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2 Literature Review 

2.1 Introduction 
 
In this chapter the researcher presents the existing knowledge in the research area starting from 

brief introduction to project management, risk management, software industry in Sri Lanka, and 

the theories backing the research. 

 

2.2 Project Management 
 
PMBOK (Project Management Institute, 2002) definition to the project management is “the 

application of knowledge, skills, tools and techniques to project activities in order to meet the 

project requirement”. In other words, project management is to achieve specific scope, time, cost 

and quality goals of projects, and also facilitate the entire management process to achieve the 

needs and expectations of the people involved in or affected by project activities. 

 

A framework (Figure 2.1) is identified and used by the Project Management Institute to describe 

the project management activities.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(Source: Project Management Institute, 2002) 
 
Figure 2.1: Project Management Framework 
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The people who are involved in or affected by project activities are described as stakeholders. This 

includes project sponsors, project team, support staff, customers, and users and so on. 

 

Key competencies that project manager must developed is described in the knowledge area. This 

includes four core project management functions, four facilitating functions to project management 

and a function that integrate other knowledge areas. 

 

Carrying out project management functions like scope, time, cost and quality management is 

assisted by the tools and techniques that described this framework. These tools spans across wide 

range of categories including automated applications.  

 

2.3 Risk Management 
 
All projects and enterprises are filled with uncertainty arising from a large number of sources 

external and internal to project. These uncertainties are related to technical, management, project 

and commercial issues, and the need for major projects to assess risk early in the program has been 

recognized for some time. 

 

Risk is a potential future harm/damage/loss/injury that may arise from some present action 

(Harrington and Niehaus, 2005). It is often combined with the probability of an event which is 

seen as undesirable. Usually the probability and some assessment of expected 

harms/damages/losses/injuries combine into a scenario which can be used to determine risk. 

 

Several researchers (Miles and Wilson, 1998) argue risk as being an exposure or a probability of 

the occurrence of a loss. This thereby defines risk as an adverse factor influencing the success of 

any situation where it is present. 

 

Risk management is the process of assessing risk and then developing strategies to manage the risk 

(Schwalbe, 2002). Furthermore, it includes identifying, analyzing and responding to risk 

throughout the life of a project and in the best interest of meeting the project objectives.  In ideal 

risk management, a prioritization process is followed whereby the risks with the greatest loss and 
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the greatest probability of occurring are handled first, and risks with lower probability of 

occurrence and lower loss are handled later. 

 

2.3.1 Steps in the Risk Management Process 

2.3.1.1 Risk Management Planning 
 
In the risk management process initial step is to decide how to approach the risk management 

activities and plan corrective, preventive, alternative or combination of all in different blends of 

activities. Approach and plan can be formulated by reviewing the project charter, stakeholder risk 

tolerance and organization’s risk management policies. Figure 2.2 illustrates the risk management 

planning process. 

 
 

 
 
 
 

(Source: Chong and Brown, 2002) 
 

 
Figure 2.2: Risk Management Planning Process 

 
Risk management planning activities involve, establishing the infrastructure to support effective 

risk management (Chong and Brown, 2002).  The primary activities are described below. 

 
1. Establish the risk management body/personnel and assign roles and responsibilities to 

them. These include taking responsibility of the risk management plan, its effective 

implementation throughout the project, trends and metric analysis, and training program 

personnel on risk management etc.   

  
2. Select risk-tracking tools that can be used to collect, manage, and report of risks.  It is 

essential to select a tool that adequately supports risk description, assignment of severity 

scores, and capture of mitigation actions, plan, and results. 

 
   
3. Determine if a Risk Reference Model is relevant for the project and select the specific 

model if appropriate.  A Risk Reference Model captures common risk conditions from 

similar classes of projects.  It contains risk factors organized into categories for ease of 
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administration and reporting.  Frequently there are pre-defined assessment criteria that can 

be used to determine the existence of risks on a project and to evaluate the severity of the 

risk.  A full-featured Risk Reference Model also contains standard mitigation approaches 

and actions that have been proven to address risks in other projects. 

 
4. Evaluate the capability and availability of project staff to perform a risk assessment to 

determine whether an independent risk audit is advised.  If risk audit is needed, formulate 

tasks for independent auditor. Plan to have an initial assessment and periodic 

monitoring/audits. These periodic audits should be proactively aligned with key project 

checkpoints where audits will uncover highest severity risks.    

 

5. Validate risk management metrics that will be used to assess performance of the risk 

management process.  Document these metrics and ensure they are reported regularly. 

 
 
In addition to a risk management plan, many include contingency plans, fallback plans, and 

contingencies reserves. Contingency plan consists of predefined actions that will take if identified 

risk event occurs. Fallback plan is developed for risks having high impact, and is put in to effect if 

attempts to reduce/avoid/minimize the risk are not effective. Contingency reserves are provisions 

that reserved and can be utilized to mitigate schedule or cost overruns (Schwalbe, 2002). 

 

Several studies were done to identify common source of risk on information technology projects. 

The findings of follow-up study to the 1995 CHAOS research (Figure 2.3), by the Unfinished 

Voyager group identified relative importance of the project success criteria factors.  
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 (Source: The CHAOS report, 1999) 

 
Figure 2.3: CHAOS Ten - 1999 

 

All software projects implicitly have associated risks. One of the major sources of risk results from 

changes that occur during the project's lifecycle. In its most common form, this is seen as changing 

user requirements. It is, however, not just confined to this area.  

 

2.3.1.2 Risk Identification 
 
Risk identification is the process of understanding what potential negative outcomes are associated 

with a project. “Understanding historical risk can help project managers learn from the past and 

thereby identify and reduce risks on current and future projects” (Schwalbe, 2002). This implies 

project managers experience is one of the key considerations in identifying project risk.  

 

Having said that, it is somewhat contradicting the utility theory of Risk, as it describes people are 

having different tolerance of risk based on their belief and thinking. Further more it describes Risk 

utility is the amount of satisfaction or pleasure received from a potential payoff and three types of 

personnel categories is identified namely the risk-avers, risk-seeking and risk-neutral based on 

their willingness to pay a penalty to take risks. 

 

There are several tools and techniques for identifying risks namely; brainstorming, use past 

experiences, Delphi technique, and SWOT analysis (Schwalbe, 2002). 
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Use past experience and Brainstorming are the commonly used techniques.  A group attempts to 

generate ideas or find solutions for a specific problem by amassing ideas spontaneously and 

without judgment is brainstorming. 

 

The Delphi technique was developed by the Rand Corporation for the US Air force in late 1960s 

and it use as information gathering method from experts in a particular domain (Schwalbe, 2002). 

This is a systematic, interactive forecasting procedure based on independent and anonymous inputs 

regarding future events. “The Delphi technique uses repeated rounds of questioning and written 

responses, including feedback to earlier-round responses, to take advantage of group input, while 

avoiding the biasing effects possible in oral panel deliberations” (Schwalbe, 2002). 

 

2.3.1.3 Risk Analysis 
 
Risk analysis is the process of evaluating risks to access the range of possible outcomes that helps 

determine which opportunities and risks to respond to, which to accept, and which to ignore. This 

process involves assessing the likelihood and impact of identified risks, to determine their 

magnitude and priority. Techniques for analyzing risks included calculation of risk factors, 

expected value analysis, PERT estimations, simulations and expert judgment. The Defence System 

Management College (DSMC) has developed a technique to calculate the risk factor (Schwalbe, 

2002). This technique says risk factor that represents risk with an event is based on the probability 

of occurring that event and the impact or consequences to the project if it occurred. Since this 

matrix is formed with probability and impact, the biasness that can occur with personnel 

willingness to pay a penalty to take risks is eliminated. Top 10 Risk Item Tracking is another 

technique that used to rank project risks (Schwalbe, 2002). Again the expert judgment that gained 

with years of project experience can also be used in risk analysis. 
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2.3.1.3.1 Risk Factor Analysis 
 
DSMCs’ risk factor calculation matrix is used in this research as the analysis tool (Figure 2.4).  

 
 

 
 

  
Pf - Probability of Failure 

       Cf - Consequence of Failure 
(Source: Schwalbe, 2002) 

 
Figure 2.4: Probability / Impact - Risk Factor Equation 

 
Risk factor value represents the overall risk of specific events, based on their probability of 

occurrence and the consequence to the project if they do occur (Schwalbe, 2002). This risk scale, 

with its ratings of high, medium, and how, represents the degree or level of risk to which a risk 

item might be exposed if a given vulnerability were exercised. Probability and impact values can 

be used with a risk list of probability of failure and the consequence of failure to plot a graph. This 

graph (Figure 2.5) can be used to determine high, medium or low risk items in the list. 

 

 
(Source: Schwalbe, 2002) 

 
Figure 2.5: Probability / Impact Graph 

 

 
Risk Factor = Pf + Cf - Pf X Cf 
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2.3.1.3.2 Top 10 Risk Item Tracking 
 
Top 10 risk item tracking is another risk analysis technique. This technique maintains an 

awareness of risk throughout the life of a project in addition to identifying risks. This technique 

involves establishing a periodic review of project’s most significant risk item with management 

(Schwalbe, 2002). Maintained summary of top 10 sources of risks on a project with their current 

ranking, previous ranking, number of times it occurred, and details of steps taken to resolve the 

risk source are used in this technique.  

 

Monthly Ranking 

Risk Item This 
Month 

Last 
Month 

Number of 
Months 

Risk Resolution Progress 

Poor time 
estimate 

1 2 3 Reversing schedule estimate 

Poor requirement 2 3 3 Holding meetings with project clients and 
sponsor to clarify scope. 

Inadequate 
planning 

3 1 4 Working on reversing the entire project 
plan. 

Absence of 
leadership 

4 4 2 After previous project manager quit, 
assigned a new one to lead the project. 

Poor cost 
estimate 

5 5 2 Reversing cost estimations 

(Source: Schwalbe, 2002) 
 

Table 2.1: Sample Top 10 Risk Item Tracking Template 
 

Table 2.1 illustrates an example of a top 10 risk item tracking sheet. This example includes only 

first 5 risk items. This can be used as a template for risk tracking.  Here the risk items are ranked 

on the basis of this month, previous month and how many months it has been in the top list. 

Resolution progress column describes the current progress of resolving the risk item.  

 

2.3.1.3.3 Expected Value Analysis 
 
Expected value is the product of the risk event probability and the risk event’s value or the impact 

value (Harrington and Niehaus, 2005). Expected value analysis is mainly used to select the best 

possible option from available alternatives. For an example, this can be used to decide which 
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projects an organization might pursue. Again this analysis can be used to prioritize risk items from 

a pool of risks. Expected value can be calculated by multiplying each possible outcome by its 

probability and then adding up the results (Harrington and Niehaus, 2005). Figure 2.6 illustrates 

the formula to calculate the expected value. To define expected value in general, let the possible 

outcomes of random variable, X, be denoted by x1, x2, x3, x4, …, xn and let the probability of the 

respective outcome be denoted by p1, p2, p3, p4, ..., pn.  
 

 
 

Expected Value = x1p1 + x2p2 + x3p3 + … xnpn = Σ xipi 
 

(Source: Harrington and Niehaus, 2005) 
 

Figure 2.6: Expected Value 
  

 

2.3.1.4 Risk Response Planning 
 
“Developing a response to risk involves defining steps for enhancing opportunities and developing 

plans for handling risk or threats a to project success” (Schwalbe, 2002). There are four main risk 

response strategies. They are avoidance, acceptance, transference and mitigation. Risks can be 

assessed and prioritised based on their potential severity of loss and the probability of occurrence. 

Response strategies can be used to manage prioritised risks. 

 

2.3.1.4.1 Risk Avoidance 
 
Risk avoidance is eliminating a specific risk by not performing an activity that it could carry. An 

example would be not buying unfamiliar hardware and go with familiar products. Avoidance may 

seem the answer to all risks, but avoiding risks also means losing out on the potential gain that 

accepting the risk may have allowed (Schwalbe, 2002). Not doing a task to avoid the risk of loss 

also avoids the possibility of earning the profits.  

2.3.1.4.2 Risk Acceptance 
 
Accepting the consequences of a risk item is risk acceptances. All risks that are not avoided or 

transferred are retained by default (Schwalbe, 2002).   



    
21

2.3.1.4.3 Risk Mitigation 
 
Reducing the severity of the loss or the impact of a risk event by reducing the probability of 

occurrence of an event is called risk mitigation (Schwalbe, 2002). 

 

2.3.1.4.4 Risk Transfer 
 
This means causing another party to accept the risk, typically by contract. Insurance is one type of 

risk transfer. Other times it may involve contract language that transfers a risk to another party 

without the payment of an insurance premium. Liability among construction or other contractors is 

very often transferred this way.  

 

Some ways of managing risk fall into multiple categories. Risk retention pools are technically 

retaining the risk for the group, but spreading it over the whole group and involve transfer among 

individual members of the group. This is different from traditional insurance, in that no premium is 

exchanged between members of the group. 

 

2.3.1.5 Risk Control 
 
Risk control corrects deviations from planned risk actions (Schwalbe, 2002). Once risk metrics and 

triggering events have been chosen, there is nothing unique about the risk control. Risk control 

melds into project management and relies on project management processes to control the risk 

action plans, corrects for variations from plans, responds to triggering events, and improves the 

risk management processes. 

 
 

2.3.1.6 Risk Communication 
 
Risk communication lies at the centre of the model to emphasize both its pervasiveness and its 

criticality. Without effective communication, no risk management approach can be viable (Chong 

and Brown, 2002). While communication facilitates interaction among the elements of the model, 

there is higher level of communications to consider as well. In order to be analyzed and managed 
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correctly, risks must be communicated to and between the appropriate organizational levels. This 

includes levels within the development project and organization, within the customer organization, 

and most especially, across that threshold between the developer, the customer, and, the user 

(Schwalbe, 2002).  Because communication is pervasive, our approach is to address it as integral 

to every risk management activity and not as something performed outside of, or as a supplement 

to, other activities. 

 

2.3.2 Risk Management Capability 

After identifying how risk management can be applied in an organization, the next step would be 

to identify whether its existing processes are adequate and what can be done to ensure that its 

current chosen methods of identifying and managing risk compare favourably with best practice or 

that of any direct competitors (Schwalbe, 2002). 

 

The Risk Maturity Model (RMM) has been developed to meet these needs. This model, first 

developed at HVR Consulting Services (Hillson, 1997) has been used by a number of organizations 

to benchmark their risk processes and to identify the means to enhance their risk capability. It has 

also been used as a means of assisting organizations with the introduction of risk management in-

house, as the risk maturity model provides a measure for the effectiveness of the changes made. 

 

It provides a clear understanding of the current approach to risk management as well as a guide to 

the intended destination. Any organization must be able to benchmark its present maturity and 

capability in managing risk and define progress towards achieving increasing risk maturity. The 

RMM provides a clear guidance to organizations wishing to define, develop or improve their 

current level of risk management maturity, identifying realistic targets for improvement and 

helping to develop action plans for increasing risk capability. 

 

The RMM describes four levels of increasing risk capability (Figure 2.7), from naive through 

novice, normalized and natural (Hillson, 1997). The aim is to provide a structured path to 

excellence with identifiable milestones along the way against which organizations can be 

measured. 
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(Source: Hillson, 1997) 
 

Figure 2. 7: Risk Maturity Model (RMM) 
          

1. The Naive risk organization is probably unaware of the need for the management of 

risk and has no structured approach to dealing with uncertainty. Management processes 

may be repetitive and reactive, with little or no attempt to learn from the past or to 

prepare for future threats or uncertainties. 

 
2. The Novice organization may have begun to experiment with risk management, 

perhaps through the drive of interested individuals, but has no formal or structured 

process for risk management in place. At this level the organization may be aware of 

the potential benefits of risk management, but without systematic implementation of 

processes and tools, are not gaining the full benefits.  

 
3. The Normalized organization is the level to which most probably aspire. The 

management of risk is established within normal business processes and risk 

management is conducted on most projects. Risk processes are defined and in use at all 

levels of the organization although there may be shortfalls in some areas. 

 
4. The final level in the RMM is defined as Natural. At this stage the organization is risk 

aware with a proactive approach to risk management at all levels of the business. The 

information generated by the risk process is actively used to improve the business and 

gain competitive advantage over rivals. 

 



    
24

The brief descriptions of each RMM level indicate where an organization stands in terms of the 

relative maturity of its risk processes, but a more detailed diagnosis is required for consistent and 

objective assessments of standing. Therefore each level within the RMM is further defined in 

terms of four attributes namely Culture, Process, Experience and Application (Hillson, 1997). 

These allow an organization to assess its current risk processes against agreed criteria, set targets 

for improvement and demonstrate progress towards enhanced risk capability. 
 
• For a naive organization the attributes are probably at the lowest level. Organization culture is 

formed with the attribute of resistant to change and the organization itself is not recognized the 

need for change. There may not be a defined risk processes, does not exercise a risk 

management process and no risk management application within the business. 

 
• The culture of the novice organization may not be fully convinced of the benefits of risk 

management and tends to see it as a necessary overhead. Processes are probably not well 

defined and their effectiveness is dependent upon the limited experience of a number of key 

individuals. The application of risk management is likely to be inconsistent.  

 
• The normalized organization will have a culture that recognizes risk and expects to realize 

benefits from its management. Formal processes are in place, resources are available and staff 

has experience in undertaking effective risk management. Its application is routine and 

consistent across all projects. 

 
• The natural organization is a risk aware culture that operates proactive risk management and 

that strives to gain the full benefits. Best practices processes are implemented at all levels of 

the business with regular updating and active learning from previous projects. All staff is 

experienced in using risk processes and the application of risk management is across all 

spheres of the business. 

 

Once risk maturity is assessed, steps can be taken to develop action plans for moving towards the 

next level. Given the increasing profile of risk management and the growing awareness of the 

business benefits that can be gained, many organizations are seeking to implement formal risk 

processes. It should be noted that there are different barriers faced by organizations at each of the 
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RMM levels which must be overcome if progress is to be made to the next level of risk maturity 

(Hillson, 1997). 
 
Once the risk maturity is assessed, the next stage is to identify how the RMM can and has been 

applied in practice by discussing in some detail how the risk management capability can be 

transferred to the organization (Hillson, 1997).  

 

Companies striving to set up or enhance their own risk management ‘centres of excellence’ often 

use external consultants in order for them to achieve their goals. This work can involve reviewing 

the particular requirements of the organization, helping to establish and custom suitable risk 

management processes, carrying out their implementation and conducting the training of staff. 

Subsequent involvement can be through periodic reviews of the process to ensure quality is 

maintained and any shortfalls identified and rectified. 

 

A four stage process is required for any successful assessment and implementation of risk 

management within an organization (Hillson, 1997), namely: 

1. Definition 

2. Diagnosis 

3. Demonstration/Validation 

4. Delivery 

 
• The purpose of the definition phase should be to agree the scope and objectives of the transfer 

process, how risk management is to be applied effectively to the company business. At this 

stage it is essential that the commitment of senior management is obtained and that the changes 

to be introduced are seen at all levels to be essential for the future success of the company. 

 

• The diagnosis phase should be used to assess the current position and approach to risk 

management. It should incorporate a review of existing processes, if any, for project and risk 

management and it should result in the identification of any changes and improvements 

necessary. 
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• Demonstration/validation will involve the selection of pilot projects to demonstrate and 

validate the revised approach. This will prove the process, methods and tools and will allow 

the eventual delivery and roll out to be effectively tailored and customized to meet the specific 

needs of the organization. 

 

• The final delivery of the technology transfer process will result in the development and 

delivery of formal risk management processes and tools, staff training on the revised 

techniques, a planned and phased roll out across all aspects of the organization and the 

provision of on-going support. 

 

The RMM has proved invaluable for use throughout the four phases. It has assisted in the setting 

of objectives for the technology transfer process by objectively diagnosing the current capabilities 

of the organization with respect to risk management (Hillson, 1997). In practice the model can be 

used independently by both the organization management and the external consultants to arrive at 

a consensus view of the current position. It is then used in assisting with the definition of the 

changes required to existing procedures, processes and tools in order to achieve the required risk 

management capability and finally it is used again during delivery to monitor progress against the 

original objectives. 
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2.3.3 Does Risk Management Work? 

Cooke-Davis study has been undertaken to benchmark projects undertaken by 15 blue chip 

companies. This has involved an in depth study of up to 150 projects (Cooke-Davis, 2002). Key 

conclusions concerning the benefits of risk management included: 

• Risk management improves schedule and cost performance against plan. 

• Without risk management, projects outturn approximately 60% over the target. 

• With full and mature risk management, projects outturn 5-10% under the target. 

(Source: Cooke-Davis, 2002) 

 

Risk management was the lead indication that good project management practices were being 

carried out.  Clearly as with any management process, the significant gains to be obtained from the 

successful implementation of risk management but it should not be considered as being an 

automatic panacea for all ills. Risk identification and analysis ‘by rote’ may result in a failure to 

make a realistic assessment of the potential project outcomes. The successful risk manager needs 

to be aware and take account thought the risk management processes and aware of biases or 

inherited human data sources that contribute to the identification of risk, the assessment of 

probabilities and the determination of potential impacts and so on. 

 
 
A good risk management program helps software project managers to: 

• Communicate unambiguously with project stakeholders and throughout the organization. 

• Identify and correct technical and management problems by focusing on early discovery. 

• Make key tradeoffs by assessing the impact of decisions. 

• Track the status of processes and products against project objectives. 

• Defend and justify decisions by providing data to explain how issues are prioritized and 

managed. 

• Aware of the major influences that could prevent the project from being a success. 

• Involving the client, the management and team may be able to consider alternatives that 

could mitigate the risk. 

(Source: Schwalbe, 2002) 
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2.4 Software Industry in Sri Lanka 
 
Software industry is one of the rapidly growing industries in Sri Lanka. There are currently over 

175 software development companies operating in Sri Lanka and from them there is about 70 

Board of Investment (BOI) approved software development companies develop software for 

foreign markets. From them there are about 50 software houses with employee strength of 25 or 

more. Collectively software development industry is created about 7000 employment opportunities 

in Sri Lanka. Department of census and statistics and the BOI believe that Information and 

communication technology (ICT) related industries will create 25,000+ employment opportunities 

in 2012 (Figure 2.8). The targeted income would be 1billion US dollars (The Software Exporters 

Association, 2007), which is around 15% of Sri Lanka’s export income. 

 

Sri Lanka software industry has shown an average year to year growth rate of around 40% during 

the year 1996 to 2001 (Figure 2.9). According to Central bank report, software export revenue has 

reached US$ 58 millions in 2001 and in 2003 it was US$ 80 millions. Due to this importance, Sri 

Lankan government already made more attention to Software development industry. Software 

companies that export more than 70% of its output is given an eight year tax free period, followed 

by a 12 year 15% tax concession (Sri Lanka Information and Communication Technology 

Association, 2007).  

 

 
(Source: The Software Exporters Association, 2007) 

     
Figure 2.8: Growth of Software Workforce 
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The Software Exporters Association (SEA) has targeted to achieve total exports of US$ 1.0 Billion 

in 2012 and their growth plan is shown in the Figure 2.10. 

  

 
 (Source: The Software Exporters Association, 2007) 

    
Figure 2.9: Growth of Software Exports 

 
 

  
(Source: The Software Exporters Association, 2007) 

 
Figure 2.10: Estimated Software Exports (US$ Millions) 
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The Sri Lankan IT/Software Industry can be divided into 3 main areas/segments: 

1. Application products 

2. Software services 

3. Off-shore development services/centres 

 
At the early stages, the IT sector was dominated by multi-national companies like IBM, Siemens-

Nixdorf, and so on. The applications that were developed by these companies were global 

applications and Sri Lankan companies were to re-sell, install and maintain these products. During 

the last seven years, Sri Lankan Information Technology sector has changed dramatically. Many 

entrepreneurs have founded IT organizations to serve the local and the international markets (Sri 

Lanka Information and Communication Technology Association, 2007).  

 

2.4.1 Application Product Companies/ Organizations 

In the last few years a country which used to serve the Information Technology market by re-

selling   applications from international companies, embarked in application product development 

area. 

 

Local software entrepreneurs started developing products in financial markets, capital markets, 

leasing and financial services, insurance, stock broking and human resource systems for the 

telecom, banking and air-line industries. These local entrepreneurs competed with international 

companies for local and foreign tenders, managed to secure projects and delivered them 

successfully. These companies have positioned Sri Lanka in the application product sector of the 

global market in a small way. From the packaged software market Sri Lankan companies are 

focusing on the business application segment which requires customization, configuration, 

installation and support. 
 

2.4.2 Software Services Companies 

Sri Lanka has had a strong software services industry for a couple of decades. For many of the 

large international IT companies, Sri Lanka acted as their distributor and system integrator. The 

local companies represented the international IT companies, implemented their systems and 
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supported them. The local companies implemented enterprise systems like banking systems, 

insurance systems, Enterprise Resource Planning systems (ERP), and Human resource 

management (HRM) systems in Sri Lanka. Due to the experience gained in the Software Services 

area, the country has a good talented pool of system integrators and application support personnel. 

 

2.4.3 Off-shore Development Centres 

Sri Lanka has seen a steady growth of offshore development centres in the last few years. The 

incentives provided by the Board of Investments (BOI) have given them the opportunity to have 

100% ownership of development centres and establish joint ventures with local companies. Today 

countries like the USA, UK, Belgium, Ireland, Sweden, Norway, Japan, Singapore, New Zealand 

and Australia have their development centres in Sri Lanka. 

 
Outsourcing software work/services companies are the main revenue generator in Sri Lankan 

software industry. Outsourcing of software work (software services), ranging from low-level 

maintenance to cutting-edge software development to consulting and systems design. This work 

requires skills of several kinds: programming, project management, client relationship, etc. 

Presently in Sri Lanka, both local and foreign companies who setup development centres 

leveraging the highly skilled resource pool.  

 

The worldwide software industry continues to offer new markets for new products (in addition to 

the software services mentioned above). New software technologies, new platforms (PCs, mobile 

phones, ERP databases and so on), new applications and new geographical markets appear every 

year as the price of computing continues to fall. Sri Lankan software entrepreneurs are active in 

this software-publishing arena. Success in this business requires the highest level of software 

skills, inventive technology and deep knowledge of the domain, software architects, top-notch 

programmers, general business acumen, global marketing, rapid business evolution (to hit an 

always-changing market at just the right time) and significant amounts of risk taking. This segment 

also offers the highest rewards for success 

 
The opportunities that exist for Sri Lanka today in the ICT sector are not static. Both the nature of 

the business possibilities and the status and positioning of other countries pursuing the same 
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business will change rapidly. India’s rise to credibility in the software services sector in the 

1990’s, for instance was made possible by the retooling of corporate IT in the US, Europe and 

Japan during that period (ERP systems, Y2K audits, and the introduction of e-commerce). The 

outcome of India’s investment in engineering education and telecommunications infrastructure 

might have been very different if the timing was off by 10 years. 

 

 There is widespread agreement in Sri Lanka that a high literacy rate is a key ingredient for a 

successful society. In the future however a 92% literacy rate will mean little without a comparable 

level of IT literacy (Sri Lanka Information and Communication Technology Association, 2007). 

Sri Lanka risks falling behind in all relevant global measures from productivity to competitiveness 

to gross domestic product (GDP), if concrete measures are not taken soon to support the 

development of a modern knowledge society. It is not possible to re-enter the global economy of 

the 1970’s. 

 

Decisions must be made now for educational initiatives that may take 10 years to create adequate 

numbers of graduates. Similarly, bold policy action must be forthcoming with regard to 

telecommunications, thus that the multi-year process of building out the infrastructure can begin. 

Regulatory reform in ICT-related areas must also continue at a brisk pace, as a result that 

entrepreneurs can compete unencumbered by outdated laws and policies (Sri Lanka Information 

and Communication Technology Association, 2007). 
 
 
 
 
 


