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16. Post-conflict Sustainable Environmental Financing: Forestry Sector

16.1 Introduction

The ending of a three-decade prolonged con-

flict has placed many a valuable develop-

ment opportunity before Sri Lanka. However,

as the country gears to exploit these oppor-

tunities and target a speedier economic de-

velopment process along the way, environ-

mental concerns may get overlooked. Rapid

economic development in the short run at

the expense of environmental damage would

itself pose a significant threat to economic

development in the longer run. Hence, mak-

ing post-conflict development a sustainable

effort requires the attention of all actors at

every sphere of governance. Despite the best

efforts, there is a tendency for finances being

directed towards development measures to

take precedence over environment conserva-

tion efforts. It is in this context that environ-

mental financing becomes a key concern

under the environmental conservation aspect

of sustainable development.

In a post-conflict development scenario, the

forestry sector is likely to be the most vul-

nerable among any other environmental sec-

tor given the higher likelihood of forest clear-

ing to accommodate pressing land needs for

resettlement and development projects in

conflict-affected areas. The Northern and

Eastern Provinces of Sri Lanka account for 41

per cent of the total forest cover in the

country,1  the largest forest area at provincial

level, which suggests that higher priority in

regard to forest management efforts should

be given to these regions. Conversely, 41 per

cent of the land in the region being covered

by forests suggests that they are more exposed

to threats such as forest clearing and degra-

dation where post-conflict development

efforts are concerned. Thus, striking an

appropriate balance between the conflicting

objectives of forest conservation on the one

hand and the use of forests for post-conflict

development needs on the other, pose a chal-

lenge that requires careful analysis. In this

context, an effective financing mechanism

in forest management could be used to bring

about a fair balance in the conflicting objec-

tives, where a part of forest land could be

transformed for resettlement and develop-

ment projects, while investments could be

made to produce a higher forests yield.

The discussion in the following sections ex-

plores the current situation in forest financ-

ing, followed by the challenges in financing

and the potential for revenue generation in

post-conflict forest management. It further

presents policy suggestions on improving the

existing forest financing mechanism and other

measures that can be linked to iron out fi-

nancing challenges faced by the sector.

16.2 Current Financing Mechanism in
the Forestry Sector

The activities of the regulatory body for for-

ests management, the Forest Department

(FD), are currently financed by two sources;

namely, budgetary allocations and donor

funds. The revenue generated from forest

resources (a share of over 95 per cent),

except from the fines on forest offences, is

directed to the 'Consolidated Fund' of the

Treasury as per regulations (Figure 16.1).

1 Estimated forest cover in 1999, according to the Forest Department.
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Figure 16.1
Financing Mechanism in the Forestry Sector
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The major sources of forestry revenue are

permit fees from private timber transport, sale

of timber and crown forest rent, among

which, on average nearly 70 per cent is gen-

erated through sale of timber.2

The expenditure of the FD can be broadly

categorized into institutional expenditure

(recurrent expenditure required to run the

institution: personal emoluments, travelling

and supplies, maintenance and services) and

resource management expenditure (rehabili-

tation and improvement of assets including

reforestation and plantations, acquisition of

capital assets and capacity building), which

is directly invested on natural resource

conservation and development. The budget-

ary provisions over the years are allocated

between both institutional expenditure and

resource management expenditure, while

donor funds are directed entirely for forest

resource management projects.

16.2.1 Forestry Financing: Sources and
Expenditure Categorization

As evident from Figure 16.2, the financing

sources on forestry expenditure reveal that

budgetary allocations have risen over the

years while the donor share has recorded a

significant decline after 2005 with the

ending of several donor funded projects.3  The

donor share which accounted for 53 per cent

of total financing in 2004 had dropped to 12

per cent by 2008. As a result, the total

provision for financing was severely affected

in 2006, with a 36 per cent fall compared to

2005, but has since seen a gradual recovery

with the increase in budgetary allocations.

2 Information based on a discussion with the Director - Finance, Forest Department.
3 Ibid.
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Figure 16.2
Comparison of Forestry Financing Sources (2004-08)
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Source: Forest Department, Annual Report, various issues.

According to Figure 16.3, the budgetary

allocation for resource management has been

extremely low over the years. In 2008, it

accounted for only 26 per cent of total

expenditure. Nonetheless, the increase in the

share allocated for resource management over

time is a positive sign. Arguably, the increase

Figure 16.3
Categorization of Budgetary Allocation on Forestry Expenditure (2004 - 2008)

could be due to the usual course of increas-

ing allocations to a sector when donor funds

dry up and vice versa. However, even

appropriate maintenance of existing resources

calls for immediate action to raise financing

in resource management.

Source: Forest Department, Annual Report, various issues.
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The composition of budgetary allocation and

donor financing in resource management as

depicted in Figure 16.4 shows that except

for 2008, donor funds have accounted for

the larger share over time. Budgetary alloca-

tions are usually utilized for smaller activi-

ties such as school awareness raising

programmes, and work involving the com-

munity such as forest extensions and wood

lots. Alternatively, donor funds cover capi-

tal intensive projects which consume large

amounts of finances such as surveying that

costs nearly Rs. 60,000 per km.

The forest sector has attracted donor funds

in the past few years. The normal procedure

has been that when donor funds are received,

budgetary allocations are reduced and di-

rected to other priority areas. Similarly, Trea-

sury allocations are increased when the sec-

tor is short of donor funds, including alloca-

tions for the continuation of donor funded

projects. The increasing trend in Treasury al-

location for resource management signals a

notable improvement. A very high depen-

dence of forests conservation and develop-

Figure 16.4
Expenditure on Resource Management of Forest Department (2004-2008)
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Source: Forest Department, Annual Report, various issues.

ment programmes on donor funds could be

unfavourable and risky in a state of discon-

tinuation of funds. It thus calls for improv-

ing existing sources of revenue as well as

planning for newer sources to generate funds

locally, within the scope of the FD's activi-

ties.

Overall, the present financing mechanism in

the forestry sector faces the issues of a very

low share of budgetary allocation being uti-

lized for resource management as opposed

to institutional expenses, and heavy depen-

dence of resource management programmes

on donor funds, which will have to be ad-

dressed amidst the forests management mea-

sures within post-conflict development.

16.2.2 Revenue Generation in the
Forestry Sector

The relatively high ratios of revenue to bud-

getary provision over the years indicate the

FD's lessening burden on the Treasury by re-

covering a larger share of its budgetary provi-

sion. In fact, in 2004 and 2007 it had con-

tributed a surplus to the Treasury.
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It must be noted thus, that if given the

autonomy for the FD to use its own funds,

the institution is not only able to cover its

expenditure, but also to make profits which

can be effectively utilized to a certain extent

to replace the shortage of donor funds.

16.3 N&E Forest Financing: Plans and
Issues4

According to the forest cover mapping car-

ried out in 1999, the North and East (N&E)

of Sri Lanka accounted for 41 per cent of the

total cover, the largest province-wise forest

cover. It is now being re-estimated again

after a lapse of ten years and the changes in

the forest cover are yet to be identified.

Whilst only a marginal change in the size of

the forests in the N&E is expected, a signifi-

cant change in the quality is anticipated.  This

is largely due to the possibility of forest deg-

radation - quite likely when the probability

of internal logging by the LTTE for bunkers

and other settlements during the conflict

period is considered. With the conclusion

of the war, preliminary data suggests that high

forest clearing as anticipated in a post-

conflict scenario has not taken place, although

small cleared patches are expected to be

disclosed. It is yet too early to estimate the

possible level of forest clearing as develop-

Revenue       Budgetary Provision (BP)  Revenue as a

(Rs. mn.)                   (Rs. mn.)                       % of BP

2004 477.5 362.3 131.8

2005 312.9 462.8 67.6

2006 491.3 545.5 90.1

2007 790.2 690.6 114.4

2008 795.3 848.4 93.7

Source: Forest Department, Annual Report, various issues.

Table 16.1
Revenue vs. Budgetary Provision of Forest Department

ment work is still being initiated in the N&E.

However, with the government's emphasis

on eco-friendly post-war development,

forest clearing can be expected to remain at

a very minimum.

As an assessment of forests in the N&E is

still to be carried out, making an estimation

of its possible monetary benefits is also too

early a task at present. However, generation

of a direct income can be expected only from

plantation forests by sale of timber, as

felling is legally prohibited in natural

forests. The benefits of natural forests are

largely enjoyed by the communities living

in the forest peripheries, which are not

directed towards forestry revenue. However,

the potential for nature based tourism should

not be ignored. The tourist revenues from

forests, excluding that in the Northern and

Eastern Provinces, has recorded a significant

growth of 58 per cent from Rs. 5.6 million

to  Rs. 8.9 million within just five years

during 2003-08.5  Hence, if forests that are

rich in bio-diversity are found in the N&E, it

will form a valuable income source to be

exploited. Improving tourist facilities and

infrastructure would enhance such

opportunities.

4 Information based on a discussion with the Conservator-Operations, Forest Department.
5 FD, Annual Report, various issues.
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As regards expenditure on forests, a high ex-

penditure related exercise undertaken on

natural forests during the past 5-6 years has

been boundary marking and fencing. This has

in part covered boundary markings in the

Eastern Province. In fact, during the conflict

period, small projects such as nursery man-

agement have been carried out in Vavuniya.

In the case of most projects, the Northern

Province had been completely excluded due

to problems of accessibility, as well as resis-

tance by donors to invest in the area due to

difficulties in monitoring progress. However,

now that the entire region is free of conflict

related problems of the past, effective financ-

ing would be vital in initiating forest man-

agement activities in the N&E.

16.3.1 Plans for Forestry Financing and
Management

The initial exercise in the N&E region forests

is to restore administration. This requires the

assigning of administrative resources which

has to be accommodated within the normal

functions of the FD. In the immediate post-

conflict environment, the N&E was found to

be short of field officers. This has been partly

addressed by establishing offices in the East

where the usual functions are now being

performed. In the North, only Vavuniya and

Jaffna districts are administered, while the

forests in Mannar, Mullaittivu and

Kilinochchi are still in the process of being

cleared and the resumption of the usual FD

functions are expected to take some time.

Management plans for the cleared forests are

expected to be prepared with the assistance

of the communities in nearby villages. Ac-

cordingly, problematic issues such as inci-

dents of encroachments, illegal felling and

forest fires will be identified. Based on the

outcome, plans will be made incorporating

mitigation measures. Once the management

plans are completed, an estimate of the ex-

penditure will be determined, upon which

the activities will be prioritized considering

the availability of finances. Hence, for a suc-

cessful implementation of the plans, proper

management of donor funds and budgetary

provisions will be a prerequisite.

A strategic Environmental Assessment is cur-

rently under way to identify which forest ar-

eas should be protected considering the level

of development projects now coming into

the previously neglected, yet highly prospec-

tive Northern Province. Hence, an assessment

will be made to determine what forest

patches are to be conserved and how. The

activities will include both a finance-required

component such as boundary marking and

measures needed to settle problems like en-

croachments, and those requiring the profes-

sional input that falls under the usual duties

of the FD, such as the preparation of man-

agement plans for forests.

Forestry is not confined to the activities of

natural forests alone. High income genera-

tion is associated with plantation forests as

well. Prior to the conflict, the N&E regions

were well known for large-scale commercial

planting, which came to be neglected with

the outbreak of war. Delays in felling had

resulted in trees maturing which had later

been used during the conflict period for vari-

ous purposes. There is a high potential for

reforestation and even for commercial plan-

tations, once the land plots are declared to

be legally protected, which can guarantee a

high income source. Moreover, activities that

benefit the community, such as community

and social forestry, are expected to return.

The availability of large unused arable land

outside the forests in the N&E will pave the

way for many community/private sector par-

ticipation programmes such as tree planting,

reforestation and woodlots, and even com-

mercial plantations, which will bring an in-

come to the FD as well. In this regard, the

FD's timely step of amending the Forest

Ordinance facilitating active third-party

involvement (including private sector, NGOs,
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etc.,) in forest management is     important

(Box 16.1). In fact, at present there are

858,000 hectares of home gardens which

cater to meet nearly 42 per cent of total de-

mand for timber in the country. Thus, the

contribution to forestry income of even a 1

per cent growth in its productivity would be

immense.

Direct physical or financial aid to forestry

management in the N&E is very unlikely,

given that issues such as resettlement and

rehabilitation of internally displaced persons

(IDPs) will draw more donor attention. How-

ever, unlike earlier, where donors proposed

activities for which their funds were to be

used, at present, the funds are allowed to be

used on the priority areas identified in the

annual forestry management plans which

come under the Forestry Master Plan. On one

hand, this allows finances to be directed for

The Amendment to the Forest Ordinance in 2009 has been yet another winning step towards

making forestry financing efficient by way of enhancing third party involvement.

The Amendment approved in November 2009, empowers the Conservator-General of Forests

to enter into agreements with third-parties/stakeholders (community, private  sector, NGOs,

etc.) to carry out programmes for the development of forests. Factors such as which stakehold-

ers can enter into these agreements, on what type of forest development activities, procedures

for benefit sharing, etc., may vary depending on the nature of the management plan activities of

the different forests. This Amendment constitutes the legal provision to enter into binding

agreements which will create a win-win situation where the FD receives the benefit of saving

labour expenses, while the third parties gain by way of a share of income and other benefits

from forests.

Programmes of such nature where the community is involved in cultivating government lands

have been carried out by the FD for many years which have been similar to long term, annually

renewable permits. Under these participatory programmes, home garden development, canal

bank planting, tank catchment rehabilitation, and rehabilitation of degraded mangrove forests

have been carried out in the Eastern Province, and 877 hectares reforested in 2009.

Box 16.1
Forest (Amendment) Act No.65 of 2009

Source: Forest Department; Central Bank of Sri Lanka, Annual Report 2009.

priority areas, such as where boundary mark-

ing was initially done in the wet zone which

was more threatened by encroachments and

illegal felling. On the other hand, it allows

government finances to be utilized on areas

that are not covered by donor interests.

16.3.2 Issues and Challenges in Post-
conflict Forest Financing

A major hurdle with regard to human re-

source requirement in restoring forestry ad-

ministration in the Northern Province is the

lack of Tamil speaking field officers in the

FD. The current system of recruitment, a na-

tional level competitive exam, has resulted

in a lower number of Tamil applications

coming in due to the language constraint.

However, as a remedial measure a new pro-

gram has now been approved to conduct a

special examination in the Tamil medium,

and again the problem that follows would
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be to provide the recruits with training by

Tamil trainers. Hence, these new activities

of recruitment and training in the FD's agenda

would require extra financing.

Forestry related activities in the N&E will have

to be accommodated within the grants com-

ing in to the FD. With a trend of lower do-

nor funds coming into the sector as experi-

enced in the past couple of years, managing

funds to cover all the needs of the sector

would pose a challenge.

A major expense towards natural forest man-

agement in the N&E regions would be bound-

ary marking, which will require a steady flow

of finances once initiated. This burden can

be partly offset by getting community par-

ticipation in labour provision. In fact, one

significant problem in the Northern forests

is that the cover is too spread out, in that

fencing would be too tough and too expen-

sive a task. Therefore, community involve-

ment could be encouraged if combined with

other programmes. For instance, in a forestry

activity in Ampara, the World Food

Programme provides food for villagers who

volunteer.

16.4  Conclusion and Policy Recom-
mendations

The forestry sector is financed by budgetary

allocations and donor funds where the an-

nual revenues are directed to the Treasury.

The larger share of budgetary allocations has

been expended for the administration of the

institution, while forests development and

conservation measures have been heavily

dependent upon donor funds. Thus, focus

will have to be drawn to raise local provi-

sion for forests resource management through

exploration of effective alternative sources

of income generation within the sector, as

well as improving the efficiency of present

sources such as tourism. Considering the

richness of biodiversity in Sri Lanka's forests,

the avenues for raising tourist income are

numerous.

The FD has managed to generate revenue to

cover a high share of its budgetary alloca-

tion, posting even a surplus in some years.

However, the absence of a legal provision

for the FD to re-inject the revenue to the sec-

tor acts as a constraint on improving revenue

generation. If at least a part of the revenue

can be allowed to be invested back on the

activities of the FD, the challenge of con-

tinuing forest resource management - which

is at risk due to a decline in donor funds -

will be addressed to a certain extent.

The forest cover in the N&E, which has to be

accommodated within the forestry manage-

ment plans in post-conflict Sri Lanka, requires

special attention to attract community in-

volvement as a measure to reduce the finan-

cial burden. Social forestry can be improved

if the government gets actively involved in

the provision of material and knowledge for

planting in private lands. These activities can

be expedited if professional input in terms

of forest mapping and preparation of sustain-

able forest management plans are provided.

Then the finances, be it local or donor funds,

can be allocated on a prioritized basis ini-

tially. Further, the government can assess the

possibility of providing land for commercial

planting for the private sector or promoting

private enterprises to be 'custodians' in for-

est management by contributing financially

and facilitating in benefit sharing.

The government's focus in incentivizing pri-

vate sector participation and community in-

volvement in forestry financing and manage-

ment is a step in the right direction. It will

provide more effective solutions for the many

hurdles that the forestry sector faces at

present.


