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Background

The current llterature on envIronmental pollcy supports mcentlve-based strategies over
tradItIOnal 'command-and-control' mecharnsms The fundamental pnnclple IS that
mcentIVe based strategtes proVide the regulated firm (1 e , mamly mdustnal finns) With
econOmIC mcentlves to abIde by enVironmental regulatIOns The'command-and­
control' approach (1 e, standards) on the other hand, forces firms comply mespectlve
of theIr abillty to 'econOmIcally' perform better or worse than meetmg the pre­
detefffilned standard The desIred enVironmental qUalIty standards can be acmeved Just
as effectIvely With mcentlve based strategies However, mstead of respondmg to
mandatory and mfleXlble standards firms adjust theIr behavIOr by respondmg to a pnce
SIgnal, an mherent feature m the operatIOn offirms Tms approach prOVides greater
fleXlbillty for mdiVIdual finns to deCIde on the appropnate level of mItIgatIOn,
appropnate accordmg to theIr respectIve uruque CIrcumstances Therefore tms
approach has greater appeal to mdustnallsts

In general, mcentive based strategIes are also recommended by mternatlonal donor
orgamzatIOns, smce they promIse greater effectIveness and effiCIency m controllIng
pollutIon It IS prudent for pollcy makers m Sn Lanka to deVIse methods to mtegrate
such techruques mto the eXlstmg regulatory framework of environmental polIcy of Sn
Lanka could result m slgruficant benefits

Methods to mtegrate market based mcentlves schemes for mdustnal pollutIOn control
have been dIscussed faIrly extenSIvely m Sn Lanka dunng the recent past Several
studieS have shown that the mtroductlon of mcentlve based schemes, partIcularly
effluent charges can result m sIgmficant benefits to both mdustnes (1 e , the regulated)
as well as to the regulatory authontyl (see Box 1)

Bo't 1 Advantages and Dlsad, antages of Effluent Charges

• Greater fleXIbIlIty for mdustnal firms m decldmg on the level of
complIance,

• An mcentlve for some firms to go be) ond the level of mItIgatIOn
speCIfied by a standard

• A source of revenue for the regulatory and enforcmg authontles
• Ease of momtonng and enforcmg responslbllIt)
•

1 For example, see EnVIronmental Resources Management, London' :MEIP/SIv1I-IV Strategy,
GUldelInes and InstItutIOnal Strengthemng for Industnal PollutIOn Management", Fmal Report,
Volume 2, February 1994, and Stele, Paul and Rushdv Hassen, 'Study on the Introductlon of Effluent
Charges as a Means of ControllIng Industnal Water PollutIOn" FIllal Report December 1995
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A study conducted by the InstItute ofPolIcy Studies (IPS) under comrmsslOn of the
Natural Resources and EnVironmental PolIcy Project (NAREPP) states that, a system
ofeffluent charges would be a "feasIble and effective" polIcy mstrument to address
water pollutIon from mdustnal sources m Sn Lanka The study recommends a fee to
be assessed per urnt ofCheffilcal Oxygen Demand (COD)2

The report suggests that an emuent
charge scheme could generate
approxImately Rs 2 5 mIllIon for the
CEA each year

•

IrntIally, the effluent charge scheme
should target only "htgh polluting"
mdustnes that fall to meet the natIonal
water quality standards as enforced
through the EnvIronmental PollutIon
LIcense (EPL) program

The instItutIonal and adffilrnstratlve framework necessary to Implement and enforce the
effluent charge program and a method to share the revenue that would be generated IS
explained In the report

PolIcy RecommendatIOn

• A full fledged effluent charge scheme on a nation-Wide scale IS pre-mature In the
context of the e'Gstmg adrmnIstratlve and technIcal capacity of regulatory agenCIes

The polIcy recommendatIOns presented here are the outcome of several diScussIons
held m connectIon WIth the IPS report Representatives of the MIrnstry of Transport,
EnVironment and Womens' Affairs (M/TEWA), CEA, several Industnes and members
of relevant professIonal and academIc commumties participated m these diSCUSSIons

However, actual enforcement ofEPLs has been less successful Very few mdustnes
have mstalled waste treatment faCIlItIes that would be conSIstent With reqUlrements
of the EPL It IS estimated that less than 15% of all high pollutmg mdustnes have
proper wastewater treatment faclhtIes5

, and that the number must be even lower
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The pnmary mechanIsm for mdustnal pollutIon regulatIon m Sn Lanka at present IS
the EnVIronmental ProtectIon LIcense (EPL) Smce the EPL system was enacted
In 1990, the CEA has Issued over 2300 lIcenses3 The CEA was InItlally aSSIgned
the overwhelrmng responsibilIty for Issumg EPLs to all categones of mdustnes
Smce mId - 1996, the responsIbIlIty for Issumg and renewmg lIcenses oflow
pollutmg mdustnes was delegated to local authontles Furthermore, North
Western Provmce has assumed complete responsibIlIty for Issumg EPLs to
mdustnes In that provmce Due to these developments, the task of the CEA has
been eased sIgrnficantIy At present the CEA mamtams EPL responsibIlIty for
about 500 hIgh pollutmg mdustnes4

2 The report suggests that COD IS more accurate as a measure of pollution load than the commonly
used measure BIOchemIcal Oxygen Demand (BOD) see p 38
3 as of June 31 1995
4 Personal commullicallOn WIth CEA
5 IPS, 1995

I
I
I
I
I
I
I
I
I
I
I
I



for medIUm polluting Industnes InabilIty to stnctly enforce the regulatIOn IS
considered to be a slgruficant cause for the present SituatIOn

• Short of Implementing a full fledged scheme, effiuent charges can be Introduced on
a pilot scale

There are at least two advantages to follOWIng thIs strategy

In addition to Implementmg effluent charges on a pdot scale, several mtenm
measures could be adopted to direct environmental regulatIOns m Sn Lanka to
reflect mcentlve based strategIes

1) Under the current EPL procedure, mdustnes that apply for a lIcense are leVIed
an 'mspectlOn fee' and an 'Issumg fee' The mspectlon fee IS determmed as a
proportlOn of the capItal mvestment of the firm and IS a one time fee The ISSUIng

ThIs can be done by revlsmg the eXIstmg pollutlOn control regulatory procedure to
reflect mcentlve based features Two partIcular reVISIons to the current EPL system
that can be adopted qulte eaSily and effectively An Important feature of these
modificatIOns IS that they constItute very mmor structural adjustments to the
prevadmg regulatory framework Uncertamty as well as adjustment difficulties
would therefore be mIrumIzed

1) The concept of effiuent charges IS new and untested In Sn Lanka Flfffis
subject to new polIcy Instruments as well as the regulatory agencies Implementing
and enforCing them, must adjust to changes In institutIOnal, admIrustratIve and
techrucal structure Firms would be particularly concerned about additional
reqUIrements for complIance With the new regulation Uncertainty associated WIth
changes In the regulatory process can affect productIOn plans and declSlons for
future Investments SImIlarly, regulating agencies would be concerned about the
additIOnal responsibilIties In terms ofhuman resource needs and technology needs
IntrodUCing effiuent charges on the scale of a pilot project can ease the pressure
and reduce uncertaInty associated With the new scheme
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2) In theory an effiuent charges can be applted at the scale of a large nver baSIn or
watershed However It IS much Simpler to apply the concept In the context of a
smaller spatial area that has a high concentratIOn pomt sources (I e, mdustnes)
Two speCific situations that lend themselves for an effluent charge scheme are I)
Industnal estates With or Without centraltzed treatment facIlttles, and 2) areas With
a high concentratIOn of Industnal plants dlschargmg mto a common wastewater
treatment faclhty With regard to the first type, there are several active mdustnal
estates m Sn Lanka, and several others are due to be developed soon Pertalrung
to the second type oflocatlOn, a central treatment plant IS due to be constructed m
the Moratuwa Ratmalana reglOn These CIrcumstances are extremely condUCive to
the ImplementatIOn of an effluent charge scheme In fact, It Will be necessary to
have m place a system SImIlar to an effluent charge scheme, when the centraltzed
treatment plant begms to operate

•
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fee IS a flat fee whIch IS levIed annually at the tIme of penrut Issuance and renewal
All mdustnes pay a fixed amount as the Issumg fee It IS pOSSIble to modIfY the
baSIS for calculatmg both these fees, so that they each reflect the effluent load that
Will be generated by the speclfic mdustry An mdustry wIll then have an mcentive
to reduce It'S effluent load smce It will be charged a lower fee By Virtue ofbemg
proportionate to the capItal mvestment, the mspectlon fee IS somewhat
representatIve of the potentIal waste load However the calculatIon of tlus fee too
can be reVised to better reflect pollutIon load

2) Under the present regulatlOn, mdustnes that do not comply WIth the
reqUIrements ofan EPL are ltable to be assessed a penalty A cedmg for tlus 'non­
complIance' penalty IS speCIfied by law, however the actual amount that a
partIcular firm pays IS determmed by an arbItrary process As suggested earlter, the
baSiS for calculatmg thiS non-compliance fee could also be modIfied to reflect the
actual amount (m terms ofwaste load) by wrnch the firm exceeded the standard

ConclUSions

Tills polley bnef has raIsed several Important Issues that pertam to mdustnal pollutlOn
control regulatIons m Sn Lanka Indeed, It IS not an exhaustIve lIst, and conSIderable
attentIon should be gIven to each of the Issues dIscussed here as well However, It
prOVIdes a baSIS to aSSIgn pnontles and begm addressmg some of the potential
lImItatIOns of the current regulatIons
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