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IX.  IMPLEMENTATION PLAN 

 
 
9.1 Implementation Schedule 

Promising opportunities exist for Sri Lanka to compete in the global market in the IT 
software/services and hardware industries, especially after a peace agreement is reached to 
resolve the prolonged ethnic conflict. The recent global economic downturn has exerted 
competitive pressures on international companies and are forcing them to look for cost 
effective and high-quality new sources of providers in order to maintain their existing market 
share or expand on it. These enterprises are increasingly establishing operations in offshore 
locations where their requirements could be met and are comparatively more advantageous. 
 
The performances of Sri Lankan IT companies in the past few years show that these firms 
have made a good start as offshore providers. Although the present revenue from exports of 
software and related services is estimated to be between US$20 million and US$50 million, it 
is expected that Sri Lanka could achieve a market share of about US$1 billion by 2008. In 
order to build on the present success and achieve a greater market share, it is important that 
the proposed Technopark be implemented at the earliest to function as a catalyst for growth of 
the industry and help it achieve a better position to compete in the information industries 
market.  
 
The earliest implementation of the Diyagama Technopark requires that financial arrangements 
be commenced during this year of 2002. The design work should be started in 2003 and 
construction (Phase 1) of the internal and external infrastructure as well as the SMART Center 
could be finished in 2004. Investment promotion shall be carried out in parallel with the 
design and construction work in 2003 and 2004. The IT-related industries can commence 
activity in the Diyagama Technopark in early 2005 as soon as the Phase 1 development is 
successfully implemented. The Phase 2 development can be commenced in the light of 
investment demand. 
 
The implementation schedule of the Diyagama Technopark is now proposed as shown in the 
following. 
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              Figure 9.1  Implementation Schedule of Diyagama Technopark 

 
9.2  Implementation Framework 

The implementation and management framework of the Technopark has been made within the 
broad policy framework of committing to operate within a liberalized economic regime 
supporting continued expansion of the size and competitiveness of the private sector. 
Private-academic-public partnerships will play an indispensable role in the realization and 
management of the Technopark. 
 
For the implementation of the Technopark, there are three models that can be considered as 
follows; 

(i) The Ministry of Enterprise Development, Industrial Policy and Investment 
Promotion could construct the required facilities as a public investment and transfer 
them to BOI for operation and maintenance (as in the case of the Seethawaka 
Industrial Estate); 

(ii) BOI could construct, operate and manage the facilities, with private sector actively 
involved in the operation and management of the SMART Center, as well as in 
development of the internal infrastructure; and 

(iii) A domestic or foreign private enterprise could construct, operate and manage the 
entire complex of the Technopark. 

 

2002 2003 2004 2005 2006 2007 
1 Preparation Stage 

(1) Organization of Implementing participants 
(2) Financial arrangement 

1) Application for ODA loan 
2) Application for Bank loan 

2 Construction Stage 
(1) Supplemental study/Appraisal 
(2) Detailed design & Tendering 
(3) Land & internal infrastructure development 
(4) Construction of SMART center 
(5) External infrastructure development 

3 Commissioning Stage 
(1) Promotion of software enterprise investment 
(2) Promotion of hardware enterprise Investment 
(3) Settlement of residents 
(4) Operation of SMART center 

Phase 2 4 Design, construction, promotion 

Phase 1 
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Alternative (i) above does not conform with the Government policy to promote private 
initiative. Alternative (iii) is desirable in the sense of promoting private initiative, but 
domestic enterprises capable of implementing this magnitude of investment do not exist. So 
far as can be gauged, foreign investors are not interested in taking on the entire operation of 
the Technopark. The best way, at this moment, is alternative (ii) where the implementation is 
coordinated and managed by BOI. As noted in Chapter 2.3, BOI is an autonomous statutory 
authority vested with ranging powers to facilitate foreign and domestic investment and to 
promote export-oriented industries. 
 
It is now proposed that the overall structure for implementation of the Technopark be 
managed as illustrated in the following diagram. 
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Investment Promotion  
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Figure 9.2  Overall Structure for Implementation 

 
It would not be efficient for BOI to implement all the facilities required for the Technopark. 
The external infrastructure would be better constructed, operated and managed by the 
respective agencies concerned. It is however proposed that the financing for construction of 
such external infrastructure would be arranged or facilitated through BOI. 
The agencies responsible for construction, operation and management of external 
infrastructure comprising of roads, telecommunications, electricity, water supply and 
sewerage will be the respective agencies for such services as shown in the following Table 
9.1.  
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Table 9.1  Agencies Responsible for External Infrastructure 

Type of External Infrastructure Implementing Agency 
1. Overall Coordination 
2. Roads 
3. Telecommunications 
4. Electricity 
5. Water Suppy and Sewerage 

BOI 
Road Development Authority 
Sri Lanka Telecom or other Private Company 
Ceylan Electricity Board 
Water Supply and Drainage Board 

 
Development of internal infrastructure such as roads, telecommunications, electricity, water 
supply and sewerage within the different components of the Technopark would be coordinated 
and managed by BOI. The operation and maintenance of internal infrastructure will be 
executed by sub-contractors retained by BOI. 
 
 
9.3  Management Framework 

As noted in the previous Section, the responsibility for operation and management of external 
infrastructure for the Technopark will be vested in the agencies concerned. They will also be 
responsible to charge and collect payments for use of the respective services. The operation 
and management of the internal infrastructure on the other hand, will be managed by BOI. It 
will charge the operation and maintenance expenses to private enterprises under the lease 
agreement. 
 
For the management of the SMART Center as a central function of the Technopark, three 
alternative scenarios are conceived: 
 

Scenario 1:  The Center could be operated and managed by BOI, with its system 
operation subcontracted to the private sector; 

 
Scenario 2:  BOI could set up a joint venture (JV) and the JV will operate and manage 

on a profit sharing basis. 
 
Scenario 3:  BOI could set up a JV and it will operate and manage on a revenue sharing 

basis.  
 
Note:  Profit sharing is a scheme that a certain percentage of the net income after tax for the operation would 

be collected by BOI, while revenue sharing is a scheme that a certain percentage of the proceeds from 
the operation would be collected by BOI. 

 
An outline of the three alternative scenarios is shown in Table 9.2. 
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Table 9.2  Alternative Scenarios for Management of SMART Center 

 Scenario 1 Scenario 2 Scenario 3 
Operation & Management of 
Technopark BOI BOI BOI 

Fund Raising GOSL & BOI GOSL & BOI GOSL & BOI 
Operation & Management of 
Smart Center 

Management by BOI 
System Operation 
delegated to the private 
sector 
 

Joint Venture between 
BOI and a strategic 
partner of the private 
sector 

Joint Venture 
between BOI and a 
strategic partner of 
the private sector 

Equity Allocation 100 % BOI Ratio of allocation to 
be negotiated 

Ratio of allocation to 
be negotiated 

Fund Management BOI Joint Venture Strategic Partner of 
the private sector 

Profit & Revenue Allocation Management Fee to 
Private Sector Profit sharing Revenue sharing  

& Profit sharing  
Cost Management BOI Joint Venture Strategic Partner of 

the Private Sector 
Management of Debt Service BOI Joint Venture BOI 
Management Concept for the 
operation of the Smart 
Center 

Full involvement of 
BOI in the operation 

Partial involvement of 
BOI in the operation 

No involvement of 
BOI in the operation 

Risks for Strategic partner of 
the private sector 
 
(1) Fund raising & Debt 

service 
(2) Financial Risk 
(3) Operation Risk 

 
 
 

Nothing 
 

Low 
Low 

 
 
 

Nothing 
 

Medium 
Medium 

 
 
 

Nothing 
 

Medium 
High 

 
Out of the three alternative scenarios, scenario 3 is proposed for the SMART Center operation 
for the following reasons: 
 

(i) More management initiative by the private sector and less involvement in 
management by the public sector (BOI); 

(ii) A close and reliable partnership is maintained among the private, public and 
academic sectors; and 

(iii) A non-conventional business model should better be applied in due consideration of 
the rapid changes inherent in IT and knowledge based industry. 

Consequently, BOI is defined to function as an apex agency identifying, promoting and 
facilitating foreign direct investments and domestic private investments by providing services, 
transparently and efficiently. 
 
Practically, a Special Purpose Company (SPC) will be established jointly by BOI and a 
strategic partner that might be a global IT company. The overall management of the "SMART 
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Center” will be delegated to the private strategic partner. This SPC is tentatively called “JV 
Main”. On the other hand, key operating units such as “Network Operation Unit”, “Data 
Center”, “Virtual University” and “Incubation Unit” of the “Smart Center” will be separately 
managed by other companies to be set-up as joint-venture companies between the JV Main 
and other private companies. These JVs are tentatively called “JV-1”, “JV-2”, “JV-3”.  
 
A revenue sharing method will be adopted to secure the source of funds for the debt service of 
BOI. The ratio of the revenue sharing will be a critical factor to the establishment of JV Main, 
and it should be determined through negotiation between BOI and a private company 
nominated as strategic partner.   
 
Consequently, the management formation is proposed as summarized in the Table 9.3. 
  
 
9.4 Financial Plan 

Based on the implementation framework proposed in Chapter 9.2 and the management 
framework in Chapter 9.3, as well as the estimated construction cost in Chapter 8.3, a 
provisional financial plan is to be formulated. The available sources of financing are assumed 
as follows: 
 

(i) A budget to be generated and earmarked by the Government of Sri Lanka (GOSL). 

(ii) A concessional-term loan extended under official development assistance  (ODA) 
through GOSL  

(iii) On-lending of a bank loan to be extended by an international bank or banks through 
the development banks in Sri Lanka (i.e., DFCC or NDB) 

(iv) Own finance by the private enterprises. 
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Table 9.3  Proposed Management Formation 

Infrastructure 
& 

Facilities 

Operation & Management 
(Private-Public-Academic 

Partnership) 
Remarks 

Ownership of Land BOI Land leased to BOI by SLB 
Ownership of Internal 

Infrastructure 
Financed by 

BOI 
 

Bank Loan + GOSL 

 
 

Bank Loan through DFCC to BOI 
Ownership of External 

Infrastructure 
Financed by 

Respective Gov’t Institutions 
 

ODA + GOSL 

 

O & M of Technopark BOI  
Investor Promotion BOI  

Smart Center 
Owned by 

Financed by 

 
BOI 

Bank Loan + GOSL 

 
Bank Loan through DFCC to BOI 
and Subsidy in part from GOSL 

Smart Center 
 

SPC established by 
 

Managed by 

 
 

Joint Venture between BOI and 
Strategic Partner 
Strategic Partner 

Revenue sharing & Profit sharing 
Between both parties 

SPC: Special Purpose Company 
JV Main (tentatively called) 

Fund management during operation
Operation & Management 
 Network Operation Unit 
 Data Center 
 Virtual University 
 Incubation Unit 
 Training & Re-training 
Unit 
 Rental Office/Lab. 
 R & D Unit 

 
JV Main + Private Sector   JV-1 
JV Main + Private Sector   JV-1 

JV Main + Private Sector 
JV Main + Private Sector 

JV Main 
JV Main 
JV Main 

 
(Operation to be delegated to 

international computer company) 
JV 2 
JV 3 

Software Enterprises 
Owned & managed by 

Lease of lots 
Private enterprises 

(Lease agreement with BOI) 
(Refer to demand survey) 

Hardware Enterprises 
Owned & managed by 

Lease of lots 
Private enterprises 

(Lease agreement with BOI) 
(Refer to demand survey) 

Housing Complex 
Owned & managed by 

Lease of lots 
Private Sector 

 
(Lease agreement with BOI) 

 
 
For construction of the Technopark facilities, it is planned that financing arrangements would 
be as shown in Table 9.4. 
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Table 9.4  Financial Arrangement Plan 

 BOI GOSL 
Internal Infrastructure and 
residential area development 

Bank Loan  

External Infrastructure  ODA and Budget (To respective agencies) 
 
 

SMART Center Facility 
 Building 
 IT Equipment 

 
 

Bank Loan 

 
ODA and Budget (to BOI) 
Budget (small part or 20%) 

 
From the estimated construction cost (see Chapter 8.3), the estimated amount required to 
finance construction is summarized in Table 9.5. 
 

Table 9.5  Required Amount of Financing 
(Units: US$ 1,000) 

 Phase 1 Phase 2 Total 
GOSL: Counterpart financing for external 

infrastructure and the Center building 
with small part of the Center IT 
equipment 

4,062 5,800 9,862 

ODA:  Financing major part of external 
infrastructure and the Center building  

17,646 0 17,646 

Bank Loan:  Financing internal infrastructure and the 
Center IT equipment  

6,992 3,300 10,292 

Total 28,700 9,100 37,800 
 
It is planned that financing through ODA would be arranged only for implementation of Phase 
1. The financing of external infrastructure for Phase 2 would be arranged by GOSL 
provisionally. 
 
The loan conditions assumed for the debt service calculation are shown in Table 9.6. 
 

Table 9.6  Assumed Loan Conditions 

Loan Loan Amount 
(US$ 1,000)  Conditions 

Bank Loan to BOI through 
DFCC / NDB 
(Phases 1 and 2) 

10,292 
Repayment period 
Grace period 
Interest 

15 years 
5 years 

12 % 
ODA Loan to GOSL 
(Phase 1) 17,646 

Repayment period 
Grace period 
Interest 

30 years 
10 years 

3 % 
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X.    PROJECT EVALUATION 

 
 

10.1  Initial Environmental Examination 

An Initial Environmental Examination (IEE) was conducted to identify both positive and 
negative impacts of the Diyagama Technopark on the environment during construction and 
after the completion of the project, and to provide relevant mitigation measures if negative 
impacts are foreseeable by the project activities. The IEE followed the following instruments 
and/or guidelines: 
 

(i) “National Environmental Act (NEA) of Sri Lanka” 

(ii) “Guidance for Implementing the Environmental Impact Assessment Process” by the 
Central Environmental Authority (CEA) 

(iii) “JBIC Environmental Guidelines for ODA Loan” 

 
Referring to these guidelines, the predictable environmental impacts and their countermeasures 
were compiled as summarized in Table 10.1. It can be concluded that no significant negative 
impacts are predicted and all negative impacts can be readily mitigated. 
 
Under the National Environmental Act (NEA) of Sri Lanka, any project that includes integrated 
multi development activities consisting of housing, industry, and commercial infrastructure 
covering a land area exceeding 10 hectares and all industrial estates exceeding 10 hectares with 
land clearing exceeding 50 hectares, are subject to EIA. Likewise, according to the JBIC 
Guideline, the Technopark project is classified as a Category A development, which requires 
Environmental Impact Assessment (EIA).  The purposes of EIA are to ensure that the 
development options are environmentally sound and sustainable and that environmental 
consequences are recognized and taken into account early in the project design. It is therefore 
required that a comprehensive EIA be conducted prior to the commencement of the project.  
According to the NEA, the Central Environmental Authority (CEA) is the project approving 
agency, and the CEA specifies the terms of reference for EIA after receiving the application and 
project documents.  
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Further, for environmental management, an environmental monitoring plan should be prepared 
at the pre and post implementation stages. To this end, the project implementation agency 
should prepare and submit an environmental status report to the agency in order to ensure that 
the proposed mitigation measures are executed properly. 
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Table 10.1  Screening of Initial Environmental Examination 

Check Items 

M
aj

or
 

Sm
al

l 

N
on

e 

N
ot

 C
le

ar
 

Problems Action and Countermeasures Planned Remarks 

 1. Air pollution by smoke and 
dust 

 ○   Emission of particulates matters can 
be anticipated during the 
construction stage. 
Air emission from industries cannot 
be ruled out expect generators. 

Enclose the construction area  
Use water spray while unloading the 
construction materials 
Safety equipments should be provided for 
the workers who deal with particulate 
matters 
To ensure compliance with the National 
Standards periodic air quality monitoring 
should be done  
A hydrogen generator is proposed in order to  
decrease air pollution  

The nature of the industries to 
be allocated and the 
manufacturing processes to be 
implemented by the industries 
should be thoroughly studied.  
Air emission during the 
operation of industries cannot 
be estimated right now. 

 2. Offensive Odors  ○   Inconvenience to the public. The sewerage treatment plant could be a 
source of odor and proper operation and 
maintenance would eliminate this problem 

 

3. Effect of construction of the 
facility on aquatic organisms, 
fisheries and other water 
utilization 

 ○   No impacts on coral reefs, 
mangroves, wet lands or other 
aquatic life is anticipated 

  

Po
llu

tio
n 

4. Water pollution by effluent  ○   Contamination of water body due to 
sewage and waste water 
Collection of domestic wastewater 
Installation of sewerage treatment 
plant/s 
Industrial wastewater if generated 
from the site has to be checked for 
the National Effluent Discharge 
standards and treated accordingly   
 

Sewerage Treatment plant is introduced to 
keep National water quality standards. 
Encouraging workers to use water efficiently 
Use settling tanks for turbid water generated 
from the construction site 
A source is to be identified in order to 
discharge water from the construction site. 
The flow pattern of the water body has to be 
studied if water is discharged into a water 
body 
A temporary man made pond within the site 
can be used to accumulate water from the 
construction site but extra precautions to be 
taken in order to prevent mosquito breeding. 
The characteristics of industrial wastewater 
depends on the type of industries to be 
located and manufacturing processes to be 
adopted 
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Check Items 

M
aj

or
 

Sm
al

l 

N
on

e 

N
ot
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ar
 

Problems Action and Countermeasures Planned Remarks 
Po

llu
tio

n 

5. Noise and vibration  ○   Noise pollution during the 
construction stage by operation of 
heavy equipments and transportation 
of vehicles 
Noise pollution during the operation 
stage from the industries 
Noise pollution from generators 

Try to avoid construction works in the night 
Periodically check the noise levels at 
boundary during construction stage 
Hydrogen generator is proposed in order to  
decrease noise and vibration. 

Noise from industries within 
the Technopark cannot be 
anticipated without knowing 
the nature of the industries 

6. Ground subsidence  ○    There are no sources causing ground 
subsidence, since water resource is proposed 
for surface water of Kelani Ganga. 

 

7. Soil contamination  ○   Contamination of paddy field lands 
with sandy matters 

This can be minimized by covering the sand 
heaps on rainy days and introducing sand 
trap pond. 

No record available on soil 
contamination of the site. 

 

8. Treatment of industrial waste  ○   Disposal of solid waste generated 
from demolition of existing buildings 
and construction wastes during the 
construction period 
Disposal of solid waste generated 
during the operation stage as 
domestic waste from Technopark 
(except industries), residences and 
industrial wastes.  
Hazardous waste disposal (if any) 

Possibilities of demolition wastes which can 
be reused for the construction purposes have 
to be checked 
Contact the local authority and identify a 
suitable disposing site or utilize existing site 
if any 
Use the hazardous waste guidelines to 
identify the type of wastes to be generated 
from the industries 

The quantity of the solid waste 
from the park can be estimated 
once the final design is 
completed 
Whether the industrial waste is 
hazardous or not cannot be 
checked unless the nature of 
the industry is known 

1. Effect of construction and 
operation of the factory on the 
ecology 

 ○   - Please refer to each item for construction. 
In operation stage, IT industry including 
hardware and software is quite clean 
compared with existing industry.   

- 

N
at

ur
al

 E
nv

iro
nm

en
t 

2. Effect on landscape  ○   - At the design stage, special care should be 
taken to avoid adverse effects on the 
landscape 

Preservation of greenery 
existing in the perimeter zone 
is planned and utilization of 
topographical features is also 
proposed. 
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Check Items 

M
aj

or
 

Sm
al

l 

N
on

e 

N
ot

 C
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ar
 

Problems Action and Countermeasures Planned Remarks 

 1. Effect on construction of the 
facility on historical and 
cultural heritage 

  ○  No cultural or historical site is located 
within the site. 

 - 

H
um

an
 

2. Effect on existing 
infrastructure 

 ○   Road, Water Supply, Sewerage, 
Drainage, Power Supply, and Tele- 
communications facilities will be 
introduces 
The large number of workers 
involved will be associated with 
accidents during the construction 
stage 

In the previous chapter, present condition 
and planning of those facilities are 
described.  Please refer chapter “Location of 
Technopark” and “Facility Planning “. 
Keep first aid boxes readily available 
Setting up a temporary health center would 
be a pro-active measure 
Workers should be provided with adequate 
safety equipments like helmets, earmuffs, 
goggles etc. 

- 

 3. Relocation and effect on 
land-use 

  ○  Resettlement is not an issue now 
since no one lives within the 
Diyagama site. 

- - 

 4. Effect on traffic  ○   Traffic jam and dust generation The number of vehicles will be 
comparatively low because the total volume 
of earthworks is not large  
Vehicles should be covered or closed. Water 
can be sprayed to minimize dust. 

- 

1. Effect on the environment 
during construction period 

 ○   For Noise and vibration, Turbid 
water, dust, sanitary  

To reduce the impact, night construction 
would be avoided 
Construction sites would be enclosed in 
order to control dust and noise. 

Refer each items  

O
th

er
s 

2. Environmental monitoring     - - The specific activities to be 
monitored are given in the 
section on “Institutional 
Requirement and 
Environmental Monitoring 
Program”. 
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10.2 Financial Analysis 

The financial analysis was prepared with a focus on the repayment capability of BOI, the 
working capital requirement for the strategic partner, and presents indicators such as the return 
on investment (ROI). The major factors of the analysis applied herein were, among others, as 
follows: 
 

• Revenue Projection 

• Revenue Sharing 

• O&M Cost of SMART Center 

 
The repayment capability of BOI was evaluated such that the debt servicing requirement of the 
Bank Loan could be recovered from the proceeds of the revenue sharing arrangement over the 
repayment period. Any cash shortage would have to be secured by BOI’s own finance. For this 
analysis, the proceeds from leasing the industrial lots were assumed to accrue through the 
management of the BOI facilities. On the other hand, the strategic partner will be required to 
make up for the cash shortage with its own funds to produce positive cumulative cash-flow over 
the repayment period of the Bank Loan. 
 
The basic conditions assumed for the financial analysis were as follows: 
 
(i)  Initial Investment Cost: 

The initial investment cost estimated in Chapter 8.3 was applied. Table 10.2 provides a detailed 
breakdown of the investment and disbursement schedule. 
 
(ii)  Maintenance Cost: 

The maintenance cost was estimated at 3% of the initial construction cost for the SMART 
Center building, as well as for the lots of IT software and hardware industry. 

 
(iii)  Renewal/Replacement Cost and Replacement Period 

The renewal cost and the replacement period are calculated for respective component of IT 
equipment in the SMART Center as shown in Table 10.3.  
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(iv) Revenue Projection 

The revenues from industrial lots leased to private hardware and software enterprises, and from 
the real estate enterprise operating the residential complex were estimated by referring to data 
available in the BOI guidelines, as shown in Table 10.4. Taking into account that the 
Technopark will accommodate high-end IT facilities, the tariff is assumed to be 2-3 times as 
high as for conventional industrial parks. 
 
The revenues from the SMART Center were projected under several assumptions, as shown in 
Table 10.5. The operating cost was assumed to be 25% of the revenue. The cost allocation to the 
respective facilities should be fully managed by the strategic partner, and some portion of the 
allocated cost will be transferred to other JV-1, JV-2 and JV-3 in an appropriate manner. 
 
(v) Revenue Sharing 

The revenue sharing ratio is to be determined in due consideration of the conditions to be 
incorporated in the JV agreement between BOI and the strategic partner. For the purpose of 
financial analysis, a ratio of 30% is provisionally adopted. This implies that BOI could get 30% 
of the proceeds from operation of the SMART Center to cover the debt services of the Bank 
Loan. 
 
Based on the above assumptions, the financial calculation has been conducted in the following 
manner: 
 

(i) Revenue Forecast: ................................................................................ (Table 10.6) 

(ii) Financial Analysis for BOI:  
  (including Fund sources, Disbursement and Calculation of ROI) ......... (Table 10.7) 

(iii) Financial Analysis for Debt Services Calculation .................................. (Table 10.8) 

(iv) Fund Management, Debt Service Management  
 and Fund Requirement for Strategic Partner .......................  (Tables 10.9 and 10.10) 

 
 
10.3  Financial Evaluation 

Based on the analysis above, the financial viability of the Diyagama Technopark was evaluated 
in terms of ROI. The results are given in Table 10.11. ROI is calculated to be 11.9% as far as the 



Follow-up Study on Technopark 
 

Project Evaluation 

10 - 8 

costs are incurred and revenues accrue as estimated originally. ROI may be reduced to slightly 
over 10% if revenues decrease to 90% of the original estimate.  
 
Sensitivity to the changes in parameters is also evaluated in Table 10.11, namely: 
 

Table 10.11 (1) Effects of change in “Revenue”  
Table 10.11 (2) Effects of change in “O & M Cost”  
Table 10.11 (3) Effects of change in “Investment Cost” and “Revenue” 
Table 10.11 (4) Effects of change in “O & M Cost” and “Revenue Sharing”  

 
The sensitivity analysis shows that ROI will be 15.2% if investment cost is lowered to 80% and 
revenues to 90% of the original estimate. On the contrary, ROI will be 8.9% if investment cost 
remains as estimated and revenues are lowered to 80% of the original estimate.  
 
Based on this financial analysis, the financial viability of investment in the Diyagama 
Technopark is further evaluated as follows: 
 
 

Factors critical to project sustainability 

The financial viability depends substantially on the sound and attractive management of the 
SMART Center, particularly on the operation of the proposed Virtual University. Therefore, a 
special purpose company (SPC) to be established by BOI and the strategic partner with a strong 
association with a global IT company, (called the JV Main) should meet the challenge of this 
task in close cooperation with the nominated universities. 
 
Selection of a strategic partner for BOI 

The selection of the strategic partner is vital for the sound and business-like operations of the 
Technopark, particularly for the management of the SMART Center. The basic principles 
should be agreed between the strategic partner and BOI, with the tacit approval of the 
Government, with respect to the following: 
 

• Initial investment by BOI and the Government; 

• Working capital and renewal investment by the selected strategic partner; 

• Clear and explicit clause on “no involvement of the Government in management of 
SMART Center”, to be incorporated in the JV agreement; and 



Follow-up Study on Technopark 
 

Project Evaluation 

10 - 9 

• Adoption of “revenue sharing” based on the financial analysis and incorporated into 
the JV agreement. 

 
Major risks affecting project sustainability 

The most critical factor will be the reliability of the revenue forecast, particularly the proceeds 
from the operation of the Virtual University, which is closely related to the operations of the 
“Network Operation Unit” and “Data Center”. In this context, the management policy for the 
Virtual University should firstly be established among the parties concerned, e.g., the selected 
JV strategic partner, a JV partner for the Virtual University, BOI, and the universities concerned. 
Curriculums/courses, type of degrees, selection of academic staff, and selection of tied-up 
universities should be discussed and agreed by the parties concerned. Further, the JV strategic 
partner should be responsible for marketing initiatives, while BOI should assist in advertising, 
in parallel with the promotion of lot lease for industrial use. 
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Table 10.2  Disbursement Schedule for Development of Diyagama Technopark 

Phase 1 Phase 2 Total 2002 2003 2004 2005 2006
I Internal Infrastructure 2,300 3,300 5,600 0 200 2,100 300 3,000

1 Construction Cost 1,900 2,600 4,500 1,900 2,600
2 Administration Cost 0 100 100 0 0 0 0 100 2 % of 1
3 Engineering Cost 200 300 500 200 300 10 % of 1
4 Physical Contingency 200 300 500 0 0 200 0 300 10% of 1,2,3

II External Infrastructure 11,300 5,800 17,100 0 1,000 10,300 500 5,300
1 Construction Cost 9,200 4,700 13,900 9,200 4,700
2 Administration Cost 200 100 300 0 0 200 0 100 2 % of 1
3 Engineering Cost 900 500 1,400 900 500 10 % of 1
4 Physical Contingency 1,000 500 1,500 0 100 900 500 10% of 1,2,3

III Center Facility 14,200 0 14,200 0 1,300 12,900 0 0
1 Construction Cost 11,500 0 11,500 0 0 11,500 0 0

1A Building 6,760 0 6,760 0 0 6,760 0 0
1B IT Equipment 4,740 0 4,740 0 0 4,740 0 0

2 Administration Cost 200 0 200 0 0 200 0 0 2 % of 1
3 Engineering Cost 1,200 0 1,200 1,200 0 10 % of 1
4 Physical Contingency 1,300 0 1,300 0 100 1,200 0 0 10% of 1,2,3

IV Residential Area 900 0 900 0 100 800 0 0
1 Construction Cost 700 0 700 700 0
2 Administration Cost 0 0 0 0 0 0 0 0 2 % of 1
3 Engineering Cost 100 0 100 100 0 10 % of 1
4 Physical Contingency 100 0 100 0 0 100 0 0 10% of 1,2,3

V Total 28,700 9,100 37,800 0 2,600 26,100 800 8,300
1 Construction Cost 23,300 7,300 30,600 0 0 23,300 0 7,300
2 Administration Cost 400 200 600 0 0 400 0 200
3 Engineering Cost 2,400 800 3,200 0 2,400 0 800 0
4 Physical Contingency 2,600 800 3,400 0 200 2,400 0 800

Note: Price contingency and land acquisition cost are not included.
US$1.0=135Yen=Rs.93 as of March 2002 US$ = 93 Rs.

Development Cost (US$ 1,000) Disbursement Schedule (US$1,000) Remarks
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 Table 10.3  Renewal & Replacement Schedule for SMART Center 
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Table 10.4  Revenue Breakdown 
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Table 10.5  SMART Center Revenue 
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Table 10.6  Revenue Forecast for Diyagama Technopark  
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Table 10.7  Financial Analysis for BOI 
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Table 10.8  Financial Analysis for Debt Service Calculation 
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Table 10.9 Fund Management (1) 
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Table 10.10  Fund Management (2) 
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Table 10.11  Summary Results of Financial Analysis 

B asic C onditions for Financial A nalysis

1) Initial Investm ent C ost *1 20,700  US$ 1,000
(Inclusive of external infrastructure 37,800 US$ 1,000)

2) Revenue *2 4,091 90% of the estim ated revenue
3) O  & M  C ost of Sm art C enter 25% % of 2) Revenue
4) M aintenance of Building of Sm art C enter 3% % of C ostruction C ost of Sm art C enter,

the am out of w hich is equal to 6,760
Return on Investm ent (RO I) %

Subsidy from  G O SL *3 % of B ank Loan for Sm art C enter Facility
W orking C apital Required *4 US$ 1,000 over a period of 15 years

R em arks
*1 Exclusive of External Infrastructure
*2 A t full operation, 3 years after com m encem ent 4,545 US$ 1,000
*3 Subsidy from  G O SL to m ake positive the cum ulative cashflow  at the end of Loan Term ination
*4 A m ount required to keep positive the cum ulative cashflow
    for the private enterprise, a JV partner of BO I

Table 8.12 (1) Effects of "Revenue"on Subsidy & W orking C apital
Initial Investm ent C ost 100% 100% 100%

Revenue 90% 80% 70%
O  & M  C ost of Sm art C enter 25% 25% 25%

M aintenance of Building of Sm art C enter 3% 3% 3%

RO I 10.5% 8.9% 6.9%
Subsidy from  G O SL *3 20% 40% 60%

C orresponding am ount (US$ 1,000) *5 948 1,896 2,844 BO I
W orking C apital Required *4 0 0 1,500 JV Partner

* 5 BO I shall m ake up for the cash shortage by him self incurred over a period of 15 years

Table 8.12 (2) Effects of "O  & M  C ost"on W orking C apital
Initial Investm ent C ost 100% 100% 100% 100%

Revenue 90% 90% 90% 90%
O  & M  C ost of Sm art C enter 25% 25% 35% 40%

M aintenance of Building of Sm art C enter 3% 5% 3% 3%

RO I 10.5% 9.7% 8.1% 6.8%
Subsidy from  G O SL *3 20% 20% 20% 20%

C orresponding am ount (US$ 1,000) *5 948 948 948 948 BO I
W orking C apital Required *4 0 0 1,000 3,100 JV Partner

Table 8.12 (3) Effects of "Investm ent C ost & Revenue"on Subsidy from  G O SL
Initial Investm ent C ost 100% 100% 80% 80%

Revenue 90% 100% 90% 70%
O  & M  C ost of Sm art C enter 25% 25% 25% 25%

M aintenance of Building of Sm art C enter 3% 3% 3% 3%

RO I 10.5% 11.9% 15.2% 6.8%
Subsidy from  G O SL *3 20% 5% 0% 5%

C orresponding am ount (US$ 1,000) *5 948 237 0 190 BO I
W orking C apital Required *4 0 0 0 0 JV Partner

Table 8.12 (4) Effects of "O  & M  C ost & Revenue Sharing"on Subsidy from  G O SL and W orking C apital
Initial Investm ent C ost 100% 100% 100% 100% 100% 100%

Revenue 90% 90% 90% 90% 90% 90%
O  & M  C ost of Sm art C enter 25% 25% 30% 35% 40% 40%

M aintenance of Building of Sm art C enter 3% 3% 3% 3% 3% 3%
Revenue Sharing (2005-09, 2010-) 30%, 40% 40%, 40% 30%, 40% 30%, 40% 30%, 40% 40%, 40%

RO I 10.5% 10.5% 15.2% 8.1% 6.8% 6.8%
Subsidy from  G O SL *3 20% 5% 0% 20% 20% 20%

C orresponding am ount (US$ 1,000) *5 948 237 0 948 948 948 BO I
W orking C apital Required *4 0 0 0 1,000 3,100 4,600 JV Partner  
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XI.  RECOMMENDATIONS 

 
 
The IT-related software and hardware industry is a relatively new industry in Sri Lanka, but it 
has been growing steadily in recent years with the globalization of the national economy, 
contributing increasingly to the creation of employment and the expansion of exports. The 
IT-related industry is expected to grow further as one of the leading industries in Sri Lanka 
and to contribute to a shift from the dependence on traditional resource-based industrialization 
to the new paradigm of knowledge-based industrialization. However, there are several 
constraints to further promoting IT-related industry in Sri Lanka. The proposed Technopark is 
one of the solutions needed to break through such constraints and allow the IT-related industry 
to lead the economic development of the country in the first decade of the 21st century. 
 
Within the global economy, competitiveness is a key to industrial development. One of the 
strategies to enhance competitiveness is to locate industries in clusters and attain collective 
efficiency. The proposed Technopark is therefore designed to be a cluster for the IT-related 
software and hardware industry in Sri Lanka. 
 
Actual demand for industries to locate in the proposed Technopark is to some extent uncertain, 
as the prolonged ethnic conflict in Sri Lanka has significantly impacted on domestic and 
foreign investment demands. However, the investment demand survey has revealed that some 
latent demand exists for locating IT-related industries in the Technopark on a moderate scale 
of development at the beginning. It is expected that demand would certainly expand when a 
peace agreement is reached that would deliver an end to the ethnic conflict. 
 
The proposed Technopark has been evaluated to be financially viable as long as it is well 
managed. According to the initial environmental examination (IEE), it would have little 
impact on the natural and social environment. It is therefore recommended that the 
Technopark be implemented stage-wise as a “flagship project” for the development of 
IT-related software and hardware industries in Sri Lanka. It is further recommended that the 
following aspects be taken into account for implementation of the Technopark: 
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1) The Technopark is to be located at Diyagama (about 20 km to the south of Colombo) 
with a total land area of about 64 ha (158 acres). The Diyagama site is State-owned land 
previously used by SLBC. It is currently accessible by National Routes A4 and B5, and is 
located besides the new Southern Highway, which is now under construction. The site is 
quite suitable for location of the IT software and hardware industries.  

 

2) The Technopark is recommended to have multi functions and to serve as a cluster 
development. Three functions are envisaged; i.e., (i) a central unit called the SMART 
Center, (ii) as a location for IT software industries, and (iii) as a location for IT hardware 
industries. The Technopark should provide the facilities and services to meet global 
standards. It is recommended that the SMART Center be designed to serve not only for 
the management and network operations of the Technopark, but also for the operation of 
a virtual university, as a center for training and retraining IT instructors and professionals, 
as an IT research and development (R&D) facility, and as a center to promote and 
incubate SMEs in the IT business. In this context, the SMART Center would have some 
public functions. 

 

3) It is recommended that the Technopark be implemented under a private-academia-public 
partnership. The public participation as a development facilitator is necessary, because 
infrastructure is not adequately provided yet at the Diyagama site and the Technopark has 
some public functions as noted above. The partnership with the academia is also required 
to promote linkages between private industries and R&D functions at universities. 
Further, it is recommended that the Technopark be linked to the international research 
centers to keep up with the day-to-day advances in IT technology. 

 

4) For implementation of the Technopark, it is recommended that the initiative be taken by 
BOI. It is desirable that the Technopark be constructed by BOI and its overall 
management be directed by BOI as an apex agency. However, BOI should not be a single 
player. BOI is recommended to set up a joint venture with a strategic partner to set up a 
special purpose company (SPC) for operation and management of the SMART Center. 
BOI or the SPC may establish, if required, other joint ventures for the management of 
other SMART Center functions, like the data center, virtual university and incubation unit. 
Since the establishment of the SPC would be critical to the successful implementation of 
the Technopark, BOI is recommended to find a competent global IT company as a 
strategic partner. 
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5) The land use right of the Diyagama site should be transferred from SLBC to the Ministry 
of Enterprise Development, Industrial Policy and Investment Promotion (MEII) or 
directly to BOI. The procedures required for this transfer should be taken immediately. 
(Even if the Technopark is not implemented, the Diyagama site is recommended to 
remain reserved for industrial use as few blocks of sizable land are available for the 
collective location of industries in the Greater Colombo area.) 

 

6) Although the Diyagama Technopark is evaluated by IEE to have low environmental 
impact, it is recommended that the environmental impact assessment (EIA) be executed 
at the earliest possible stage. MEII or BOI is suggested to apply to the Central 
Environmental Agency (CEA) for project approval, and to obtain the terms of reference 
for EIA.  

 

7) For implementation of Phase 1, financial arrangements should be initiated as soon as the 
decision is made on the implementation of the Diyagama Technopark. Phase 1 will 
require a total investment cost of US$28.7 million. Out of this estimated cost, about 
US$17.7 million would be required for the improvement of external facilities and 
infrastructure (e.g., improvement of roads, power supply, water supply and 
telecommunications outside the Technopark) and for the construction of buildings for the 
SMART Center that has partly public functions. It is recommended that financial 
assistance be requested from international financial institutions in the form of a 
concessional term loan. As a counterpart fund for this loan, the Government of Sri Lanka 
should earmark US$4.1 million for the Phase 1 implementation. 

 

8) BOI, on the other hand, should earmark a budget of US$7.0 million for private 
investment in the Phase 1 implementation. This investment is required for the 
construction of internal infrastructure (roads, water distribution pipelines, sewer systems, 
and power distribution line within the compound of the Technopark) and for the 
procurement of IT equipment for the SMART Center. In the event of a lack of such funds 
being at hand, BOI is recommended to borrow a commercial term loan from DFCC or 
NDB that may in turn be used to seek a bank loan from the international banks.  
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9) Financial analysis has shown that the Diyagama Technopark is financially viable. 
Furthermore, the project will bring about social and economic benefit to the country. 
Socially, it is estimated that the project would create around 2,000 employment in Phase 
1 and about 3,000 employment in Phase 2, totally about 5,000 employment. 
Economically, it is estimated that Gross Value Added (GVA) of about Rs. 900 million 
would be generated in Phase 1 and about Rs. 1,100 million would be generated in Phase 
2. The total amount of GVA would be about Rs. 2,000 million. 

 

10) In March 2002, it was agreed that negotiations for a peace agreement would start soon to 
settle the prolonged ethnic conflict. The national and international expectation is that 
domestic and foreign investments would boom once the peace agreement is reached. The 
proposed Technopark could be a catalyst for such investments. It is therefore 
recommended that the required actions be taken immediately by the authorities concerned 
so that the Diyagama Technopark is implemented at the earliest possible time to serve as 
a saucer for domestic and foreign investments and to promote industrialization and 
economic development for the people of Sri Lanka. 
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Summary of  
Natural Condition Survey 

 
 
1. Introduction 
 
The natural condition survey at the Diyagama site was carried out under subcontract by local 
consultants (Ground Engineering Consultant Ltd.) during the period from February to March 
2002.  The natural condition survey covered: 
 

(i) Topographic survey and mapping at the scale of 1:2,500, covering the land area 
of 67 ha; 

(ii) Geological and geotechnical survey, including the drilling of three bore holes 
and the carrying out of standard penetration tests (SPT); and 

(iii) Hydrogeological and geophysical investigation, including carrying out of pump 
tests and electrical soundings. 

 
The results of the surveys are reported by the local consultants in a final report, and are 
summarized herein.  The results have been used to formulate and analyse the plan for the 
Diyagama Technopark. 
 
2. Topographic Survey 
 
Topographic survey was carried out by three licensed surveyors and levelers in the following 
manner: 
 

(i) Available information, relevant topographic maps and aerial photographs were 
collected from the Department of Survey, Sri Lanka; 

(ii) As there is no survey benchmark of the National Survey Grid available in the 
Diyagama site, temporary monuments were set up through survey from the 
closest benchmark; 

(iii) A topographic map at a scale of 1:2,500 was prepared for the mapped area of 67 
ha; and 

(iv) Not all of the spot elevations obtained were annotated on the drawing, but peak 
points, lowest points and some elevations along the Kottawa-Horana road are 
shown.  
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A 1:2,500 scaled map was prepared as shown in Figure A.1 at a reduced scale.  As seen on 
the map, the Diyagama site has undulating topography with elevation ranging from EL.10 m 
to 25 m above mean sea level.  
 
The information obtained through the topographic survey is sufficient for planning 
requirements.  The temporary monuments established at the site are accurate enough for 
utilization as base stations for any further survey.  For the detailed design, however, cross 
sections on a suitable grid should be carried out to obtain more accurate quantification. 
 
3. Geological and Geotechnical Survey 
 
The geological and geotechnical survey was conducted in the following manner: 
 

(i) A thorough field inspection was conducted by a qualified geologist in and 
around the site, including surface inspection of soil overburden, rock outcrops, 
and morphological features; 

(ii) A literature survey was conducted at the Department of Survey and the 
Geological Survey and Mine Bureau of Sri Lanka, obtaining relevant data and 
geological maps. The data and information were checked on site; 

(iii) Three bore holes were drilled at locations specified by the JICA Team to the 
basement rock (with N value of more than 50).  A SPT was conducted every 1 
m in accordance with ASTM-D 1586. 

(iv) The bore hole data obtained were analyzed and compiled. 
 
In general, the Diyagama site is covered by Precambrian metamorphic rocks belonging to the 
Highland Series of Sri Lanka. The main rock types are cordierite gneiss, coarse grained 
marble, and undifferentiated Protozoic gneisses.  The paragneisses are granoblastic and 
contain cordierite, K-feldspar, biotite quartz and garnet.  These Protozoic metamorphic rocks 
are overlain by Quaternary laterite deposits.  These are mottled, deep red to reddish brown 
ferruginous material. 
 
The locations and depth of the three bore holes were as follows: 
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Location and Depth of Bore Hole 
 Bore hole No.01 Bore hole No.02 Bore hole No.03 
Location  :North (m) 
         :East (m) 
Collar elevation (m.AMSL) 

478,717.537 
413,760.762 

27.46

478,363.890 
413,274.980 

24.95

478,516.888 
413,537.890 

12.72 
Drilled depth (m) 
Water table (m) 
Basement rock (m) 

14.19 
12.46 
14.19

13.06 
11.05 
13.06

15.22 
3.95 

15.22 
 
Drilling logs are presented in Figure A.2.  In general, a stiff sandy soil with N-value of more 
than 20 exists to approximately 15 m in depth below the ground level and hard base rock 
appears below 15 m. 
 
For shallow foundations, the allowable bearing capacities will be assumed as tabulated below.  
This recommendation is a generalized version evaluated from the bore holes, and the exact 
capacities should be tested at the structure site when the detailed design is prepared. 
 

Recommended allowable bearing capacity       (Unit :kN/m2) 
Depth (m) BH 01 BH 02 BH 03 

1.0 
2.0 
3.0 
4.0 
5.0 

150 
150 
175 
125 
100 

150 
175 
150 
100 
100 

100 
125 
100 
100 
100 

 
Through the geological survey, it can be concluded that: 
 

(i) No adverse geological and geotechnical condition is anticipated for 
development of the Technopark at the Diyagama site: 

(ii) For the detailed design of structures, a geotechnical survey should be conducted 
at each structure site: 

 
4. Hydrogeological and Geophysical Survey 
 
Hydrogeological and geophysical surveys were carried out to verify the availability of 
groundwater for use at the Diyagama Technopark as follows: 
  

(i) Inspection of the existing wells in and around the Diyagama site; 
(ii) Study on morphology and hydrogeology around the site; 
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(iii) Geophysical survey including two horizontal electrical profiles and six vertical 
electrical soundings; and 

(iv) A pumping test at Bore Hole No.03 to determine the groundwater yield capacity. 
 
The horizontal electrical profiles were conducted first to identify the shallow and deep aquifer 
systems.  Pinpoints for the vertical electrical sounding were decided after analysis of the 
horizontal profile curves.  On the other hand, the pumping test was conducted as shown on 
the pump test record in Figure A.3. 
 
The pump test at the Bore Hole Nol03 revealed that the rate of groundwater yield is as low as 
5 L/min.  This yield is much smaller than the water demand at the Technopark (about 1,000 
cubic meters per day).  It is noted that the groundwater yield was only tested in the soil 
overburden, and the crystalline basement rocks generally contains fractured layers with larger 
water bearing bodies.  
 
The geophysical survey revealed that the thickness of the overburden soil formation varies 
from 10 to 15 m.  The overburden consists of a reddish brown lateritic soil.  The survey 
also indicates that the hard rock formation underneath is moderately fractured, generally 
having considerable groundwater potential.  It is noted, however, that the water bearing 
fractures could be associated with the deeper levels of hard rock. 
 
It is concluded that the water supply system for the Diyagama Technopark should better be 
designed at this stage to depend on the NWSDB water purification plant located at Horana, 
though there might be a possibility of obtaining groundwater from the deeper aquifers below 
the levels of hard rocks at the Diyagama site. It is recommended that further hydrogeological 
survey be conducted at the time of detailed design for construction of the Technopark. 
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Figure A.1  Topographic Map 
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Figure A.2 (1)  Result of Boring Figure A.2 (2)  Result of Boring 
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Figure A.2 (3)  Result of Boring  
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Figure A.3 (1)  Results of Pumping Test Figure A.3 (2)  Results of Pumping Test 
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Figure A.3 (3)  Results of Pumping Test Figure A.3 (4)  Results of Pumping Test 
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