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ECONOMIC AND FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. Economic rationale. Sri Lanka experienced a strong post-war recovery period with an 
average annual gross domestic product (GDP) growth rate of 8.5% during 2009–2012. Growth 
moderated to 4.1% during 2013–2018, and GDP per capita reached $4,065 in 2017, putting Sri 
Lanka on the path to upper-middle income status. However, inadequate transport infrastructure 
and services delivery hinder the development of industry and services, which account for 91.8% 
of GDP, and prevent Sri Lanka from leveraging its geographical position to increase its 
competitiveness and promote inclusive economic growth. At its peak, the railway network carried 
more than 35% of passenger and 80% of freight traffic. Continuous underinvestment, weak 
operating and financial performance, and increasing motorization rates reduced the market share 
to 6% of passenger traffic in suburban Colombo and 1% of freight traffic in 2017. By 2020, the 
government aims to increase the passenger market share to 10% and freight to 5% of demand.1 
 
2. Railway network. In 2017, Sri Lanka’s railway network consisted of 1,568 kilometers (km) 
of broad-gauge tracks, 91% of which is single track, connecting 343 stations across the country.2 
Sri Lanka Railways (SLR) faces several challenges, including (i) operational inefficiencies, with 
low average speeds, frequent delays, insufficient frequencies, and trains running over capacity in 
peak hours; (ii) insufficient maintenance capacity and a large maintenance backlog; (iii) a poor 
safety record, including high encroachment and frequent accidents at level crossings; and (iv) an 
inadequately trained workforce with low productivity and limited knowledge of new technologies.3 

3. Project design. The project was designed to provide immediate improvements in the 
operation, maintenance, safety, skills development, and implementation capacity of SLR. It will (i) 
address operating bottlenecks with the modernization of the telecommunications, ticketing, 
operations headquarters, and train control center systems; (ii) upgrade the railway workshop in 
Ratmalana, and procure rolling stock and track maintenance equipment; (iii) improve railway 
safety mainly through the construction of housing blocks to support the future resettlement of 
informal dwellers, and the improvement of the Colombo Fort and Maradana stations; and (iv) and 
upgrade the Sri Lanka German Railway Technical Training Center. Subprojects were selected to 
be the most efficient option to combine short-term, visible benefits and long-term, sustainable 
benefits, and to promote the participation of a majority of SLR’s subdepartments. The economic 
analysis compared costs and benefits in with- and without-project scenarios to estimate the net 
benefits of the project, in accordance with Asian Development Bank (ADB) guidelines.4 
 
B. Demand Analysis 
 
4. Existing demand. In 2017, SLR operated about 126,900 trains over 11.2 million train-km 
(footnote 2). About 138.7 million passengers were carried over 7.5 billion passenger-km, 
accounting for 95.5% of SLR’s train-km. Freight transport is limited, with 144.8 million ton-km 
carried. During 2012–2017, the annual growth of passengers averaged 5.5%, while passenger-
km growth averaged 8.3%. Suburban traffic represents about 80% of SLR’s passenger traffic, 

                                                
1 Government of Sri Lanka, Ministry of National Policies and Economic Affairs. 2017. Public Investment Program, 

2017–2020. Colombo. 
2 Government of Sri Lanka, Department of Sri Lanka Railway. 2018. Performance Report 2017. Colombo. 
3 Operational speeds in suburban Colombo are less than 30 km per hour. More than 47% of passenger trains are 

delayed by an average of 35 minutes due to frequent signaling and telecommunication system failures. The average 
of 17 hours between engine failures results in the cancellation of 6% of trains. 

4 ADB. 2017. Guidelines for the Economic Analysis of Projects. Manila. 

http://www.adb.org/Documents/RRPs/?id=49111-005-3
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and the railway market share reaches 43% along railway corridors.5 Railway transport is the most 
affordable intercity travel mode, and 66% of intercity travel originates or terminates at Colombo 
Fort station. By increasing the operational efficiency, maintenance capacity, and safety of SLR, 
the project is expected to reduce delays and operating costs, increase the attractiveness of the 
railways, and divert passengers from road-based modes—particularly in suburban Colombo. 
 
5. Forecast demand. Passenger and freight forecasts were prepared using (i) historical and 
projected socioeconomic growth trends (Table 1); (ii) observed travel patterns and SLR statistics; 
and (iii) transport forecasting models for the Western Province and for intercity travel, which are 
based on origin–destination matrices and stated preference surveys, and were the basis for 
assessing potential mode shift (Table 2).6 The population of Sri Lanka, which stood at 21.7 million 
people in 2017, is growing at 0.8% annually and is forecast to stabilize at 25.0 million people by 
2050.7 GDP is forecast to grow by 4.1% in 2019 and by 5.0% in 2023, reflecting a steady growth 
of GDP per capita.8 The overall elasticity of passenger demand to economic growth rate was 
conservatively assumed at 1.1 until 2030, decreasing to 1.0 from 2031.9 Based on the extent of 
travel time savings resulting from the project, diverted and induced traffic were both estimated at 
3.0% of current demand. Table 3 summarizes current and forecast travel demand. 
 

Table 1: Estimated Population and Economic Growth Rates (%) 

Category 2009–2017 2018–2030 2031–2050 

Population growth rate  0.83 0.71 0.31 
Gross domestic product.growth rate  5.82 4.67 3.61 
Gross domestic product per capita growth rate  4.95 3.93 3.29 

Source: Asian Development Bank estimates. 

 
Table 2: Elasticity of Railway Demand 

Item Passenger Fares Travel Time Train Frequency Comfort 

Elasticity of railway demand  (0.349) (0.305) 0.610 0.233 
( ) = negative. 
Source: Asian Development Bank estimates. 

 
Table 3: Historical and Forecast Traffic Demand  

(million) 

Year Passengers  Passenger-km  Tons  Ton-km Train-km  

2012 106.1 5,039.0 2.1 142.0 10.5 
2017 138.7 7,495.0 2.0 144.8 11.2 
2023 195.5 10,566.7 2.6 188.9 13.9 
2030 294.6 15,925.5 3.6 259.5 17.9 
2040 425.7 23,012.4 5.2 375.0 25.9 
2050 600.5 32,461.2 7.3 529.0 36.5 

km = kilometer. 
Source: Asian Development Bank estimates. 

                                                
5 Government of Sri Lanka, Ministry of Megapolis and Western Development. 2016. Western Region Master Plan, 

2030. Colombo. 
6 Japan International Cooperation Agency. 2014. Urban Transport Master Plan. Tokyo; and ADB. 2017. Technical 

Assistance to Sri Lanka: Colombo Suburban Railway Project, Intercity Rail Services Development Study. Manila. 
7 United Nations Population Fund. 2017. Population Dynamics and Development in Sri Lanka. Colombo. Driven by 

internal migration, the population of the Western Province is forecast to increase to up to 8.8 million by 2030. 
8 ADB. 2019. Country Information Note: Sri Lanka. Manila; and International Monetary Fund. 2018. World Economic 

Outlook Database (accessed 24 January 2019). 
9 With rising income levels resulting in increased trip rates per capita, the potential growth of passenger rail traffic is 

significantly higher than GDP growth. The elasticity of passenger demand to economic growth is estimated to be 
1.5–2.0 if the railway system can supply enough capacity to cater to travel demand, particularly in suburban Colombo. 

https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD/LKA
https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD/LKA
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C. Economic Analysis 
 
6. Key economic assumptions. The economic analysis (i) used the domestic price 
numeraire; (ii) valued all costs and benefits in monetary terms as of 22 January 2019, expressed 
in economic prices, in Sri Lanka rupees (SLRs), and discounted to 1 July 2019; (iii) used a 
discount rate of 9%; (iv) assumed a 4-year implementation period (2019–2022) and 20 years of 
operation on a rolling basis (2021–2042); (v) used a shadow exchange rate factor of 1.061 
calculated from international trade statistics;10 (vi) applied a shadow wage rate factor of 0.72, 
calculated from construction industry wages to unskilled labor costs; (vii) used residual values 
based on the economic life of the project’s assets and the straight-line depreciation method; and 
(viii) quantified the benefits of generated demand as half the benefits of normal demand. 
 
7. Project costs. Project economic costs are estimated at SLRs28.5 billion (Table 4). They 
were derived from financial costs and include capital costs, initial operation and maintenance 
(O&M) costs, consulting services, and physical contingencies. They exclude financing charges 
and price contingencies. The analysis used current system-wide costs of SLR on a passenger- 
and ton-km basis, covering costs for fuel, staff, and other expenditures. 
 

Table 4: Project Capital Costs (SLRs million) 

Project Output Total 2019 2020 2021 2022 2023 2024 

1. Operational efficiency 12,623 80 1,462 3,003 4,505 2,365 1,208 
2. Maintenance capacity  4,835 0 609 2,633 1,593 0 0 
3. Railway safety  5,165 43 1,055 2,078 1,989 0 0 
4. Skills capacity  2,854 0 383 1,209 1,018 244 0 
5. Readiness and implementation capacity 2,981 227 654 1,132 810 158 0 

Total 28,458 349 4,163 10,055 9,916 2,767 1,208 
Source: Asian Development Bank estimates. 

 
8. Project benefits. The project will improve SLR’s service delivery and operational 
efficiency. Project benefits include (i) travel time savings from reduced operating delay, shorter 
waiting time for purchasing tickets, reduced access and transfer time at the two major stations of 
Colombo, and congestion alleviation for other transport mode users, primarily in suburban 
Colombo; (ii) rolling stock and track maintenance cost savings; (iii) accident cost savings resulting 
from railway safety improvements; and (iv) lower carbon dioxide emissions. 

9. Value of time. The value of passenger time is based on estimated income levels for public 
transport users, with non-working time valued at 25% of working time (Table 5).11 The value of 
time for goods in transit was based on the opportunity cost of cargo, calculated as the cost of 
cargo delay for cement and oil, and was estimated at an average of SLRs2.9 per hour. 
 

Table 5: Values of Passenger Working and Non-Working Time (SLRs per hour) 

Item Public Transport Car 2- and 3-Wheelers 

Working time  166.6 727.3 363.7 
Non-working time  41.6 181.8 90.9 
Source: Asian Development Bank estimates. 

 
10. Travel time savings. Time savings benefits include (i) delay reductions: current delays 
average 21.0 minutes per train and 15.8 minutes per passenger. Operational efficiency 

                                                
10 International Monetary Fund. International Finance Statistics and Global Financial Stability Report. (January 2019).  
11 Government of Sri Lanka, Ministry of Finance and Planning. 2001. Assessing Public Investment in the Transport 

Sector. Colombo. 

http://www.imf.org/en/Data
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improvements are expected to reduce delays by a minimum of 10%, or a saving of 1.58 minutes 
per passenger. Maintenance improvements are expected to reduce train cancellations by 2.5%; 
(ii) waiting time savings: current waiting times at ticket counters of about 2 minutes per 
passenger during peak hours are expected to decrease by 16% with the modernized ticketing 
and seat reservation system; (iii) access time savings: owing to overcrowding and limited access 
and egress access facilities, passengers take an average of 10 minutes, and up to 20 minutes, to 
exit the Maradana and Colombo Fort stations during peak hours. Station improvements are 
conservatively expected to shorten access times by 15%; and (iv) speed improvements: 
improved maintenance capacity is expected to reduce temporary speed restrictions on the railway 
network by 3%. The analysis has conservatively not quantified travel time savings accruing to 
demand diverted from road-based modes. 
 
11. Operation and maintenance cost savings. The O&M cost savings include (i) a 2% 
reduction in major and minor repair costs; (ii) a 30% reduction in the cost of importing and printing 
paper tickets; (iii) a 2% reduction in operating costs due to faster and more efficient train 
operations; and (iv) bus operation cost savings of 30%, at an average unit vehicle operating cost 
of SLRs104.9 per bus-km for the 170,000 diverted bus trips in 2023. 

12. Accident cost and emissions reduction. In 2017, there were 125 derailments, 196 
casualties at level crossings, 4 deaths from people falling from trains, and 180 deaths due to 
collisions with pedestrians (including suicides), as well as about 38 cattle and 12 elephant deaths. 
The project is expected to decrease the frequency of accidents by about 10%. Traffic diverted 
from road-based modes—primarily buses—will lead to a reduction of greenhouse gas emissions. 
The modern ticketing system with the option of online ticket purchase will reduce the need for 
unnecessary paper tickets, which are currently shipped from the Netherlands. Total carbon 
dioxide reductions are estimated at 6,728 tons in 2023, and valued at $36.3 per ton in 2016, 
increasing by 2% annually in real terms. 
 
13. Economic internal rate of return. The economic internal rate of return of the project is 
estimated to be 13.1%, indicating the economic viability of the project (Table 6). This reflects the 
significant economic benefits accruing from the project in terms of operational efficiency, 
maintenance capacity, and safety, in addition to positive environmental impacts. Economic cost 
and benefit streams are summarized in Table 7. 

14. Sensitivity analysis. Sensitivity analysis was carried out to investigate the economic 
viability of the project under adverse changes in costs and benefits. The following scenarios were 
assessed: (i) construction cost increased by 10%, (ii) benefits reduced by 10%, (iii) construction 
cost increased by 10% and benefits reduced by 10%, and (iv) value of time decreased by 20%. 
The economic internal rate of return of the project exceeds 9% in all cases, demonstrating the 
overall economic robustness of the project under adverse variations in costs and benefits. 
 

Table 6: Economic Analysis Results 

Scenario 
EIRR 
(%) 

NPV 
(SLRs million) 

Switching Value 
(%) 

Base Case 13.1 8,602.2  
10% increase in capital costs 11.6 5,816.6 30.9 
10% decrease in benefits 11.3 4,639.7 21.7 
10% increase in costs and 10% decrease in benefits 9.9 1,854.2 (12.7) 
20% decrease in value of time 11.1 4,112.8 19.2 

( ) = negative, EIRR = economic internal rate of return, NPV = net present value, SLRs = Sri Lanka rupees. 
Source: Asian Development Bank estimates. 
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Table 7: Economic Costs and Benefits Streams (SLRs million) 
 Cost  Benefits  

Net 
Benefits Year Capital O&M 

 Time 
Savings O&M Accident 

CO2 
Emissions 

 

2019 351.7        (351.7) 
2020 4,254.9        (4,254.9) 
2021 10,344.5 151.4  816.6 43.3 61.0 17.9  (9,557.1) 
2022 10,209.6 242.2  1,306.5 1,280.1 97.6 28.7  (7,738.9) 
2023 2,861.4 539.6  1,633.1 1,600.1 122.0 35.9  (9.8) 
2024 1,265.8 624.4  1,806.5 1,693.2 126.9 37.1  1,773.5 
2025  1,273.5  1,997.4 1,792.0 132.0 38.3  2,686.1 
2026  1,293.6  2,187.1 1,886.2 136.7 39.5  2,956.0 
2027  1,314.8  2,395.2 1,985.6 141.6 40.8  3,248.4 
2028  1,337.4  2,623.5 2,090.4 146.7 42.1  3,565.3 
2029  1,361.2  2,873.9 2,200.9 152.0 43.4  3,909.1 
2030  1,386.4  3,142.5 2,317.4 157.5 44.9  4,275.9 
2031  1,404.7  3,382.4 2,410.1 163.8 46.1  4,597.7 
2032  2,236.5  3,640.8 2,506.5 170.4 47.3  4,128.6 
2033  1,443.4  3,919.3 2,606.8 177.2 48.6  5,308.4 
2034  3,985.9  4,219.2 2,711.1 184.3 49.9  3,178.5 
2035  1,485.3  4,540.0 2,819.5 191.6 51.3  6,117.1 
2036  1,504.7  4,842.0 2,918.2 198.3 52.6  6,506.4 
2037  1,865.3  5,164.3 3,020.3 205.3 53.9  6,578.6 
2038  1,789.8  5,508.3 3,126.1 212.5 55.3  7,112.3 
2039  1,567.2  5,875.4 3,235.5 219.9 56.7  7,820.3 
2040  1,589.5  6,267.3 3,348.7 227.6 58.2  8,312.2 
2041  1,612.6  6,685.4 3,465.9 235.6 59.6  8,834.0 
2042 (481.8) 1,636.5  7,131.7 3,587.2 243.8 61.2  9,869.3 

    Net present value at 9%  8,602.2 
    Economic internal rate of return  13.1% 

( ) = negative, CO2 = carbon dioxide, O&M = operation and maintenance, SLRs = Sri Lanka rupees. 
Source: Asian Development Bank estimates. 

 
D. Financial Analysis 
 
15. Overview. The project is designed to improve the operational efficiency, maintenance, 
safety, skills, and project preparation capacity of SLR; and not to be specifically revenue-
generating. As SLR is a government department under the Ministry of Transport & Civil Aviation, 
the analysis of the financial sustainability of the project was carried out by assessing the estimated 
incremental recurrent costs associated with the project against the capacity of SLR to cover these 
costs.12 The financial analysis also assessed the government’s fiscal position, determined the 
budget allocation and expenditures of SLR, and prepared a forecast of SLR’s financial situation. 
 

1. Fiscal Position of the Government 
 
16. Macroeconomic situation. After a strong post-war recovery period, with annual GDP 
growth of 8.5% during 2009–2012, GDP growth averaged 4.1% during 2012–2018 and is forecast 
at 4.1% in 2019.13 Sri Lanka’s exports remain undiversified, and development assistance will 
continue to be required to support the country’s development. Transport infrastructure will serve 
as a backbone for the development of high value-added export supply chains. However, while 
fiscal revenue increased from 11.4% of GDP in 2014 to 14.0% in 2016, and a surplus of the 
primary fiscal balance was recorded in 2017 for the first time in 63 years, Sri Lanka has a high 
exposure to foreign debt servicing requirements, particularly for non-concessional and 
                                                
12 ADB. 2005. Guidelines on the Financial Management and Analysis of Projects. Manila.  
13 ADB. 2019. Country Information Note: Sri Lanka. Manila. 
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commercial borrowings. The financial deficit accounted for 5.5% of GDP in 2017, and gross official 
reserves amounted to about $7.0 billion as of November 2018, or about 3.7 months of imports. 
 
17. External debt sustainability. As of September 2018, Sri Lanka’s external debt stood at 
$55.2 billion, or 58.5% of GDP, with $1.7 billion outstanding to ADB. Annual debt service 
payments are forecast to increase from $2.1 billion in 2017 to $4.2 billion in 2019.14 In June 2018, 
the International Monetary Fund assessed the external debt of Sri Lanka as sustainable, albeit 
vulnerable given its large financing needs, weak external position, and high currency risks.15 In 
December 2018, the three major credit rating agencies downgraded their ratings of Sri Lanka’s 
debt, albeit with a stable outlook. Development partners will continue to cooperate closely with 
the government to support the sustainability of Sri Lanka’s external debt. To assist with 
outstanding debt repayments, ADB will increase the grace period of the loan to 8 years. 
 

2. Financial Situation of Sri Lanka Railways 
 
18. Revenues. In 2018, SLR’s operating revenues amounted to SLRs7.4 billion, and 
operating expenses to SLRs14.1 billion, for an operating ratio of 1.96 (Table 8). Passenger traffic 
dominates operations and revenues, and generated about SLRs5.4 billion of revenues in 2017, 
or SLRs0.6 per passenger-km.16 Tariffs have remained historically low as a result of government 
policy, and revenues do not cover recurrent labor costs, which account for 64.6% of recurrent 
expenditures. Non-passenger revenues amounted to SLRs1.1 billion, including SLRs0.4 billion 
from freight, or SLRs3.0 per ton-km.17 Overall revenue collection increased by about 5.7% 
annually, in real terms, during 2012–2018, despite stagnating trends during 2015–2017. 
 

Table 8: Financial Situation of Sri Lanka Railways (SLRs million) 
Year 2012 2013 2014 2015 2016 2017 2018 
Revenue 4,851 5,422 5,909 6,335 6,462 6,478 7,412b 

Passengers 3,599 4,487 4,950 5,175 5,366 5,357 … 
Freight 462 412 387 384 409 429 … 
Parcel and others 791 523 572 775 687 690 … 

Capital budget 32,648 21,751 36,727 38,321 20,670 18,487 25,978 
Capital expenditure 30,260 20,393 34,601 30,436 15,694 12,889 … 
Capital utilization (%) 92.7 93.8 94.2 79.4 75.9 69.7 … 
Recurrent budget  9,013 10,292 11,197a 14,165 13,593 14,571 15,368 
Recurrent expenditure 8,647 10,585 11,381a 14,049 13,397 14,080 14,530b 
Recurrent utilization (%) 95.9 102.9 101.6 99.2 98.6 96.6 94.5b 
Operating ratio 2.04 2.18 2.10 2.38 2.11 2.17 1.96b 

… = not available, SLRs = Sri Lanka rupees. 
a Excluding exceptional charges of about SLRs5.562 million for the payment of unsettled fuel expenses. 
b Provisional estimates as of February 2019. 
Source: Government of Sri Lanka, Department of Sri Lanka Railway. 2011–2017. Performance Report. Colombo. 

 
19. Expenditures. SLR receives budgetary support from the government for its recurrent and 
capital expenditures. The operating ratio, which decreased marginally from about 2.04 in 2012 to 
1.96 in 2018, highlights the need for (i) strategies to improve SLR’s financial performance by 
reducing losses and developing revenue streams by leveraging land assets and improving freight, 
and (ii) adequate budgetary support from the government to implement the strategies. 

                                                
14 Government of Sri Lanka, Ministry of Finance. 2018. Annual Report 2017. Colombo. 
15 International Monetary Fund. 2018. Sri Lanka: Third Review under the extended Arrangement under the Extended 

Fund Facility—Debt Sustainability Analysis. Washington, DC. 
16  By comparison, revenues per passenger-km are SLRs1.35 in Bangladesh and SLRs0.90 in India. 
17  By comparison, revenues are SLRs5.0 per ton-km in Bangladesh and SLRs3.75 in India, where freight accounts for 

68.8% of overall revenues. Freight represented 57% of SLR’s revenues in 1934 but only 17% in 2017. 
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20. Government’s strategy. The government aims to increase the railway share of 
passenger and freight transport by improving railway institutions and management; harmonizing 
land use and infrastructure planning; promoting multimodality and technological innovations; and 
leveraging the competitive advantage of the railway in freight, long-distance express services, 
and suburban passenger services in Colombo and Kandy.18 Specific improvements include (i) 
increasing and rehabilitating the rolling stock fleet, (ii) expanding the railway lines and improving 
track capacity, (iii) improving railway signaling and telecommunications, (iv) establishing railway 
property management, (v) enhancing the railway stations and the ticketing and information 
systems, (vi) increasing private sector participation, and (vii) rationalizing subsidies and tariffs.  
 
21. ADB’s strategy. ADB aims to establish a long-term partnership with SLR to improve its 
infrastructure and its operating and financial performance. ADB’s recent interventions directly 
support the government strategy. They include (i) technical assistance (TA) for a prefeasibility 
study of suburban railway improvements, which assisted in preparing this project; (ii) a TA loan 
for feasibility and detailed design studies of four suburban lines; and (iii) TA to prepare a 
nationwide railway master plan.19 ADB is also expected to finance the Kelani Valley line in 2020, 
followed by improvements of the Main, Coast, and Puttalam lines. The project will assist the SLR 
in (i) building capacity for infrastructure development; (ii) initiating land asset management and 
land value capture strategies; (iii) improving telecommunication, ticketing, and information 
systems; and (iv) increasing private sector participation. 
 
22. Budgetary support. As the railway system is a major transport mode, carrying about 40% 
of transport demand on railway corridors in suburban Colombo while covering major cities outside 
Colombo, the government has provided SLR with consistent budgetary support. In 2017, about 
92% of the budget requested by SLR was allocated for its recurrent expenditures, which is 
reasonable considering the government’s tight current fiscal space. During 2012–2018, the 
allocated budget for recurrent expenditures also increased by about 5.3% annually, in real terms, 
for a total real increase of 36.0%, while the number of employees decreased by 3.0%, from about 
16,456 to 15,976. The budget utilization averaged 98.4% during 2012–2018. This rising budgetary 
allocation demonstrates the government’s strong commitment to increase its support to SLR and 
implement its railway strategy. 
 
23. Tariff and accounting reforms. SLR increased passenger and freight railway fares by 
15% in October 2018, for the first time since 2008. As consistent increases will be required to 
improve SLR’s sustainability, the master plan is preparing a tariff formula to rationalize subsidies 
and fares, in addition to assessing institutional and infrastructure improvements. The project also 
includes a TA to introduce management accounting by operating business rather than by 
subdepartment, with the eventual objective of preparing a public service obligation policy, which 
would assist SLR in supporting increasing budgetary requests. 
 
24. Capital expenditures. Capital allocations for the rehabilitation of existing assets and the 
acquisition of new assets decreased from SLRs32.6 billion in 2012 to SLRs26.0 billion in 2018, 
but are contingent on project cycles. The government has budgeted stable annual average 
provisions for capital expenditures of SLRs25.5 billion for 2019–2021 (Table 9).20 Separate 
allocations of SLRs13.5 billion for the development of the new railway line under the ministry’s 
budget further highlight the government’s commitment to improving the railway network. 

                                                
18  Government of Sri Lanka, Ministry of National Policies and Economic Affairs. 2017. Public Investment Program, 

2017–2020. Colombo. 
19 ADB. Sri Lanka: Colombo Suburban Railway Project; ADB. Sri Lanka: Transport Project Preparatory Facility; and 

ADB. Sri Lanka: Railway Master Plan. 
20 Government of Sri Lanka, Ministry of Finance. 2019. Budget Estimates 2019, Volume 2. Colombo. 

https://www.adb.org/projects/49111-002/main
https://www.adb.org/projects/44350-013/main
https://www.adb.org/projects/51108-001/main
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25. Budget sustainability. Projected financial statements were prepared in real terms and 
based on trends from 2012 to 2018; existing government commitments for 2019–2021; traffic 
forecasts; project impacts; and the assumption that a tariff formula will, at a minimum, maintain 
passenger and freight revenues in line with inflation (Table 9). Given the importance of SLR as a 
core transport mode, the commitment of the government to achieve its strategy for the 
modernization of the railway network, and the marginal impact of SLR on the government’s budget 
(railways represent about 0.6% of the government’s recurrent budget in 2017), it is reasonable to 
expect that consistent budgetary support for SLR’s expenditures will continue. 
 

Table 9: Projected Financial Statements of Sri Lanka Railways (SLRs million) 
Year 2019 2020 2021 2024 2025 2026 2027 2028 
Revenues 8,600 8,742 9,319 12,026 12,796 13,608 14,392 15,222 
Expenditures 37,199 38,128 49,745 49,039 52,227 55,622 58,876 62,320 

Recurrent 16,070 17,120 17,538 21,495 22,980 24,962 26,373 27,866 
Capital 21,129 21,008 32,378 28,138 29,967 31,915 33,782 35,758 

Operating Ratio 1.87 1.96 1.88 1.79 1.80 1.83 1.83 1.83 
Source: Asian Development Bank estimates. 

 
3. Financial Sustainability of the Project 

 
26. Project components. The incremental recurrent costs of the project components are 
estimated at SLRs879 million annually, including O&M, rehabilitation, and physical contingencies 
(Table 10). This represents about 2.3% of the overall budget of SLR. The financial sustainability 
risk of the project is high, particularly for goods and equipment. To assist with maintenance 
liabilities, contracts for telecommunications and ticketing packages include 8 years of warranty 
and maintenance by the private sector; contracts for maintenance equipment include 7 years of 
warranty and maintenance; and housing units will be handed over to the Urban Development 
Authority, which has higher capacity and funding for maintenance. These measures will assist 
with the sustainability of the project components, particularly in the first years of implementation. 
 

Table 10: Incremental Recurrent Costs of Project Components (SLRs million) 
Year Goods and Equipment Civil Works Housing Blocks Total 
Life cycle costs 14,115 4,012 1,213 19,340 
Annualized costs 642 182 55 879 
Source: Asian Development Bank estimates. 

 
27. Impact on operating costs and revenues. The project components are also expected 
to divert an estimated 3.0% of current passenger demand from road-based modes; generate 
induced demand, also estimated at 3.0% of current demand; and reduce rolling stock and track 
maintenance costs. Based on existing operating costs on a train-km basis, and on operating 
revenues on a passenger-km and ton-km basis, the project is expected to increase operating 
costs by SLRs537 million annually to cater to higher demand, and increase operating revenues 
by SLRs1,739 million annually. This will result in a net annual reduction of SLR’s operating losses 
of SLRs1,203 million. As this reduction of SLRs1,198 million is higher than the incremental 
recurrent costs of the project components of SLRs879 million, the project is expected to result in 
a net improvement of SLR’s operating performance by about SLRs319 million, hence improving 
SLR’s sustainability. Nonetheless, the project’s sustainability risk remains high, and the 
maintenance of project assets will be monitored during implementation. The analysis also 
strengthens the need for strong support to the government in implementing an annual tariff 
adjustment mechanism. Such a policy is proposed to be implemented with ADB’s subsequent 
large-scale infrastructure investment project, planned in 2021 for the improvement of the Kelani 
Valley line, and after completion of the Railway Master Plan in 2019. 


