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The Board of Investment of Sri Lanka (BOI), the principal foreign investment approving agency has
made a substantial contribution towards Sri Lanka's economic and social development. Since its
establishment in 1978, the BOI has played a key role in attracting both Foreign Diract Investment
(FDI) and Private domestic investment. This in turn has promoted growth in industrial exports,
generated new employment opportunities and facilitated infrastructure development - thereby adding
a new dimension to economic growth in the country.

This paper highlights the progress of the infrastructure projects implemented by the private sector
under the BOI during the 4% -year period from January 1996 to April 2000 with reference to the
following sub-sectors in particular:-

(a) Housing

(c) Hotels & Recreation Centres

(e) Warehousing and Storage Complexes

(b) Office complexes
(d) Hospitals and

Infrastructure Development & Construction (1) economic infrastructure and (2)
Industry social infrastructure.

The development of infrastructure  The two broad categories of infrastruc-
facilities is considered to be an essen-  ture can be further classified into sub-
tial pre-requisite to accelerate eco-  sectors as illustrated in Figure 1.
nomic growth in all sectors of the

economy such as agriculture, indus-  The “Construction” process is regarded
try, trade and services. The term “In-  as a key economic activity in the imple-
frastructure” can be sub-divided into  mentation of any infrastructure devel-
two broad categories, based on its opment project. The construction in-
contribution towards the economyi.e. ~ dustry is therefore an integral sector of

Figure 1 A Broad Classification of Infrastructure
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the national economy and accounts
for a significant component of a
nation’s Gross Domestic Product
(GDP) and Domestic Capital Forma-
tion. Furthermore, the construction
industry is an important generator of
employment opportunities in both
the organized and informal sectors of
the economy. In 1999, the construc-
tion industry accounted for 7.6% of
Sri Lanka’s GDP (Figure 2), 42.3%
of Gross Domestic Capital Formation
and 5.3% of the total labour force.
The linkages of the construction in-
dustry with the rest of the economy
arises mainly from its dependence on
inputs from the engineering industries
and building materials sector, as well
as its interdependence on transport
and distribution and the financial ser-
vices sector. This phenomenon un-
derlines the vital role played by the
construction industry in economic
development.

Public Expenditure on Infrastructure
Development

The Government of Sri Lanka has ac-
corded high priority to the develop-
ment of economic & social infrastruc-
ture facilities in the urban & rural sec-
tors. The sustained activity in the con-
struction industry resulting in an an-
nual growth rate of 5.1% during the
period 1995 to 1999 (Figure 3) is the
combined outcome of higher levels
of public investment on physical in-
frastructure development and in-
creased levels of private sector par-
ticipation in industrial and commer-
cial property development.

An ambiticus infrastructure develop-
ment programme covering electric-
ity, ports, telecommunications, roads,
water supply & sanitation schemes

. ___Domestic Waste Disposal Plants
(Sanitation)

+—Hospitals (Health)
— Housing (Shelter)

— Telecommunication
— Irrigation (Agriculture)

Industrial Waste Disposal Plants
I (Environment)

|___ Hotels & Recreation Centres
(Tourism)
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L Warehousing Complexas
(Storage)

Figure 2 Sectoral Composition of GDP -1999
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Forestry and
Fishing
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follows:-

Sri Lanka

Table 1 Minimum investment to Qualify for BOI
Incentives by Type of Construction Category Figure 3 Contribution of Construction Industry to GNP& Growth
i R B e i rate of Construction Industry (1990-1999)
Construction Category - Minimum Investment
(Rs. "ﬂ.) Expenditure (Re.bn) * % (Growth Rate)
Housing 50
Shops- & Office Complexes 125
Hotels & Recreation Centres 10
Hospitals 75
Warehousing Complexes 125
gmrlm.nu?e Pm’eus 122 1990 1991 1992 1993 1904 1905 1906 l’Ov::'”G 1999
' at cuent Factor Cost Prices
Source: Board of Investment of Sri Lanka
and urban development has been for-  (a) establishment of industrial town- enjoys a distinct comparative ad-
mulated by the government to accel- ships/parks encompassing an in- vantage and
erate the process of economic devel- tegrated network (c) attracting large-scale invest-
opment on a sustainable basis. Asum- (b) promotional thrust for targeting ments into the infrastructure
mary of the major infrastructure specific sectors in which Sri Lanka sector.
projects included in the programme
is given in Annex 1. These projects
will be financed through public ex- Table 2 Selected Large-Scale Infrastructure Projects - Implemented under the BOI Law
penditure. The projects listed in An- (January 1996 to April 2000)
nex 1 include; 2- power projects, 3- Total
port development projects, 3-tele- Project Activity ozl d Anichend
communication projects, 3- water s RLEn).
supply projects, 3-Housing projects, S il O e g e T8 1536
3-Education projects, 3-Health Terminals (SAGT) Elizabeth Quay $ri Lanka
projects and 4- major Highways. The e
construction industry is estimated to ‘Colombo Power Burge Mounted Power Plant Japan 4,860
grow ata rate of 8% (annually) dur- Asia Power 51 MW Diesel Power Generation Plant  Germany 3,286
ing the years 2000 and 2001 accord- Lakdhanavi Diesel Power Generation Plant Norway/Sri Lanka 600
ing to the Public Investment S
Programme (1999-2001) published Laitika Bell - Wireless Local Loop Telecom Network  Singapore/UK/ 6.750
b?’ the Ministry of Finance & Plan- Suniel Wireless Local Loop Telecom Network et ks 5,170
mng MIN Networks Cellular Mobile Telephone Network .~ Malaysia 4200
Infrastructure Pm'ecu Imemented under Lanka Cellular Services Celiular Mobile Telephone Network Hong Kong 2,520
the BOI Law Housing & Office Complexes
Sithma Development Madern Office Cotiplex Sti Lanka 3950
In recognition of the urgent need for Ceylinco Developers Housing Complex Sri Lanka 1,600
large-scale capital investment in the Hokihig & Coiiinlios Liski - Hioisiag Cougléi . 1530
construction industry and in keeping A L ——— == S
with the government’s infrastructure inp g T ! '
development programme, the BOI S PP Ty - s e
has placed a major cmphasis to pro- Premier Pacific International Mixed Development Complex UK, Sri Lanka 580
.mote infrastructure development 2000 Plaza Condominium Complex USA, Sri Lanka 515
projects by attracting FDI and Private Hiotels & Entertainment Complexes
Domestic Investment. Millennium Develop Recreational Park Australia, Sri Lanka 1,600
Spa Clty Lud. Recreational Centre $ri Lanka 780
In 1995, in a concentrated effort to Uilon Résorts 100-Roomed Tourist Hotel $ri Lanka 518
further stimulate investments into "! S
speciﬁc targeted sectors, a series of Lanka Hospital Corp.( Apollo)  Mulii - Speciality Hospital India, Sri Lanka 2410
new and attractive incentive regimes R Teaching Hospital Sii Lanks 560
were introduced by the BOI. The main o7 S Camepont
focus of the three-pronged invest- Shefl Terminal Lanka LP Gas Storage Complex Netherlands 3,300
ment strategy can be summarized as A aaai e Nasihatoing Comis 570

Soarce : Board of Investment of Sri Lanka
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Table 3

Houslng Projects: No. of

Projects & Investment by’ District
" (implemented: under-Sec. 17-of the: BOI |
[*. Law “from.January 1896 to-April 2000) .

| -District | No, of -] Investment
. |projocts| (Rn)
- -Colombo A7 {10004
| Gampaha 8 1,768
Kalutara .2 74
Nuwara_Eliya; 1 - 280
Total . | 23 | 13868 |
"~ Soue:Boardof Ivesmentoi S Lanka

Accordingly, the BOI extended its in-
centive package (Annex 2) to facili-
tate private investment, both local and
foreign, into infrastructure develop-
ment projects covering housing,
office complexes, tourism (hotels,
recreation centres), hospitals, ware-
housing complexes, power, telecom
and other small & large-scale infra-
structure development projects.

The incentives granted for infrastruc-
ture projects under the BOI Law in-
clude full tax holidays, concession-
ary tax benefits and duty free import
of capital goods. The magnitude of
the incentive package offered to in-
frastructure projects depends on the
minimum investment and the con-
struction category (Table 1).

The total estimated investment of the
infrastructure projects, implemented
by the BOI since 1996 is around
Rs.100bn. Itissignificant to note that,
around 40% of the total FDI inflows
into Sri Lanka since 1996 have been
channeled into infrastructure devel-
opment pro)ects

Large-scale lnfrastructure Projects

Large-scale infrastructure projects are
generally encouraged in sectors such
as telecommunications, power gen-
eration, ports, highways, and housing,

A list of some selected large-scale in-
frastructure projects (investment of
over Rs. 500 mn.) implemented un-
der the BOI during the period janu-
ary 1996 to April 2000 is given inTable
2. These projects include; 1—Port de-
velopment project, 3-Power projects,

4-Telecom projects, 7-Housing

schemes & officc complexes, 3-Hotels
& recrcation centres and 2-Warchous-
ing and storage complexes.

Construction Projects

This section highlights the performance
of the construction projects with refer-
ence to Housing, Office complexes,
Hotels & Recreation, Hospitals and
Warchousing complexes.

Housing construction is an important
economic activity and a critical element
in social uplift. It has been assigned a
prominent place in the list of priorities
drawn up by the government. Official
estimates indicate that the growing de-
mand for housing in Sri Lanka will re-
sult in a shortage of 500,000 units by
the year 2005 - with around 2/3 of the
shortage being in urban areas.

During the period January 1996 to April
2000, 23 BOI approved housing
projects werc implemented in the dis-
tricts of Colombo (17), Gampaha (3),
Kalutara (2) and Nuwara Eliya (1) with
an estimated investment of over
Rs.13,600 mn, (Table 3). This has re-
sulted in a sharp increase in the number
of new residential buildings with the
entry of both foreign and local prop-
erty developers.

The completed housing projects have
added more than 2,000 new housing
units to the country’s housing stock.
These projects arc located in the Co-
lombo, Kandy and Kalutara districts.

Tables
Hotels&ﬂecreatlon Centres No of
Protects & Investment by District: ;
(implomented under Sec. 17 of the-BOL |
“Law..from January 1996 to ApHl:2000) |
District- No.of: | lnvestment
g Projects | (Re:Mn:)"
| Colombo "o 9353, -
Gampaha 3. 109~
Kalutara 6 I
Kandy 2 109, . |
‘N’ Eliya 1 - 28
Galle- 5 - 170
| ‘Hambantota 5 136"
. Ralnapura 1 1 200
 Kufnegala | 1} BA
:—-Puttalanr' 1 ] . ]
Yol %] 4275;—‘-5'5

~Source: Board ol investmentof S Lanka

" Table 4

Office Complexes: No: of Projects

" “&Investmentby District
* (Implamented undar Sec. 17 of the. BOI
- -Law from January 1696 to April 2000)

District | No.of | investment
... | Projects- | (Re.Mn.)
. Colembo| 117 T 8,020
'-;~'Ké'ndy- { 1 3,648

Tetal | 12 11,568
Source: Board of Investment of S Lanka

Several major housing projects are
under construction in the Colombo,
Gampaha, Kalutara, Kandy and
Nuwara Eliya districts. These projects
are implemented by enterprises such
as Ceylinco Developers, Ceylinco
Homes, Housing and Construction
Lanka, Lincoln Property Holdings
and 2000 Plaza Ltd.

The Rs.1.6 bn. “Millenium City”
housing project launched by Ceylinco
Developers Ltd., at Aturugiriya re-
ceived BOI status in late 1998, It is
sponsored by a consortium of inves-
tors including Ceylinco Securities &
Financial Services Ltd., DFCC Bank
and the National Development Bank.
This Jandmark project, approved un-
der BOI’s large-scale construction
projects, highlights the active involve-
ment of the private sector in urban
development.

The Government Strategy & 25 - BOI
Housing Project

The new housing strategy pursued by the
govemment constitutes of two basic elements-

(a) publicsector investment to pro-
vide the “basic infrastructure” to
facilitate construction of com-
pact residential townships in ur-
ban areas.

promote private investment in
“Housing Construction” for the
middle and upper middle in-
come families.

(®

The 25 BOI Housing Project
Programme, introduced in the year
2000 Budget envisages the private
sector to establish 25 housing
projects in urban districts. Each
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Table 6
Hospitals: No. of Projects
&Investment by District
(Implemented under Sec. 17 of the BOI
Law. from January 1996 to April 2000
District No.of | Investment
Projects |  (Rs.Mn.)
Colombo 4 3441
Kandy 1 100
Totai 5 3,541

Source: Board of Investment of Sri Lanka

| project would consist of 300 housin,
units, and construction should be
completed within a period of 3 years.
| Under this programme, the govern-
ment will provide (through the BOI)
state land on concessional terms and
common infrastructure up to the pe-
riphery of the site. The additional in-
centives offered to private investors
in the housing sector highlights the
BOI’s firm commitment to expand
the nation’s housing stock.

Office Complexes

The period under review also wit-
nessed a surge in construction activ-
ity in the non-residential building sec-
tor. Growth in economic activity led
to a corresponding increase in the
demand for purpose-built, quality
office space and services in prime lo-
cations. In addition, the growing need
for extensive, multiple retailing out-
lets strengthened the demand for
shopping complexes. The favourable
economic climate, together with the
fiscal incentives and other concessions
extended by the BOI made the com-
mercial property development mar-
ket an attractive investment proposi-
tion to specialist property develop-
ment companies in particular.

During the period under review, 12
property development companies
have implemented multi-storied of-
fice/shopping/apartment com-
plexes in core areas of urban centres
in the Colombo and Kandy districts.
The total investment in these projects
amounted to around Rs.11,600 mn.
(Table 4).

The 23-storied office building (Head-
quarters of the Hatton National Bank)

financed by Sithma Development (Pvt.)
Ltd., had received approval under the
Flagship category. This landmark project

has a sizeable investment of
Rs.3,950mn.,
Hotels and Recreation Centres

Tourism, the fourth highest foreign ex-
change earner in Sri Lanka & an indus-
try that figures prominently in the
country’s development strategy, has
been accorded priority status in the
government’s national development
programme. The BOI, recognizing the
country’s potential as a prime tourist
destination, has identified tourism, rec-
reation and leisure projects as a priority

3o

Construction of housing is a popular investment
under Private Sector. One such Complex.

area for promoting both foreign and lo-
cal investment.

Since 1996, a total of 35 BOI approved
projects have been implemented in the
tourism sector (Table 5). This under-
lines the positive response of the inves-
tor community to the opportunities in
the tourism and leisure related sector.
The value of investment committed by
the projects implemented amounted to
Rs.4,275mn. bringing the total value of
investment (cum.) in the sector under
the aegis of the BOI to Rs.13,650mn.

The tourism sector has attracted foreign
investors predominantly from Asian and
European countries. For instance, out
of the 35 projects implemented during
the period under review, over 50% of

the projects (18) have foreign equity par-

ticipation; either 100% foreign owned
or joint ventures set up with local
partners. Eleven projects are already
in commercial operation in prime
tourist destinations in the districts of
Colombo (3), Galle (1), Kandy (1),
Kalutara (3), Puttalam (1), Gampaha
(1) and Hambantota (1). This in-
cludes; 2-Recreational centres, 2-
Entertainment parks, 1-Theme park,
1-Ayurvedic health resort and §-
Tourist hotels.

The successful implementation of
BOI approved projects in the tour-
ism industry has enabled it to offer a
diverse range of activities to the dif-
ferent segments of the leisure mar-
ket.

The 24 projects under construction
are located in Colombo (7), Kalutara
(6), Nuwara Eliya (3), Galle (2),
Hambantota (2) Ratnapura (2), Kandy
(1) and Kurunegala (1). These
projects include hotels, recreational /
cultural centres, a bowling centre, a
water sports centre and an amuse-
ment park.

The new hotels under construction
will make a valuable contribution in
stepping up room capacity to accom-
modate the targeted one million tour-
ist arrivals in the year 2002. The es-
tablishment of sports and recreational
facilities such as water sports, bowl-
ing alleys, amusement parks, health
and nature resorts and theme parks
will further enhance the ability of the
industry to cater to the demand of the
growing leisure market.

Table 7

Warehousing Complexes: No. of

Projects & Investment by District
{implementsd under Sec. 17 of the BOI
Law - from January 1996 to April 2000)

District No. of Investment
Projects (Rs.Mn.)
Colombo 2 722
Gampaha 11 4,991*
Total 13 5,713
Source: Board of Investment of Sri Lanka

* Includes 4 cold room plants constructed in Peliyagoda,
Nittambuwa, Dambulia and Anuradhapura under a Project
implemented by Cool Masters (Pvt) Ltd.
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Figure 4 Growth in Construction Projects Commencing
Construction under the BOI by construction category

(1996-1999)
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Hospitals

The resource constraints faced by the
government have underlined the need
for direct private sector participation
in the development of infrastructure
facilities in the Health Sector. To meet
its goal of providing quality health
care facilities to all sections of the
population, the government has fo-
cused attention on developing private
sector health services in parallel with
those of the public sector. In this con-
text, the incentives extended for the
construction and operation of hospi-
tals by the BOI has paved the way for
the private sector to play an increas-
ingly important role in expanding the
country’s health care delivery system.

The construction and operation of
two tier hospitals approved under
section 17 of the BOI Law are en-

titled to a 10-year tax holiday. Additional
incentives in the form of duty free im-
ports of capital goods arc extended dur-
ing the project construction period. Ac-
cordingly, the import of machinery,
medical and surgical instruments, ap-
paratus and accessories are permitted on
a duty free basis.

Since 1996, five hospital projects with a
total investment of over Rs. 3,540mn.
have received BOI approval, (Table 6)
of which three are under construction
and two in commercial operation. The
hospitals under construction include: -

(i) The Lanka Hospital Corporation
(Pvt.)Ltd (Apollo Hospital)

(i) Asiri Medical Services Ltd. (Ex-
pansion)

(iii) Suwasevana Cardiac Hospital
(Pvt.) Ltd.

The projects under construction have
an estimated cumulative investment
of nearly Rs. 2,860mn. These hospi-
tals arc to be set up in the city of Co-
lombo (2) and Kandy (1) with mod-
ern healthcare facilitics.

Apollo Hospital

The Lanka Hospital Corporation
(Pvt.) Ltd., is one of the large-scale
projects approved by the BOI in the
health sector. This is a joint venture
between Apollo Hospitals of India and
the International Finance Corporation
(IFC), National Development Bank,
Insurance Corporation of Sri Lanka
and several other local investors. The
ultra-modern, multi-speciality hospi-
tal, a Rs. 2,409mn. venture offering
state-of-the-art technology will be
fully equipped to offer a range of di-

agnostic and therapeutic health care

Table 8
Construction Projects: No. of Projects & Estimated Investment by District
(Implemented under Sec. 17 of the BOI Law from January 1996 to April 2000)
Construction Category
Housing/Office Hotels & Warehousing Total
Complexes Entertainment Hospitals Complexes
District Complexes
No. of | Investment | No. of |Investment | No. of | Investment| No. of |Investment | No. of |Investment
Projects | (Rs.Mn.) | Projects| (Rs.Mn.) | Projects| (Rs.Mn.) |Projects| (Rs.Mn.) |Projects| (Rs.Mn.)

Colombo 28 18,927 1 3,353 4 3,441 722 45 26,443
Gampaha 3 638 3 109 . 4,991 17 5,738
Kalutara 2 1,888 5 98 - - 7 1,986
Kandy 1 3,548 2 109 1 100 4 3,757
N’Eliya 1 230 1 28 - 2 258
Galle . 5 170 5 170
Hambantota 5 136 5 136
Ratnapura 1 200 1 200
Kurunegala 1 54 1 54
Puttalam 1 18 1 18
Total 35 25,231 35 4,275 5 3,541 5,713 88 38,760

Source: Board of Investment of Sri Lanka
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Table 9

Construction Projects: No. of Projects & Investment by Type of Ownership

(Implemented under Sec 17 of the BOI Law from January 1996 1o Aptil 2000)

EORE :'Type ofOumersh!p
" :1100% Forsign'

facilities. The 350-bed, multi—speci-
ality hospital which commenced con-
struction in December 1999 is sched-
uled for completion in June 2001.

Qasis Hospital (Pvt.) Ltd

This is a wholly Sri Lankan owned,
BOI approved venture, commis-
sioned in February, 2000. The total
investment in this 200 bed teaching
hospital is Rs. 562mn. The 8-storied
hospital covering an area of 10,000
sq.ft. located in the city of Colombo,
marks a significant development in the
private healthcare sector.

Warehousing and Storage Complexes

Warehousing and storage complexes
are important components of indus-
trial infrastructure in facilitating an ef-
ficient storage and distribution net-
work. This sector has registered a sig-
nificant growth during the past five
years. This reflects its direct link to
the growth in other sectors of the
economy, such as manufacturing and
trade.

Thirteen BOJ approved projects have
been implemented during January
1996 to April 2000 with an invest-
ment of over Rs. 5,700mn. (Table 7).
This has led to a notable expansion in
essential facilities which include; con-
struction and operation of warehous-

ing complexes, container terminals,
cold room plants and large-scale LP gas
storage complexes. All these enterprises
are sited in Colombo and the suburbs
to the north of the city (Gampaha dis-
trict)

A prominent feature in Sri Lanka’s con-
struction industry during the period
January 1996 to April 2000 has been
the implementation of 88 projects un-
der the BOI in 5-sub-sectors namely;
() Housing (b) Office Complexes (c)
Hotels and Entertainment Complexes
(d) Hospitals and (e) Warehousing and
Storage Complexes. A complete list of
the construction projects implemented
during the period under review is given
in Annex 3.

Growth in Number of Projects

The annual growth in construction
projects by different sub-sectors is given
in Figure 4. All the sub-sectors have
shown a significant growth during the
last 4 year period. Out of the total num-
ber of 88 projects implemented during
the period under review, the percent-
age share of projects under each sub-
sector (as at end April 2000) is as fol-
lows:
(a) Housing & Office Complexes
40% (35 projects)
(b) Hotels & Recreation' Centres
40% (35 projects)
(c) Hospitals 6% (5 projects) and

(d) Warehousing & Storage Com-
plexes 14% (11 projects)

Geographical Distribution

2 ] The districtwise distribution of the
- 88 construction projects imple-
;| mented from ]anuary 1996 to April

2000 is given in Table 8. These
projects have been constructed in 10
districts. The highest number of
projects is located in the Colombo
district (45) followed by Gampaha

=} (17), Kalutara (7), Galle (5),
.1 Hambantota (5), Kandy (4), Nuwara
| Eliya (2) and one each in Ratnapura,
_ -{ Kurunegala and Puttalam. It is sig-
| nificant to note that hotels & recre-

ation centres have bé¢en constructed

-{ inall the above 10 districts compared

to housing and omce complexes (S
districts), hospitals (2 districts) and
warehousing complexes (2 districts).

Share of Foreign Equily- Participation

The type of ownership of the 88

projects 1mplemcnted during the pe-

riod under review is given inTable 9.

A sizeable investment of nearly Rs.

40 bn. has been committed in the

construction industry by the private

sector, of which the share of foreign

equity participation (100% foreign

owned or joint ventures) accounts

for 46%. The share of forcign equity

participation classified by construc-

tion category is as follows:

(a) Housing & Office Complexes
38%

(b) Hotels & Recreation Centres
54%

(c) Hospitals 68%

(d) Warchousing & Storage Com-
plexes 60%

Out of the total estimated investment -
of Rs.38.7bn. channeled into the
construction industry; the housing &
office complexes account for the
highest share of 65% followed by
warehousing & storage complexes
(15%), hotels & entertainment com-
plexes (11%) and hospitals (9%).

This indicates the emergence of the
property development sector viz.

construction of housing and office
complexes as the single largest sub-
sector in terms of the quantum of
investment. [}
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