in the 
case of price control, desirable from an
 
oyerall economic policy viewpoint. The impact of increasing levels
 
of domestic credit on inflationary growth in the -money supply has been
 
largely offset by declining levels of international reserves. The
 
currently very low level of international reserves, however, will
 
not allow such an offset in 1981.
 

No doubt with this fact in mind, and as a first step
toward renegotiating an EFF agreement, the GSL -made courageous

decisions in November 1980 and March 1981 to reduce planned 1981
 
investment expenditures sharply from Rs.15.5 billion to Rs.12.0 billioA.
 
This level, only slightly lower than 1980, would result in a decrease
 
in real investment. The 1981-85 investment plan issued in May 1981
 
however, reflects strategy of the Ministry of Finance and Planning to
 
maintain the levels shown in current rupees for at 
least 1982, 1983
 
and 1984 and make upwar6 adjustments for inflation only in relation
 
to donor financing and changes in the exchange rate. (Shifts between
 
sectors wi'll be possible, of course). Even at these reduced real
 
investr-- levels, and even if projected external financing is made 
available, substantial budget deficits are anticipated. The Government 
believes, however, that any further reductions in investment would 
seriously undermine its development program. The GSL thus finds 
itself facing a trade-off requi.ing careful balancing between the
 
ixtreme of inadequate investment - with all that implies for economic
 
and social development - and larger budgetary deficits and greater
 
inflation.
 

2. The Balance of Payments 

Sri Lanka's balance of payments deteriorated sharply in
 
1980. The current account deficit more than tripled from $228 million
 
in 1979 to $644 million in 1980. International reserves were depleted

by $220 during 1980. At the end of 1980 net international reserves
 
were $38 -million, equal to one week of imports; down from $258 -million
 
at the end of 1979.
 

Large increases in imports have been the major cause of
 
the deteriorating current account balance. The current account 
deficit almost doubled from 1978 to 1979, while imports increased 
by 42% in value. The value of imports in 1980 increased by about 
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40% over 1979. ABout 75% of the increase in imports in 1980 was
 
in intermediate and inyestment goods, mostly due to increased 
imports by- the public sector primarily financed by, for-ign 
assistance. The remaininrg 25% of the increase was in consumer goods. 
The share of intermediate and investment goods in total imports has 
increased from 65% in 1979, to 70% in 1980 and 71% in 1981, 

The disappointing performance of exports has also
 
contributed to the worsening balance of payments situation. The
 
40% increase in imports in 1980 was accompanied by only a 9%
 
increase in exports, Most disappointing has been the performance
 
of estate crop exports for which only about 1% more was receiyed
 
in 1980, causing their share in total exports to decline from 65% 
in 1979 to 58%. The Government currently is taking steps to increase 
estate crop production and exports. 

Another important factor adversely affecting the balance
 
of payments is the worsening external terms of trade, The most 
dramatic recent development in the terms of trade was the more than 
doubling of oil import prices in 1980, which resulted in more than 
twice as-much being spent on oil imports. Oil imports in 1980 
accounted for about 47% of export earnings, compared to 26% in 1979. 
The prices of other imports needed for the investment program are 
also going up rapidly due to inflation in the industrialized 
countries.
 

Sri Lanka's external financing gap of almost $259 
million in 1980 was financed -mostly by drawing down reserves. There 
was also a sharp increase 1n the use of short-term trade credits, 
especially to finance petroleum imports.
 

Although. import growth in 1981 is projected to decline 
'to 7% and exports are expected to rebound slightly, the currer account
 

deficit is still expected to reach $769 million, and an exter.al
 
financing gap of $272 million is projected. The GSL will not be 
able to finance this gap by drawing down reserves since they are now 
at a very low level. Continued use of trade credits would he detri­
mental to Sri Lanka's debt service profile. Aside from any 
additional foreign exchange provided from new commitments of quick­
disbursing aid, the resumption of the IMF Extended Fund Facility in
 
June 1981 drastically reduces the excessive reliance on short-term
 
trade credits. New coimmitments of quick disbursing aid will also
 

be required, however, to help the GSL meet the large external 
financing gaps anticipated in the years ahead without having to
 
depend entirely on the IMF or on less appropriate and more costly
 
external borrowing.
 

More detailed analyses of the GSL budget, inflation 
and the balance of payments are provided in Annexes I and 2. 

http:exter.al


C. GSL Itvestment Program and*the 11ahweli 
Deyelopment Program
 

The GSL's iedium-term development strategy is xied 
at reducing high unemployment levels from an estimated 20X in 
1977 to 9% in 19.83; attaining self-suffcirency in basic foQd 
items; diversifying and increasing exports; and improving 
economic and social infrastructure, The principal instruments 
for achieving these objectives are the capital expenditure.s 
budget, which finances infrastructure investment and private 
sector incentives to increase production and exports. The capital 
expenditure budget also has a direct effect on employment through. 
the creation of over a mIllion jobs. 

The GSL's- strategy is explained in its Tolling, five­
year investment program which. guide financial commitm2nts for 
public investment projecta. It includes both. domestic and externally 
financed public investments and i's composed of two major gvoupings; 
three lead projects. and all other public investment. The lead 
projects are the Accelerated .ahaweli Program (AMP), Housing and 
Urban Development, and the Greater Colombo Economic Commission 
CInvestment Promotion Zoaes). The lead projects accounted for 
46% of total planned public investment in the 19.81-85 investment 
program. 

Within the lead projects, the Accelerated Mahawi.i
 
Program is the effort upon which. the GSL pins its hopes for
 
substantial increases- in agricultural production, employment, and
 
power generation, and for assisting poor and landless farmers to
 
better their lot. It accounted for 38% of public investment in
 
the 1981-85 plan, The Ale is intended to: (a)provide a livelihood
 
to over 100,000 families 3500,000 people) to he settled on newly
 
irrigated land; (b)provide employment for up to 75,000 construction
 
workers and possibly as many as 100,000 other off-farm worf,.ers;
 
Cc) increase food production Ty over one-half million tons annually;
 
and (d)generate 500 megawatts of hydro-power, enough to meet the
 
country's needs until the early 1990's.
 

Even w-Zth the very significant increases 1n donor
 
support the Government has attracted for its development program,
 
the originally planned level of public invstment is seriously
 
underfunded. Initial budget estimates for the 1979-83 investment
 
program were Rs.47 billion C$3.0 billion), Given recent levels
 
of domestic inflation and import price increases it is now estimated
 
that the cost of fully executing the level of investment included
 
in that program would be $6.75 bkllion. The Sri Lankan econozpy
 
cannot support the level of public investment initially projected,
 
and the Government must reduce its planned outlays accordingly.
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The analysis of Mahaweli program funding requirements

in Annex 3, estimatea that the Mahaweli program would require about
 
$1.6 billion during the 1981-85 period if all program components
 
were implemented as- currently planned without regard to financial
 
constraints. 
Howev2r, if the Ministry of Finance's tentative
 
strategy for limiting overall investment expenditures were to be
 
applied to the Mahaweli budget, only about $1 billion would be made
 
available during the 1981-85 period, leaving the program 38% under­

'financed. 
The GSL can reduce this shortfall (a) by increasing

spending ceilings for the program through attracting additonal
 
donor support, cutting other planned investment, or augmenting

domestic borrowing; and/or (b)by eliminating or delaying implement­
ation of certain Mahaweli program components. The Government has
 
begun to take action along these lines, but the developmental,

political and fiscal consequences of each of these alternatives will
 
be very difficult for it to balance, and it is safe to say that
 
even if the GSL squarely faces the tough decisions which lie ahead,

the viability of Sri Lanka's most important rural development scheme
 
will be endangered unless additional external financing is-provided.
 

D. Implications fo'r AID Assistance
 

In light of the large domestic and external resource
 
gaps facing the GSL, and the serious implications- this has for the
 
success of Sri Lanka's-most important development project, USAID/

Sri Ianka proposes the initiation of non-project assistance designed
 
to provide sector support for the Xahaweli program. The proposed

loan also will have a beneficial impact on Sri Lanka's balance of
 
payments.
 

Non-project assistance focused on the Mahaweli program

is consistent with AID's assistance strategy for Sri Lanka and the
 
flexible position AID took following the last Sri Lanka Aid Group

meeting concerning possible modifications in U.S. assistance in
 
response to changing conditions in Sri Lanka. The principal object­
ive of the CDSS for Sri Lanka is to increase rural production and

employment. Support for Mahaweli is considered the key to achieving

this objective. 
In its report for the July 1980 Aid Group Meeting*,

the World Bank pointed out the growing requirement for external
 
support to finance planned investment, especially in the lead
 
projects, and noted the deteriorating balance of payments situation.
 
Under the circumstances, and given the full support of Aid Group

members for the GSL's development policies, the Bank recommended
 
that donors shift from project assistance to more rapidly disbursing

aid. The proposed AID loan will directly respond to current
 
Sri Lankan requirement by providing vitally needed financing for
 
the Mahaweli program and balance of payments support.
 

The use of development assistance funds for non-project

assistance is appropriate for Sri Lanka because:
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CI) 	 Sri Lanka's development policies and progrips, as they arecurrently being carried out, enjoy the full support of 	the
international donor comnunity. The Government is fully
committed to providing the benefits of development to low
 
income groups, while pursuing economic growth,
 

(21 	The GSL is experiencing extreme budgetary shortfalls and
 
without additional assistance will be prevented from
 
carrying out its development program. External support

for local cost financing will enable the GSL to pursue

its investment program with less inflationary domestic
 
credit creation.
 

(3) 	Quick-disbursing balance of payments assistance is urgently

required. 

(4) Real domestic resources can be-mobilized to implement

planned lMahaweli activities if additional financing is
 
provided.
 

(5) The GSL is capable of implementing selected important

Mahaweli activities without additional expatriate

technical assil-tance. 

The specific characteristics of the proposed loan
 
are explained in Part II.
 

* 	 Report No. 2955-CE, 'Sri Lanka : Key'Development Issues in the 
1980ts, Volume ItThe Medium'Term'Development Program. 
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II. PROPOSED ASSISTANCE 

A. 	Purpose
 

The purpose of the proposed loan is to assist the GSL to
 
maintain an adequate level of investment in its most important
 
development project 0Nahaweli) during a period of strict budgetary
 
.stringency. The loan will provide the GS. with a non-inflationary
 
means of financing the Mahaweli program within revised budgetary
 
ceilings. In addition, the loan will have a beneficial impact on
 
Sri Lanka's balance-of-payments. The dollars provided under the loan
 
will help reduce Sri Lanka's- external financing gap and result in
 
increased U.S. exports to Sri Lanka.
 

B. 	 Maaweli Assistance Objectives 

It L.as become clear that the GSL will have to revise its
 
implementation plans for Mahaweli si'gnificantly in order to remain
 
within the budgetary-ceilings imposed on the program, even if those
 
ceilings are raised by cutting back other investment in favor of
 
Hahaweli. If additional external assistance is not forthcoming,
 
the GSL will have little choice but to stretch out implementation
 
of the program further. After delaying headworks construction
 
as much.as possible, it would be necessary to delay downstream
 
development activities needed to make the Government's large
 
investments in irrigation infrastructure productive, and bring
 
the program's benefits to the rural poor, If the delays made in
 
,implementation of downstream activities were significant, the
 
implementation pace of the left bank in System B, for which AID
 
is making a project loan, could also be affected since GSL financing
 
will be required for downstream settlement and other costs simultane­
ously with AID's financing of canal construction. That project's
 
current estimated cost is $218 million, of which AID will be
 
goiitributing $85 -million.
 

USAID therefore will allocate the rupees generated under
 
this loan with a twofold objective: Ca) to help ensure that minimum
 
necessary funding is provided for the total Mahaweli budget within
 
the GSL's revised investment spending ceiling; and (b) to ensure
 
adequate attention to downstream development is reflected in the
 
Mahaweli Authority of Sri Lanka's (XASL) allocation of funds
 
within its annual budgets. This will be accomplished through the
 
rupee allocation process described in Part III.
 

C. 	Effect of the Laon on the GSL Budget, Inflation
 
and the Balance of Payments
 

This loan will enable the GSL to increase annual Mahaweli
 
budgets above the levels which would be possible without this loan,
 
without increasing domestic borrowing and inflation. Another way
 
of looking at the effect of the loan on the Mahaweli budget is that
 



15
 

it will reduce the level of real cuts the CSL will haye to make in 
the Mahaweli program to stay,within reyised investment ceilings.
 
AID and other donors) Are interested in seeing that the GSL provides
 
adequate funds for the Mahavreliprogram within its annual ceilings,
 
if necessary by cutting back other investment. Decisions on the
 
overall level of investment spending and the priority given to the
 
Mahaweli program, however, are bes- left to the GSL. During the 
annual exercises to program this- loan's proceeds, AID and the GSL 
will review the levels- of funding to be provided for the Mahaweli
 
program, especially the financing requirements for downstream ,:
 
development which will more directly affect the near-term prospects 
for increasing agricultural production. The provision of funds
 
reserved for these components of the program should be of significant
 
help to the GSL in maintaining at least minimum necessary levels
 
of investment on downstream development.
 

The rupee proceeds of the loan will reduce the amount
 
of domestic borrowing the GSL otherwise would have to do to finance
 
a given level of expenditures. For example in 1981 approximately

7.2% of the domestic borrowing the GSL would otherwise have.to do to
 
cover its projected deficit would not be necessary. The intent is
 
not to provide rupees which will allow the GSL to exceed those
 
annual investment ceilings once they are set. Once overall invest­
ment expenditure ceilings are set, the net effect of the loan will
 
be deflationary. To insist that loan-generated rupees be used to 
increase Mahaweli spending above approved budget levels, without 
corresponding reductions elsewhere in the GSL budget, would negate
 
its. deflationary impact.
 

With regard to the balance of payments, the addition
 
of $18.8 million in 1981 to Sri Lanka's for.eign exchange resources
 
will not be large in relation to total foreign exchange flows.
 
However, when compared to the 1981 unfinanced external funding gap
 
of $272 million projected in Annex 2, it is not insignificant.
 
Indeed, only through increments of $10 to $20 million in non-project

assistance from various other donors can the GSL hope to close this
 
gap without having to depend entirely on IMF assistance and more 
costly foreign credit.
 

D. Rupee Generation Alternatives
 

The primary objective of the proposed loan is to
 
generate rupees to finance investment in the Mahaweli program. The
 
method by which these rupees are generated should -meet the following

objectives: (a) the rupees should provide a non-inflationary source
 
of financing for the Mahaweli program; (Cb the balance of payments
 
assistance should be relatively quick-disbursing; and () the
 
dollars should result in increased US exports to Sri Lanka. Two
 
methods were initially considered: a series of annual cash transfers
 
(direct purchase of rupees) and a commodityiimport program (CIP).
 
While both mechanisms would meet the objectives listed above,
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both. have shortcomings which resulted in a third method finally being 
adopted (unrestricted special letter of credit).
 

1. Cash Transfers
 

Cash transfers have been used in the past primarily
 
for non-developmental purposes for both balance-of-payments
 
assistance and budget support. However, USAID considered a departure
 
from existing policy to permit the use of cash transfers for
 
developmental reasons might be justified because of the GSL's
 
excellent developmental policies and record of achievements, its
 
need for timely balance-of-payments support, and AID's desire to
 
manage a larger as-istance program in Sri Lanka without increasing
 
U.S. direct hire staff substantially.
 

USAID proposed that the cash transfer include a
 
condition that non-concessionally financed imports from the U.S.
 
be increased by an amount equivalent to the cash transfer. The GSL
 
informally indicated that this condition would be acceptable and
 
could be met.
 

Use of cpsh transfers would meet the primary object­
ive of the loan. The chief advantage cash transfer method would
 
have for the GSL and USAID is that it would greatly simplify
 
administration of the dollar financing, thereby avoiding the
 
assignment of an AID commodity procurement officer to Colombo. In
 
addition, since rupees could be generated immediately following each
 
*ash transfer, the GSL's internal financial burden of financing
 
Mahaweli expenses could be eased.
 

2. Commodity Import Program
 

Preparatory work for a CIP was done in case that method
 
was chosen. USAID prepared an initial positive list of commodities
 
required by state corporations and other public entities which the
 
U.S. could supply competitively. The import program would have been
 
aimed at meeting public sector import needs, at least initially,
 
because private importers would have no incentive to use the CiP
 
under the GSL's current liberalized foreign exchange procedures.
 

The CIP would also have met the same objectives
 
listed for the cash transfer method. However, CIP would have placed
 
a much greater administrative burden on the GSL and USAID than cash
 
transfers since the USAID and GSL would have to ensure that all the
 
requirements of Regulation i were followed. This would require a
 
U.S. commodity procurement specialist added to the USAID staff.
 

3. Unrestricted Special Letters of Credit (USLC)
 

The Asia Bureau's Project Appraisal Committee (APAC),
 



in reviewing the draft PAAD, wanted to select a financing method 
-which would ensure that all or gst of the AID dollars would be 
spent in the U.S. APAC felt that the U.S. import condition proposed
for the cash transfer approach would be difficult if not impossible
for the GSL to meet over the life of the loan. APAC further 
supported the USAID's concern that the use of CIP would unnecessarily 
complicate the administration of the loan and would divert attention 
from the focus of the loan; i.e. the use of rupee generations for 
downstream development in Mahaweli. Therefore APAC proposed that
 
unrestricted special letters of credit be used to generate rupees

for Mahaweli Sector Support. (State 031152, Feb. 6, 1981).
 

Since the SLC method has not been used by AID for
 
several years, a further exchange of cables and discussions with GSL
 
were necessary before the details could be worked out 
(Colombo 0786,

February 13, 1981 and State 068450, March 18, 1981).
 

E. Size of Loan
 

The initial planning was for a $100 million loan to be
 
incrementally funded over five years. This amount was based on (a)

the total projected 1981-85 GSL rupee-financing requirement($446
 
million) for the three types of activities which the loan might

finance, and (b) likely AID funding availabilities during the same
 
peribd. However the GSL rupee financing needs for the Mahaweli
 
' 
rogram are much greater than the level of AID funding likely to
 
be available over the next five years.
 

APAC was reluctant to recommend approval of a five­
year, $100 million loan, given the uncertainties of future AID
 
funding and decided to reduce the level of the 
loan program to 
$50 million over a three year period with $18.8 million to be
 
provided in FY 81. It was understood that the amount of the loan
 
could be increased through PAAD amendment if conditions should
 
warrant. (State 031152, February 6, 1981).
 



III. RUPEE USE AND lMPLEMENTATION PLAN
 

A. Mahaweli Activities to he Supported
 

Since the loan is to support GSL investment in the
 
Mahaweli program, only Mahaweli line items in the capital expend­
iture component of the GSL'T annual budget will be eligible for
 
'financing under the loan. Priority will be given to the following
 
types of activities.
 

First priority will be given to downstream activities
 
which meet the following criteria:
 

(a) costs are primarily of a local currency nature; and
 

(b) the nature of the activity is such that there is
 
a demonstrated capacity on the part of GSL implementing agencies
 
to satisfactorily perform such budgeting, accounting, design,
 
contracting, supervisory, audit, and other functions as are
 
required in the execution of the activity, without expatriate
 
technical assistance.
 

These two criteria are satisfied for the following down­
stream development activities: land clearing, on-farm development
 
(i.e. land leveling and construction of tertiary irrigation canals),
 
and construction of social infrastructure (e.g. schools, health
 
centers, community centers), farm-to-market roads, and worker/settler
 
camps. Other cost items such as settlement costs and those associated
 
with farmer training centers and farm machinery hire services also
 
would be eligible.
 

This conclusion is based upon USAID's experience with the
 
Mahaweli Authority of Sri Lanka (MASL) and familiarity with the
 
budgeting, financial controls, engineering, contracting and construct­
ion supervision practices of the MASL, the Mahaweli Development Board
 
(MDB) and other subsidiary Mahaweli agencies for similar work in
 
systems H, B and C of the Mahaweli program. These basic types of
 
construction activities are undertaken by the GSL without expatriate
 
assistance throughout Sri Lanka. MASL budgeting procedures are
 
improving as the Mahaweli program proceeds and good auditing
 
practices are strictly observed by the GSL.
 

Second priority will be given to downstream activity
 
components other than those covered under the first priority category
 
where expatriate design and supervision assistance has been arranged
 
under other financing(AID or other donors). The type of activities
 
referred to here are basically primary and secondary irrigation and
 
drainage canals and related construction.l/ If the schedule for
 

I/ An exception is the Minipe Anicut, Ulhitiya-Ratkinda reservoirs
 
and associated works which are being carried out by the Mahaweli
 
Development Board (MDB) with no expatriate assistance. The donor
 
community generally, and USAID specifically, judges the MDB to
 
have the capacity to satisfactorily perform work related to this
 
component of the program.
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implementation of first priority-type activities is extended because 
of economic conditions, construction capacity bottlenecks, or
 
unforseen delays- in execution of headworks andlo; primary downstream 
irrigation works, it will be appropriate to use this loan to meet 
such second priority needs, subject only to the overall cost sharing 
limitations described below.
 

In the very unlikely event that the loan cannot be used for 
fizst and second category activities, third priority will be given 
to headworks construction in the Mahaeli program, again with the 
caveat that expatriate design and s-upervision already has been 
arranged under other donor financing. 

Current projections for the financing requirements of 
the three categories of activitiee for the 1981-85 period are shown' 
in Annex 3. A net amount of $141.6 million will be required from the 
GSL during 1981-85 to fully execute priOrity one-type activities. 
All of this will be required for local costs since the donor foreign 
exchange to be provided for these activities -more than covers their 
foreign exchange cost, 

For priority two-type activities, net GSL financing 
requirements will be $22.9 million. Here again, because donor
 
contiibutions will more than cover foreign exchange costs, the
 
entire amount will be required for local costs.
 

For priority three-type activities, the non-donor financed
 
requirement is $485 million, of which $236.4 million C49%) is for
 
foreign exchange costs and $248.6 million is for local costs.
 

For the three categories of activities together, the total 
GSL financing requirement over the 1981-85 period comes to $649.5 
million, of which, $203.3 million will be requilred in foreign 
exchange and $446.2 million equivalent will be required in rupees. 
The $50 million equivalent in rupees generated under the proposed 
loan would represent 11.2% of GSL rupee financing requirements for 
the three categories in the absence of additional donor inputs for 
local costs over and above those shown in Annex 3. 

Probably most of the $50 million will be used for prior­
ity one-type activities, which come to $141.6 million over and above
 
present donor commitments. However, even if the GSL is unable to
 
budget for all priority one-type requirements over the 1981-85
 
period, the AID input to the rupee financing requirements of the
 
overall program would be relatively small.
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A. Management of Rupees
 

1. Programming of Rupees - The anticipated generation of
 
rupees for a given GSLbudget year will be programmed at the time
 
the MASL annual budget and-those of its subsidiary agencies are
 
prepared and will be shown against discrete line items in those
 
budgets according to the priority uses of rupees described above.
 
During the annual budget reviews and programming exercises, the 
Mission will satisfy itself that the allocation of resources in
 
the Mahaweli program is proper and reasonable and that downstream
 
requirements are adequately covered. As an additional impetus to
 
the GSL to provide adequate amounts for downstream components, the
 
loan agreement will contain a covenant whereby the GSL will agree
 
to provide, or cause to he-provided by other donors, at least 25%
 
over the life of the project of the total cost of any project* within
 
the Mahaveli program. Although such a provision is not required
 
by Section 11OCa) of the FAA since the Mahaweli program is a multi­
donor effort, USAID feels it will be useful.
 

The actual obligation of U.S. dollar funds, including
 
the agreement on the use of the rupees will take place after the
 
GSL budget has been formally approved by Parliament and the
 
specific uses of the rupees can be related to the official budget.
 
The allocation of rupees -may be reprogrammed by MASL at any time,
 
subject to prior approval by the USAID.
 

The proposed 1981 program for the use of rupees, as shown
 
in Annex 4 will be used as an annex to the initial loan agreement.
 
Similar documents will be executed each year. The allocation of
 
rupees to individual line items may be up to 100% of the amount
 
budgeted for that item (see State 068450, March 18, 1981)
 

For 1982 and successive years' programming purposes, AID
 
must establish with reasonable accuracy the anticipated obligation
 
level under this loan for the following calendar your (GSL fiscal
 
year is the same as the calendar year) in the preceding year, when
 
Mt.SL and other public sector agencies prepare their draft budgets for
 
consideration by the Ministry of Finance, Thus tor the initial
 
programming of funds for 1982, it will be desirable to have an
 
estimate of the AID FY 1982 obligation level in May 1981. The GSL
 
must clearly understand that if the amount finally allotted by AID
 
for any given fiscal year is smaller than the programming figure
 
provided in May of the preceding year, the difference will have to
 
be made up from other money. This is reasonable, since the basic
 
philosophy behind the programming system is that:
 

* Projects are defined as major components of the program as 
described in the GSL budget, i.e. each headworks item and
 
each downstream irrigation system, e.g, B, C and H.
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(1) The GSL will decide what it wants to achieye in 
the Mahaweli Development program during a given year, taking into 
account this loan and its overall financial situation, the relative 
priority accorded to the Mahaweli scheme, implementation capacity, 
and the status of work achieved on its component elements. (The
Mission will have to satisfy itself that this GSL annual program

is proper and reasonable); and
 

(2) The use )f the loan-generated rupees is not 
intended to result in any increase in the level of Mahaweli invest­
ment 	for a given year over what has been authorized, but rather
 
should be considered as a non-inflationary means of permitting the
 
GSL to finance what it has planned and budgeted to do.
 

Inherent in the above concept is the fact that at the
 
level of line items in the program documents, all resources (IGSL
 
and donors) are comingled. This eliminates the need for the MASL 
or its subsidiary agencies to set up any special set of accounts
 
to trace A.I.D. allocated rupees through to their specific use.
 
AID 	concerns will be amply met if the MASL accounts and GSL audits
 
show 	that the amounts budgeted from all sources of financing for
 
a given line item have been expended for that purpose and that the
 
intended physical accomplishments have been achieved.
 

2. Reporting and Monitoring - The MASL will be required to 
submit quarterly reports through the Ministry of Finance and Planning
 
to USAID showing:
 

(a) 	 Expenditures of funds by line items identified 
in the annual program documents; 

(b) Status of accomplishment towards physical
 
implementation targets.
 

The physical implementation targets referred to above
 
are those which the Mahaweli Authority fixes in relation to the line
 
items in its annual budgets, e.g., numbers of kilometers of secondary

road constructed, numbers of families resettled, numbers of schools
 
built. These targets relate to the totality of the line item expend­
itures budgeted and not just to the A.I.D. rupee allocations. USAID
 
will have discussed these physical targets with appropriate GSL
 
officials in assessing the adequacy of proposed budget allocations
 
for downstream activities. These targets will be recorded in the
 
MASL's own planning documents, but not in the annual USAIDIGSL
 
program annexes.
 

Since the basic purpose of this sector support loan will
 
be achieved if and when the GSL provides adequate amounts of money

for downstream development activities in each year's Mahaweli budget,

review of the MASL reports and clarifiuation/investigation of any
 



problems which may,exerge from such. reviews are the only formal
 
monitoring of the use of the loan to be undertaken by the Mission.
 
These reviews may be supplemented on an ad hoc basis hy such. spot

checks in areas where the line item activities are located as can
 
be arranged in the course of field trips taken for other purposes,

but the activities will not he, and should not be, monitored as
 
project-funded activities are. Rupee allocation program changes

will be made by the GSL as necessary with USAID concurrence. In
 
assessing the reasonableness of requested program changes, USAID
 
will consider the revisions the MASI proposes to make in its physical

implementation targets. 
As long as the GSL expends rupees for the
 
activities agreed to in these annual program annexes, keeps USAID
 
informed of implementation progress, a
-iobtains USAID concurrence
 
to modifications in annual agreed allo-ations, it will be in compliance

with the conditions which AID attaches to the use of the sector
 
support.
 

C. Disbursement of AID Dollars
 

AID will reimburse to the GSL dollars by means of the
 
unrestricted special letters of credit (USLC) for expenditures of
 
rupees made by the GSL according to the agreed annual program annex.
Only expenditures made By the GSL after the signing of the loan
 
agreement will be eligible for reimbursement. MASL will prepare

and submit to the External Resources Department (ERD) of the Ministry

of Finance and Planning the quarterly report described above. ERD
 
will forward the quarterly report to USAID along with a request

that AID have a specified U.S. bank open or amend a USLC on behalf
 
of the Central Bank of Ceylon (beneficiary) for the dollar equivalent

of the rupees expenditures shown in the quarterly report as being

attributed to the AID loan. 
USAID will cable the request to AID/W

where FM/BFD will instruct the U.S. bank accordingly. Inte-est will
 
begin on the loan when the USLC is issued by the U.S. bank.
 

The Central Bank of Ceylon may instrvct the U.S. bank to

issue subsidiary letters of credit or otherwise make payments at
 
sight to designated supplies of U.S. source purchases ordered after
 
the USLC is opened. The USLC can be used to finance public or private

sector transactions, Specific procedures for collection by GSL of
 
rupees for USLC-financed purchases do not require AID approval.
 
(State 068450, March 18, 1981).
 

IV. CONDITIONS AND*COVENANTS
 

The only conditions in the loan agreement will be the usual legal

opinion and authorized representatives. The only covenant will be
 
the usual one concerning program evaluation. However, the model
 
project loan agreement in Handbook 3 will have to be modified some­
what since the loan is not for project assistance but contains features
 
of both program and project assistance. The Handbooks do not contain
 
a model program assistance agreement. The agreemen. shall also include
 a provision that at least 25% of the total cost of any major project in
 
the AMP which receives assistance from this loan shall be from non-U.S.
 
sources.
 



ANNEX 1 

Economic Analysis of the GSL Government Budget,
 
Inflation, and the Effect of A.I.D. Local Cost Financing
 

1. Recent Trends in the Government Budget
 

In recent years, the GSL budget has been under increasing strain
 
as expenditures which have been accelerating rapidly in response to
 
the ambitious development program have been accompanied by only
 
moderate increases in revenues. The table below presents the budget
 
figures for 1979, estimates for 1980, and recently revised GSL
 
projections for 1981.
 

The capital expenditure budget has been increasing very rapidly:
 
1978 represented a 143Z increase over 1977, as compared to a 70%
 
increase in recurrent expenditures. Starting from this higher base,
 
capital expenditure increased by 36% in 1979 over 1978 to a new
 
total of Rs.8,991 million (above $580 million). In 1980, it'is
 
expected to increase again by approximately 38% to a level of
 
Rs.12,392 million (about $700 million). The initial budget estimates
 
for 1981 projected a further increase (incurrent prices) of 25%
 
to Rs.15,461 million, but the recently revised budget figures reduced
 
this to Rs.12,739 (about $695 million) which is only slightly above
 
the 1980 figure and less in real terms.
 

On the revenue side, there was a dramatic increase of 74% in 1978
 
over 1977, but this slowed down to 9% in 1979 over 1978 for a total
 
of Rs.12,730 million (about $820 million). In 1980, the estimated
 
increase over 1979 is only 3.6%, for a new total of Rs.13,194 million
 
(about $740 million). The Minister of Finance's latest projections
 
for 1981 (November 5, 1980) show a reversal of this trend and
 
anticipate a 23% increase over 1980 to Rs.16,225 million (about
 
$910 million). This might appear overly optimistic. The 1981
 
receipts, however, include some new taxes and a recuperation of
 
funds advanced in 1980 to purchase wheat flour. Netting out these
 
two elements, the increase over 1980 on the same tax base is only 14.6%.
 
In a situation where inflation is running well over 20%, this may not
 
be unreasonable.
 

Recurrent expenditures increased sharply by 70% in 1978. However, 
they increased by only 2% in 1979, and they are projected to increase 
by 26% in 1980 (almost 40% of the increase was a one time advance to 
purchase wheat flour). For 1981, a 3% decrease is programmed. If 
the wheat flour advance is netted out, 1981 represents a 4% increase 
over 1980.
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SUMMARY BUDGET DATA 1979-811
 

(millions of rupees)
 

1979 1980 1981 
(Est.) (Rev.Projection) 

Recurrent Expenditure 12,530 15,811 15,332 

Revenue 12,730 13,194 16,225 

Curren . Acct.Surplus/Deficit +200 -2,617 +893 

Capit l Expenditure 8,991 12,392 12,7392 

Overall Deficit 8,791 15,009 11,846 

Financing of Deficit 

Domestic Sources 4,554 7,57n 3,750 
External Loans & Grants 4,237 7,4 8,100 

Source: Minister of Finance, Nov. 5, 1980 Budget Presentation
 
Includes loan repayments and sinking fund contributions of
 

Rs.1,620 million.
 

The GSL uses a rolling, five-year development prog 'minst- ment. 
Its initial capital expenditure estimates were Rs.47 billion ( .0 
billion) for the 1979-83 period. The 1980-84 program called for an 
increase to $4.3 billion, on the basis of a reduced level of real 
"investment. (The cost of fully executing the work included in the 
lq79-83 plan is now estimated at $6.75 billion, rather than $3.0
 
billion). As indicated above, the GSL plans to cut back even more
 
on the pace of development spending. The 1981-85 investment plan
 
continues the strategy whl .hthe Ministry of Finance followed in
 
'1981; i.e. to maintain--at least in 1982, 83 and 84 -- the levels
 
s1fown in current rupees for these years in the 1980-84 plan, with
 
no significant upward adjustments for price increases and inflation
 
except those which relate to donor financing and changes in the
 
tchange rate. Thus the rate of real investment will be slowed
 
down by a percentage equivalent to the rate of inflation. Even at
 
this level of investment, and even if external financing at
 
projected levels is available, continued budget deficits of substantial
 
magnitude are anticipated.
 

The GSL beleives that any further slow down in the pace of invest­
ment would seriously compromise the objectives of the development
 
program. Thus, the Government finds itself facing a trade-off, with
 
a need for careful balancing between the extremes of inadequate levels
 
of investment -- with all that implies in the way of social and economic
 
development -- and excessive budgetary deficits with inflationary
 
cnnsequences.
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2. The Government Budget and tnflation
 

Increased spending pressures resulting from the.accelerated
 
GSL public investment program have led to increasing budget
 
deficits that have reached 43% of government expenditures in 1979
 
and an estimated 53% in 1980. Actual expenditures have substant­
ially exceeded planned expenditures-because of significant
 
original underestimation of many costs, partially due to
 
unanticipated inflation in critical areas like construction. Rather
 
than reduce real levels of investments, line ministries responded
 
by requesting and obtaining substantial supplemental budgetary
 
allocations. The result has been-that actual capital expenditures
 
exceeded planned capital expenditures by 25% in 1979 and an
 
estimated 51% in 1980.
 

The share of the Government budget deficit financed by domestic 
credit creation in 1979 was 52% and as estimated 51X In 1980. This 
increased domestic credit contributed o an increase in the -money 
supply of about 29. in 1979. The -mon,/ supply would have increased 
by more than 40% in 1980, except that the impact of increased 
domestic credit was offset by a $200 million decrease in international 
reserves that reduced the actual increase in the money supply in 
1980 to 23%. 

The increased level of domestic credit and resulting increase
 
in the money supply led to IMF's suspension of its Extended Fund
 
Facility (EFF) agreement with Sri Lanka in August, 1980. However,
 
following the monetary reforms introduced by GSL in March, 1981 to
 
control the domestic credit expansion, the EFF was resumed in June
 
1981 with a drawing of SDR 37.5 million. About SDR 113 million of
 
the SDR 260 million negotiated in January, 1979 remain available
 
for drawdown by GSL. In addition, the GSL also drew another SDR
 
25.3 million in June, 1981 from the Compensatory Fund 'Facility
 
(CFF) which is -n IMF credit facility extended to developing
 
countries experiencing export shortfalls.
 

The major concern that arises because of the increased budget
 
deficits, domestic credit, and money supply is the consequent
 
pressure on inflation. Increased inflation will adversely affect
 
the GSL's plans for the country's future economic growth and
 
development. Government budget reficits tend to widen vith
 
inflation, which could lead to a vicious circle of deficits contrib­
uting to inflation which in turn contributes to increased deficits.
 
Inflation also will tend to reduce the real levels of planned
 
investments that can be achieve. It also may endanger the liberalized
 
exchange rate and trade policy reforms the current Government has
 
implemented, depending on how far the GSL is willing to let its
 
currency depreciate. Finally, inflation could have serious
 
distributional impacts, causing a deterioration in the living
 
standards of low-income groups#
 



It is important to recognize, however, that deficit financing 
has not beenthe only, and perhapa not even the major, factor 
causing inflation in Sri Lanka. Price control Cie., subsidy
 
removal) on some key consumer items* has accounted for a significant
 
share of price increases. For example, consumer prices increased
 
by 	43.3% from March, 1979 to March 1980, but by only 21.3% if the
 
quantum jumps in decontrolled prices are netted out. Similarly,
 
from September 1979 to September 1980, the inflation rate is
 
reduced from 33% to 19% if the same netting out procedure is
 
applied. The underlying inflation rate, therefore, is significantly
 
less when these once-and-for-all quantum jumps in prices are
 
excluded. The decontrol of energy-related items (e.g., petrol,
 
electricity and transportation) has been directly related to the
 
rapidly increasing price of imported oil.
 

Although the immediate direct impact of subsidy reductions is
 
to 	increase prices, the indirect impact through the effect of such.
 
reductions on the government budget should lessen inflationary
 
pressures since requirements for deficit financing should be reduced.
 
This makes the high government budget deficits of 1979 and 1980
 
appear even-more serious.
 

Another important factor contributing to inflation has been the
 
sharp increase in construction costs reflecting increasing scarcities
 
of 	raw materials, skilled workers, and construction capacity in
 
relation to the expanded demands of the public sector investment
 
program. Increased reliance on imports have further worsened inflat­
ionary pressures since the prices of some imported Lonstruction
 
,materials are substantially above domestic prices. It is unlikely
 
-that these inflationary pressures in the construction sector will
 
ease.
 

Lastly, Sri Lanka's terms of trade have deteriorated as the
 
prices of essential imports have risen dramatically, while the prices

pf Sri Lanka's traditional export commodities have fallen.
 

In summary, inflation until now has been mostly caused by price
decontrol, worsening external terms of trade, and increasing domestic 
resource shortages, particularly in the construction industry. These 
factors are either uncontrolled or,in the case of price decontrol,
 
desirable from an overall economic policy viewpoint. The impact of
 
increasing levels of domestic credit on inflationary increases in the
 

• 	These items include rice, flour, sugar, kerosene, milk powder,
 
fresh coconuts, coconut oil, electricity, petrol and
 
transportation.
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money supply has been largely offset by declining levels.of
 
international reserves, .The currently very low level.of international 
reserves, however, will-not allowvsuch an offset ii.1981.
 

3. "lmplications for GSL Ednomidli61cy
 

The GSL responded to the worsening fiscal situation by

announcing in November 1980, major cuts in 1981 planned capital
 
expenditures, and some minor revenue increases in order to reduce the
 
deficit to more manageable proportions, As a result, the government
 
deficit as a share of total expenditures will decrease from 53% in
 
1980 to 32% in 1981.
 

The 1981 budgets for most major ministries were cut by 25%,
 
including the Mahaweli program. Although these severe budget cuts,
 
demonstrate courage and an apparent commitment by the GSL to reverse
 
the deteriorating fiscal situation, the need for quick action led to
 
the levels and allocation of cuts being somewhat arbitrary. rreat
 
care will have to be taken in implementing these directiyes to
 
mitigate their adverse effects-. For example, to the extent possible
 
cuts should be'avoided whichwould result in delays or cancellations
 
of foreign aid disbursements, This would be self-defeating to the
 
extent that expenditure cuts are offset by reductions in foreign
 
aid.
 

.. Additional subsidy reductions or removals would also serve to
 
reduce the pressure on the government budget. Subsidies on items
 
like fertilizer and food still represent significant drains on the
 
government budget. Adjusting subsidies that affect the living
 
standards of the low-income groups, however, must be accomplished
 
with great care.
 

The GSL is now facing the classic economic trade-off between
 
increased output and employment on the one hand and inflation on
 
the other. Many signs are point;'- to the fact that the public
 
investment program initiated in 1977 has become too ambitious in
 
relation to available resources, even considering the large amount
 
of foreign aid commitments that have been made. If the revised 1981
 
budget is exceeded in a way similar to the 1980 excesses, the
 
results could be dsastrous for the economy of Sri Lanka. International
 
reserves are too low to be drawn down any further as an offset to
 
increased domestic credit creation, and a 40 to 50% increase in the
 
money supply on top of an already heated economy could easily push
 
Sri Lanka into a hyper-inflation situation.
 

It is also important that in revising its investment program the
 
GSL provide a balance between the long-gestation lead projects and
 
projects with shorter-term productive outputs. Too great a share
 
of government spending that does not result in real output in the
 
short-run can also lead to inflationary pressures. The GSL must
 
also try to balance private sector needs with public sector needs.
 

http:level.of
http:levels.of
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'4. Economic Rationale of A;I.D. Local Currency Financing
 

The basic economic rationale of the sector support to be provided
 
under the proposed loan (i.e. the generation and programming of
 
rupees for the Mahaweli program) is that it provides the GSL with a
 
non-inflationary mechanism of obtaining rupees to cover projected
 
-financing gaps in the Mahaweli program within revised overall GSL
 
budgetary ceilings. The purpose is not to allow expenditures to
 
exceed the revised ceilings once they are set.
 

The rupees to be generated by the unrestricted special letters of
 
credit represent additonal budgetary resources for the GSL and thereby
 
reduce the amount of domestic credit that GSL would otherwise have
 
had to use to finance a given level of spending. This will be approx­
imately 11% of the estimated domestic borrowing that will be required
 
to cover the planned deficit in 1981.
 

The Dff Extended Fund Facility included a condition that imposed
 
an overall ceiling on domestic credit, but the suspension of the
 

b EFF in August, 1980 primarily because this ceiling was exceeded,
 
left no upper limit exceot .h.posed by the fiscal discipline of
= 

the GSL. In view of the recent strong GSL budget actions, the 111F
 
resume its EFF in June 1981 with a new domestic credit ceiling
 
condition. The predominantly pragmatic economic policies of the
 
current GSL, with the exception of the recent expenditure excesses,
 
plus the substantial 1981 budget cuts announced in November, are
 
good reasons to trust that fiscal discipline will be restored.
 

In summary, A.I.D. local currency financing under the proposed
 
loan will allow the GSL to finance its expenditures for 1981-83 with
 
a lower level of domestic credit. In a time of increasing budget
 
stringency and inflationary pressures, non-inflationary local
 
cost sector support for such an important program is an appropriate
 
use of development assistance. If this form of assistance were
 
matched by other donors, a significant contribution could be made
 
to the GSL's efforts to stabilize its fiscal and monetary situation.
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Balan 'of Payrnent Analysis
 

1. Current Situation ad'P~ojedtton
 

Sri Lanka's balance of payments deteriorated sharply in 1980.
 
Table I shows thau the current account deficit -more than tripled
 
from $228 million in :,979 to $644 million in 1980. International
 

reserves were depleted 5y $220 -million during 1980, and at the end
 
1980 net international %eserves reduced to a level of $406 million,
 
equal only to about two months worth of imports. 

This deterioration in the balance of payment continues the 
trend that began last year when the deficit almost doubled from 
1978 to 1979, while imports increased by 42%. Imports in 1980 have 
increased by 40% over 1979 (See Table II). 

Large increases in imports have been the major cause of the
 
deteriorating current account Balance. About 75% of the increase in
 
imports in 1980 has been intermediate and investment goods, mostly
 
due to the increased volume and cost of imports generated by the
 
public sector investment program and primarily financed by foreign
 
aid. The remaining 25% was in consumer goods. Intermediate and
 

investment goods are expected to increase their share of total
 

imports from 65% in 1979 to 70% in 1980 and 71% in 1981.
 

Another factor increasing the deficit has been the worsening
 
terms of trade that Sri Lanka has been experiencing. During 1978­

84, the prices of -merchandise imports are expected to increase at
 
annual average of 12% while extort prices are anticipated to increase
 

by only 9% annually. These projections imply a deterioration of
 

Sri Lanka's terms of trade by almost 13% between 1979 and 1984.
 

Although imports are expected to grow at the much less rapid
 

rate of 11% in 1981, and exports to rebound to an 11% growth rate,
 

the deficit will still increase by 9% to a level of $833 million.
 
With deficits at such unprecedented high levels, it is necessary
 

to assess very carefully deficit financing prospects and implications
 
for maintaining current investment plans.
 

Table III estimates the external financing gaps for 1980 and 1981.
 

In 1980 the gap was largely financed by drawing down international
 

reserves by $220 million, which will not be possible in 1981 as net
 
reserves are now at a precariously low level. There was also a
 

substantial increase in the use of short-tern trade credits in 1980,
 

especially to finance petroleum imports. Continued heavy use of ,
 
trade credits would begin to have an adverse impact on Sri Lanka's
 
credit worthiness and debt service situation. Sri Lanka was able
 
to draw a $50 million Eurodollar loan in 1980, which will also
 
worsen the debt service picture. The debt service ratio, however,
 
should remain below 15%,over the next five years.
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Although the financing gap in 1981 is not as 
large as 1980,

imostly due to increased aid disbursement arising from higher foreign

assi.stance commitments, Sri Lanka will not have the cusbion of
 
reserves that existed in 1280, 
The resumption of the IMF Extended
Fund Facility, which amounts- to about SDR 150 million for Sri Lanka
in 1981, appears to be the most likely way to avoid excessi-;e 
reliance on short-term trade credits,
 

Contributing-to the worsening balance of payments situation has
been the disappointing performance of exports, 
The 40% increase in
the volume of imports in 1980 was accompanied by only 
a 9% increase
in export receipts. Most disappointing has been the performance of

plantation crop exports wfticE increased only by about 10% in 1980,
causing their share in total exports to decline from 65% in 1979 to
58%. This poor performance was caused both by drought weather

conditions and cumulative effects of GSL policies that have tended
to discourage increased plantation crop production. The GSL is
 now taking steps to reverse this trend.
 

The performance of minor agricultural exports and industrial
 exports was encouraging in 1980, growing at 44% and 32% respectively.

Petroleum product exports increased by 32% 
in 1980 mainly because
 
of higher prices and now account for about 50% of industrial
exports. Garment and textile exports grew at 56% 
in 1980 and repre­
sent 35% of industrial exports.
 

The projection in Table II that exports will rebound in 1981 to
an 11% growth rate may be optimistic. It assumes favorable weather

conditions and adequate producer incentives. To the extent that
 ..these conditions- do not hold, the balance of payments situation
 
could be significantly worse than projected.
 

The import projections -may also be optimistic, Petroleum imports,
after more 
than doubling in 1980, are projected to increase by only
107, in 1981. This is based on the assumption that subsidy removals
and conservation measures will succeed in keeping the volume of

petroleum imports constant ii 1981 
(15 million barrels). The price
of oil is projected to increa; from $32/barrel in 1980 to $36/barrel

in 1981. Holding "other consumer" imports steady at 
$325 million
 
after a 17% 
increase in 1980 may-also be difficult.
 

Projecting Sri Lanka's balance of payments even through 1981,
therefore, requires making many assumptions about quite uncertain
 
events. 
 Projecting past 1981 through 1985 approaches a star-gazing

exercise. 
 It is not unreasonable, however, to speculate on the range
of the current account deficit under varying circumstances over the
 
next five years.
 

The World Bank's 1980 economic report on Sri Lanka provided a
 range of 
the annual average deficit over 1980-84 of between $712
million (official GSL estimate) and $956 million CIRD adjustments
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with..less favorable assumptions). The main assumptions that were
 

adjusted by the .IBRD regarded the behavior 99 exports, private
 
remittances, and factor service payments.
 

The events of 1980, boweter, have shown that even,the IBRD 
For
projections with less favorable assumptions were optimistic. 


exampl:, the TERD's adjusted deficit figures for 1980 and 1981 of
 

$620 mil.lion and $725 million respectively are significantly lower
 

than our mire recent estimates of $644 million and $833 million.
 

With greatei than expected import pressures and poorer export
 

performance, Ose average annual current account deficit over 1981­

85 could be betwcen $1.2 and $1.5 billion. The greater the current
 

account deficit ten% to increase over this period, the more likely
 

it is that further cutbacks in growth and investment will have to °
 

occur and that import controls might 
be reimposed. The balance of
 

payments situation, therefore, rzci.,d threaten to undermine the basic
 

development strategy of the current 6overnment.
 

2. Implications for GSL'Edonom'c Policy
 

The trade and exchange rate policies that the GSL has adopted
 

since 1977 have in many ways been favorable to an improved balance
 

of payment situation. The devaluation and unification of the
 

exchange rate system replaced an inefficient system of import
 

controls and provided increased incentives to exports, particularly
 

The GSL policy of letting the exchange rate
industrial exporters. 

float has maintained these favorable incentives. The reduction
 

or elimination of subsidies on-many imported consumer goods has
 

discouraged excessive imports of these coumodities, and has 
succeeded
 

The GSL has
in achieving significant reductions in certain area. 


also embarked on a strong export promotion strategy, establishing
 

special incentives for exporters and a Free Trade Zone program 
to
 

attract processing and re-export activities.
 

Despite these favorable policies, however, several GSL policies
 

have contributed to the recent deterioration in the balance 
of trade.
 

Although the poor performance in plantation crop exports in 
1980 was
 

strongly influenced by poor weather conditions and sagging 
prices,
 

there evidence that GSL policies also have discriminated against
 

these producers and eroded incentive to increase production. 
Export
 

taxation on coconuts, rubber and tea has been excessive, and 
has
 

eroded profit margins. With these crops representing between 55%
 

and 65% of total export earnings, Sri Lanka cannot afford many 
years
 

like 1980 when plantation crop export receipts decreased by 
14%.
 

Perhaps the most important GSL economic policy decision affect­

ing the balance of payments is the level of economic growth and
 

it decides to maintain. High levels of investment
investment that 

imply high levels of imports, and to the extent that these imports
 

are not covered by the country's own foreign exchange resources 
or
 

foreign aid, large financing gaps such as occurred in 1980 will
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continue. The GSL must carefully plan its investment programs so
 
that desired growtb. rates are balgnced with the maintenance of
 
external financing gaps at sustainahle levels.
 

The GSL has done an excellent job of lining up foreign donor
 
support for its investment program. Over half of the current
 
account deficit is covered by foreign aid flows. High levels of
 
donor support can be expected to continue barring any unforeseen
 
circumstances.
 

The GSL should also ensure that the managed floating exchange
 
rate be allowed to adjust adequately to domestic vs. world inflation
 
rates. Although the GSL seems to have achieved this so far, if high
 
inflation rates continue, the maintenance of a realistic exchange
 
rate may become endangered. In other words, the GSL may resist
 
a continual depreciation of the rupee at the 17% annual rate of this
 
past year. The alternative, however, is a resumption of import
 
restrictions and disincentives to exporters.
 

3. Balance of Payments Role of Proposed Assistance
 

Intermediate and investment goods represented 75% of the increase
 
in total imports in 1980, and they will continue to dominate the import
 
needs of Sri Lanka over the medium-term. These imports will represent
 
about 72% of Sri Lankats total imports in 1981. This relatively high
 
share of development imports presents a sound framework within which
 
to transfer foreign exchange resources.
 

The addition of $18.8 million in 1981 to Sri Lanka's foreign
 
exchange resources is not large in relation to total foreign exchange
 
flows, but when compared to the projected 1981 $272 million unfinanced
 
gap (see Table III) it is not insignificant.
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TABLE I 

Balance of Payments 

(millions US$) 

1979 1980 1981 
(Provisional) (Projected) 

1. GOODS -467 -969 -1220 
Exports 979 1063 1135 
Imports -1446 -2032 -2335 

2. SERVICES 48 52 63 
Receipts 192 277 299 
Payments -144 -225 -236 . 

3. TOTAL GOODS AND SERVICES -419 -917 -1157 

4. PLUS TRANSFERS 191 273 •324 
Private , 48 136 157 
Official 143 137 167 

5. CURRENT ACCOUNT DEFICIT -228 -644 -833' 
(3 + 4) 

.06. NON-MONETARY CAPITAL 1 447 418 
Private 56 249 181 
Public 156 198 237 

7. ERRORS AND OMISSIONS 46 -39 -46 

8. SDR ALLOCATIONS 16 16 16 

9. OVERALL BALANCE 46 220 -353 
(5 + 6 + 7 + 8) 
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TABLE I 

Major Exports and Imports
 

(Million US$j
 
1979 1980 1981
 

- (EST) (EST)
 
EXORTS 979 1063 1155 

Tea 
 366 373 373
 
Rubber 160 156 189
 

Coconut 108 45 64
 
Minor Agric. Crops 54 
 80 98
 

Industrial Products 239 339 346
 

Text'les/Garments 
 (71) (108) (111)
 

Petroleum C124) (188) (176Y
 

Other (44) (43) (59)
 
Gems 
 31 41 46
 

Others 
 21 29 39
 

DLPORTS 
 1446 2032 2223
 

Rice 
 57 45 20
 

Flour/Wheat 108 154 97
 

Sugar 
 59 115 174
 
Petroleum 250 486 603
 

Fertilizer 
 43 80 73
 
Other Consumer Goods 277 328 325
 

Other Intermediate Goods 223 
 324 363
 
Investment Goods 350 492 563
 

Other 79 8 5
 



7 ANNEX 	2 


TABLE 	 III 

External Financing Gap
 

(millions US$)
 

1980 1981
 

A. CURRENT ACCOUNT DEFICIT 644 833
 

.B. Plus Debt Repayments 62 66
 

C. Gross Foreign Exchange Requirements (A+B) 706 899
 

D. 	Less External Sources of Foreign Exchange 447 627 

Net Direct Foreign Investment 45 70 

Loan and Grants 386 541 

SDR Allocations 16 16 

E. Unfinanced Gap (C-D) 	 259 272
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MAHAWELI PROGRAM: BACKGROUND AND FINANCING REQUIRE ,S 1981-85 

BACKGROUND* 

Mahaweli Ganga Development Program - Status Statement III 

1 INTRODUCTION 

The Mahaweli Ganga Development Program 

1.01 The basic objective underlying the Mahaweli Ganga Development 
Program stems from the need to overcome three major problems which Sri Lanka 
faces: (i) unemployment, (ii) excessive imports of food and other agricultural 
products, and (iii) a shortage of power for industrial development and rural 
electrificatiori. During the .conrtruction phase, the Program will provide large­
scale employment benefits. After construction, about 225,000 farm families will 
be settled on the new land kid over a million people will be gainfully employed in 

The output of these people will significantlyagricultural and allied pursuits. 
reduce the need to import-:rite, wheat flour, and other food items, for which the 
foreign exchange bill was about US$3.8 M in 1979, or about 30% of the export 
earnings for the year. At full development, Sri Lanka's need for hydropower will 
be covered for the remainder of the century. 

1.02 The Po.;, m is based on a Master Plan prepared jointly by a 
UNDP/FO 	 team and Sri Lankan engineers in 1965-68 (see Map). The Plan 

asenvisaged developm-nt of about 365,000 ha of Irrigable land in the dry zone, 
well as about 500 MW of hydropower. It was divided into three phases, each. 
including several projects, for stepwise implementation over a 30-year period. 

-With World Bank financial assistance, the initial construction of the Program 
began in 1970 on transbasin diversion headworks at Polgolla on the Mahawell 
•Ganga 	 and at Bowatenna on the Amban Ganga, including a 40 MW hydropower 
plant at Polgolla (a second 40 MW hydropower plant at Bowatenna, assisted by the 

Asian Development Bank, is currently under construction). The project completed 
in 1978 provides an improved water supply to about 53,000 ha of existing irrigated 

land. Under a secondland and a full irrigation supply to about 40,000 ha of new 
IDA credit, in collaboration with Canada, the EEC, the Netherlands, UK, and US, 
work is underway on the development of irrigation systems and the construction 

of new villages and towns on about 29,000 ha of the new land (the Government 
undertook the development of the remaining 11,000 ha with its own resources), 

land development, settlement, and on improving agricultural extension and 

support services. 

The Acceleration of the Mahaweli Program 

1.03 	 Late in 1977, the Government realized that, at the current rate of 
onconstruction and population growth, the Program would not have much impact 

the country's economy in terms of meeting the unemployment problem and the 

serious food and power shortages, and that it would have to be accelerated. An 
Study carried by Netherlands-financedImplementation Strategy was out the 

consultantr (NEDECO) to: (i) review and re-evaluate the UNDP/FAO Master Plan 

and each of the separate projects; (ii) examine the implications of various 



alternative phasings of the feasible projects; and (Ili) recommend aspecific actionplan taking into account technical, financial, economic, institutional, and man­power constraints. 

1.04 After a review of available financial resources, construction capabil­ities and ,tralned technical personnel, the Government decided to accelerate theconstruction of five major projects, comprising fiverdams and hydropower plantswith an 
of 

Installed capacity of about 600 MW, and development of about 117,000 hanew lands. During the early months of 1978, the Government approachedseveral prospective donor countries for~assistance in the preparation of the five
projects. Expressions of interest were received from the following: (I) Kotmale 

-UK; -Project - Sweden; 60i Victoria Project (Ili) Randenigala Project Germany;and (Iv) Maduru Oya Project - Canada. :Japan agreed to finance a feasibili ty studyof. the Moragahakanda Project. Other possible external assistance included 'anexpression of Interest by the Government of Canada to finance feasibility studiesof some of the other projects In. the~Program. Thei US expressed interest Inproviding finance, for downSreamn development (the Irrigation system) of theMaduru Oya 'Project (Systeim' B). 'The US also undertook to finance an in-depthstudy of the Impact of the Accelerated. Program on the environment. The AsianDevelopment Bank provide8 a'grant of US$98,000 to assist in the planning of roads.In the'Mahawell area,' and the EEC has expressed interest in an' involvement In the'development of System 'C,as has IDA. 'Under, a Special Action Credit, the EEC Isfinancing. consultancy
:i" 


:! 7i~ S:: !:!~i <~ :/ 

:<> ,i!: : '-i 

services 
? : ; . i:!ii 

for 
/ " 

the~
:;i: i; 

detailed 
;i;> f;! 

design
> i ':!!T!Ti;:!;*:;:

and engineering
i !;i!~ of the'Irrigation Infrastructure In System C.(see Table on page 23 for pledges). 

An Overview ofProgress to Date 

1.05 The first two years since the decision of the Government to accelerate­the Implementation of the Mahaweli Program devotedwas to the carrying out ofthe necessary mapping and Investigations and the preparation of feasibility studies~of projects under the Accelerated Program 1/, as' well as the preparation of their.final' plans,' detailed designs and tender doctImrents. Aerial photography (black and'whilte and infrared under 1:20,000 scale) was completed for the entire 'AcceleratedProgram area, as well as the catchment 'areas of the Mahaweli Ganga. Maps on1:5,000 scale with one meter contours were completed for almost all of~thedownstream areas of System's A, B, C, and D. Soil survey and land classifications were. completed for the areas under Systems B,~C, and D and are ongoing In
System A. The feasibility reports for, Maduru Oya Dam 'and System 8 (by ACRESof Canada, fnanced by the Government 'of Sri Lanka's own resourceb.) and forVictoria 'Dam and System C (by Hunting Technical, Services, Sir Alexander Gibbsand& Partners, and Preece,~Cardew and Rider,'I engaged under UK bilateralassistance) have been completed. The feasibility report for the.Randenlgala andRantembe Projects (by Salzgitter Consult,:"Agar-und-Hydrotechnik and Electro­watt EngInerng Services, financed by the Federal Republic' of Germany). ha~ibeen, completed. and the~consultarits are no engaged In the preparation of finalplans and designs,,'cost estimates and' tender documents for completion by 'the endof 1980. The ,feasibility report for'- the .Moragahakanda, Project by Japaneseconsultants, (Japan Engineering Consultants *and Nippon Koel, engaged with 
bilateral assistance'fro'a Japan) has also been completed., 

P~ ] Exr.ept (o,......., Project, for w.4nlch a feasibility study (by WAPC,0 of 
(na) ompieted with tstchniral atilqtance from Indi. The r'~r

uiim to the Governmenit I). iri 1,nka In lanuary 1973. 

*.­

:;, :" ; i: ;!: :i;~ !
 



3 ANNEX 3 

1.06 Final plans, detailed designs, cost estimates and tender documents for 
Victoria Dam and power plant and for Maduru Oya Dam were completed. 
Contracts for the construction of the Victoria Dam, tunnel, and associated 
structures ha'.'e been awarded to a joint venture of two British contractors 
(Balfour Beatty & Co., and Edmund Nuttal & Co). Tenders for the powerhouse and 
electro-mechanical equipment have been called. The contract for Maduru Oya 
Dam and link tunnel has been awarded to a consortium of four Canadian 
contractors (Foundation Co. of Canada, Allas-Gest International, Fitz Patrick 
Construction, and Vanin Construction). Tenders for electro-mecharnical equip­
ment have been called and awards will be made shortly. A contract for the initial 
work, the tunnel and the powerhouse for the Kotma! Project has been entered 
into with a Swedish contractor (SKANSKA) and t'.e contract fer the dam will be 
entered into with the same contractor. 

1.07 Early in 1980, in the context of the cnnual review of its rolling 
Medium-Term Public Investment Program, the Government took stock of all its 
capital investment propo:a&" for the period 1980-84 as against a careful reassess­
ment of available domestic and foreign resources. Faced wi.th rapid escalation in 
costs and consequent problems in financing, the Government made a conscious 
attempt to scale down its lead investment projects, including the Mahaweli 
Program. Accordingly, the proposed investment in the Program was scaled down 
from Rs 24 B (US$1.5 B equivalent) to Rs 18.2 B (US$1.2 B equivalent) so as to 
make provision for construction to begin on three of the major dams, namely, 
Kotmale, Victoria, and Maduru Oya (with a possibility of work beginning on 
Randenigala/Rantembe by 1983) and downstream development covering 49,000 ha. 
Even with these bold measures, however, a serious issue remains relating to the 
financing of the Program. 
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I". STATUS OF MAHAWELI PROGRAM 

A. Headworks 

Kotmale Project 

3.03 The Kotmale Project, situated on the Kotmale Oya, a tributary of the
Mahaweli Ganga, is mainly concerned with power generation. It will regulate the
flow of the Mahaweli Ganga above Polgolla, and add irrigation and power for
downstream projects. Th-. basic elements of the scheme are a dam on the
Kotmale Oya, a tunnel system leading to an underground powerhouse and an
outfall discharged into tne Mahaweli Ganga. 

3.04 Preliminary studies of the project were carried out with USAID 
assistance during 1958-61, and suLsequently a feasibility study was provided by
Water and Power Development Consultancy Services (India Ltd.) during 1973-78. 
Although further investigations are proceeding at the dam site to finalize thedesigns, the project, as preseirtly conceived, consists of a rockfill dam 115 m high
and 600 ni long with a gross storage capacity of 363 M ct? m. The shute spillway,
located on the right abutment of the dam and controlled by three 14xI4 m radial 
gates, will be capable of passinig the probable maximum flood of 5,400 cu m/sec.
The water impounded in the reservoir will be conveyed through a tunnel to an
underground hydro-powerhouse about nine krn downstream. The tail water will be
discharged by tunnel into the Mahaweli Gaiga. The project is estimated to have 
an annual output of 513 GWh with an installed capacity of 200 MW. 

3.05 The proje .t is expected to cost Rs 5,000 M at 1979 prices (US$320 M),
of '%*hjch 80% (Rs 4,00 M or US$256 M) will be in foreign exchange. It is being
partly financed through Swedish import 3upport over the next five years totalling
SKr 630 M (US$170 M equivalent). A negotiated contract in the amount of Rs650 M has been entered into with a Swedish contractor (SKANSKA) for the
construction of access roads, construction camp, and other site preparation and
preliminary works. A second contract in the amount of Rs 1,200 M has been
entered into with the same contractor for the construction of the underground
works, ,including the tunnel, powerhouse, and related. works. The contract for the
dam will be awarded after the designs and cost estimates are finalized. The.
c'ompletion date for the first of three power units is scheduled for end-1983. 

Victoria Project 

3.06 The Victoria Project, located between the confluence of the Mahaweli
Gaga and Hulu Ganga and the Victcria Rapids, will provide 210 MW of power
generation capacity and irrigation water to serve about 53,000 ha of lands in the
Mahaweli and Maduru Oya Basins. Various alternative combinations of dam
heights for the Victoria Project and the Randenigala/Rantembe Projects (located
21-24 km downstream from Victoria) were studied for the purposes of optimizing
power and irrigation benefits. These studies, carried out by Netherlands-financed 
consultants (NEDECO) and also independently by UK-financed consultants
(Hunting Technical Services, Sir Alexander Gibb and Partners, and Preece,
Cardew and Rider), indicated that a high Victoria Dam and a low Randenigala
Dam would be the best combination from the technical and economic points of 
view. 
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3.07 The Victoria Dam will be a double curvature arch type about 118 m 
high and 507 m long at the crest. At a top level of 478 m above mean sea level, 
the surface area of the reservoir will be 24.2 sq km with a gross storage capacity 
of 730 M cu m and a live storage of 690 M cu m. The spillway is designed to 
discharge a maximum flood of 8,200 cu m/sec. Low level sluices will be provided 
to permit routine or emergency drawdown of the reservoir. Eight radial gates a m 

;gh and 12.5 m wide will be provided for the spillway and the two low level 
sluices will each have a diameter of 4.1 m. 

3.08 Three power units of 70 MW each will be installed, capable of 
generating 780 GWh of energy per annum. There is also provision for the 
installation of three additional units of 70 MW each for peaking purposes at a 
later stage. The tunnel will be 6.2 m in diameter and 4,900 rn long, mostly 
concrete lined. The total length of the steel-lined tunnel section and the penstock 
section will be 1,250 m The powerhouse will be situated at the 232 m level and 
will discharge directly uio the proposed Randenigala Reservoir. 

3.09 The cost of 'the headworks (dam, tunnel, powerhouse, electro­
mechanical equipment, and related works) is estimated at about Rs 4,500 M at 
1979 prices (US$288 M equifalent), of which about Rs 3,400 M (US$218 M 
equivalent) or 76% of project cost will be in foreign exchange. The UK has 
committed IL100 M (US$220 M equivalent) for project construction. A construction 
contract has been awarded to a joint-venture of UK firms (Balfour Beatty and 
Company, and Edmund Nuttall and Company). Mobilization of the contractor is 
scheduled for this summer, with project completion by end-1984. 

Randenigala and Rant#-mbe Projects 

3.10 The Randenigala and Rantembe Projects, situated on the Mahaweli 
Ganga 21 km and 24 kin, respectively, downstream from the Victoria Project, will 
provide about 175 MW of power generation capacity and irrigation water to serve 
about 36,000 ha. The NEDECO study showed that the irrigation water from the 
Irandenigala Dam (then proposed as a high dam without the Rantembe Project) is 
not needed in the Mahaw,..i or Maduru Oya Basins and thus is available to irrigate 
land elsewhere in the North Central River Basins (NCRB) or the Northwest or 
Southeast Dry Zones. Under the IDA-financed Mahaweli Ganga Technical 
Assistance Credit approved in 3anuary 1980, a transbasin diversion study will be 
carried out to investigate alternative plans for conveying and utilizing this surplus 
water.. 

3.11 Feasibility studies were carried out during April-December 1979 by a 
joint venture of German-Swiss consultancy firms (Salzgitter Consult, Agar-Und 
Hydrotechnik, and Electrowatt Engineering Services), financed by the Federal 
Republic of Germany under a concessionary loan in the amount of DM 4.0 M. The 
consultants studied various alternative designs, including a high Randenigala Dam 
and a Randenigala and Rantembe combination of dams. The study indicated that 
a high Randenigala Dam would cost much more than the lower Randenigala/ 
Rantembe combination. In addition, the geological conditions at the proposed 
high Randenigala Dam site were found to be unfavorable. Moreover, a high 
Randenigala Dam would submerge the future lower Uma Oya hydropower dam site 
indicated in the UNDP/FAO Master Plan. In these cirutjmstances, the 
Randenigala/Rantembe combination was found to be more attractive from both 
the technical and economic standpoints. 
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3 1 Gelgclinvestigations of the Randenigala and Rantembe sites 
indicate favorable rock 'conditions suitable for the proposed construction. The 
Randenigala Dam' Is sited in a narrow river section of the Mahaweli Ganga
approximately 3 km upstream of its confluence with the Uma 'Oya. The length of 
the darn'will be 500 m measured along the crest and the maximum height of the 
dam will be 90 m. *The dam will be a rockfiltype with a central imnpervious core. 
The materials to be excavated from the diversion tunnel and the spillway will be 
used as rockfill. The spillway isdesigned to pass the probable maximum flood of 
8,100 cu r/sec: with all three gates open. The gates are of:the radial type 15:m 
high and 16.7 m wide.' Two diversion tunnels at the right bank ~will be provided for 
river diversion during construction. One of these tunnels will be used as a bottom
and irrigation ote.The intake tower and the powerhouse are located on the 
'left bank. The installed capacity of the powerhouse will be 126 MW (2 units of 63 
MWeach),a and the average emergy output will be about 525 GWh including a firm 
energy output of'366 GWh. 

6 3.13 a The Rantembe. [Iiin is situated, immediately downstream of the 
confluence of the Uma Oya'with the Mahaweli Ganga. The dam will be a concrete 
gravity type 'with a crest length of 415 m and a height of 44 m. The spillway is 
designed to pass the probable'hnaximum flood of, 10,235, cu in/sec with all four 
gates open. The gates will be1 16.4 m high and 16 m wide. The power'station will 
be located 'on the left river bank.' The intake works, penstock, and powerhouse are 
Integrated into two blocks' of. the' dam. The powerhouse' will have an installed' 
capacity of '49 MW, 'with a'firm energ oupto'5 ~ n naeaeeeg 
output of 251 GWh per year.gyotuof18Wiadanaegeeey 

1 

3.14 The feasibility report gives the estimated costs (1979) of the 
Randenigala and Rantembe Projects (dams, powerhouses, and electro/mechanical''" 
equipment)''at Rs 2,400 M (US$154 'M equivalent) and Rs'-1,350 M '(US$86 M 

' equivalent), respectively. 'At present,' the , German-Swis joint venture is 
aproceeding ,with the preparation of the' detailed plans, designs, estimates,an 

tender documents to be finalized-by'end-1980 'forrRandenigala and'by' March 1981 
for 'Rantembe.' The aGovernment of the Federal Republic, of Germany has 
alocated an amount of DM 400 M,(US$230 M equivalent) for the construction of
the projects. 

Maduru Oya Project' 

3.15 1 ,The Maduru Oya. Project, situated In the Maduru Oya catchment east 
of the Mahaweli 'Basin,' will provide' about' 7.2 MW of power generation capacity 
and will"'serv'e an irrigation area (System B)estimated to am"ount to about 37,400 
ha (net) 'of "new' land and 3,750 aha ofa existing' land under the Pimburuthawa' and' 
Vakerneri schemes. As 'the supply from, the Maduru Oya Is inadequateto serve the 
whole of' this area,' It 1will,,'therefore?' be supplemented with' water from -th' 
Mahawell' Gaga via' the Right Bank 'Cal and athe-6.'6 km Ratkinda-Maduru Oya'
link tunnel.' .The Maduru Oya Ihas Its sourcesJ In the Uva hills Ilng., In the 

~isoutheastern sector of' the. island 'and drains'an' area'"of 'about 1,560 sq km~.' The' 
average rainfall within' the project area~ s about. 1,700~mm and Is concentrated 
mainly in the northeastern monsoon saofrmOctober-January. 

.4~a 3.16' Geological, Invest gatlons bya core drilling and'trenhing Were carried 
lta-' the:darn site and Indicated iultable conditions for ronstruction of a' 

.<or~ rcktldr The dei fa~e ok~i dam 1wai prepared by the '­

"'" ' 

,I 



Central Engineering Consultancy Bureau with the assistance of the French 
consultants (SOGREAH) engaged with UNDP financing and with the World Bank 
acting as executing agency. The design of the dam was reviewed at several stages 
by an Engineering Review Board appointed by CIDA in which the World Bank also 
participated. The Board also reviewed the tender documents and the 
specifications and drawings for the dam and the link tunnel. 

3.17 The dam will have a maximum height of 40 m and a length along the 
crest of 1,008 m. A central core rockfill protected by double layers of inclined 
filters is proposed. The upstream shell of the dam will be 1.8 horizontal and 1.0 
vertical slope, while the downstream shell will have a slope of 1.5 horizontal and 
1.0 vertical. A 150 m chute free flow spillway provided on the left bank saddle is 
capable of discharging 1,600 cu m/sec. The right bank irrigation outlet will have a 
capacity of 35.4 cu m/sec, while the lei't bank irrigation outlet will have a 
capacity of 49.5 cu m/sec: Turbines will be provided at both outlets while 
provision has also been made for irrigation bypass outlets. One turbine unit will 
be provided on the right bpnk while the left bank will have two similar units. 
Each turbine will have a maximum capacity of 2.4 MW operating under a rated net 
head of 13 m. The turbines will be of the Kaplan-type. 

3.18 A contract for the construction of the headworks (dam, outlet works, 
generating facilities, and the. link tunnel) has been awarded to a joint venture of 
Canadian firms (Foundation Co. of Canada, Allas-Gest International, Fitz Patrick 
Construction, and Vanin Construction) at a contract price of Rs 1,338 M (US$86 M 
equivalent). Canaea has agreed to contribute up to Cdn $76 M (US$65 M 
equivalent) in the form of a concessionary loan for the construction of these 
works. It has also agreed to provide Cdn $7 M (US$6 M equivalent) as a grant to 
cover engineering services and construction supervision to be provided by a 
Canadian consulting firm (Crippen International), which began work in March 1980. 
The Government of Sri Lanka will provide about Rs 600 M (US$37.5 M equivalent) 
toward the cost of the' civil works and US$5-6 M to cover the electro-mechanical 
.equipment, bringing the total project cost to Rs. 1,725 M (US$10 M equivalent). 
Site preparation is nearly complete and mobilization of the contractor is expected 
in about 3uly 1980. Project completion is scheduled for early 1983. 

Moragahakanda Project 

3.19 The Moragahakanda Project, situated l6 km upstream of the Elahera 
Anicut on the Amban Ganga, a tributary of the Mahaweli Ganga, will provide 
about 26 MW of power generation capacity and, as in the case of the Randenigala 
Dam, irrigation water to serve about 20,000 ha in the North Central River Basins 
or elsewhere in the Dry Zone. The project consists of a main dam and two saddle 
dams and has a storage capacity of 686 M cu m. The main dam across the Amban 
Ganga will be a rockfill dam with a central core 72 m high and 490 m long along 

The first saddle dam will be of concrete gravity type 62 m in heightthe crest. 
and 396 m in crest length. The second saddle dam will be of the central core 
rockfill type 42 m in height and 490 m long. The spillway is capable of 
discharging 8,400 cu m/sec. The powerhouse is located immediately downstream 
of the first saddle dam on the left bank and will have an installed capacity of 26 
MW and an annual energy output of 145 GWh. The powerhouse is designed for the 
installation of another 26 MW at a future date. 



3.20 The project isexpected to cost about Rs 1,720 M at 1979 prices (US$i10 
M equivalent), of which about Rs 1,360 M (US$87 M equivalent), or 79% of project 
cost, will be foreign exchange. A Consortium of Japanese Consultants (Japan 
Engineering Consultants and Nippon Koei Co.), 'financed by the Japan 
International Co-operation Agency (JICA), completed i .i Feasibility Report and. 
submitted it to the Government of Sri Lahka in October 1979. The Government. 
intends to delay decision on final plan, detailed designs, and tender documents 
until the transbasin diversion study is carried out under the IDA-financed 
Mahaweli Ganga Technical Assistance Project (paragraph 3.10). 

B. Downstream Development 

Right Bank Canal Complex . . 

Minipe Anicut .. 

3.21' The new Minipe-Anicut will be located about 500 ft downstream of the 
existing anicut which is nov serving the Minipe Yoda Ela.(the Left Bank Canal) 
which irrrgates 6,650 ha in the Minipe scheme. 'The lower site of the new Minipe 
Anicut will provide better conditions both for the diversion structure as well as 
the first reach of the Right Bank 'Canal, which is located in difficult terrain with 
steep slopes. The new anicut will be a concrete structure of ogee section 210 m 
long and will be equipped with steel gates. The structure will also have scour 
sluices, head sluices, and silt ejectors installed with hinged leaf-type gates. 

Right Bank Canal 

3.22 The Right Bank Canal will carry water diverted from the Mahaweli 
Ganga at Minipe (together with the inflow of a number of Right Bank tributaries 
such as LoggalOya, Heppola Oya and Diyabana Oya) from the Minipe Anicut to 
Ulhitlya Reservoir. The canal will be about 22.4 km long and have a discharge 

_ capacity of 63.7 cu r/sec. The canal will feed the Uihitiya and Ratkinda 
Reservoirs, which will supply' supplemental water for the irrigation of both 
Systems B and C, thus increasing the total irrigated area in both systems "to 
70,000 ha. 

Ulhitiya-Ratkinda Reservoirs 

3.23 combined catchment area of the Ulhitiya Oya and Ratklnda Oya is
'The 

310 sq km. The length of the Ulhitiya Oya dam will be 4.8 km and that of 

Ratkinda will be 1.2 km. The maximum dam height for both Ulhitlya and Ratkinda 
will be 25 m. The total storage capacity will be 146 cu m. A link canal I km long 
will connect the Ulhitlya Reservoir to the Ratkinda Reservoir. The tunnel which 
will feed Maduru Oya Reservoir will be located on theeastern endof the Ratkinda 
Oya Reservoir. Main canals from both Ulhitiya and Ratkinda Reservoirs will 
conveywater forirrigation to System C. A summary of the cost estimates of the 
project components at end-1979 prices are as follows: 

Component Estimated Cost (Rs M)'Project 

'15" ' Minipe Anirut 
Right Bank '2--nail1,0
 
lhiia dam 
 ''100 

L~ I I" ''75 
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3.24 The construction of the Minipe Anicut and the first 4.7 km of the 
Right Bank Canal has been entrusted to the State Development & Construction 
Corporation, an established Government Board. Initial construction work has 
commenced. The Ulhitiya Oya Dam has been entrusted to the River Valleys 
Development Board, another established Government Board. They have already 
done a considerable quantity of work on the left bank of the dam. Construction of 
the Badulu Oya Tunnel and the Ratkinda Oya Dam has been undertaken on 
contract by Ceylon Development Engineers, Ltd., a local private sector construc­
tion company. The contractor has already mobilized and commenced construction 
both on the tunnel as well as the dam. The balance of the Right Bank Canal and 
structures are expected to be financed by IDA. International tenders have been 
called for this work and the bids will close on June 10, 1980. It is hoped to 
complete the canal and associated structures by early 1983. 

System C 

3.25 The System C bn the Right Bank of the Mahawell Ganga will cover a 
net area of about 21,000 ha fnet) failing within the command of the Right Bank 
Canal Complex. Most of the northern half of the area is covered with jungle with 
virtually no inhabitants. The southern half is partially developed and has about 
3,500 ha under irrigated paddy, with water supplied from ancient tanks. 

3.26 The soils in System C consist essentially of two types - the well­
drained upland reddish-brown earths (RBE) and the poorly drained low humic gleys 
,(LHG) in the valley bottoms. Between these types are intermediate, imperfectly 
drained soils. The well-drained RBE soils appear to be underlain by bedrock or 
rock lenses at fairly shallow depths (two to three meters) -nd have high erosion" 

soils are expected to becharacteristics. Without adequate drainage, the 
waterlogged quickly with irrigation and hence the area would be better suited for 
rice production than other crops. The LHG soils are also well suited for rice. The 
deeper RBE soils (over 3 or 4 m); which are found to be of only a small extent, 
would be suitable for growing diversified crops if drainage is provided. 

3.27 Irrigation water for System C will be diverted from the Mahaweli 
Ganga at the Minipe Anicut and conveyed through the Minipe Right Bank Canal to 
the Ulhitiya and Ratkinda Reservoirs. Storage regulation will be provided by 
Kotmale and Victoria Reservoirs to meet the diversion demands at Minipe. In 
addition to the Mahaweli flows, several small tributaries along the route of the 
canal will provide a small contribution to the seasonal water requirements of the 
area. The feasibility studies conducted for the Victoria Dam Project have 
established that the regulation available at Victoria can meet the water require­
ments in both System C and System B. 

3.28 The development area is divided into six zones on topographical and 
catchment characteristics. In Zone i, practically all the irrigable land has already 
been developed and settled. Zone 2 will be irrigated from the main canal to be 
constructed on the Left Bank of the Ulhitiya Oya Reservoir while Zones 3 to 6 
will be commanded by a main canal taking off from the Ratkinda Oya Reservoir. 
Distributaries and field channels will be constructed to deliver water to each 
individual farm. Drainage canals will also be provided as required. 

3.29 The 'abulation of the irrigable lands has not yet bee'n completed, but it 
is expected that a total of about 21,)00 ha (net) of irrig,,hle lands can be­
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developed for irrigation in Zones 2 to 6. Development of Zone 2 (containing about 
5,200 ha) is planned to commence in mid-1980 and external financing for this 
development is being sought by Government. IDA has appraised the System C 
project and is expected to finance development in the remaining Zones 3 to 6. 
Zone I is nearly completely developed. 

3.30 In addition to irrigation and drainage infrastructure, the project will 
provide for the development of townships and village centers, housing for the 
operation, management and extension staff, roads, electricity, water supplies, and 
other facilities connected with development activites. The total cost of the 
project is expected to be on the order of Rs 2,200 M excluding the cost of the 
Minipe Anicut, Right Bank Canal, and the Ulhitiya and Ratkinda Reservoirs. 

System B 

3.31 System B occupie's the Maduru Oya Basin which is east of the 
Mahavieli Ganga Basin and separated from it by a north-south line of low hills. 
The irrigation area lies along either side of the Maduru Oya'downstream from the 
Maduru Oya Dam site. The basin lies in the Dry Zone of Sri Lanka with rainfall 
varying from 2,946 mm to a minimum of 871 mm and an average of 1,075 mm. 
Seventy-five percent of the rainfall is during the north-east monsoon from 
October to January. The average annual volume of run-off of the Maduru Oya at 
the dam site is 381 M cu m and fluctuates from a maximum of 897 M cu m to a 
minimum of 154 M cu m. The area is comparatively undeveloped except for 4,900 
ha of paddy under two major irrigation schemes, Pimburettewa and Vakaneri, and 
4,500 ha under rainfed. The rest of the area is covered mainly with forests. The 

.population of the area at present is approximately 25,000. System B lies within' 
thd administrative districts of Polonnaruwa and Batticaloa and a small part of the 
area-near the dam site falls within the Amparai District. About 67% of the area 
was covered by medium-intensity soils mapping and with togographic mapping at 
scales of 1:5,000. Mapping of the balance area will be completed about mid-1980. 

3.32 The water requirements of the Maduru Oya Basin will be supplied 
partly by the catchment of the Maduru Oya Basin itself and partly by the 
Mahaweli Ganga diverted flows. Water from the Maduru Oya Reservoir will 
irrigate the downstream areas by a system of main and branch canals. The left 
bank canal has a capacity of 48 cu m/sec and the right bank 35 cu m/sec and are 
respectively 55 km and 52 km long. The left bank branch canal system has a total 
length of 91 km and the right bank branch canal system 34 km. The design 
provides for a system of distributary, sub-distributary, and field channel systems, 
as well as main and secondary drains. It isexpected to settle 31,900 farmers on an 
extent of 31,900 ha net irrigable paddy land. About 2,700 farmers will be settled 
on 5,500 ha of uplands. The total number of settlers will be 34,600. The full 
range of infrastructure facilities will be provided with townships, villages, and 
hamlet centers with different levels of Lacilities. A network of roads at different 
levels will also be provided. 

3.33 The estimated project costs at mid-1979 prices are as follows: 
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Local Foreign Total 
(RsM) 

Main and Branch Canals 460 870 1,330
 
Tertiary System, etc. 630 70 700
 

Sub-total, Irrigation Works 1,090 940 2,030 

Non-irrigation 'infrastructure 530 50 580 

Total 	 1,620 990 2,610 

The Internal rate of. return of the project is estimated at 12%. The indirect and 
social benefits have not been taken into consideration. 

3.34 The Feasibility Report for System B was prepared by the consultants 
ACRES International Limitei of Canada engaged by the Government of Sri Lanka. 
USAID has indicated interest in financing the irrigation development for System 
B. As a first stage, USAID has agreed to finance (in a sum of US$10 million) the 
engagement of consultants for the preparation of final plans, designs, and 
estimates for main and branch canals, major structures, a pilot area7 of about 
4,000 ha, the main drainage system, as well as for supervision of the construction 
of these works. Tenders for the consulting proposals closed on March 31, 1980. 

System D 

3.35 The area proposed for development consists of Systems Dl, D2, C, and 
A/D (as designated in UNDP/FAO Master Plan), lying mainly in the Polonnaruwa 
and Trincomalee Districts. The source of irrigation water for this area is the 

,natural 	 run-off of the Amban Ganga watershed augmented by supplemental 
supplies diverted from the Mahaweli Ganga through the Polgolla Tunnel. Five 
large existing tanks (Kaudulla, Minneriya, Kantalal, Giritale and Parakrama 
Samudra) serve the presently irrigated area. The new areas proposed for 
development would make use of these existing tanks. Improvements would be 
made to about 50 km of existing canals to increase flow capacities and about 145 
km of new canals would be constructed. The existing areas and proposed new 
areas to be developed under each system are as follows: 

Project Area
 
System 	 Existinlg New Total 

System DI 
New sugar - 3,800 3,800 
Other Crops 12,400 9,100 21,500 

System D2 10,100 2,200 12,300 
System G 17,500 4,500 22,000 
System A/D - 2,600 2,600 

Total 	 40,000 22,200 62,200
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3.36 The cost of improvements and provision of irrigation and drainage 
facilities, development of new lands and provision of the necessary infrastructure 
has been estimated at Rs 900 million and the annual project benefits at full 
development at Rs 180 million with an internal rate of return of about 12%. Works 
that have so far been undertaken in this System D area consist only of topographic 
mapping (scale 1:5,000 with one meter contours) and soil survey and land 
classifications. 

System A 

3.37 System A is on the lowest reach of the Mahaweli Ganga extending 
from the Kandakadu Anicut to the river mouth of the Mahawell. over some 70 km 
away. The total area is about 90,000 ha within the System boundary of which 
about 36,200 ha can be developed under irrigation. 

3.38 The consultarts Ior the Randenigala Project were required to review 
the data available for System A with a view to carrying out a feasibility study 
combined with the Randenlgala Project. However, in view of the NEDECO 
recommendation that the water of the Randenigala Reservoir will be surplus to 
the requirements of the Mahaweli and Maduru Oya Basins, System A will not 
require the Randenigala Reservoir for its irrigation. In view of the priority given 
Lo the feasibility studies for Systems C and B, the topographic maps, soil surveys, 
land classification, socio-economic data and other investigations and surveys 
necessary for the preparation of the feasibility study for System A had to be given 
low prioricy and is t.!ing taken up only in 1980. The consultants for Randenigala 
have been asked to irepare the Feasibility Report for System A and it is expected 
Ihat the draft feasibility report will be available before the end of 1980. 

3.39" System A will be irrigated by a diversion weir across the Mahaweli 
Ganga at Kandakadu or other suitable site. Alternate sites are being investigated 
by the consultants before they arrive at a final recommendation. The consultants 
have identified the areas for possible development as follows: 

(a) 	 Existing areas under the Allai Scheme (6,000 ha) and 
existing areas under main irrigation schemes (6,000 
ha) in proximity to Allai. The consultants expect 
that with assured irrigation water and improved 
agricultural management, cropping intensities can 
be increased to 180% and yields by 50%. 

(b) 	 Lower Flood Plain - about 9,000 ha of alluvial soil 
which, though subject to flooding, can be drained as 
the soils are light and free-draining. 

(c) 	 Upper Flood Plain - consisting of alluvial soil area 
of 3;500 ha suitable for cultivation of rice in Maha 
and upland crops in Yala. 

(d) 	 A further extent of 15,500 ha to the southeast of the 
Upper Flood Plain suitable for rice, upland crops, 
and pasture.
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III. . ENVIRONMENTAL ASSESSMENT 

4.0.1 A study. of the environmental impact of the Accelerated Mahawell 
Program is being carried out by a firm of consultants (TAMS of USA) engaged 
under technical assistance from USAID. the consultants issued an Interim Report 
in February 1980. The following is a summary of their recommendations: 

(a) 	 Social impact of settlement in new areas: measures 
should be taken to monitor failure rates and causes 
to enable corrective planning measures to be 
instituted. Policies are needed to increase employ­
ment opportunities for all family members and for 
transfer ofd failed settlers to other occupations. 

(b) 	 Health: health care and sanitation facilities and 
potable water supply through the project area should 
be proided. Malaria control programs and 
regulation pf water flows to limit breeding habitats 
of mosquitoes. Monitoring of health status of 
population especially in regard to insect vector and 
water-borne diseases. 

(c) 	 A comprehensive soil and watershed management 
program especially in the upper catchment. 

(d) 	 Firewood plantations near planned settlements, and 
windbreaks for certain areas. Riverine forests 
should be preserved to ensure that certain tree 
species are maintained and managed for sustained 
yield harvests. 

(e) 	 A monitoring program to identify problem sites as a 
result of irrigation especially by return flows and 
the effect on quality and salinity of water. 

(f) 	 Measures to increase potential of fish production: 
corrective measures to maintain swamps (villus) as 
wildlife habitats, grazing areas and for fisheries. 

(g) 	 New Nationa! Parks and migration corridors and 
habitat improvement in selected areas to stabilize 
food supplies for animals. 

IV. ORGANIZATIONAL ASPECTS 

3.01 The Mahaweli Authority of Sri Lanka has been set up under Act 23 of 
1979 for the overseeing and control of the implementation of the Mahaweli 
Program. The Board of Directors consists of five persons, three of whom are 
nominated by the Minister and two ex-officio directors, viz., the Secretary to the 
Ministry of Finance and Planning and the Secretary to the Ministry of Mahawell 
Development. The Authority has been vested with wide power, regarding policy 
formulation, financial control and control of the various imple,'o-ntation agencies 
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involved in the Mahaweli Program. Enabling power has also been vested in the 
Authority for the creation of new agencies to deal with any Special Areas or 
functions of the Authority. The Central Engineering Consultancy Bureau provides 
engineering services to the Mahawell Authority and the Mahaweli Development 
Board has been vested with the functions of irrigation, land, and infrastructure 
development. The Authority proposes, with the approval of the Government, to 
create a Mahaweli Economic Agency to be in charge of settlement and post­
settlement aspects of development including production, credit and marketing, 
promotion of agro-industries with participation of the private sector where 
feasible and forthcoming. 

5.02 A considerable amount of hydrological investigations, mapping, geo­
technical and drilling investigations, surveys and te ting of construction materials 
had to be carried out in connection with the project headworks. Most of the~e 
investigations and surveys were carried out by the respective agencies of the 
Government of Sri Lanka. Some expatriate input was brought in for geotechnical 
investigations and drilling'f4d the Victoria Project and for the Maduru Oya and 
Kotmale Projects. Detailed plans, designs, and estimates have been finalized for 
three of the project headworks, Kotmale, Victoria, and Maduru Oya, and tenders 
called for and contracts awarded. In the preparation of plans, designs and 
estimates, and tender documents, a considerable amount of expatriate expertise 
was utilized through bilateral and multilateral technical assistance, and these 
were completed according to the implementation program. In the construction 
contracts entered into with expatriate contractors, provision has been made for 
them to bring instructors to train skilled personnel required. Expatriate engineers 
from India and Burma are being recruited to meet in part the shortage of 
engineers for construction supervision. Additional training facilities for middle-. 
grade technical personnel are being provided by expansion of the capacities of 
existl'IM institutions and the setting up of a new training institution. Training 
facilities are also being expanded for skilled and semi-skilled personnel required 
for the implementation of the headworks, as well as for downstream development. 
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SUMMAY OF PROJECTS SELECTED FOi IN/LEIMtrATION AND 71111 CURRENT STATUS .1/ 

Estimated 
Hydropower 

Installed Estimated Area 
Data Capacity To Be Irrigated Estimated Cost 2/ Current Status 

.ockfill dam. 115 a high, 
600 a long. but site and 
design currently being 
reviewed. 

200 MW To increase firm water 
supply by about 300 N 
cu a annually for 
IrrigLtion. 

Kotmale Dan 
Powerhouse. 

and 
US$320 M. 

Two contracts negotiete,! with 
SINSEA (Swedish contructor) 
for (i) site preparation aad 
preliminary works, US$42 H, 
and (LL) construction of under­
ground works (including tunnel. 
power plant, and related work). 

US$77 H.
estimates 

Destins and costa
for dam are beaing 

tfinlizad. 

Vit.ria Double curvature arch dam, 210 "W. with 53,000 ha In Nahawelli VlcLdia Dan, . tn ai Construction contract awarded 
118 n high, 507 a long. provision toe 

additional 
and Kaduru Oya Basins 
(Systems C and B). 

powEr plant, electro/ 
mechanical equipment. 

to joint venture of UK firms 
(Balfour Beatty and Co., and 

210 MW at a 
later stage. 

mad related works. 
US$28g m. 

Edmund Huttall and Co.). 
Mtobilization of contractor 
scheduled for Summer 1980. 

i.slI 
S.ut .be 

Randeniala; rockftill dam, 
90 a high. 500 a long. 

landenigals, 
126 mm. 

Randenigala and Sontembe 
lrojects viliiprovide 

Randenigala Dal power 
plants and electro/ 

VsezaLblity studies completed 
In June 1979 by a Joint venture 

water to irrigate 36,000 mechanical equipment. of Cerman-Swiss firms (Salzgltter 
ha In the North Central US$154 M. Consult, Agar-Und Hydtotechnik, 
River Basins aresaor and Elactro-Watt Engineering 
elsewhtera in the Dry Services). Joint venture t 
Zone. curreotly preparing detailed 

plans, designs and estimates, 

Rantmbe; concrete 
gravity, 4 n hiuh. 
415 a long. 

Pantem-e. 

49 "W. 
Bantembe Dan. power 
plant and electro/ 
mechanical equipment. 

and tender documents. 

US$86 HS. 

NtJ..r 0 ' Rockfill dam, 40 a high, 7.2 MW 3,750 he of exsting Haduru Cys Dam, outlet Construction contract awarded 
1.008 a long. are and 31,400 he (net) works, generating to Joint venture of Canadian 

of new lend in System B facilities and link firms (Foundation Co. of 
(with VLctorLa Reservoir). tunnel, US$86 N. Eng- Canada, Ali'a-Cest Internation­

neering services and el, Fits Patrick Construction 
construction supervision, and Vanin Construction). Site 
site preparation works, preparation Is neatly complete 
and the etectro-mechani- mnd mobilization of contractor 
cal equipment, the total 
project cost is estimated 
at US$110 H. 

is scheduled for July 1980. 
A second contract awarded to a 
Canadian consulting firm 
(CrLppen International) for 
engineering services and 
construction supervision. Can­
sultant mobilized In arch 1980. 
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E&tiLmtcd 
Hydropower 

-:.' .LData 
Installed 
CepactIr 

EStamateL Area 
To be Irtipsred Estimated Cost 2/ Current Status 

A-L-il ain dam 12 a 
hit~h,1.0 a l1ng, 

Firat saddle da e .uncreteigh 
ogavity. 62 high, 396 
long. 

Second saddle dam; rockt~LI,Secon sad d90alockg. 
4*2* hglh . 490 * lnn, 

26 MW. with 
provision . 

far addition-
l 2h at 

Aa later stae. 

20.000 ha in North Central 
liver Basins area or else-
where in Dry Zone. 

horagahakanda main and 
two saddle dams, power 
plats electro/mechanf-
cal equipment and 
related works, US;IIO M. 

Fesibility studies conpieted 
in October 1919 by a consortium 
of Japanese consultants (Japan 
Engineering Consultants and 
Nippon Koal Co.). Further 
feasibilitry studies, designs and 
Lender documents delayed until 
transbasin diversion study is 
carried out under IDA-financed 

.. ,:.t e... 
. 1.lLmllong) 

Hifipa Anicuc (210 a long), 
ight Bak Canal (22.1. * 

lons). Uintiya and l okinda 
Dams link canal (1 km long), 
end associated works, 

Ninip. Aoicut. light 
Bank Canal. Ulhitiya 
and Ratkinda Reservoirs, 
link canal, and assoclist-
ad works. U3192 K. 3/ 

technical assistance project. 
Finsicing for construction not 
planed until after 1954 in 
light of Gover-cntes decision 
to limit investments in 
Hahaweli Program to ax 15.2 a. 

Cunstnuerion of Htnipe Anicut 
and first 4.1 km of Right Bank 
Canal awarded to State Develop­
mnt and Construction Corporation. 

Construction of Ulhitiya Dem 
awarded to liver valleys 
Development Board. 

Cantruction of link tunnel and 
latkinda Dam awarded to Ceylon
Developement Engineers, Ltd. 

International tenders for the 
balance of the light Bank Canal 
Complex. to be financed in part 
by the Bank Croup, are currently 

being reviewed. 

Although tabulation of 
Yrreable lends is not 
yet complete , it is 
expected that 21,000 ha 
(not) of new land can be 
irrigated in Zones 2-6. 
Zone I to nearly complete­ly developed. 

USJ140 3/ The B.nk Group appraised the pro­
posed project in March 1980. end 
Is expected to provide financing 
for the development of Zones 3-6 
of the System. Zone 2 will be 
developed by the Governmeat with 
Its own resources, with possible 

ssIstaAnce by the UK &nd EEC. 
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ztta 

Nydropowec
Installed 

Capaciry 

Estiested Area 

To e Irrias:ad Estimated Cost 2/ Currnt Status 

vsr.* a -0 2,400 beuae4land (net) of US$220.14 Consultants selected for prepa­
ration of detailed plans, designs.estimates, and tender documenta 

frir the main and branch canal. 
major struceusee. a pilot area of 

about 4.000 ha, main drainage 
syst e . and construction super­
vision of these works. 

.... ,. D - -' About 22,000 hs. (ross) 
of new lead In systma 

Dl, D2, c. and AID. 

EA Aerial photography, topographical 
mapping, and soil surveys are 
underway. 

;.. A - - 36.200 ba (grass) 
land. 

IA Aerial photography, topographical 
mapping, and soil surveys are 
underway. 

t.:t tLiJres mentioned berader are rough estimates. 

:.a-:& are estfmAted at lJ1 prices. &XCept A@cre noted. 
I.tJ-iS23 price level. 

Cost of psytma includes irrigation, land development, and 1ufrastrucaura. 



ANNEX 3 	 18 

Attachment 2 
Page I 

Countries and Organizations Interested in Assisting Sri Lanka 
in the Mahaweli Ganga Develooment Program 

Country 	 Assistance 

Canada 	 Canada has committed Cdn $76 M (US$65 M equivalent) in 
the form of a concessionary loan for the construction of 
Maduru Oya headworks and Cdn $7 M (US$6 M equivalent) as 
a grant to cover engineering services and construction 
supervision. 

Federal Republic of 
Germany Grant -funds for consultants' services to carry out the 

-- feasibility study, detailed design and engineering for the 
Rancfenigala/Rantembe Complex and for the feasibility 
study of System A. In addition, DM 400 million has been 
earmarked as a- possible concessionary loan to help finance 
the construction of the Randenigala/Rantembe Complex, 
pending the outcome'of the ongoing project appraisal. 

Japan 	 Consultants' services, financed with gr-nt funds, to carry 
out the feasibility study of the Moragahakanda Project. The 
report was submitted to the Government of Sri Lanka in 
October, 1979. 

Ntherlands 	 Grant funds for the Implementation Strategy Study carried 
out by Netherlands-financed consultants (NEDECO). Report 
submitted to Government of Sri Lanka in August, 1979. 
Grant funds also to help finance a Hydrological Crash 
Program. 

Sweden 	 Implementation of Kotmale Project (dam and power plant) 
through Swedish Import Support - about SKr 630 M (US$170 
M equivalent) over the next five years. 

United Kingdom 	 Updating the feasibility study and preparation of designs and 
tender documents for Victoria Dam and power plant, and 
preparation of the feasibility study for System C. UK has 
committed L 100 M (US$220 M equivalent) as a grant to help 
finance the construction of Victoria headworks.. 

United States 	 Study of the impact of the Mahaweli Ganga Development 
Program on the environment. An initial concessionary loan 
in the amount of US$10 M to finance the designs, tender 
documents and construction of the downstream irrigation 
works for System B, with an additional concessionary loan in 
the amount of US$35 M earmarked to help finance the 
construction of these works. 
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Organizations 

Asian Development 
Bank Technical assistance grant in the amount of US$98,000 to 

assist in the planning of roads in the Mahaweli and Maduru 
Oya Basins, with possible future financing for road construc­
tion and other works in the Mahaweli Program. 

European Economic 
Commission EEC Special Action Credit funds in the amount of US$2 M 

equivalent to finance the review of designs and tender 
documents for the Right Bank Canal Complex and the 
preparation of final designs and tender documents for 
construction of civil works and social infrastructure for part 
of Sysfem C, executed with the World Bank under -the 
Mahaweli Ganga Technical Assistance Project. Possible 
additioWaJ EEC financing for the construction of down. 
stream works in part of System C. 

Kuwait Fund Expression of interest in providing financial 
the implementation of the Mahaweli Program. 

assistance for 

Saudi Fund Expression of interest in providing 
the implementation of the Mahaweli 

financial assistance 
Program. 

for 

United Nations 
Development 
Program Technical assistance grant, provided under the UNDP,­

financed Multi-Sector Program of Project Preparation, for 
financing consultants to work with Government officials in. 
carrying out services related to the planning and preparation 
of final designs, specifications and tender documents for 
projects included in the Mahaweli Program. Additional 
grant funds provided for financing advisors to the Mahaweli 
Authority. 

World Bank Executing agency for the consultant's contract under the 
above UNDP-financed Multi-Sector Program of Project 
Preparation. IDA" Credit in the amount of US$3.0 M to 
finance the preparation of a study of plans for conveying 
and utilizing surplus Mahaweli Ganga water to develop land 
in three alternative areas in order to select the best plan for 
a transbasin diversion project, as well as support for other 
studies and designs in the Mahaweli Program, executed 
under the Mahaweli Ganga Technical Assistance Project. 
Possible additional IDA financing for the construction of 
downstream works in the major part of System C. 
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FTNANCING REQUILEMENTS, 1981-85
 

The attached table sBiws thelestimated 1981-85 coat of carrying out the
 
current physical plans for the major components of-the Mahaweli Devel­
dpment Program. The' current phys-ical plans take jnto account 
modifications agreed to: in 1980 to defer major work on the Randenigala
Dam, to lower the height of the Kotmale Dam, and limit initial 
development of System B to.the left.bank. The $1.Billion total
 
represents the best estimate.that can be made at present, using a series
 
of different sources, of the'amount of funds that need to be coulld be
 
expended if there were no financing constraints, ie. the execution of
 
work pursuant to covenants with the various donors and within the
 
capability of the program. However, the GSL's present fiscal policies

and preliminary strategy for the 1981-85 Lvestment plan call for sharp

annual reductions in the rate of real investment, If the general
 
strategy of keeping 1982, 83 and 84 levels at those which were shown in
 
the 1980-84 levels at those which were shown in the 1980-84 investment
 
plan and not making any significant upward adjustments for price increases
 
and inflation were applied to the Mahaweli capital budget, it would result
 
in an overall investment during 1981-85 of around 11.0 billion, rather
 
than the $1.6 billion requirements figure, an underfinancing of 38%
 

There will obviously have to he.some degree of "give" in the rigid

financial constraints imposed by a $1 billion overall ceiling on
 
expenditure. However, even allowing for some upward adjustment, the
 
developmentally, politically, and fiscally difficult options facing
 
the GSL are to:
 

1. Substantially increase the financial ceiling for the program,

either by reducing amounts available for other public investment needs
 
or by increasing the deficit financing burden on the economy.
 

2. Obtain substantial increases in donor assistance which could
 
be.directed especially towards local cost of the program.
 

3. Redesign the structure and timetable for program implementation
 
to stretch out and/or reduce the program even further than has already
 
been contemplated.
 

4. Implement a combination of the above.
 

The effect of any sizeable decrease in the overall annual investment
 
levels for the program, although it would reduce GSL deficit financing

of local costs, would also result in a decrease in the amount of donor
 
disbursements, since the latter expenditures are, in most instances,
 
liiaked to the GSL undertaking related local cost activities.
 

The total call on GSL financing over the 1981-85 period comes to
 
$767 million, of which $200 million relates to foreign exchange
 
costs and $567 million to local costs, thus the emphasis on the local
 
costs component financing of additional donor assistance in the second
 
of the above options.
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For the 1981-85 period,,it is only possible to discuss the Situation 
in very general terms. However, for:1981 it is possible to be some­
vhat more specific as to tha relationship between meeting program 
requirements and budgetary ceilings imposed in pursuit of fiscal 
stability, 

In the fall of 19'80, thea.goverzment formally sent the. Parliament its 
1281 Budget proposals, which.:included Rs.4 billion for the .ahaeli 
program. Those responsible.for execution of the program, on revising
their cost estimates, came to.:thi conclusion that this amount would 
he. ipsufficient to carry'.out the level of physical work- planned for 
1981 and proposed an indrease .of about 25%. Instead, in Noyember 
a decision was taken on strictly fiscal grounds, without any restudy
of the,plan of work, to,*tduce the Rs.4 billion level to Rs.3 billion. 
It should be noted that evenwi..th, this reduction, the Mahaweli program 
remains the GSL's top priority, representing 24% of the total public 
investment budget for 1981.. 

The responsible officialsare'no -trying to keep expenditures within 
the Rz.3 billion budget ceili g without seriously compromising the
 
overall plan and timetable.for program, by a combination of putting
 
off certain payments until.1982,postponing execution of some
 
activities to 1982 and future.years, and trimming expenditures wherever
 
:oasible. Their uncompleted.calculations indicate that the entire 
.s.3 billion will be needed to.meet current contract and related 
costs, even after the above mentioned payment postponements, etc. 
are taken into account. At the.Rs.3 billion level, they will not 
he-able to initiate planned downstream and settlement work in Zones 
3 and 4 of System C and Zones 1,2,3 and 5 of System B. Unless an 
additional amount can Be authorized, the timetable for exploitation 
of these areas will be set back by one year. Even with the above 
&teps (postponing payments, etc. and stretching out implementation),
financing problems will onlyt.be pos-tponed to 1982 and beyond. 

http:onlyt.be


VAHAWELI DEVELOPHENT PROGRAM 
Type and Amount.of Requirements and-Source of'Financing
 

1. 

2. 

3. 

4. 

5. 

Total 

(S Million)Head-orks 
1Katna Ie 3/ 45-.Victoria 3/ 452.1. -

261.7 

Pandenigala/Rantembe 5/ 290.6 
Maiduru Oya 6/ 0. 

100.2 

Sub-Totals T- 4T 

Main and Branch 
CanalsS7stem B 7/ 56.8"S-stem C S/ q/ 10.4. 

Right Bank Canal and Associated 
Works 9/ 34.0Minipe Anicut, Ulhitiya -Ratkinda 302.Peservoirs and Associated Works 1O/ 5--
Sub-Totals 

N-" 

Other Downstream ActivitiesB 7/sSystemSystem 9 /-- 92.2System C 8/ 132.4 
System H 11/ 18.1
System C-Zone 2 12/ 25.2Sub-Totals 

T9TV 

Z ailn Roads 13/ 14.9 

Staff and Administrative Support 14/ 112.6 

Totals 
1,606.7 

See notes following page. 

1981 -

FX Cost 

(Sillo)Millicn) 

3 .319.0 
218.0 

219.1 

9uoas80.9 
.1 

36-.9 
5.9 

20.4 

" 
34.0 
57.A 
5.8 

16.5 
TiTT 

7.0 

--

1,040.0 

1985 

Local Cost 

13
113.1 
43.7 

72.5 

252..
19.3 

19.9 
4.5" 

13.6 

5.5 

58.2" 
74.9 
12.3 

8.7 

7.9 

112.6 

566.7 

Estimated Ext. Financing GSL Requirements 
Arranged (S Million) (In 5 11n Rs.2/ 

(Million)M ~ c l M l l 
119.0 (Sweden) 334.1 7,016.1217..5 (United Kingdom) 44.2 928.221A I (Germany) 72.5 1 522.5 

Gemn)7. ,2.66.0 (Canada) 34.2 718.2 
T837 "U11 

56.8 (USAID) __ -­6.1 (IDA) 4.3 90.3 
20.9 (IDA) 

229(D
.- 5.5 100.0 

4 4TrT - TT 

37.9"(USAID) 54.3 1,140.3
61.7 (IDA) 70.7 1,484.7
5.7 ( * 1 12.4 226.90 

21.0 '(EEC) 4.2 .2
1T "; TT gT, " 7 T. 

10.0 (ADB) 4.9 89.7 

-_ 112.6 2.364.6 

039.7 767.0 16,044.8 

rn 

http:Amount.of
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NOTES:
 

i_/ Includes i~flation adjustment of 10% per annum on FX
 
costs and 15% per annum on local costs, except where noted.
 

2 	 Local costs converted at estimated 1983 exchange rate of
 
Rs. 21/$1, except where noted.
 

3_/ 	Preliminary consultant data.
 

4/ 	From consultant's financial report, ugust 1980.
 

5/ 	Joint venture Randenigala.feasibility'report, August 1980.
 

_ 	 From consultant based on contract costi and latest scope

of work.
 

7/ 	From Acres, Annex L, Table 6.1, FX component estimated
 
to be 65% of total cost. These cost estimates are currently

under review.
 

8_/ 	Draft IBRD Staff Appraisal Report, October .1980.
 

9_/ 	Also includes canal lining and primary and secondary drains.
 

10/ 	 MDB estinate of $5.46 million rounded to $5.5 million.
 

li/ 	MDB estimate. Converted to dollars at estimated 1981
 
exchange rate of Rs. 18.3/$l. Includes Stage I for 1981.
 

l/ 	From consultant's feasibility study. Represents total cost,

including main and branch canals.
 

13 	 Draft Loan Agreement between GSL/ADB, Mahaweli Area Roads
 
Development. Converted to dollars at estimated 1981 exchange­
rate of Re. 18.3/$l.
 

l4 	 10% of total cost of headworks; Minipe Anicut, Ulhitiya ­
Ratkinda.Reservoirs and Associated Works; and System H 
and C - Zone 2. 

* IDA, USAID, Canada, United Kingdom, Netherlands, and EEC.
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PROGRAM ANNEX TO 1981 
iA AS jHS RNSUEPORT 

Allocation of Rupees for 1981 

Budget for 1981' 
(Rupes Millions) 

Maor Activity Total Foreign Cooperating Portion of 
Donor Country Cooperating Country 

- Allocated to Loan 

I.System a 289 93 196 90 
(market roads,social, 
irrigation,agricultural
 
infrastructure, on"-f arm
 
development, settler
 
services portions of
 
budget)
 

2.Minipe Anicut and 405 130. 275 2O0 
Tranisgsin Canal Comp;lex 

3.Relocation of families 
affected by headwaks 

Victoria Reservoir 25 - 25 25 
-K&tmale Reservof 25 - 25 25 

Total 744 223 521 340.0* 

* Rupee. generations in excess of this total amount may be allocated among 
these major activities without formal amendment of this table. 
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ACTION AID-1.5
 

INFO OCT-01 '036 W 

-- . . . .-------­ 020279 241116Z /34 

P 240630Z DEC S0 

FM AMEMBASSY COLOMBO 

TO SECSTATE WASHOC PRIORITY 9302 

UNCLAS COLOMBO 6229
 

Al DAC ,.. .u L.L.. . / 
ATTENTION: ASIA/PD . 

E.O. 120G5: N/A
 

SUBJ: MAHAWELI SECTOR SUPPORT LOAN (383-0078)
 

1. GSL HAS FORMALLY REOUESTED LOAN FOR THIS PROJECT BY LETTER
 

NO. CA 9/9/690 DATED DECEMBER 27. 1980 FROM RONNIE WEERAKOON,
 

DIRECTOR OF EXTERNAL RESOURCES. MINISTRY OF FINANCE AND PLANNING.
 

PARAGRAPH 3 OF LETTER STATES: QUOTE IN THE MEANTIME IN VIEW OF
 

THE VERY SHORT TIME SCHEDULE AVAILA3LE TO WORK TOWARDS THZ
 

AUTHORIZATION OF THIS ASSISTANCE. I SHALL BE GRATEFUL IF YOU WOULD
 

MAKE A FORMAL APPLICATION TO YOUR AUTHORITIES TO PROVIDE
 

SRI LANKA WITH A PROGRAMME LOAN FOR MAHAWELI SECTOR SUPPORT IN A
 

SUM OF US DOLLARS 100 MILLION, TO BE DISBURSED OVER THE 5
 

YEAR PERIOD 1981 THROUGH 1985. THE LOAN TO BE MADE AVAILABLE
 

ON THE SAME CONCESSIONAL TERMS OF US AID ASSISTANCE. AS PROVIDED
 

AT PRESENT UNQUOTE.
 

2. PLEASE ARRANGE FOR TEXT OF THIS CABLE BE INCIUDED IN PAAD
 

HANDCARR IED TO AID/W BY JACK MILLER.
 

TOUSSAINT
 

UNCLASSIFIED
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3t(I) - COUITRY CHECKLIST 
The criteria listed in Part A are applicable gnr-ally to rAA funds, and should b: us.*
irrespective of the program's funding source. 
 InPart B a distir:ticn is :
 
criteria applicable to Security Supporting Assistance and the criteria a~p'ic:'Ate t2
Development Assistance. Selection of the appropriate criteria will depond on the funi-:.;
 
source for the program.
 

A. 	CE'FVL CRITERIA FOR COU"ITRY 

1. 	FAA Sec. 481. Has it been deternined
 
tva: tne government of recipient country
 
has failed to take adequate str.ps to
 
prevent narcotics drugs and ot';cr con­
trolled substances (as defined by the
 
Corprehensive Drug Atuse Pr.v-ntion and 
 No
 
Control Act of 1970) produced or pro­
cessed, inwhole or in part, in such
 
country, or transported through such
 
count!-.,, from being sold illegally
 
within the jurisdiction of such country

to U.S. Governrent personnel or their
 
dependents, or from entering the U.S.
 
unlawfully?
 

2. 	FAA Sec. 620(b). If assistance is to a
 
government, nas the Secretary of State
 
detemined that it is rot controlled by

the international Coninunist movcment?
 

3. 	FAA Sec. 620(c). Ifassistance is to a
 
govern-ent, is the government liable as
 
debtor or unconditional guarantor on any

debt to a U.S. citizen for gocds or
 
services furnished or ordered v.hnre (a) Not to the best of Mission 
such citizen has exhausted ivailable knowledge

legal rem'edies and (b)debt is not
 
denied or contested by such government?
 

4.' 	 FAA Sec. 620(e)(1). If assistance is 
to a goverrment, has it (insluding
 
government agencies or subdivisions) No
 
taken any action which has the effect
 
of nationalizing, expropriatini, or
 
otherwise seizing oncnrship or control
 
of property of U.S. citirers cr entities
 
beneficially owned by thc-' witout taking
 
ste's to discharge its obliczti-ns
 
to ,.rd such citizens or cntiti'"7
 

5. 'FAA Sec. 620(f): Arn. Scc. 1C'. Is
 
'recirient country a Cc :nist r:untry?

Will assistance be provided to the No
 
OD....crat'c Republic of Vietna:;, (:.arth

Vietnam), South Vietnam, Cambodia, or
 
Laos?
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6. FAA Sec. 620(1). Isrecipient country in
 
any way involved in (a) subversion of, or 

military aggression against, the United
 
States or any country receiving U.S.
 
assistance, or (b)the planning of such
 
subversion or aggression?
 

7. FAA Sec. 620(j). Has the country per­
miztej, r failed to take adequate 

measures to prevent, the damage or
 
destruction, by mob action, of U.S.
 
prcrerty?
 

8. FA- Se. 520(l). If the country has
 
a~iie. t3 institute the investment
 

guaranty program for the :1-ecific risks
 
of expropriation, inconvertibility or 

confiscation, has the AID Administrator
 
within the past year considered denying
 
assistance to such government for this
 
reason?
 

g. FAA Sec. 62C(o); Fisher-en's Prctective
 
Act, Sec. 5. Ifcountry has seized, cr
 
imposed any p:ralty or sanction against,
 
any U.S. fishing activities in 

international waters,
 

a. has any deduction required by
 
Fishermen's Protective Act been made?
 

b. hasccriplete denial of assistance
 
been considered by AID Acministrator?
 

10. 	 FAA Sec. 621L',); Aoo. Sec. S04. (a) Is
 
the reci;:ien: country inceiault on
 
interest or principal of any AID loan to 

that couhtry? (b)Iscountry rore than
 
one year -indefault on interest or
 
principil on U.S. loan made pursuant to
 
prcgra for %;hich funds approoriated under
 
Aprop. Act, unless debt %,4as
earlier
 
disputed, or appropriate steps taken to
 
cure 	default?
 

11. 	 FAA Sec. 620(s). What percentage of
 
country budget isfcr ilitiry expendi-

tures? H:w much of forei,'n exc;'arge
 
rescurces spent on mil ita3ry equ4;:;:t? 
How !ruch spent for the purchase of 
sophisticated weapons systc-'s? (Considera­
tion 	of these points is to be coordinated
 
with 	the Bureau for Program and Policy
 
Coordination, Regional Coordinators and
 
Military Assistance Staff (PPC/RC).)
 

No
 

No
 

NA
 

NA
 

NO
 

Taken into account by AID/W
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12. 	FAA Sec. 620(t). Has the country
 
severel diplomtic r'lations wit) the
 
United States? If sn, have th*:y tccn No
 
resuned and have new bilateral assist­
ance agreements been neotiatcd and
 
entered into since such resumption?
 

13. 	 FAA Sec. 620(u). What isthe pai:cnt
 
stnus of the country's U.N. oblig,.tions?
 
If the country is in arrears, were such
 

GSL payments are current
arriarages taken into acccunt by the AID 

Adinistrator indetermining the current
 
AID Operational Year Budget?
 

14. 	 FAA Sec. 620A. Has the country granted
 
sanctuary from prosecution to any indivi- No
 

dual or group which has cornnitted an act
 
of international terrorism?
 

15. 	 FAA Sec. 659. If (a)military base is
 
iccated inrecipient country, and was
 

constructed or isbeln maintainc or
 
operated with funds furnished by the
 
United States, and (b)U.S. persc:riel
 
carry out military operations from tuch
 
base; has the President determined that
 
the government of recipient cuuntry has
 
authorized regular access to U.S.
 
correspondents to such base?
 

16. 	 FAA Sec. 669. Has the country delivered
 
or received nuclear rcpr:cessing or
 

No
enrichment equipment, materials or 

technology, without specified arrangements
 
on safeguards, etc.?
 

17. 	 FAA Sec. 670. Has the country delivered
 
or received nuclear reprocessing,
 
equipment, material or technology? Is No
 
the country not a "nuclear-weapon state"
 
as defined inArticle IX(3) of the Nuclear
 
Non-Proliferation Treaty and on which
 
detonates a nuclear explosive device?
 

18. 	 FAA Sec. 901. Has the country denied
 
WFts Tz-ens the right or opportunity No
 
to emigrate?
 

B. FUNDING CRITERIA FOR COU*TRY
 

1. Securitv Suooorting Assistance CrintryA
 
Criteria
 

a. FAA Sec. 5028. Has the Dcpnrt:ent of
 
State made findings which indicate that
 
the country has engaged ina consistent
 
pattern of gross violations of
 
internationally recognized human rights?
 
Ifso, isprogram inaccordance with
 
policy of this Section?
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b, FAA Sc. 531. Isthe Assist.nce to be
furnished to a 
friendly country, nrganiza- NA

tion, or body eligible to receive
 
assistance?
 

c. FAA Sec. O, If cn, r"dtUPj are tobe granted so that sale procc.:ds will NA accrue to the recipient count-y, have
S;cdlal Account (counterpart) arrangements

bc.:n made?
 

2. Dev.lcr-ent sssistarce Country CritCra 

a. F4ASec. 2(c,(dj. Fva criteria Yes in CDSS
been esatiish, , an 
 taken inrt ccount,
 
to assess co--it-ent and pro.ri.s of
co'.mntry in eff'2ctively involving the poorir. develop-ent, on Such indcxes as: 
(1)small-farm labor intensive airiculture,

(2)rcduced infant mortality, (3)pcpua­
ticn grow.-th, (4)equality of incc,­
distribution, and (5)uncpio)y,:rt.
 

b. FAA Sec. 115. Will country be
furnised, in sa.-e fiscal year, ei'hor
security supporting assistanz.2, or :IiddleEast peace funds? Ifso, has the Congress No
specifically authorized such funds, or
is assistance for population prccrarns,
huranitarian aid through intcrn.'ticn,9l

organizations, or regional progrct-:s?
 

L,*FAA Sec.116. Can it to dc"nstratedthat conte.,.plated assistance 
benefit the needy? 

will directly Yes, the assistance will benefitIfnot, has the Depart- the needy directlyrrent of State made findings ..hich indicate 
that this governrent has encaged ina

consistent pattern of gross viol.tions of

internationally recognized hu.-an rights?
 

d. FAA Sec. 201'b)(5), (7) % (I) Sec 23;
2 T(a)(4)Describe :t ,ich
(7) .....

country is:
 

(1) Making appropriate efforts to increase 
food production and imorove r:ans for

food storace and distribution.
 See PAAD 

(2)Creating a favorale cli-te for
foreign and do-estic oriv,te 
 ,tenterprise and investm.nt.
 

(3)Increasing the p-'blic's role inthe 
,,
 

developmental process,
 

http:investm.nt


ANNEX 6
 
-AID M - ---- " -4. ....... 3....- -­

~AOHN80K 3~4:6 	 NGVZ' r2,~1't7,Ap 

'2d
 

(4)'(a) Allocating a'vailable budgetary See A; ..
 
resources to development. '!ASee 


(b) Diverting such resources for
 
unnecesarymil Itary exper.1itir ad It is not doing so
 
intcrventlon in affairs of ot.2r free
 

- and independent nations. 

(5)Making econc-ic,'sorial, in: pilitical

refon7s such as tax colle-tion. iwprove- See PAALD and CDSS
 
r ents and changes in land ta:iur .
 
.arrangcr.ents, 	andiaking rrcorcss
 
toward respect'.for Ithe rulo of law,


'fre:dom of :expression and of tie press,
and recognizing the importance of 

'. 

individual freedom., initiative, 
and private enterprise.
 

e seit. pope, an"d.d.....str.t.ng 
economic, political, and social 'an . C $ :,, . .. . ;." 

(6) Otherwise responding to the vital 
....J:'....'; ::"" -::icern$ :of Its people, ,and dc.-onstrating : :con- See PAAD and CDSS 

a clear determination to take*
 
effective self-help measures.
 

e..FAA Sec. 21 .1(a.Isthe
 
country amongthe 20 countries' inwhich
 
develop ent assistance loans ray be r.:ade
 
inthis fiscal year, or among the 40 in Yes
 
which development assistance nrants (other

than for self-help projects) ray be made?
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The criteria listed in Part A are a'ppicrhle .:n:ralh to FAA furct*, and 
lrrccastive of the pr~9ram's fnrdin',.r.: c. IfnPart P:. ,istin.tio. , " 
critoi applicable to Se:urity Sutv "ti,'A:ssja-co o: -d t..e crit:ri : 
Assistarce. Selection of the appropriat criteria will depend on the fu"., 

rts"Lt 
. . 
.4"' " 

cc. -. * 

. 

... 

-

C4-'RFRECS." S. IT! 

C.O S-RFF RE,,CES: .ISCCUUTRY CHECKLIST-UP-TOREVIE.ED?-... DATE? IDEITIFY. HS STA, ..... " 

A. G::,R L CRITERIA FORI '.1iPOJECT A t STA.:CE 

1. Ann. Unraiberel: FAA Sec 6EE3(b 

. 

(a) Describe how Ccrittees on Appropria­
tions of -Senate and House ?uve Ibec', or 
will- be notified concerning t..- rproject 
assistance; on nn . 

(a) Congressional 
Notification 

(b)isassistance within (O-crztloalYear Budget) country or intrratonal 

*, 
. .-

organization allocation reo7ortcd-to the 
Congress (or not more than Si million 
over that figure plus lOw)? 

(b) Yes 

42 2.611 (j~y Iffurther. logis-
Tatiye action isrequired WiLfl~n recipient 

*-country .,what-is basis for r,.:on-.:c 
*expectation that such action-will11 be 

-. comipleted in time to permit orderly 
....e-accomplishment of purpose of ...e­

.... .. assistance? - . 

Not required 

'1' 

*3. FAA-Sec. 209,1 619. Isassistan~ce ma.re -

efficiently and effectively gi-sen through. 
regional or multilateral orcr'lzati.ns? 
Ifso why isassistance not-o giv.'?- . 

. : Information and conclusion t..r assist-
'ance will encourageregionbl dovlo..?nt 
programs. Ifassistance is ,-r-,iy 
independent country, Is it furnishd. . 

.': >through multilateral organizations or in 
accordance-with multilatora pians to 

- tht maximum-extent appropriat -r 

No 
. 

, 
-4 

-

,-

r 

. 

. -

. 

.'. 

S. 

-. 

4 

.-

4. -FAA Sec. 60.11 a iS . 2rl (f fr .. . -.
devpovrntIo;,nsj.Tn] .t ,:: 

- concluf15-rihuhr assi2Ain-:* 1 
encourage efforts of--the (a)No4 
(a)- increase t~e flow of . (b) 2Yes­
trade; (b) fster4-privaorte r%(c e
and co-(ctiYieon;(ce" ""d...a.. 

-

4" 

ent anduse of oo-ertivos, c:J 2 
' 

-- -unions; and savings and loan isr'viatlons; 
'~v.K$ d) discouragemronopolistlc prc~~'(f). 

-(d) No,
(e)'Yes 

No'4 

4 

t;-y kc,;' ,~ 
- industry$ agr1cUltLure,and cor orce; and--

C(f~pstrengthen free labor,'unions. 
2'. . 

44 
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5, F!A S:--.611(b), lnforra~ionand con-, 
c:, :,,con 	 iassist.r... ncno-re
 
U'.S.* private tr.,do end in.,est,i'nt ebrc.,d
a-.j E-.c~ur:rge private U.S. pa3rticipation

'1ir~cnassistance proiraims (including
uef Private trade channols an.d the
 

scrv'c.s of U.S. private enterprise).
 

6. F!3 Sc. Sc6( h1(b:. [rcscrite

stcos .tkr to assure that, to the
raxir. .:tent. possible, tha country is 
con'.ri6Lji:- local currencies to meetSe 

tecost of contractual and ot-rserivces,
)ii i/:States 'areu tlzedto meethe cost of: 

contractual and other services.
 

7 A.Sec.612(d). Does the United States
 
own excess foreign curvency and, ifsoi 

[. . what arrn. .entS haveoben made for its' 

B.FU.'Ql.-:G CRITERIPA FOR MOO OJECT ASS ISTANCE. 

1.Nnoroject Criteria for Security,. 
Sr'rtina Assistance
 

, Ia.~+ 	 FAA Sec. S31. How will this assistan.ce 
support promote economic'or political­
stability? Is the country; among the 12. 
countries in, which Supporting Assistance 
may be oravided- in this .fiscal year? 

:+ extending :access to economyat. locali.rcrseasin laborinte nsivefroduction level, 
s Frea inestentout.from citiesto:din 

sra1 	 towhsand rurat-areas;cvnd (2)help
 

develop cooperatives,,assist rural and
urban "poor to :*help +thense1Ues toward
 
better life,-and otherwisevencourage
 
de-mocratic private andlocal government 

:<) I 	 ; :institutions?-r 

b. 	 FAA Sec. 103, 103A, 4, 105, 10L. 
Is assistanCe being made availa-E e:~!/!,:::'::i::tlcueolapial aa'ah-10?. ' :,ncluoe ,only applicable parairaph+;;:
 

e.g., 	 a. b,etc. -- which corresponds
to sources of funds used. If more than 
one fund source isused for assistance,

include relevant parigraph for each fund 
source.J 6 

66 6 

I+ 
- .- '+ 

. 4 4 -
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CK 	 4;.p3.. 

See PAAD
 

PAD 

NO 

NA 

+ ,:See PAAD ':' 

4 . 
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rcL ' r n-itritic:n; if so'., %ito 
A;h!,h activi ty i : s:'e2:if icily . -i,7cd 
to Ircreaee prcdu .tivf ty~n irr2of 
rural pcor; f12]if for arricultural 
rozearch, is full accraunt tz:'kcni of 
n tds-Isof' small farmers; . 

Yes. See PAAD 
discussion of purpose 

(2) (CCJf',-r rapulation planning or 

x :!r'sl-cost,inta*-raIcd ~i:ry
St to~provide hal th an.d iy

pllning servicc's,, cnpcirly to rural. 
arc~i.and ro-r; extcnit to v;':ich as'~1st-
ance gives attention to int .rrelztior.­
ship between (A)poculc tion andi 
(3) develcP.--ecnt e.nd ovirall ;nr'.n
in living standar-ds indeloi. 
countries.. Is activity deii~to 
build rotivation for sr'all faziili -s in 
prcgrans, such as ed-ucation ina,-.! out. 
of lschcol, maternal; and child he3*th 
services, agriculture producticnr
rural developrent, anid assistance to 
urban poor? 

NA 

-

(3) [1051 for edycation, public administra­
tion, or hurun resourcas devc-lo,-,-ent;
if so, extent to which. activity
strengthens nonfornial education, nakes 
formial education more relo.'nnt, 

-e~pecially for rural famnilies and. 
urban poor, or strengthons -. nz'r7ement 
caF-bility of :institutions er.nbl.ino 
the poor to participate in dcv--i-o,,=:nt; 

(4) [l,^66Yfor technical assistance, energy,
.research, reconstruction, and selected 
IdeVelopnent problems; ifso, extcit
ac~ivity- is: 

,-,++,+= +AI 
-'V.... + 

J . - i 4+ i YK 4 4 : iisfAi%. 

-. 
NA, 

NAN 

2 

A:+ ' + + 

h--r 

-
-,< 

-+ 

i* 'r I 

(a) to help alleviate energy problem; 

(b)reconstruction after natural 
iranniade disaster; 

or 

(c)for special developTont proble,,
and to enable proper utilizationl of 
earlier U.S.. infrastructure, .etc~., 
assistance; 

~ 

(d)- for programs of urbn dnl&, 7,nt,
especially sriall lao,, inte:nsiv-' 

<enterprises, mai kct'r~ y, ,nd .
jfinancial or other institutions to 
<help urban poor participate in. 
economic and social development.. 

~ ~-Q-(5)'[107]by grants for coordiratcl pri-NA '­

dissc..nate 

irnzerrediate techrologies appropriate~>
i' developingmcoun tries.+ +for .... 'I" : j"
 

effort, to de.elcp and /.- .: + .;.vate -. .::+<>r, .. , 

A+I'+ 
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.c. 
 FA! sec ?f7- Sm-. 113. Extent to
 
wh :h 1 Tm~e? ;Fctsap:rcri, I'to 

n:c csi (1) encouraging dcvelo4,mentof '-!::ratic, e:nne-1., political, and 
social institutions; (2) s~lf-help in 
,Trecting the country's food nccds; (3) 

. 

i' 
W- .:' ;..:r in the cc-untry; (4)pre..r'is 
de!*;-: t: r,,et the country's health. 

.--*() rthor important. areas of 

~:".~iL. avai1..tility of triined 

ecn::, .olitical, and sccial develop-
Lcnt, i7zuding industry;. frce labor 
unions, ccoperatives, and Voluntary 
Agencies; transportation and ccn,unication;

planning and publlc adminlstration;'urban
 

L ... develcpcnt, and modernlzation of existing

laws; or (6) integrating wor.,:n into the

' 	 % .: reclpient country's national economy. 

d. FAA Sec. 281(b). Describe extent to 
wh-cFprgam rcog nizes the particular
needs, desires,. and capacities of the 
people of the: country;utilizes the 
country's intellectual resources to 
encourage institutional development; and
 

skills required for effective participa­
tion ingovernrental
processes essential to self-government.
andp olitical
 

Sec Se.;'l 

, of contributing to theidevelopment of
 
ecc~7ic rcsources, or to the irncreaseof 
productive capacities and self-sstaining
economic growth; or of educitional or 
other institutionsdirectzd toward social 
progress? Isit related to and consistent 
wi't; other developnent-activities, and 
will itcontribute torealizablelong­
range objectives?.:. :*,­

f. 	 FAA Sec. 201(b)(6); Sec. 211(a)(5).
.ITFAoration andconclusion on
possible effects of the assistance on U..Should 

eccncTy, with special referenceto arees 
of substantial: labor surplus andextcnt 
to w..hich U.S. co.-rnodities and assistrance 
are-furnished ;in amanner consistent with 
imoroving or safeguarding the U.S. 
bal'ance-of-pa,ernts.position.
 

3. Nonorolect Criteria forDevelopm'ent

Wssistance (Loansonly)T
 

a. FAA Sec. 201(b)(1). information andSr
concTsiIo iaiTlity of financingfrom othe igfree-worldi sources, including'
private-sources within~the United States. 

6 9, 

~ ~P3 

1, 3 4, 5 6 -. /­
2 PAAD
-See 


Non-roject assistance approach
Non-proj an a ach 
is based on high assessment of
Sri Lanka's capabilities. - , 

Yes 

increase U.S. 
exports to Sri Lanka 

Lak aled rcivn
 
eev n-rLnaaredaubstantial assistance fro,

other donors. 
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b. FjM, C,.. 

, . |Y."uJlof. .'nOSrsnlf.* .0 ,.rvay th" 1i.,.Cc See PAAD. No problems1.'I '
", 
lnss of rc..,t anticipated 

pr. :acts, an~d r -icz,,_ s 'd
 
c'l ityn(der ,lws o0 ccuntry z"
 

L'lc'j .Stzosz) of lending and'r!i c: :iing.
 
"sf.~ lc,.n.
 

ft-- .f -- - is "iot 
.p... ....a rltilateral.to plan, t- ­art f the loan' excceeds SO(.,has *.me . Ste 

cc .r submittcd to AID an appl ic2:lon 

for such funds trgether with. a::;cas 

'
 

to indfcate thatfunds will be ti.'
! inan
+ ,
p+i'+ ecc-c.ically and technically sc ,n.mi:.cr? . . 

d. r,*A Sec. 202(a). Total :ratof 
rrnoy..under. loan w-,hich is going dlr-ctly Dollars provided should result. 

.''to 
private enterprise, isgoi*ng to inicesdU..eprs
intermediate credit 'institutions or other p.S.exprts.in ir ae d geeae
borrowers' for use by private entcroi'e, Large.proportion of generated. is - eing used to finance imports frcn 

' 

rupees will be used to fund 
* private sources, or is otherwise being Sri Lankan private contractors. 

used to finance procurements from private

sources? 

4. Additional Criteria for Alliance for-
Prtgress 

(Note: Alliance for Progress assistance 
NA
 

'hIld add the following two itenns to a
 
no, roject checklist.)
 

a. FAA Sec.251(Wl()-(8). Does
 
assistance take:.into account pri:,.ciples
of'the Act ofiBogota and Charter of Punta .'­

del Este; and to -what extant will tI: "
 
a.tlvity contribute to the ecoramic or
 
political integration of Latin :ie'rica?
 

b FAA-Sec. 25(b)P. 251(h). 
 For loans,

has -there been taken into. account the
 
effort made by recipient nntion to repa­
tr1ate capitalinvested inother coi nries.
 L
 

by their own citi:ens? Isloan ccnsis:tc.t
 
with the findings and reco,,- a, iln . I .
 

the Inter-A,2rican"Co -,:itto2 fno ti,.,:
 
-
'Alliance:for-Pro.ress (r.c,"C::ES," th. 


Per-anent1 Executive. Cocnittoe 'of. Lho. .'S):

in it's
annualreview of national.. '
 
develbpiment activities?
 

'C'" + ++:'r+++ :+:++m+++;"F.:"'-r C ++ + +
 

Jr + + V'" +++:+' J : ++++;+ +" + ++'+: m"++ +' ++. . . .L+ + +m ' ++++ m :++' " '++ 
++' + + + ' ++" -+; ... . .. rr 


.. .. .
+ ++I +
" ""'C{ $ r+' 'C r++r>'+ , ++ + + ....; -'+" ""+.++ ' . . ..". ... . . + ' + . . ..+, : . :+ m ... . . ..+ ':+'p'.. ...... + '. .... . . . . ..+;: , . + , 
A ' 2 ' i+JrC( 4 2 +' ,A ,++ , ++ . : + + m + + , + :.. .+ + + + + + ++ + ; ,+ . -+ ' 
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-3A() T,*.'D ITE!*' CPrC:'" :ST 
Listed below are statutory Items which n.rmm.lly will be covzcd routinely in those F;oV:: '.. " in masistance agrecnt dealinu .,i4h It ir-i.',.itatirr, cc-'-red in tIa anr'."(as where certain users of funds are ;ri Lted, but ot',.r-os ...... 

These items are arranged under the4 general' haadings'.of (A) Procurement and (D) Qt.cr i .: 

A. br:" -­ .I..T
 

1lr ,ec,,60,2. Are thre arranr1c a.ts to
U.§;small business to rartc Iate 
 - .
 
e,:,itably in the furnishing of c-osdds a,,d
 
Sservicesfinanced?
 

2. FAA Sec. 601(j~, Will all cocT'Mity 
. .pr~curc:,.et tinanced, be frcm tiw nitcd " '"." "
 States except as otherwiise det incd. by


the President or under delogation from
 
him?. 

3. FAA Sec. 604(b . Will-al ... , M - .fe • 

Fu'R be purchased at' prices no hig",r than.. NrLi:
 

:, .. 
 the market price prevailing In'h -Lrr,
tod .States at time of purchase? -. .:
 

4.J.AA Se.64(c). Will all agricultura1
 
.s avcoo,,oe
available for dirposition

under the Agricultural Trade DevIn ent "
 
&Assistance Act of 1954, as a-!red,... N
 
be procured Inthe United StatmsunteSs"."
 
they are not available inthe"United.
 
States i,.;ufficient quantities to supply


S °.i:, emergency requirements of recipients?' . - :;y,
'S..FAA Sec. 604(d).: Ifthe cnoperlti"
country discrminates against U.S.
 

marine insurance companies,- will aiiree-, N*::-:r: ment require that marine insurance be ' . .
 
placed inthe United States on
 
cornodities financed?
 

6.-FAA Sec. 62Iil. Ifoffshore procure7 . 
ment of agriculTural ccr7cd1ty or proJuct

is to be financed, is there provision
 

* , , againit such procurement when the.:domestic. price of such cor=ditytis less,
than parity? ;:, 
 '""
 

. .. 
 . "
4.. 7. FAA Sec, 604(f). Are th~re nrrrn-7' ".!2wt'erooy a suppier will r~t 
program unless he/she has certified to 

such Information as the Agency by,
regulation has prescribed?
 

: j ,+ " : 
 ." 
 .:l! :"43, + .. '+": , ' . : " , 
 ~ t ."' . .+ , . ] +.
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A 
;. r,-FA, . .,F...,' Wil U.S. G~vrr-.nt 
* e;;'-s r [ property be utilized 

, ~ '...r ,rtfcble in lieu of th• 
Spr.cure7tnt of new 1'ais? 

Yes 

9. !:1,. ,(b). (a) Compliance .;ith 
47.t at least SC i;r CC;I ,

f t"c ,ror.nSL .of co..-.ities 
c:,id scoarately for dry bulk 

* crricrs, dry carro liners, avd tinkers) 
fir.-r:d shall be transported on pri­i:;: / v'.: d J.S.-fla.g CC..arcial 
ves:els to the extent that such vessels 

*are available at fair and reasonable 
rates. 

Yes 

10. International Air Transport. F.ir 
Cc,,rotitive Practices Act, 1974- . 

If air transportation of persons or 
* i: :property isfinanced on grant basis, ,ill 

.provision be ir.~de that U.S.-flag carriers 
wil1be utilized to the-extent such 
service isavailable? 

NA 

B. OTHER RESTRICTIONS. 

1. FAA Sec. 620(h). Do arrangements preclu,,e 
prcoting or ass~sting the foreign aid . 

projects or activities of Con:unist- loc 
countries, contrary to the best interests 
of the United States? 

-

Yes 

2. FA Se.63() Is financing prohibited
imusewittout waiver, for purchase, 

long-term lease, exchange,or guaranty of 
sale of rotor vehlcle manufactured 
6utside the United States? 

Y.Yes 
" . 

3. Will arrangement preclude use of 
financing: 

* " :, a. FAA Sec. 114. to pay for performance 
of abortions or Involuntary sterilizations 
or to motivate or coerce prson; to. 
practi-ce':.abortions? to pay for perlfcri.ca 
of involuntary sterilizations aswei.od of 
family planning or to coerce or provi !e 
any financial incentive to aniy personl to 
peactice sterilizations? 

Yes 

...... b. FAA Sec. 620(o). to c.,ponsite cvrs 
for expropriated naticralizad prper..,,,? 

Yes 

c. FAA Sec. 660. .to finance police,
T training or-other law enforce-an~t 

assistance, except for narcotics prograns? 

d. FAA Sec. 662. for CIA activities?2-iiy2 .,,., 

Yes 

Ye :ii 

¢? :;: :!:D d :" '~f~'i~ ~::: J @ ' ; ; ::;:c; 3: '! dl : h ;;'::S :C; 
: , 

. :* 
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e.A-.'S ,C. 1fl3. to p3ypCnSio),-, etc., Yes 

, I~,.-to pay U.:I. Yes 

4. 

" 

. A n- "g. . . 17. to carry cut prcvisions
of FA S:t:mi.M 21(d) and 251(h)?
(t.r'n '. to -ulf ilatoral orgai. otlon 

irlerd4ing). 

2.01Se:._'0l(L).If develcF-,ont lo.,n,
FIsint'rest rate at least pc n 

during grace-period and at lcast -I,per 
.anr.un th.reafter. Ca~nthe country
borrowor service the loan on-harder than 
standard development loan terms? 

Yes 

NA- Repealed " 

a %:' d::ta 
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ANNEX 7
 

EONVIONNrENTAL FINDING UNITED STATES GOVERNMENT 

19, 1981 JL Cm.emora.ndu 
RPYTO AJ4ZATN O,,, CC/Asia, Stephen Tisa 

,u-ircT Mahaweli Development Sector Support..Loan: 
Applicability of Categorical Exclusion from
 
Environmental Review Under Regulation 16
 

'rot 

•Asia/TR/STEP, Ms. Jane Stanley
 

This memorandum records our agreement, and reasons therefor,
regarding the application of A.I.D. 's environmental pro­
cedures to the Mahaweli Development Sector Support Loan. 

Facts: A.I.D. will provide approximately $50 million of
 
'oc-a currency equivalent to the Government 6f Sri Lanka


(GSL) in support of its local currency budget for the 
Mahaweli Accelerated Development Program (ADP). A.I.D. 's
 
assistance purpose is (a) toassist in a non-inflationary 
manner in filling a shortfall in local currency available
 
to the GSL to finance the estimated local currency costs
 
of approximately $1 billion for the program during the 
period 1981-1985 and (b) to ensure that adequate attention 
to dowm.si-ream development is provided in the GSL budget
for the ADP. 

Only Mahaweli line items identified in the capital
expenditure component of the GSL's annual budget will be* 
eligible for contributions of A.I.D. generated rupees.
Priority will be given to: 

1. Costs that are primarily local in nature' 
for activities for which GSL agencies have a 
deonstrated capacity for budgeting, accounting,

' design,. contracting, supervisory,, and audit ' 
without expatriate assistance. (Such activities 
would include land clearing, on-farm develop­
ment, construction of social infrastructure
 
such as schools, health centers and community
centers, construction of farm to market roads
and construction of worker and settler camps.) 

2. Downstream activities where expatriate

design and supervision assistance'has been 
arranged under donor financing. 

3. Headworks construction in the Mahaweli 
program for which expatriate design assistance
 
is being provided with donor support. 

Bu, U.S. Savings Bonds Regularly on the Payroll Savings Plan OPONAL O MNo. 0 
(REV. 1.76) 
QIIA IPPMR (41 CPR) 101.11.4 
9010,1I2 
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The local c=trercy costs eotinated for activitiCs inl all 
th1rea -=r4.or-ty categorie3 is aprxi~neatly $446 ma.1ion. 
The A.I.D. ba,.n financing would aw.ount to approximately 
11 -. rcent of maximum GSL rupee financing requiremznts. 
During Pnual budget reviews, A.I.D. will agree on the 
attribtion of A.I.D. loan generated rupees to types of 
activitie3 within the priority areas but not to specific 
activities. For example, agreement will be reached that 
a certain amotmt of A.I.D. generated rupees will finance 
farm to market roads, but A.I.D. will not review, approve 
or control what actual farm to market roads will be 
financed; a certain amount of rupees will be allocated 
to social infrastructure which could include village 
centers, schcols, hospitals, but A.I.D. will not review, 
approve or control the specific schools, hospitals or 
centers to which A.I.D. funds will be attributed. 

This is consistent with A.I.D. 's purpose in making its 
loan, i.e., to provide non-inflationary local currency 
supporEt or the ADP budget in downstream areas. Accomp­
lishing A.I.D. 's purpose is not dependent upon completion 
of particular schools, roads.or irrigation systems as 
long as those kinds of things are completedin the program. 

Applicability of Environmental Procedures: Under these* 
-%rcumstances, you and I have agreed that the Mahaweli 
Development Sector Support Loan fits in the categorical 
exclusion from dnvironmental review set forth in 
section 216.2(c) (2) (vi) of Regulation 16: contributions 
to international regional or national organizations 
which are not. for the purpose of carrying out a specifically 
identifiable project or projects. The meaning of the 
phrase "carring out a specifically identifiable project" 
is explained by the criterion for establishing categorical 
exclusions set forth in section 216.2(c)(I)(ii) of the 
procedures: environmental review generally is not required 
when A.I.D. does not have knowledge or control over the' 
specific activities that have an effect on the environment 
and the objective of A.I.D. in furnishing assistance does 
not require, either prior to approval of financing or
 
prior to implementation of specific activities, knowledge 
of or control over the specific activities that have an
 
effect on the environment.
 

A.I.D. is not required by its environmental procedures
 
to change its type or purpose of financing activities,
 
and there are A.I.D. actions such as sector budget support
 
when A.I.D.'s purpose does not require knowledge or control
 
over the specific activities to which A.I.D. funds are
 
attributed that will effect the environment. In such 
cases, A.I.D. also does not review, for example, economic,
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techrical or social analyses of the specific activities 
to .hich A. I.D. funding is attribut.ed. In hceping with 
tha principle that environmental concerns cho'ud be 
inte-rrated in decision-caking to the same extent as 
technical, economic and social analyses, A.I.D.'s 
environmental procedures do not require review of 
environmental analysis of these specific activities. 

Of course, A.I.D. has financed an environmental assess­
ment of the entire Mahaweli Accelerated Development 
Program which is available to the GSL as it plans and 
designs the activities within its program. 

cc: Asia/PD:RAsselin 
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