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UNITED STATES A, I. D. MISSION TO SRI LANKA 
P.O. Box 106 

Culumbo 3. Sri Lankn. 
uji~ 1ipliwuic: - 21532c 1271 

PROJECT AUTHORIZATION
 

SRI LANKA 
 Name of Project: Private Sector Policy
 

Support
 

Number of Project: 383-0100
 

1. Pursuant to Section 106 of 
the Foreign Assistance Act of 1961, as
 
amended, I hereby authorize the Private Sector Policy Support Project

involving planned obligations of not to exceed $15,000,000 in grant funds 
over
 
a five year period from date of authorization subject to the availability 
of
 
funds in accordance with the A.I.D. OYE/allotment process, to help in
 
financing foreign exchange and 
local currency costs for the project. The
 
planned life of the project 
is five years from the date of 4nitial
 
oblgat ior.. This authorization is subject to the notification of the project
 
to Congress and expiration of the notification period without objection.
 

2. 
 The project consists of assisting the Cooperating Country tc establish
 
more effect.ve po.licies for industria! growth, to reduce the state role in the
 
economy and to expand capital markets, through support to (a) chambers and
 
other private organizations for policy analysl s and 
dialogue (b) the
 
Presidential Commission for Privatlzation; (c) the Securities Council and
 
Colombo Securities Exchange, and (d) a private venture 
capital company. The
 
project provides funding for 
technical assistance, selected commodities and
 
training, and operational costs of the project. The project also provides
 
funds for costs assoClated with the divestiture of state-owned enterprises.
 

I. The Project Agreement(s) which may be negotiated and executed by the
 
officer(s) to whom such authority is 
delegated in accordance with A.I.D.
 
regulations and Delegations of Authority shall 
be subject to the following

essential 
terms afid covenar.,; and major conditions, together with such other
 
terms and conditions as 
A.I.D. may deem appropriate.
 

4. a. Source and Origin of Commodities, Nationality of Services
 

Commodities financed 
by A.I.D. under the project shall have their
 
source and origin in the Cooperating Country or in 
the United States except as
 
A.I.D. may otherwise agree in writing. Except for 
ocean shJpping, the
 
suppliers of commodities 
or services shall have the Cooperating Country or the
 
United States as their place of nationality, except as A.I.D. may otherwise
 
agree in writing.
 

Ocean shipping financed by A.I.D. under the project shall, 
except as

A.I.D. may otherwise agree in writing, be financed only 
on flag vessels of the
 
United States.
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S*,1,fY0 I or~DD7 O'	 ' 

Prjco edsused'b q 'ah6peiEo'rdoL fiu' c 

ovI ak'oEiui a nu-lcoi r' oiitt il Sri La.	 I, 1977,, 

* ~-~Y~JjIgalI m~vring atay £roi'i the social ist-oriui~te(! .policy, ci'ironmsenta nd t 
C.,ibark%.ed upon~a liberalization of the eon6'oii which involved ~a 
set ies Of reforms 'of 4iodus u ia anid t rade po1 ici'es. To strligti e l ', ' 

tilarle of 	 m~arket forces ill the economy', theLgoverninent-reduced 
t~pr'cec'litros aInd SLSlhLiS, ad opoucd the ecouirn~' to' 

'444~' promnotinig eXpON Lil attracting foeg o nvsmel, rak 

Ill response. to gruoilg Inacrocconoinlic peoulems Of, t)cdgqt and balan'ce ,I.of~Ipavillei defici ts dtohLnefo wioving eocolloiuk growih
 
rates , the govetrnment has recen~tly enbarked oil a second roIuid of 
 ,'X 

* 	 poiicN reformus aiiaebd at' c~evi tal izing, the economyK'They, haive closeA ' 

thiLCo' primatCy 1,rgots. (a) inustr ial policies affect itig'privaw ~ 
sector investm~ent, .ompot it 1vetlcss ald efficienicy; (biy 

' 

'~ratioaiaiiza~.io of ti public enterpris.e portfoi6o; and (c) . ~ 
expansionof tile cpi tal mlar~et / Tnese twree poivthrusts~ are '', ~' ,~ 

*4~congruent wihrqi~ilnt of wue;donor coiiiiuiinity;for economic -

~~ ~revitdli ation dii~avc. met~ itli suppot fi rm tileAsian' Developmnt
Bank, the World Bank and thie lifter.nIationai Mnetariy Fund. As the 

', 

'poposals' comnpicueit USAID1Ycwiutry deveiopmnent stmrateg)' statement 
. 

and our approaciv to private sector du.veiomeitwe iitiated ' 

' 

- , 

~''discussion oil the creatbin of a' project to sUpport tile activities. 
Tihe Privadte Sector Policy Supp~ort Project (PSI',S) is thle result of 
thkose discussions. 

' 

.,,, 

2.Project Puirposes file prjecrt s pumrposes ar~e to ;(a) strexgthen>
A~---'-~"hecpaci~o prvt'etrciai'isadiganizations to conduct" 

~~~~'poiyr ' -aiIsisand dialogue oil issues of.cohcerii to the1 
Sri Lankan, private outs fiss,?cowuni t, (b) assisvP tile Presi de~ntil 
Comisso olPrivtizaton to planl tlnd imp,llccnvt ~tilGS~s 
umedi um-term privuati Zati on progr~am, aid (c) to develop, the capitaiL 
mdike to uroadepi Ublic; eqIuity participaition , provhide 2thme I inalcial 

~~ ~nsafeguardfor, private~iavestwcint .all increase thc ammouint
of capitai resources viae'r nesrmt. , ,7 

~ 

ii*~2 

-,***r 

Tchev'e tilesoY Purposes the project has, fouirjWICtvj tle< *. 
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OC i1i~iS4~ 9 lifl ft tfle Pr] vate -LuSilCEs CON:lulit' to0L.U21& y 
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( ~ K~K~lLL4% 

'To, suppor~t the pi ivatizatiO~l ofo~,I "wi1i provieIdeK., 
nImbiliOnAJIl tecinlical and fLirancial adssistance to 'tile'

Piesdei~j~lColialinisol On Prlvdtizatioil aild i ts secreta'riat;K
$1' 3" Million ol. tills is f0r techlical, assistan~ce in analyzinig,4. 

~and;.pr6Cpai lic' for privatizat ion il3e, $b. Ilmillioni illU b~e 
avdailable to assist Ii pre~parations for divestiture anureduce 
t0i41ato rvtztui"lktreuto II emllioymenlt. A 

y......(-

L+ -'

;promQotion, scUl-anIce JparNiiints and someC ieti diniog pcograms. 

c) To assist' in cdtpital market development AID tll provide $1'.9 
nillion Ii techinical and, financial assistance- to (1) tile-Securiiies Coincii to create tile onvironinent necessary to 
expan~d tile pi iit ctplt,3l ma-ket aiid <(2) tile Colombo 
Scciuriiul ( Excr.zjijI'. to) assist III ~f IIIICVI)IhE its f-I'Ll .1 lull,t Lild 

p)repa.uing for ZIlticipated siotIt III cxchuugp, activ ity. ~f-
(d) To s uI a tc Oil c st1bl 1iIiuej t of 11pa IvteI WilIud vviItur,-. 

apl comuupxnv All) will provide up to $-5 "'111l1lill~ 
..............technical and finaiiial support to assist inl tile, start-up

~~cost's of a nmw concept- -i equity financing, ,the purpose of' 
which is to ctaly:c new enterprise starts u~tilizing equitt 
funds and professional management. 

. 

~ 

~ 

~ 

* , 

< 

i 

j '4 

>4§A 

C. Budget - < V ' '< ' 

>.-' 

Tile project's,$I- wi±llion will- be allocated such that- $A) million <.~~ 

is4 for po.ic upot 79 il o for' prvtzaiol$19,. 1il 
for capital 6nrkt devlometan $. mpillioni for$9p1lo, ~the venture 
capital co mupany.>-'fie balance Is for-inoi orti-ig evaluation, -

contingencies an~d 'inlion. Th~e GSL contribution is estimated at; 

9 

$39muillon mainly Ii the form oftersupport for,<
prvtizatio. Thprivate setrsupr is $4milion,
of''whilcIis~equ.ity for th venture capital company 

hbl
h bl "-4 II . A4 

D. Sun iary Findings 4 --

apoe it ,delegating project atoitonto thde WIssion wit 

~4 4.4,44-4 

captaAPcopnRevi g frvieed onD/review' prior ' ito pro-t
athrztin au-) 2,18,th Porizaton i~ wiunih'met 

Misinuayficiondt'atthl~rie 'heproject cnpontil te vetur -'~ 
y, ~~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~.. lh ''nirnxr s e i-H6rv e a l ,8 

state r4cou1panydrg furSLther54,' aIWvie;w~ prIIidie.t6 tpre PP.> AA 
dp a lddsr p l is -biitie In~ ChherV 1i Ili, l )j C R v an ' 
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11",j;' 'M fOJECF RATIONALE AND 4IWSCRIPINON ~ ~ 

A. flckprotrid ,ildI-Ratioliale. In4197 a newl)~lce'ovriul
ofSr- Lankai -GSL)7movd d1.)fom-at1 ociah1s-Oi entG-d I-1~

enIvirof nnt land. ciiia)rke UP) weing liberalization of the
econciny,, involvi1ng 'a series'of reforms of indLItrial3 and trade 
.poJlicie.,1 strcugtheniteLoe~oFmrket, forces. in~ the 'economy,"
U'te',GSL' reduced'price' con'trols' and ' Osidies,1devaitied'tie'and 
raitionalizeF'excliange rate poli'cy, 11iberalzdiprs prompeed

?exports and' attracted foreign investment. 'Tariff structuires were 
4.refori ,i to remIiove disincentives to manufacure&d.!ports'a new" 

-cdevel- ,'ii~ntbanhk was estab'lished t'o facilitate 'access to f'inancing 
niaeinvestors,. for'eign coimmerciali 'banks were welcom'ed,"aid4

'Ut,,r investmnent iicentiv~es were' put in plfce. '~ 

' ." ~ 

4' 

" 

' 

I4n cominiati on with anl accelerated' capi tal investmnent' program
flniancd largely by'multilateral and 'bilateral donos the'result 
'was unprecedented growth in' thle' 'economy. Between 1977 and 1983, GDP 
grew at anl average annual rate of 6.01 in real termis, comipar'ed 'to2.9%' per year betwej 1970' and 1977. 'iinpyen'in tile Sanle,
period droppedfrom over,,125% to'10-12%. "However, since 1983, the 
pace has slowed iiarkedly dtue to 'a' number 'of factors. The. insurgency

inhenothaid vi'olence4 which hias' a'fected other parts of. the 
couin, r): 4have contributed to inicreased. budget deficits,' reduced
foreign investment,, and 'a 'generalycuisattdebprve 

invstos.ilemasivecurrent account deficit reflects Sustained
7"nigh 'levels, ot':impor6t's, deterioratinig terms, of tracle, 'declining

tourismn revenues aind reititances from abroad, 'and the still'' 
unimpressive pe'ifd'rmnce of manufactuired exports' (with' the notable 
exception of'tie grrment induistry).' Thle debt servic'e'ratio is-now 
approaching tile critical level of 30 percent.' Thle budget deficit 

'has remained hligh,>currenmtly around 11% of"GDP with the attendant 
negatie impacts on inflation, interest rates,4 and exchange rates. 

4Unempl'oymnt' is 'agaiin closer to 20%,'and g'rowthi In real GDP has 
~declined sharply to 4.3% in 1986 and 1.5% in 1987.' 

Sri Lanka has' taken ma) of the,"right' steps" to'ward a liberalized 
poiyregime, 'but' ha-; yet;4to' make 'the succ essful transition to an"'

outward-oriented, ;'dyniamnic econmy,' Al though'relatively low tariff
4 barriers have tur'ned Sri Lanka inito' one, ofAsias'~most open "4 

heconomis,the World Blank continiues to rank. the 'country' as a " '44 
4' "'modaely inard-orl'ented e conomy"p; Similar]),, 'while th'el 
Govcrnmelnt has 'created a~ ]lo't of inmceiithive.c for pivrate'investors,'4 

4''it has nullified 'many of these incentives 1y'maintaining effective 
~coil'trol of several sectors through' its state-owned enterprises, in 
rfact,"tile failure of"'the Government to curtail its role as an active'4 
''participant"in' productive activitles'is at thle root of man), of tile' 
'r'emaining distortions, in the oconojum "4 '''4 ' ' 

"' 

""i~ 

'1~ 

4' '4 4 " 
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bewe th oo iicte tolitle privaed Sectr.vatulsec led ioth of 

prouve v einterprf~ie I i'sit [t I-n 

~~'" 
pi oducueent~rpisc~s hei tant~promotion:,of competitioi n ~ 

competitiveness, and the curious mix ofboramiitiousrguation' ardf 
.inadeqUate enforcement unemn whtvrpoeta th "right'",
'policies' have created-. 

~~~ 
. 

OvercoMing these wealknesses wilIl improve' prospe-cts for" dynamic 
growtn. The macroeconomic overview (Annex L) identifies sev'eral 
major shortcomings that linger in the wa~.o of thc econo'mic policy

"reforms since 1977. Tne overriding concern remains the large Pu lic,' 
sector iwhici absorbs a huge share of the country's hlal, and 
financial resources kWIhout coimmensurt e returns. K~itdI CIpct to 
tile Cconomic policy framework that translates DilU three related 
issues: 

' 

itsis~~i 

0 excessive involvement of the state 
activities with strong ,indications 
these activities is inadequate; 

in direCtL1y productive 
that 'the efficiency of 

K 0 market~distortions that can b rcdt'tl oenetI 
o ~attempts to maintain somie binancal viailtyGovenen'f 

infficient sate-owned enterprises, ,otoprotect a 
government monopoly for other. reasons; 

. 

0 severe bijases in financial miarkets, partly a direct 
consequence of the exigencies of financing. the budget
deficit, that make it easier to moAlize debt rather 
equity capital. 

than , 

In addition, the coun try's dirigiste traditions have- shaped-'social 
~norms~and hiave created institutional rigidities that hiamp'er an. 
effective expaiision ofE the entreprenicurial class.~ The private
Sector Of tenj'Seems Content to'accept, the Governnit'sleadership in 

''ecohi c Plat ters. bi~penusi iss4 l ive and well iti Sri Lanka, 
'.but it still, seems' to depend onl thqeicrutches of Governmient 
sponsorship and guarantees to move forward.1 

~~ Focusing onl tese weaknecsses,.USAlD/Sri' Lanka made the 
S'stren'gtheing of rthe private sector a cornerstone of 5 its Country '--s' 

Development Strategy. The January 1987 CDSS update staltes- the"-

K*5 

'' 

K 

, 

;Jj 

s ~sws'' 

i5sssiss 

I 

s0 - is 1C-01os i ucthe role~ ors the~ Iprivctc 
co11VIS ' , deCrCdtS U tile t-ola Of 

setor, injj 

d 
(1ie0seconiomy and Ksy 

5 sJis, 
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sss ?c 

" 
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ov erab~ p4rIoj b ii pl i lltu'ai s~ori~,u~~es il~b il'd t o 

J: < T1 i IItI It-6 tle etabl1ishimenit dnd prowt of pr ivate sccoor 

44 -- ~-

2 tmI til e rivathiztation of statcole enterprises:~
TAID/sri Lanka 5pursues both direct pr ivatization of 
public cnterprises, that is, tile sale of aKhajority of 

thi Lc orvte investors!, and the indirect
privat izat ion ofkey sectors of 'the econolny through the 
remiov al of governiment m1onlopolies and cilcourageic:t of 
private competitioni; 

4
jsc 

: 

3Str'igthenl~l tile capi tal markets a~nd cifliance thle 
availability, of capital, both debt and equity, to ineet ti
requireents of the p~rivate sector and to facil~itate 
JrriVa ( izat ioil. Policies onl muine~cdigienly, and
specifically the measures taken -to-finance tile chronic 
budget defi ,cits, appear to be' inadequate to promuote rapid
priVate seIctor growth. Monetary policies and' financial 
market inlstitutiOnlS need to 11oVe toward greater
flexibility to niae long-termn debt and equity capitalj
available to private investors. 

. . 

-e'~ 

.'-~ 

-ij 

4~ 

4 S tngtc institutions that promote the private sector,
wi th speciic attention to the need for better 
coordination among, the-private sector inst itutions to. 
increase, their collective influence on national economic.
issues.. W"iile' the Government will continue, to play a-key
role through its overall economic pol'icies,--leaderii n 
support for private sector development munst come 
increasii~giy fromi thle private~ sectoriitsclf. 

' 

~<44 

4,to 

In formulating these interme~diaite objectives, USAD/Sri Lanka sough
respond to needs it ,perceived as most prssng At the samne 4 

time, these objectives also delineate LGAID's role vis-a-vis ter~ 
-donorsx active in taie policy arena,;prmarily tile 1orld Bank and 'theAsian:-Dev'elopmcqt bank, and to sonic extent the International----
Monietary Fund.-,-~

-

:p444 

~y>~, 

ij~'4~ 

The' V.orld lMnl, has ta~nthe. lead' in aoinmtrative and 4

industrial policy reform, specifically thle overall.-restruc-turing- of 
thle public, sector inppe-d out in',the -198.7 report -of tie Gvernntj
Adminiistrativ'e Reform G'oio'nttee, and- thle c61tnfrud lberalization of
the tradeIregime,' The Asia 'Lev'elpnent Bank;lin turn Iias becomne-4,444 

-n ,

engaged inthe reform of the finanicial-sector, fcusling on support 
-participatio , To moderize. their o6perations aiid tk themmoresponsive--to the jeeds of- tile private sector i thc process ofaccelerated-expansion 

'- - -- '''l K ', 
'7

4 

- 4 
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it i~ti s Oil fligIi-priarlt$? -py f l' t
 

' jit 11r iiiitedresources, LUSAu)Sr _ hias foue
 
' Ilg a~a aec 


adquael, dres-e by ~~mks~th~e other poiicv.aaIe~dai bnois, or
-oricnt 
%Jiore obrC aativeavna. ae, comid tr)~i~ac ion,:71 


:appr opr te-. SU pr~or privatesco ~-~rs~e~etsor
 
pI r t 'Eolio. O pursu'it oEf fililncia I _sec rrco i h XI;Sentire 

W~$~~conte~Xt of 'the I I US ing GUdrn,~ ror~ha cotiitdQ 
.i " it iee raite~s grnf cI tly2 to Ithe 2forjuliiroll ~of rntioahl 


plicies "It'has also played a 'role iW, thce'scarcii for inovations.
 
~A~'~A.~in the financing of the budget deficit' that. i ay inake, an increasing~
 

shr ffiaca resources hlied byinajor Governmnt insti tutions'
 
...available. f or developmein t inves tmenltS. In11i ts Private ' I ter pr isee,.. . 

~Promotioni Project'( 383- 00832) USAII/Sr i Lank a has ~finaiiced a niumber . 

of activities aime.primarily at the first'itreae betiv 
. 

tile. stimulatlion f 'tle&formation and growth ofnpivdate etprses 
It also sought to strengthen Private sector, insLitulioll3 ' ~a 
(interniediat objective,4). 1Ihe lessons of that project will b 

7 reflected in the ahieiEnterprise Development Piroject (383-0090),.
 
to concentrate onl comnprehiensivre support for private enterprise. in 
 ' 

the Mahaweli region, both tobring niew. investments into~ the area andk
 
to ing~rove prospacts for Survia and growth existing businesses.' .
. 

Tne project proposed here seeks to complemnt these LISAlD 
activ ities by pursuing Specifically intermediate objectives....
 
through 4 -- privati 'tion, improvemnents of equity makets, and 

streiigthening of private sector ilstitutions'. The activities under 

. .
 

thsproject, wil1 'support specific GSL initiatives that have been 
' '''launched ov ,r tie past year or so, and will complement these 

initiative3 on Iiilegovernment side by promoting the role of private 
~sector-orfaniZatiO'is in economic poiic' 'formrulation anJ appraisal. 

The'GSL initiativesto be suipported under this projectladdress
 
the privatization of state-owned enterprises and the strengthening 
 . 

of equity markets,, in particular the Colombo Securities Exchiange........~ 
'Thuse initiatives form part of. a somewhat ecectic, appi each .in 'l 

the recommnendat ions _ofAthe re )ort of the lindustrial' 
, 

Policy Coinittee, comprisinghigh-level Government and private ~ 
sector representatives, ,endorsed byithe Cabinet. in March 1987. 

.Iimplementing 

(Other areasrof activity include trade polirCYwi'th 'the supprt o
 
the Wiorld Bank.)'
 

In by 1987, the GSL took the first concrete steps to pursue;'4'
 
its long-mooted privatization agenda in a systematic fashiov by
 
establishing the Presidential (CoIunission on, Priv -at at'ibn. 'TheK
 
Comission's mandate,,went beyond general progress 1 in privatization: .i
 
~it'was to producei'tangibler results prior to lthe 'scidued1989''
 

I gener al elections.~ The Commission is made 'up' rf 'one'high-cJ_ 'lee r 
 K 

1 ,, 

-~ 

~(just below, Cabiuiet,rank) representative each,'of thethree key'" 
ministries, Finlance' and. rianning, Traae ana;.Shipping-, nd Industries ~K~ 

SC,ll tif cAffairs, and of' he o-eeIr rvt sector ~ Sand' 

~'~~'WK '~'privatization' divislion ;located, i~ntheK Mnstry ofK 'Fnne ai! ;K.KKId '~ 

. .KS.Planning will' provide staff 'support~to' the Comnmission.~ . . 



C L I lA UAiAA S Llr6"tIjI 
Ostablished*~~~i-KCiCSC-I ~~ OI)SdO i I~i~~ ~ ' ~ tile~ -'CLI 

inppSeptember t9 il~eCofci ha bee 6--.-*-ndr-he e~-*-li 

--ouno-p-Aacs-
ile Sitejbrit mLirkC itn.pucva hcua 

-b f!1st~ieoCatrd4cut~s~;~~V 
beeClobd dOhdjrAt 46 l-x d 

anld it ise om$ics) Lprotecig tnhe in ter esth~ "s';--invevos'j 
an dceoiig a ndpomot ing tlic~securiti1es mnarket in:prtclar and---

caitlmresi cneral., >Wi th a>linitcd budge andexrise in 
capital.Pi and~i~secur iti i arket afirs," the Counci has'A'devlopd 
in iatucuaequireme~nts for su~btantial, growth inApivate,7' 

investmnent ~in a healthy capital miarket.,~ 

---

<~'<"~ 
-''7Vf 

A 

VA<A 

A'~A~AA' 

-

j~f,-~ 
A' 

AA4AA 

A These, t vo Uil, init1atiVe.S Lally' directly widi U.AIl's A4 

priorities and )bJe&t i ves . echnical assistance and -related support
for- the t%.,o nstitutions charged wiith the, responsibility of. A 

promnoting" privatization and securities. markets' thus forml -the core of 
rh>popse project Theac.tvites rare mlemented by, 'limItari 

SuIpport -for. al Jnovative 'attempt' to mnobilize e~ ycpia hog 
a venture caital cioinany., Fin'ally, the poject will7work wih 
privat se~ctor organizations in bolstering the private sectobr role 
in theprocess of. econoi Aoic AMaAingR 

A 

A~ 

Governmnent and private sectoi-l'eaders have approached IJSAIJ) Colomibo A' 

dossistance ieahof the specifie~d prjcnreswdave 
A worked cloel tit (h t Missio to structure this P~roject to 'supply 

the techznicaI atid financial assistance needed'-to; implement key -A 

A~A~Aj op~rational elemments. Time %issionl has revieed te project. A' 

conmipoen ts f inus 1-'heaecnsstn w hiL couwtryA' 
i- -'±A.~development strategy and conrplcmenta'ry to -its' private sector 

~ ~ ~ program,,:andA propost s to enter-'into agreements withl both the publicAAAAA'AV'~ 
andA priat setr toassti hi implemen tat ion. AA 

A 

A 

A 

-A 

' 

'" 

AA'A~ 

B Project ObLjectives A" A "AA~AA 

A A.'VAAAAAProject Goal The goal of ;the project is to' increase niational 
AAAAepoyjieft and icomie by' the creation of an economic policy 

A~ ~AA'rA'A'yA/nAAA'AA'conencireltolenivate sector, growth. A A 

~ 
AA'AAAA4'A~ 

AAA 

ProJict Purposcs*' The proijctv ha5 thiree 'interrclac purposes 

tosfemgtmien t contribution' of the 

~AA~~A~4A/4 AAAAAformulation' api-anisal amid imlmnainof 
ecoInomic, poAl'Aicies; 

'A'a(,seto AotAAAheAAAAA''AA'i 

warket orilentedJA 
AA 

private~j'A 

of 

in e to 

(2)~~~~I 

s -

to~~4A 

Aumer 

contributei~Arvtzto 

-'aeond~nepietoa bro'K-ad 

A'' A 

totescesufacinfm 

Apctu Aof 
4 

') 

' 'A 

- A 

AA 
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1~~- (3) <to develop the-capaci ty of tile Sti LankadI)"Ci i LauI ar~.t to
 
'tibroaden jpublki equdity 'participation in tile cconoiiwand" increase
 

4444.~.:.'~<capi tal Tosofrcres ,for iiivestnen t.~4 V444
 

c~iccive4 fe project Is four, interrelated compohcalt activitIeCS 

-a >4 apr'lvato~c~
SCl-J\licy' dialogue componlent with the4 objectives
0buiIdii tu1le capabil ity in' private sector reresentative 

Kg~~~ps &dntif), and undertake policy resear ch and p licy- V >JI 
advocacy activities, and4 to achieve enhanced public/private., ', 
Sector policy dialogue; $44 

414 ~aprivatization supiport component with the 'objectives of i 
>2>7,assisting .tne implemetation of the GSL's 4medium term-

' 

priva t iza Li on program, by, m6b iizin o and ins titutionalizing tile 4444944 

capability to carry out privati-zation actites 

4 - a capital inarkets support component with tile ob~ectiveso f
 
building boin broader public equity participation--in the
 

44 economy and mobilizing ca3pital. resources4 for investmeit in new
 
and/or epnigbsneoppruiis n
 

aventur'e capi(alI componlen t,;iich has as its ob~iective thle
 
stimulate specific now and' expanded enterprises thirough
 

participation ill eq[uity and management..444
 
-. The above four comiponents have a degree of iiiterd~pendency


w4v~hich wlsevtoreiforce the project 'as a w~hole. " Suprtt 
44 

4~~,.*.the&rivatep sect or organizat ions will help to dev'elop' aii informued 444 

conistituency for greater private sector participatioti in economic
 
activities. 'This will reinforce the work of the Priatiiat ion,
 
Cormiission, whichi in turn will depend onl thle efficient.worki'agsof

the capital mnarkets to allow ,broad based ownership of divested ~
 

entrepreneur. and investor in the appropriatec use,-,of equity 

ins trumen ts . Anid, fiially, th(, venture capital component. is. 
 444 

,deigned to dein6ntrate' the pr'acticaliiy of finan~cing new ventures 4 44 

.by:"emeging entrepreneurs through equtty. 'As all, 'four ,components4
 
44 4 thercie be 4a' broad shift: iii public awareness
44444begini 'to' fun'ction , should 4 

of the advantages of a systeim whidh opensparticipation inll 4 4 

prdctv enteriprises to inore and more indiv~iduals.4444 44 

444444 C., Project Components and Did of Project Status-44444 

Policy' Su pport 44 44 4 

This co'm ponent i1. devel op an informied, coasti tuency in the ~ 
private sector to contlnue tile.dialogue on4 inrae riaesco 

4 

participation in the economy. There are approximately 7S active PS~s444 144 

in Sr Lankai repre.sent ing, very narrow, to very broad interests 
 ,4 4444.4 

4444444444q 



'~",''m"dupendiiig ~ on iimesi of eachl UCg.aIIzatIi. 01is ul
 
a'.i"ird, broad , ivate g-i tio ',p1i C
bipe... sCctOr0t : io on mamber uf 
Coiune'rce,, fpiiidd iW 1839srethe. AMong thle other larger 1fhiribers 
Ceylon jlatiohl Chamiber of' Commer~ce and~tile Ceylon Na t ion~laII hae~ 

'~p~Wf~ilidusrfe~ botn formed after iiidepenhdeince in 1943. ", Tle;:< 
~'Ce'l6i foriled"'in An.A of~Employers. Federat on o was. 1927. example

ii'f Sr akatIs mnesa 1isned profess'ional' associationis is, the 
Inettt of.Cir~rdAcutt -founded. in 199" 'A,' s"vYo 

'pursuing somec aspect of' econom~ic atldlysis ,inorder 'to, bet ter ,,.-',.>. 

wdrtand'tile economy, and to present a more cl early 3r ticulated 
policy position. However, 'few have the 'resources and thle' e'xperience 

,to undertake sucli activi ties . 

A U.S.. firm or 'organization~experienced in working with. 
PrivateSector Organiztions Q'PSOs"Vwill'be competitively selected 
and employed under, tile project to estaibl-ish"a "policy support unit" 
that will assist 1'SOs. The firm' or organization, ref'erred' to herein 
as thle "unit"t, will be hired through a Cooperative Agreement and~ 
established in Colombo with a long termi expatriate consultant arnda 
small uumber of loal staff. 

Thle overall role of the unit -will be to stren~gthen the capxacity 

of participating PSOs to carry out policy work. The units specific 
process, receiving and evaluating proposals by' PSOs for subgrants, 
and administerinig the approved-subgrants. 7 '~ 

The unit will be a focal point for PS0 support. 'It will, lover 
time, become a source of informration, including whidi actor~s on thle 
government a well as private sides of the policy dialogue. are 
engaged in specific policy agenda activities,;and whichi don or-funded 
programs are supporting waich actors.: With-funding for operating 
and snort term tecniical ass~stance, costsof up to $1.4 million', tile 
unit will assist Sri Lankan chambers and associationstodevelop 
their 6rganizations, define their policy agenda, organize their 



in-house research clipabilitics aind/or contractffOr c:;Lernlal 
expertise,- and develop thei'r 'analyses for 'presentation. , 

Tile policy support -unit will also manage a fund of '$1.5 million 
for sub-grants to Sri tanka'n PSOs. About 15-20"PSOs'are likely~ to 
participateas.. bgrantees i the PS :pro'ject. The object'iv 
the subgrants will be' to provide speci'fic 'support to 'individual PSOs 
in 'carrying out policy'-stuidies 'and in stretigthejilii 'their' capaci ties 
to conduct policyddial g-ue. 

Thle unit- will' sol'icit proposals forspcificsubgrat'fromW 
PS0s "afd ;prepare them for review 6) 

V ' 

b'YSAIDJ The 'pro'posals' ,il'l1 be 
evaluate'd against approval criteria agreed to by USAlD and~the GSL.' 
Ckicea~ subgrant proposal, has been :approved and authiori'zed 'by' USA'ID, 
the' imit ~will be responsible for entering -into. subgrants with -he 
PSOs and forthe actual adminis.tration oftile sugrat... edin 

will, p'rovi'de for a11 sulogrant acountijing ad assist';in various"' 
procurements by tile subgraitcs. o a 

. 

" 
"~1" 

.- ' 

' 

' '' ' 

' ' 

'' 

" '-' ' 

... 

onwthe spcfAMfnnig -I' 



absitanonsuI 1 ~ ( 01bl~~ocalz and eXpatriaioy atn'iiiglid 
1study touir seq'6i iiuht and otiler dirle'CL COS tSof the I'S.0s, Tile size~ 

of thubra~t' wi IVai') consid erabl ',froll7the' $10 '000-20 'O00 
foVee, mli-yar subgrants. Ap propriate -financial icofltribut ions 'b),th'e PSOs 'will 'be 'required'apart of, the criteria '7"< 

'~A~,V 

'' 

'.~ 
'' 

At 010thelld of the 'jC~t, the 'capaci tof ;dle PSOstobcnduct~ ~ policy,researdii analysis, and dialogue on issues of ~concern to1rtlhe 
~v'~~ 4 'SriJaink~ah priva . businless community will ha.ve been stren ' hened. 

"This will manifest itself ini anl enhanced capacity of individual PSOs
and the, PS0 coinnuni ty at large to participate effectively'in
influerncing'business anid economic policy. This component of the 
project wil'l achieve these results by working with' fifteen to twenty

K individual PSOs to develop specific programs of research and 
resulting conclusions. Another five to 'ten workshops will be held 
to develop ti-e si ills of groups of 'PS~s with similar interests, to 
provide a ibasis for effective collaboration. 

~ 
"' 

-

I" ' 

Privatization Program - AID will provide $7.9 million fo~r technical 
and fTinancial :assistance to the Presidential 'Commission on" 
Priva'tization and isLS MR-based secretariat 'to' imiplement its mnediumn' 
term 'privati zat ion program.' This program , develo ped by the G3L,includes twenty four identified SOEs whi ch aire considered 
appropriate for divestiture at the pres'ent 'timeu. Tw\o companies have 
been identified for immiediate sale to the public through publicly
quoted share 'issues oii tlie'Colombo Securities Lxciianige.' The 
remainder will 'be1 sold either to" individual bidders or to the public 
at large.; The Commuission anticipates that the majority of the SOEs 
will' be sold to the'puiblic through share issues, ill order to honor 
their mandate for~broadly based ownership. Tne twentyfour SOEs are
largely in maniufactuing, wi tl a, few service companies w~hich include
'the tourist Thdustrv, motobr sales, trading,' and( advecrtising. A 
complete lis't appears onl page 7 of ANmex B. 

.~ 

'1 

', 

' 

' 

,. 4 

~~ 

AID assistance will be directed toward three stages in the "' 

drvtaioe prcs:()tcnclassac, equipnient and other
dect support 'for the Presideatial'Comnmission onl Privatization, (2) 

expenses. of the .Coffinission associated with depreparation of SOEs 
'for-divestiture, and (3)'costs of actual divestiture,'including "" 

' 

" 

svrnepayments for redundant labor. ' ' "-"" 

1. Supp~ort~for, the Presidential Commtiission onl Privatization. , 

4provide 

4 

Amrixof expatriates~ arid local shiort-termn technical ipecialists and, 
one lono term expatriate advisor. is planned.'.The long-term advisor 
will be attached to the Secretariat for a per~iod of, three years to 

ovrl eriia expertise and guidance in plantning,'"'' 
preparing and executing prilva'tlzwtion actions. Because of the,~
complexity 'of the privatization process and the requirement for many
and varied forms of technical know-how, project funds will also be4 

"" 

' 

4 

4"' 

" 

"',"*~4 



- ---Used to f LIII 311 adi 2U JCJ' SOIoi lLJtS of sh1ol-t:-t ril'(Al"Ion 	 1) Lti ite 

adis< sevcs and 60Operson-montlis of short -t rin -Jocal advisorsY 

as stice:i 'b coupled wit I 	 itIi I I I''~the' lI01g -ter II advisor asiulC 

~~"~-Tii~long-trn advisor as'%ief of Par tN, for tile contr~IL 1 L 1.' 1 2 At-tcCoi~ss16-n tile 'sp.'repollsCs itUITfor working 	 -- to-define .'.f 

terms of referencefortile short-terni'specialists, identify miultiple . 

exaraeand~ ioc' canididates for tile tasks "(for selection.by the- 7 
" P>Couisioll) niuide tileprogres~s of their work, aind suumi t timel'y an~d ~ ~ 

' 

~ 	accurate-reports onl all uses obf contract funds. Tne 'contractor will'
also ari-ange for tile overseas, training/stud), tours planned for the 
project.4 --

.

' 

TIhe coiitractor will maintain separate: offices outside tile Cormission"
 
secretauriat 's. office'whidi is located' in' the Minis try of Finanice aid
 
Plan-iiing. The contract budget will include funds for office 'rental,

procurement of' office furnishings and equipment, utilities,

telccoiiltiunication , and secretarial -und~other operating costs. 

AID project funds for techinical assistance will be 4$1.3 million. 
'The' GSL contriouticri is estimated at $120,000. j' 

in addition to techical assistance, certain:capital costs of 
office equipiient and furniture will be provided for the secretariate
 
using AID project funds. Equipment will. include appropriate 

computer systems. for' use in word processing, fin'ancial analysis 

-

and
 
data base'mariageiiint .tasks, a medu-capacityicopying minije and 
telecommuunicationis equipunent. one, vehicle for use by the long-term 



contract advisor wi II also be puinased and. following the a'dvisor' s. 
departure be assigiicd to tile Secretariat. 'All annuai 'recurrent 
operating cos'ts of tile.Secretariat willbe met by 'the M L. AID 
project funds for ca'pitail costs will be$40,000. The GSL 
contributions 0ve, tile 'five capro is estimated 'at $200,000.' 

Finally a mix of public education and publicity campaigns
 
carried out by, tile Commission related to thle opportunities and~risks
of thle privatization program in genieral wilb up tdby the
 
project * Tile Coirvission will- stage- seminars aind workshiops, prepare'

publicat ions 'and lectures, and use media advertising and programning
oppotunities to familiarize the Sri Lankan public 'with the process 

'
 

of privatizationtile benefits. tobe'gained'from it, aiid the wn2ys
and hows'-f equity share oiiiership. -AID project funds' totall-ing.

$200,000' are-budgeted for these activities.'
 

of 	SO' Divestiture.'-~$2,-~~~ 	 for -rpraii 

In 	preparing S)Es, for divestiture, the Commission may be required to 
4' ~take a'~nurnber of actions, such as providing 'adetailed independent --. 

' 

.;<,

-acc'ounting- audit of 'thle SIDE, establishing tile value of the'capital'. . . . ''>'' 

structure of~the SOE" and providing for the legal Ifortiation of the '2- - <'' ' 

new company. .. AID funds will be provided tooffset the Cos tSOf Such"- ' 	 ''-" 

preparatiory wor cs long ~is there is am resonable eXp)CCtation 'that ~ ' -- A~ 

the. SOE will bc, divested. - Use oC[,AID funds therefor e will be j24~~-~ 

--- ' Su~je~Ct to tile followin11,g cri ter ia.: '4 

'''44~7 24~'~~ 
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stihii tibbioll b ty11I'Cruln i iun ol' o di: Li i I d 1)1,1 
t!i~i'e~~uc oS ict~SOL ii quest'ioo.; 

o~ni U,wdt I 

~ 

Lob i0tdCe I a at IleaSt 5I1 of t I I shares pilus 

frtiier ev id(eince that actual'con trol rof the pr ivatized companly 
not retain an indirect control, eg. viacontrols over raw 
ifmaterial supplies~or markets of thle privatized company; and. 

i f only a p~art 0of all SOL is to be privatized, evidence that 
parent SQL (if it remains iii operation) ill exercise no 
idiect conirol over thle new comipany.. 

tile4 

' 

tareetted tota Cost 6fit preparatory steps for 22 of the 24 
targtedSOB(th fistj two have been covered by the Private 

Ditcrprise Promot ion Project ) is.$2.0 million. All worlk 
coite'mplated iii this catcgory involves local consultant and media 
services.s Any requirement for expatriate tedinical advice on the 
prelparLory' steps wilbc;covcrcd uy the technical assistance 
contract. Costs will Luc met by All) project funds anid (33 
contributions ill roughly a 75S,/25%0 propoi tion. USL c(.)I ibu ions 

funds it muay generate onl the sale of SOL shares, 

inaddi tion to tile costs of preparation, tile' linu t cos 
of commission toes or other cagspaid to tile brkes o ohers 

assumiing a 2.5%a fee against thle total value of shamres sold', is $2.6 
million. 

.'i2 

3. Redundancy Costs/ Post-Privatization Supports . 

This category of support. includes paymients associated with redundant 
laoor . It also includes several schemus which will be put in place 
0) the Commission to cushiion ,the transition through managemeat 
consulting assistance and worker training to thle niewly privatized 
f irms . . 

N 

V 

~ -~~. 

The Commiiission estimates tthat. the 20-25% redundancy inl thle current 
labor force of tiie 24 targeted SOEs will require severance payste*.jK
compensation amount ing. to about $7.3 mllion.! The magnitude of tl 
sumis involved will vary from case to case. Because of labor law~s 
whiici p).roteCt r igiids of woters iln~pr-ivatc firms, it is miost likely
thiat the severa~nce of iedumidant- labor will occur prior to the 
divestiture of thf- SOE,'althiougl t also possible that severances 
associated with tile privatization could be made by thle new4 owners. 
In ei'ther case, luip sum mpayments will be made, up to a maximum of 
eighteen mohnths of salary depending? on the longevity of serviceof 
the 'emuployee. IHowever, only il tile case where tile severance occurs'. 
while the enterprise is still owned by the SL i)~llproject fundsbe 
used toe 11burse severance paymueunts I Further, paym~ents will only~ 
be made after the divestiture has occured, as defined above. Thle 

-total es.timated severance. liability, for all 24 SOEs is,$7.4 
millioit All) project, funds -wi IIbe used to meet soveranicec Payments 
up to a muaxium ofC44, mllion. -,r---,.-

,~ 

. 
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~~ 

-

--
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ben6fi ts. .fhle gratuit)" 'yneret for, S0E einployees i's calculat ed at a ra te 
of oile-hialf uoiti-f' salary. for ever), year of, service of the'ir'st fiv~ 

Syears 
4of unintelru6ted .emiploymnt. 'These ' aynrielts may be 2made-'4'the 

4time thE'~$Esk6al status is hagdor possibly as contributions in~64 
aeirnenvftin, tile. liabiltity is passed oil to tile prvtie

colipany 11tne7Gl;-i-IIii hT-r'ihITC1ly.r I:ougITvif- redct-±oni~ th 
share pjrice. Tile (G.L will coverall of the gratuity payen~s. 

~ 

-'Fz.y 

~ .~ 

Aoa of$n.,0 i ADproject funds zias en e aieto pay for<management consulting services fo rvtzdcmais Tile need for. 
such services will be. identified dutring the ianagenient survey work done
by thle Connissionrprior to p.rivatizationl and in consultation with the new4 
otwners odf thle compainy. Areas where consulting assistance ma be needed 
include business planning, new product or mrarket development, design of:7 
financial control systems, implemeatation of employec.elations and
employee sto& ownership programs, research and developnent ,aiid quaIi ty
inliproveinenit and cont~irol1. 

Thie Coininission, ini coope-ration with tie privatized firir., will also 
identify~ weaknesses in labor capabilities arnd identify trainiing
requiremen ts. 1he traiinig would be carried out by tile new company using,
local training anid consulting firms. A total of $250,000 in AlID project 

. 

~~> 

flnds Ilas beeun so-t aside to pay for assessniit of training nceds; 
devulojiricdnt of triiirn currictia anid prentio ofcuss 

Attie ndof tne ptj ,i santiciped thtteequivalent ofaltwenty-Lour enterprises wilUJ have been divested, ii thihe understanding-that some, companies .will be cdropped from the list while others are added, 
duochanging economic and political consideijtl'ous;JThis will2 

represent a tranisfer" of approximately US 10O nmillion 'of productive assets
:fromi public sector control to private sector owner~ship. Tile 29,500'
empoyees of the twentyfouir SOE3, in making this trasition, will be 
~critical to tile success of the under taking, Project funids have beenallocated to assist in their becoming more efficient if they stay with 
il~eenterprise, ad to assist in their move to another area of endeavor, 
if., fthe), are redundaunt. The results of t~iis shift of assets and mianpower,
whlich. is large enough to0 be noticed by a sigrqdicant portion of tile 
nation, will be t enhanice the public's appreciatioml of the relative 
roles of goveriwnent and pri vate sector in productive enterprises. It~.4 

wilalso institutionalize the mechanisms for priv~atization withiin thle 

~ 

>. 

. 

. 

'w~~ 

.. 

Thscomponent wildvlpthe capital market mnechanisms to build4 
broadrpubflic quty participationi and miilze..capital resources both' 
for thle privatization.'effort and overiall~ inv~estment. The 'Colom~bo .... 
Securities Excliange was estal~llshed in 1984, and drew together several 

>local exchanges to form one national trading operation. 4 Volume has been 
climbing rapidly, but from ti very low' base. Average dally turnover has 
increased fromi approximately $20,000 to around 4b5,000 over the last,4
three years,,wh~ di tziough still far from mjeeting its potential, indicates 
a licalthy beginning, Thle Secuities Council was established in 1987 to 

4 

' 

4 

P 

' 

~ .. 

pr~ovide regula.tory supprt to an qul ties market, and h1as sturteid to ' > 27' 
.. adL ess the necds4 of 'aii expanding inarket. Cutrrentiy A thieExcdmaige has~ .. 4,4 ~ < 

4 
'p ''- ' '' 4~ ~.4,..V 
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17is toilu CO-WIi 1~,v.i.1 01 Ca t ions for' I is1thfin 11U1I01m b.o~r 
Tntlre i 0o tiw proSP-Ct of up, to n l stings' being generated 

' t nir'o 4 iu the' 'SLs privatiat ion progi ams In) order to cop Wi ti artcindeasing vow e oIai es and to prepare the pubilic to appreciate ,both 
we risksCand the rewards of tuity ownerseof , tile Cololbo Securit'ies , 

Big a eU(aiti dCouncil wi'llneed to ievel p uickly A 
Seritie:.4s dtc"'hito t Co ibo' Scuricti 
to i eet theodelatds of an expanded capital 

lgc to assist 
aarket. 

diemll, 

A'total of' $1 ,00,00U) for long and 'short-termn advisors and tecnnicianis is 
planned. One long-ter advisor will be posted wi the hnSecurities 
Council for a period of three years to assist the Director General and to 
he~lp improve excnange monM toning procedures and use of the e4\aipllent and 
facilities of the stocK exchange. 'File advisor %qil also assist the 
Council inl iIs' effortis to develIop the equity> cap)ital side of the Sri 
Lankan MIarket. Six poison-mionthts of short -term expatriate and tv'elve 
person-months of short-term local technical services are also planned to 
prepare policy anlalyseS, recommellnd neccssary' polic)' reformis, design new 
financial' inStrUn-ntS (SUCn as unit trustS, mutual funds and -' 

~ 

syndications), prepare technical regulations 
various activities of the Council as needed. 

and provide support to 

-

'ie Colombo Sccuriis xchiange will receive one long-term 'technical 
advisor for a pcriod of eighteen months, This advisor will work witii the 
managemnent of the ExchIange (and( in coordination with the Director General 
of thie'Sewcritics Council) to smooth the transition from the existing 
trade recordino and reporting system toa new, inre efficient operation
for handl in~g stock trades. In addition, six person-monthis of short term 
expatriate 'and 12 person-monthis of shlort-term local technical 'assistance " 

will beprovided to tme Exchange to further assist ilspecial .. 
requirements rela:ed to the' installation of equipment, the setting up of 
tWe Lxciangeis Central De~positor), System, the' transfer of technology from 
'other stock exchianges in the region, in-cowmtry' training for. 
or'oers/dcalecs uimed at streamlining thecir operations, and otner 
supporting iervices Lor brokerage firms. ALl technical assistance for ' 

this component will be provided under a single contract. 

A total of $350 ,OGU will be expended on the production and distribution' 
of materials dusigned to increase the familiarity of the invest' 
public, listed firms, and studenits with the~operations and functions of 
the securities exchange and the capital market. Elements of this program
incluide public seminars oilthe securities market as wel 
of general inforimotion booklets, the Exchange's rules' and procedures, and, 
a school text for advanced students in business and accounting courses.* 
Apublic relations component is' also planned whiidi will include 
;production oif a television documenC1tary for use in 'schools, other 
educational television programs, appearances by Council and Excliange 
members on TV panel 'shows and a press campaign in English,' Sinhala and 
Tamil 'language' newapapers. ~ ' 

" 

, 
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AIpjaqii provide$245 OU fo~r te'purcia se~off1)7: ih 

Le ll~It7UuLiC tiOlIS. 
reportiig~ equiIpnent 

'train in'g 'E~fi ce 'aiVd~compu terized recor ,d-keeping and 
for b~othrte eCouncil and tile bxclange §~N P3:'~ '~-~ 

Procureiient, and, insta3llition- of equJiment willbe 5accompanied,a
subscantail ties.aulnd of the 'Exchzingels operationsi to hielp it, expahd

it aaiiisadreduce transact ion- times, '\vo separate computer __________ 

~-

The first will be used to automate thenExchange's trade recoring and ~,reporting system, and1 the secon systewwill be used to. automnate thle 
proposed Central Depository, System (GUS)> Because of'scrt 
requirements, the CDS hardware will be plysicalli, segregated fromn the 
trade recording and reportinig systemn in a secure6 office; Project- fundswill also be used to purchase coimnunicat ions equipment, printing
equipment, general office equipment, arid training equipment. 

-

The ScurIitieS Council will receive 1roject-fUnlded equipment including a
micro computer system for v.ord-processing and fin~ricial analysis,
appropriate software, a 'hediun-volunie photocopier and -al offset 
lithographi printer with plate miaker. Equlipmelnt wJ~i be installed- in the 
offices of the Director General. 

- -

A total of $45,000 will be used to finiance familiarization and 
consultationi travel for Council and Excliange managers to securities 
excuanges in other countries of (iheregioni and trav'el to participate ill
-professional mev.etings. W~ring their training, managers will review 
operating procedures with an--eye to transferring useful innovations to 
thle Colombo -Exchange. -

--

At the end of thle project, an impqroved regulatory ciaei xetdtinspire- inivestor> confidence, and an improved climrsatediso thpec -to-sks 
and~rewards, of share oiiership should significantly broaden equity.7 -

participation~ in the economy. The expanded mrark'et fbr quality share -
issues' will attract increasinignumibers of enterprises to-consider the--
Exchange- as useful means of raising-, quit), capital, and -thus transform -

some perceptible incremient of savii'gs into iivestiientill private 
-- enterprise. - - -- - --- -

, 

- Venture CapitalCompan -

7-This 

-~- ~ 

final -conen introdue a- new concept to the Sri Lankan capital
marKet structure with emphasis -on higher r'i sk- investmenits spread across

nuerusinesor wthcareful managemient. ovrthe--last~two years,
several prominent; Sri Lanlkans have been -working on the concept of a
venture ca.pital company oi':ned by a number of- interests sufficiently broad 
to enCouirage--new entrepreneurs rather thani finance in-house projects of 
any, one -group. At present, a core group includinig several-local 
invest ors and -tile Developiment Finance Corporation obf Celn have started
the processof-incrpor~ation, arid are- pressing ahlead with the formation 
of compan- whichwilflraise $1 million in-initial capital,~alid-a further 
$2.3 million: by- the end of the second year of- operation. Project funds 
will-be provided to support the start-up of this Venture Capital Company
(VCC) in its early years-. The funds will-be used for-four purposes; 

-

~ 
-

-

--

IL - - - ;;: 



'Capi td ,Ca~ I it C CUS LS (i3oUt $60,O00), a.col rt tiol toward VCC~ ,eq1 

rNit 11A COSA i 01 VWS L a ss f r i u
Lt'st Iour. y tUsdur s(ut o 

$6,O) short-term-~expaLriate and local" t'echiical assistance to
 

strengthen VCC mna avgemiert, uupos cts and
tni'4gatea support portfolio
 
,compan _(a boi080 0010) andit ra iin/promotonaacivities t expose
ies t 


VCC nianagemen t as we 11. a s the-Sri i s t conuunity, toventure,
 
c)aI-tai-pract-ces-(abut4l&u000,. 
 "'r

4~'~ -TheVCC %,,il be pivateuly cotrlld nd be ca pi (:ilizcd by' its sponisors 
at, ai Onimuolevel of Rs.30tillion in paid-in. shares'.2 A Cooperative-

. 

Areemnt will De e Pet Alenand the VCC wh n te oVCChD has 
been inc~orporated, a minimuii of 'Rs.30' mi'l'lioni iiinitia'l capital'>has been 

, 

sponsors, .and nMagingthie1qidinnotticleas callableIiied.capital)Fur'th,b) the comnyconcurrence wi th< terms ther be~en ' USLAID of
);AID i lle d :copnt;r i:2iat f association,"oporating policies, financial and business 

plans investment criteria and exit nmechanismswill b required as a 
condition precedent to'disbursement of, funds for operatinigsupport.
Continued access to funds after two years will. be further conditioned on K 
the VCC s capital base having readied at :least sn a 
successful rev 13~UAID of VCCatvte pt t1ha0 oiint. Tndra 

rdc xAAwill la reptesto the use of 'fuids and.VCC progress, butdecsios paor decisions, 

deiin rcoither op:!rational business decisions, 


AI role in any approvals of V'CC Board investment 
' 

Thie VCC %'il contrIact for technical services and e'quipwalnt following the i 
applicable rules 'for coop.-rative agreement recipients, 'and customs duties 

.' 

and taxes will be paid by the VCC. 
'"' 

The VCC %All mak~e equity investmen!its inlsane fifteen to twenty

subprojects when fully capitalized. It will help introduce a new' type of
 
financial institution to Sri LanKa, demonstratethe advantage to
 
companies to broaden their capital base as a~means of company expansion
 
wi thout losing control, ,and. expand the' sharemarke t through encouraging

its portfolio'companies to go public. The VCC' investments!.will" leverage
 

total equity and loan investment in'which will. be, inl the regi'on 'of $25 
milo.A conservative estimate of' tnie numuber~ of jobs: created is in'
 

excess of 2,000.
 
posit., ,........... r'
ocial;first ' 

'S'4'"'' ~ ~ ' ''' '' ' ',
 



Ill. MS PJ?134AT ND FINANCIAL PLAN~ 

" 

Tetotal est1imated cost of tnIe'proj ect i's '$33 mi1-1oni as presented in~' Pr-dwidem!$l-5O-Oi lo (-I5~ ov r- tile-f ve Yc ar 
l-ifc-of-projcct.' Host counitry contributionis from tlhe (EL' ar~e estimated'at $14 milli on (,131) anid f'romn the pr iVat sector at $4.0 million (12%).The breakdown 'bf costs by project component is also given in Table 
111-1. Considerinig base costs before contingencies' and inflati'on, the
total estimatud costs per component are: Policy Suoport, $3.2 million or 
111; Privatization Support, $21.6 million Or' 69%; Capital MarketsDevelopiient, $2.4 illion or 8%,; and VCnLurC Capi tal Company, 1$3.8 
million or 12%. ,'4 

. 

,, 

;> .'' 

4 

a' 

-

.44- - 4 -

~1.'4Table 

The detailed basis for Cost estimate~s in each of thle resfxictive 
components. is detailed in Annexes A tilrough D. The only other cost itemis the estimated $300,000 for monitoring and evaluations, whichi is bascd 
on $12,000 for establishing- a monitoring sy'stemi at the 'start of the
~project and six person-months of expatriate technical assistance at420,000/mo. and 12 person-monthis (if -oaltechical sitnea 

$2,000/mo. for eachi of two comprehensive evaluationis of the overall
project at id-term (January 1991) and end (May 1993) of project. 

111-2 SUiiUuariZeS estim'ated expenditVilres of AID project funds by-U.S. fiscal year and break~down by component, shioiing that costs arespread fairly evenly over the five years. 

.~44 

Table 111-3 divides total base- costs by input category and by source--of'
funds. Thle breakdowni ($000) is $3,996 (13%)for tecJiical assistance;

* $255 (1%) for traiiiing/study tours;' $407 (1%) for -equipiuctt; $1,'290 (11%)
for operatillg Costs; $1 ,500 (S5%)for policy suppor~t-subgrants;- $570 (2%)
for privatization and capital markets promotion activities; $19,7O00(63") 

- for preparat~ion of S0Es for. dives titure, severance and gratuitypaymnits, 
-- and post-privatization costs; and $3,333 (1'for VCC capitalization. 

-

4. ',B. 

4- -~ 

AID Oliiation Schedule 

-. The AID contribution to the project will be obligated periodically frow'
FY -88 through FYr92, as indicated -in-Table 111-4. All funds will befrom 

-the: Selected Dovelopnen t Ac tivi ties account. '' '"~ 

4 4 
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4Plcs~ r 2,9 35 3, 4
 

P4--i~~o &ipr 782 1370 21)582, 
Ca ia$44a :, L ov o iii ,0 225*~ 31 2 44 

Ventur Ca ia Copn Soo-
'4-,333,3 

AID.. Tabilnenc of~l Cppot Suial and anPlaltin ($000 calulte 

Tal 1ria2e Prjc US iclYa 00 rniueb 

FYl 89 90 F41FY9 Seto Y9 To talI 

P4~4 62 7 2 6S 3194olicy Support 25 $9 
Prvtzto Supr150 1,7 1,802152 1,6,82
 

~, Capital %Irkers Developnent 630 602 50 15 1,40
 
-Venture 500 12Capital Company 12- 12 3S333o3--

MEotrn n Evluation 144 14430 0 4~~ 

Subtotal 13,4583 3,9453,2 ,3299 2,2 3,401 
4o Cot ilgezicy. 


In[Lation 13S 18 11S .---75044
 

I 872 230 19 128 15 792 - 

740 18 

Tota To(Ru1 d 21,00 1J.,03,45 O 2--,80, ------- 32,94.007 

http:32,94.00
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T6.eI I1'- 4 AID Obligation and. E.xpendi ture' S-diedl&U 
by Fiscal Yer(,$00) 

by year $5,250 ~33150 $2,800 3 3$800 2,000 $ 0 

C.uiulative- $.5,2150 $640 9,200 $13,000 fl15,000 $15,000 

EXPEND IThUkit1 
i3v lear -0- $3,600 3 3,600- 1 2,800 $ 2,300.$2,700 

Cumulative -0- $2,700 $6,300 99009 112,700 $15,000 

C. Jlost Country' Contributions/Financial Analysis 

The overall nost counitry contribution is $17.9 million -or S5% of totaltestimated costs. YForI two of the four components, the contribution far 
exceeds AIS re~ference rate of 25%: the-contribution (base costs) by the
 
GSL to Privaizationi Support is 6,11 and -tnecontribution by' private
 
sector 1ivestors to the VCC is 87%. On the othier hand, the host country

coiuribution by thepr ivate sect or chambers and :associations to the base
 
costs-of- the Policy Sapport. component is only 111%, and the combined
 
contributionsby the GSL Securities Council and the private Colombo
 
Securities Exc1iange to the Capital Ivbrkets Developnent component is 22%0.
 
In the latter two cases,~ even though. the con tributions are lower than
 
AID' s reference rate, the levels are considered substantial and.
 
significant relative to the entitles involved, and therefore juistified'
 
per AID Policy Determination No. 16 (see Section 4.C of Annex A). 
The financialcapacity of thc various participating ML and private
 
sector entities t ) meet their contributions -to- the project and to
 
continue to mneet. relevant, new recurrent expenditures after -the project is
 
completed -is discussed in detail in-the technical annexes.- In summiary,

the private -sector' chambers and associations- will be reuie tomk 

- - both-In-kind aind financial-contributions as a brieroreouireceivinge
subgrants udrtiPoiySprtcomponent ;- the estimated total amount 
of $350,000; is juidged to be wi thin thefr capacity> to coimit.~ Firtier ,
the policy-:support unit is designed as a deieymehns to 'ssist for 
a limited 'period of time in the development of-policy- analysis
capabilities within tlhe private sector. Once it has comipleted its task,
there is no furtiier n~eed for tnis service, and the cooperative agreement
is designed1 to. terminate at that point, For Privatizaion Sup rt, the 
substantial--SL costs involved will need to be financed from thie proceeds
of sale ofthe SQE;Table B-8 in Annex B provides the cash flow --A 
projections by vear for the planned privatization program anid the 

--

financiial ali~sin Section 4.C of Annex B concludes Ithat there will be~ 
a positive cas f. ~-:flow. 



In the, Ca'piaI~nI i ts DIV(e 01111('11 L 6 1Iupollen t t~t1(' ((It r ib [itioI yII t 1 MhGL~ 
SCOScLi t S OMiI f'JC Sciell LS Coll Lizud annua I bud~cetL), suppr Lrt 
conlstant 98 levels oVer the life-of-prOjc(, whidi (lie GSL ~is exece 

~to prov ide.For~ the Colombo SeCurlities. ]Hchaige" 'the expansion 'of its 
functions through~the iiistailation of. the Central Depsi tory Sys teilD,(CDs)'~

ill1: enta~I new recurrent- costs 'and a. concouuuitan'.n ed fo an'dd itoa-4~ 
5souii ce- of -- el Iue;-- t heopti ols -to-estabh1-sth. c7nc -rev nu-sorc~''e,7- --

.~ discussed.Tin thte financial aiialyisif iie Exchang~e in, Section.;C oGf'W 
AriAnnei afnd: iiis, wil bb:bth sub jctr ofa~aCondition' Prccuedt4i.5o 

ibursemel 1t' of fundsr for, the' procurenmen of ,the CIDS coinpterluimn
~astly'; tnfinaci ah~i'ilitY of the'Venture Capital.Company i~s' .,. 

detailed iif Annex, D,.and indicates that given the relatively, con'servative4. 
-u~;~assmptons ii~~idi th proec'io4 ns were made, the VCC sh~ould reac 

brea k-even b~y 'year three, and show modest projects thcreaf ter. 

~ ~ 

. 

4...> 

. Aui4 roeue 

Th~~2Thieeare~three major areas of audit activity whichi require attenition in 

S this project. 
44..4.V 'r;..hniiil Assistance -Technical assistance, financed by AID) is subject ,4 

to audit by,,AJ D/1G. To minimize vulnerability,- the44ksioil Controller 
will conduct..peir-iod ic examinat ion o~f recordsl i'n supr ofdibrsmet 

2i and a' parttof i ts vouher examinat~ion..prograii. Tile Miss ion Controll er 
~i 1 also have to ascer a 1 4tha'' the variouis4enti ties''prticipating. in...... 
the 'Project components ]iave saifcoy conigpoeue n 
douetain :hs il apply to&the reciient of coprtv 
agreemnts (Cey'on Chamber of Cominerce , policy 4support4 uniit,' and the 

vnure' capitI noany). This will also apl15,to, the;i nistry- of 
~-~p:--"--Finance.ad'Planning, Secretariat for. the Presidential Commuiiissiomfn.... 
~4< Privatization,'Iand to the Securities Council and the ColomboSeuiities -

4~~.4.4 c ange4 .-,.. .4 

... 

4.ReimbursemnIt oEPrivatizaticn Costs~ A significant portion of project4
E.4~fnds will-;be used to reimburset (ISL for preparation of SOBs for 
divestiturie, . and for se6verance 4paymen~ts to. redundant. labor. Tile Ministry~ 

4 

~A~ ~w{J establish a 5sstem 
S <subject~to AlD/IG audit. 

for docurnenting 
~ . 

ulese paiyments whiich 
' 

wiil be4 
* 4 

~44j~XiEx ternal. Audis The Vntur Capital Company and th'e Colombo. Securities4r4i4 ~V $j.tr '' 

44>i~ci~ange, es r profit enterprises, ilbesject to,
ni-l ,adt a'ccceptable to the Mission 4.4444444-4 

~~~C ntroil,IKV>r both instancessAID funds'..wil be identified in ,the;<-444. 
~ ~'statemn 4oi~if4accounts. Sugria

4 
whc receive imore thani $10 000.-nder4.>4.k-~~44444~4.Kj>4plic supor't..copponn t wil e quired t o have' funds pr ovided1Yb~y ~444 

, 

-~ ~~h4 4 444j444. 4audited'by-an, independent, audito4r.~ 4 .. ~ 4 ,>W~4.' 4~. 

44444444 4 ~ t~44'~ .4444,4444 ,44'4,~'4 4.44W A.444 4 
44.44.44 44 ' ' 44~ 44 .4,44 44..4.4'IV PL N 4~1PHABNATIW 
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*tr1iiinon of thle capitail markets will servye thle needs of tile 
dvlpnew ventures which will inl turn enance the growth of eqi ty 

m~arkets; and policy research and 
~sctor-chamber s.aid- associ a 0oils 
"privatization obje~ctives such Lis 
currently doiited by SOhs .7" 

dialoguel uider talen by the private,'
maiiy con tr-ib ute -t oward 7broad ;~~;
tile emonopolization of economic sectors j.. -

-

7'' 

-

There will be,no steering~committee for the overall project. 'The 
specific rela tionships among the various agencies involved i' 
imlplementing cachi individual component are detailed in the technical. 
annexes. An overall project organization' chart is in Fig ure IV-1. In 
swumary, the Policy Support component will 'entail thle establishment of~a 
"policy support unit" through an AiD)-funded' cooperative agreement signeod
by' USAID with a U.S. firmi,' which in 'turn will be responsible for 
administ'ering a program of 15-20 subgrants with participating private,
sector orgaizations. The Privatization Support component will be , 

imnplemlented i)y the Presidential Commnission onl Privatization including
'support from anl AID-f wided technical assistance (TA) contract. 'The 

Capital Markets Development component will' be implemented by both, thle 
Securities Council' and the Colombo Securi ties Exchange and includes a 
single AID-f,.inded'TA contract to support 'both entities. The VCC 
component ilil be carried'out by thle VCC with suppo)rt from an AID)-funded
cooperative agreemenit. All of the major implementation actions ill tile 
project (two cooperative agreements anid two c'ontracts) will be financed 
with AID project funds and will be negoti'ated directly between USAID and 
thle enti'ties involved. Competitive procedures will be followed in all 
cases except for'the cooperative'agreement with thle VCC. '' '

' .. 

-

, 

-' 

Thle Office of Private Sector Development of USAID/Sri Lanka will monitor 
implementation of each of the four project com~ponents'as well. as ,the 

'project 'as whole (see Section V). Copies of formal' evaluations and 
~periodic progress reports will be provided as desired to the GSL 
Deapartment: of Lxternal Resources. -'

-

B.' Administrative Analysis ' ' 

The capacities of the' implementing agencies in cachi component 'are -

- assessed in detail, in the technical annexes. For the Policy Support -

'component, an 'independent'survey of chlambers, associations and other 
private sector organizations (PSOs) was undertaken during 'project"' 
design.' "The suirvey included an analysis of 13 PSOs out of approimately
75 active PSms 'in' Sri Lanka'. It formed the basis of theerationale for,
establishing a Oolicy support unit'ihiich could 'assist a wide range of: 
PSOs, and' it demoinstrated that in tile raige 'of 15-20 PSOs will have the 
capaci'ty to part icipate inl the project through the subgrant program. 

' 

--

Vital l of the 'other imiplementing 'gnisareonly recently ' 

establislied--the Presideatial Commission onl Privatization (1987);' tile' 
Securities Council (1987), thle Colomb'o Securities Exchange (1984) and the 
VCC (1988', anticipated). Tile agenda before eac.1'ins'titutin are;7'
diallenging but in eachi case within, the ca'pacity'of :theinti'tution to' 
carry out withm the techtnical 'assistanice' and other 'support finac by th'e 

- K 

project. '' '- db'h 
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I (AID' Pro ect Costs (Xily)* 

;i ~t,?thod of Mie thod of Approximate ~ ~ 
Input Category Implementation Financing Amount ($1000) f 

Pol icy Support 
,SUppor for Ceylon AID Direct Direct $ 200 
Chamber, of Commerce- Cooperative - Payment 

Agreemnent 

i~iPolicy Support Unit AID Direct 
Cooperative 

Direct 
:,Payment 

2,696 

~- ~ Ag reemein t 

Privatization &upport 
Tecdncat Assistance All) Direct 

Con tract 
Ilirect 
Payment 

1,322 

Support for Presi-
dential Commission 

GSL Arrangements Re imbursement 6,540 

Capital Mrkets Developnent 
Tecnnical Assistance AID Direct Direct 1,900 

Contract Paymnent 

Venture Capital CompanIy 
4Technical Ascistance 

-

AID Direct Direct 500 
Cooperative Payment 

.i r t -Age ,nen 

Monitoring AID Direct Direct 300 ' , ~' 
E a~uatIii Contracts Paymen ts 

14T8 *T' 



1,~The -composite i1;q,1 emmet1ta Lion1 schedule. for the. overall project
consisting of "the four imnplemnenta*tion schedules for the respective 

~ -. componenits, -is-iii Tabfr74VI.'-1 t-cal-ls for-all1-of-theInajor-TA'y 
procurements to be comipleted by mid-19,89. at the ilest and for ,the 
project Is, prinicipal equipment procurement. (computer. equipment for 
the.Colombo Securities Exchiange-and the Securities Couqcil) to be 

,completed iln the samec, time frame, Thefour componenti will be 
formally1~ e~viaaed together atnid-term andX'end-of -project. 7The key
milestones for 2masringacomplishments. of outputs in eaci 
'component are indicated in the respective annexes'. 

D. - Procurcmont Plans 

The Private-Sector Policy Support project will be grant-funded; 
thus,-AID--Geographic Code 000 (United States only) and Sri Lanka are 
the eligible source/origin countries for AID-funded project 
procuremients. 

The detailed; procurement plans for each component are in the 
technical annexes. Requests for Proposals (RFPs)will be issued for 
each of the competitive procurements for TA services involving U.S. 
firms, preceded -in each instance by announcements in the U.S. 
Commerce Business Daily. The cooperative agreement with the VCC 
will be. negotiated directly bet-ween USAID and the VCC, following 
wuiich the VCC willinegotiate a TA co'tract to provide the expatriate
TA services and 'overseas training required by the VCC. 

* 	 Local currency procurellents using AID project funds will in- some 
instances be included in the TA procurements, e.g.~ local long-term
and short-term consult-ants, local operating or administrative 

* 	 expenses or -localI equipment purchasies. Other local currency 
procurements wiLl be umade directly by the various <implementing 
c.gencles (iiiciuding the PS0 subgrantees under the policy support
component), and where' necessary-advance accounts wll be established. 
to facilitate the cash flow of the respective agencies. 

Offshore equipmient procurements will be pursued when off-shelf, 
procurement In Sri Lanka is not available. The offshore 
procurcments wi ll be made under the TA Gofl tracts or by 'the 

. 

cooperative agreement ;recipleots. This incluides the three vehicles 
to be purchasedidth AID project funds for use by""thi policy support 

~~~ unit (1), thelTA. contractor for 'privatization (1)and the VCC (1)I 

2Table, I.V-2, provides' a 'suiinary of the proposed methods of 12' 

implementation aind- mothods of financing of the principal parts of 
the project by Input category (refer also to' Table 111-3). 
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C ifiU6F di Fsoul1d Weavaia&6-l fr m the project
compon~ents to allow mnonitoring at both th.i output and purpose
l evels. Alocally contracted consultancy is planned early 'in)
the project to develop the monitoring plan for higher level
indicators for which admiinistrative data will not be produced
in the course of implementing the project. This plan may
include several low-cost, localJy contracted spjcial studies torassess projeC'L. impact. Two formal :evaluations are planned, one'earl), in the project and one near the 'PAQX, Performance 

'- 1 

""~ 

indicators at the 'national lev~el' will be uts'ed' to monitor' 

overall efet _ 

4 Policy Component 

Of the project. components, the miechanism for monitoring
should'be least' problematic for the policy component. 'Aseparate contractor will' Le hired to admninister the' program'of"
grants to business and professional associations arid provide
assistance -in' planln'g policy-related activities. The regular
reporting' of 'the grantees' to the contractor arid, In turn, the 
contractor to USAID will record the rimber and stages of 
progress of the various'policy' activitiessupported (i1.e.,discrete research activities,'semninars, workshops,"etc.).> The' 
developmenit of the capacity of PSOs to effectivelyconduct'
policy' researcli and engagin'policy dialoguie willbe
demons trated by their record'in actually conducting gthe
'activities', 'The imact of such activi'ties Ce g. :oni r-4anged'
;governmient polici'es) wil"'allso be reported to the extent 
possible by the coritrac~tor.~ "'K' 

"' 

Privatization' Component-

F'. 

Siiary une the privatization component, an advisor
will be assignodto the Presidential Commission for. 
Privatizatio6n. if -th'e planning for the initial pr~ivatizations
is'a reliable indicat'ion, considerable information will be
gathered on those firms which are privatized. .ihe. advisor" will-~
'~design 'arid regularly: report oi, the progress of' the<. 
prilvatiz'ationr program.: Muci of this'informaion 'will be
required prior to 'any disbursemnent of funds to thle G3L., At any~
point during the project, it should be possible to reprt the 
most basic informnation, the number of firms~ at different'stages
of privatlzatioii 'Data will also be compiled on such factors< 
as the' extent' of"'ownership transferred to 'the private sector, ,-
the number Iof inv~estors purchasing sh~ares, ,the' number"of "shares " 

- -

'N 

.4Y 

--

U 

. 

P 

the number 'of workers, in the Cirin before and after 
privatization, compensation paid66temlyswho -1se their--~ h 

jb,etc, ~<',''~* 



Capi tal 1Mir1ets Coqtigonent a 

Techiic assisuince will be assigned f:or art of thea 
project period to work withv the Columbo-aSecuritiles Exchange and 
the Securities Council. Dur ing this period, monitoring at, thle ~ 
output level (e~g. ,relatedtocoputerization of exclinge -

4 

Similarly 
ouptlevelillI 

moiorn the venture capital conmpnyn at thea 
Itbe relaitively- simiplc, USinig tLi cooperativeaa 

a~ a~a 

.ageement 
averificat-ion, 

to establish reporting -requirewnts, 
clind consu.ltants' reports. a' 

audit,t-a--
a > a--aaa-

Some of the purpose level inicat.ors mlay not be easilya 
qua nti I31e0 Mo iton th mpoemn in functioning o h 

exchange or tile effectivelness of. the use of the new computers 

descriptively.' Other indi'cators will, be available fromi routine 

reports of the Securities 1-,change and the -Cetral Bank. a 

a.. 

atatile 

'-a.,methods 

measured by the number of shares traded,- the number-of new 
issues, and the number of-shares -listed onl the exchange. It 
may not be possiblefrom biininistrative data to monitor changes 
in the number o~f p~rivate prsns ncaigchrrfrs 

- 'special mi-urvey may beconducted-at several points during 
project to iuojiit~or sucli changes as well as the 

characteristic- of those- fvested in stockC. The adoption of new 
of equity finaniciing (such .as unit trusts- or venture 

capitar comaes) wil1 bemonitored directly by the Private 
Secor eveopiient Officej'(, LAID. 

-- -aa 

-a -Evaluations and Special Studies a -

-; -

.,. :A major project evaluation is, planned by tile end of the 
second year to examine the:aimplemerntation of all components and 
the progress -iii aciving the several project purposes. 

-Because of the possibility that- thle different <componnts will--
be implemented at different rates -and be2 affected ,by differenta 
-factors, a major purpose of,,this evaluation will be to reassess 
the relative emphases given to the comnponents. 

--

-

a" 

-- aa 

F, 
-The second -formal evaluation is pandto be -near the 

end of project implementation. This evaluation will examine 
the extent to which tile project- has achie~ed-aits purposes. 
Because USAlT ;and agency work in~aprivate sectoral development 
still has an e~perimcntal character, determining lessons -

learned under e~ach project component will be' a second major 
-focus. a-aa~-aa 

aa 

a-

-

-a-'-
I 

a 

a-~~aa-a 

-aa~ataa~ 

-

a 

Bcuethe imlmnainof the dfentproject 
components may vary considerably, it ~l -a -asil athat 

annagemnent would~ decide to have one or more special, a. apaaa> 

mipl-evaluations~of-a-particuar-componenlt in tidditionto tileaaaa 
wo. pla-ne evaluations ofthe verl~l prjecJ. a--t.Suffcien 

fa.-unds have beenl all±owed in th eau'." ion augt 

miiovaluat1ions or narol focusedI anlsc f a[actorsata -a 

:parfrtn flc progr ess or Impalct of -anw project compollent 

ao~s 

- ' 

--

- --

-

t 

aaaWa 

t.tt.

-aa~a-~ . p -- \~---aa 
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SMLLAIES 	 OF ANALYS IS 

Eciomc Alnly)i Summary 

<" T~e~no~u~day~sb of--tlio-iidi .4uiiprloje c oiponcInts has-7to. -. 
cop with thle fact that many of the hoped-fur imlpaC's, are not tile result, '~ 

~-< of 'direct linkages. Instead, thle), w.ill be tile outcome ofaacomplex
~interplay of forces, economic policies, political developments, trends in
 

international markets, and man), more'. In view of that, the ecnoic
 
analysis - rather than trying to estimate the economic value. of any
 
expcte i>1mpacts - acked into the project appraisal by asing whiat
magnitude 	 te impacts'shouldhaveto make. the effort worthwhlue. , Given . 
that,; 	.6ic can'then judge. whether the project is likely to c Rtribute that
much t'o the measures used as, criteria.: 

Using ililus trative examples and quantit~ativye assumptions designed

~to capture orders <of magnitude, the economic analysis'concludes that
 

o 	 an ipmprov*3d contribution of thle private sector to policy

'formiulation would. have' to, lead to only an extremely small gain in
 
the growth rate of private sector GDP (somewhere around five
 
one -thousandths of a percentage point), to yield benefits 
comrmensur'ste with costs;' 

0 	 in the capitual markets component, tne growth in thne value of the
 
stock, traded wiould have to increase by, about one-quarter of a
 
pcrcentag, point to hiave "the Project "break even"; 

0 	 thle privatiation component should increase the" probability of
 
success for thle Government's' privatizatin~ campaign by 'som& 50
 
percentage points to generate benefits comparable to costs;
 

0 if, the in.estments expected in..he financial plan of the venture 
iaeconomic benefits will outweigh..,

'costs 	by i reasoniablemmargin. ~ ~ 

project is economically sound 'and 'will contribute to economic growth is 
sufficiently high, 

2. 	 Social'Analysis Sumrmary'. 

There 	 are .three primary social 'issues to be analyzed for eachi major,
project component: are there,'social' factors which argue for or against

j4~~ 	 the attempt to achieve~thle project purposes;, who will benefit and who 
will bear the costs/risks; and to what ex~tent call tho various 

.''participants 	 to'' 	 be expected behave the way the project design assumes, 
the 	 will.
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Tet fno yis of the oject indica ted tht widesprcad socialbenft eml),e four components of the project will be indirect and may
involvea time.agbeond the life of project. Tere may well be 
dislocations, specially associated with pt-ivacizaion. However, ,if thle 
con t r a nt-ar-,ucs fuI Iy- a ddrssed-t lie-po toi t-ia 1for-mor e apid 
growthledby, the private sector is substantial. 

The beneficiary analysis indicated that initially professional and 
business associations, new owners of~privatized comnpanies, the investing
puiblic at large, arid the founders and investors involved in the venture 
capital company- would benefit from the project. However, with the
possibility of gain will comie the risks associated with a more open, less
protected economiy Some of~the costs of privatization will be borne by
redundant employees, though tie project is designed to ameliorate some of 
the adverse effects. 

The participant analysis points out tIhe experimental nature of the 
policy support Component, noting that the response of various 
associations isnot easily predicted. The same will hold true for
 
investors, and the GSL commitmient to privatization.
 

The gendcr analysis concluded that the long range impacts on the 
-economv should benefit both meii and women substantially. The project

will also contribute to our WViincn in ]Iavelopiient agenda, for example,

through support for the Women 's Chamnber of Industry and Commerce. 

'11' 
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\11 CMDITIO S ANDJ OVENANTS; 

onit~n5 reQ Oh t to iibreet~-'' 

1. The standard conditions precednto disbursnt fo desgnaio of,, ~au~oriedrepreentatvs-5i -- ppl n-ddio representatives-from.-~
~the MGL Depar tment of EtetrnRes6urcs,'in PIL N ''7wf ercmedd ?~~YhT 
thatu. the~ GS jiRpoin representatioLves'LI fro di~ei a Commission oilPriv'atization and the SecuritisCouncil [or matterspx-tamning to their 
respectiverlsi die pi-oj ectt 

~2. Other 'sp-cific' conditions precedent to disbursement of project funds are 

recommnended as follows: 

7' 


2(a) 	 Prior to andisbusements for the Capital Iarkets D.-velopment
:i~ich, te"3L will appoint' a Director Ge~nerail of die Secuities,

COuIc ilI 

-Prior(b) to disbursemnents under, the Capital 1-brkets Developmient component

for tie procurement, o[ comIputer cquip)IMcn related to the Central
 

I 'Dxsitory System (CDS) of the Colombo Securities Exchange, the GSL 
 -

-. shall provide evidence that:- (1) all 1ioga1 requirements for dihe Exchange
to esl~ablish and' oprate die Central I--pository System have been met; 
.an(] (2) a means 'of- revoilue generation' to meet die incremental recurrent 
operating costs of the Central DWpositury System has been established. 

B. Covenan ts 	 * 

1.. Thle standa-rd covenants-on project evaluation shall apply. 
2. Other 'specific covenants are recommended as follows: 

'The GSL w~ill agree that title to the CDS and"'other confloditles 'for the Colomnbo 
Securities Exchange will be in the name of 

-~the G3L will provide exemptions or pay for 
'Onl items' purIchased with A. l.D. funds. -

C. CooperutiVe Agreement between' the VCC 

dihe Securities' Exchange," and~that 
taxes, duties or ay other chiarges 
'

and A. 1.D 

1. Prior to the subobligation of: funds wider Venture Capital Company 

component, i.e., the signing of the cooperative agreement with, the VCC, the 

"
 

',VCC shiall iprovide evidence that: (1) the VCC has been incorporated; (2) a'
 
rri1niw of -Rs. 3bOmillion in initial capital has.beer' paid in by the comny

sponsors; and (3) 'the VCC managing director' has b~een hired.
 

2. Prior to. disbursement of' funds, die'V~Cwill present a business plan in 
'form~ aidSb 'ceacceptableto A.I. D. , whi'ch details steps ~to be taken to
 
achieve broad based 'owiersiiip of the VCC in'cluding employees' stock options, 
 ----	 . 

l.imnita tions op gove'rnmenttparticipation, criteria for lnvestmreilit which will
"giver preference to~new eaterprises andJ Innovative 'activities, and a clear -> 

policy 	for exit proce'dures, 

3.- Prior to continued disbursement of funds to the VCC after two years of the 
-' 	 cooperative agreemnt have clapsed, ,the VCC shall provide evidence that their '"~ 

, 

capital base has r'eached at least Rs. 100 million. -. 

i 
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anal*IYzilig the ability of t~he capita MUrkeLS, to absorbt 
the~ sfare iS'SueS~both wi th rect to available capital 
and expertise. frhe development~of lnew. inves~tmpent 

~ 
W", ) ~'. jJ 

.. 

j 

opportnitie inldn unit-ew sts, 

share issues~ ought to &as thediff i clt), of finding, 
the capital to purchas-nily privat zed enterprises. 

",-ifoli

9 
A distinction neds to be made between the need for 
managers fo'r the privatized -firms and the need for 
entrepr~eurs for the Venture Capital Company. There 
has been little doubt that there..are sufficient good 
managers in :the country ahd thus the :newly privatized 
firm will be able' to be run effectively. Analysis done 

frthe VCG indicates that there are more entrepreneurs
thani pruvAiousl)' realized who- are anxious to expand
production or develop new activities. 

..

(3) Privatization fund: "'dission should estimate potential
total costs of privatization program and magnitude ai~d 
distribution of impacts on affected workers." 

-, 

Thie Presidential Coiwniission, wsith LIAIl) support, has 
estimated the potential total cost of their inedium term 

.privatizatioi program, together with the magnitude of 
,impact on affected workers. The estimate of '22 1/2% ' 

rcdundancy for a work force of 29,500 has been 
quantified in terms of iitial cost to the GSL and the 
project,. As part-of, the analysis of each individual 
firm prior to privatization, the Coimission will' 
analyze the work force to determine aii appropriate
level of staffinig, what-limpact redundancy will have,
and what should be done to assist 'those who are 
redundant. . -

. 

(4) Contracting mechanism: 
the appropriateness of 

"AIDAW, suggests mis.sion consider 
usingv a' single T'A contractor."1 

. ission concu.rs with AIDAM guidance on this subject
will not be using a single TA contractor. -

and 

(5) Moiorn and evaluation: '!PP shoiuld~be morespecific. 
on how the project wil collect data on its impact on 
industrial deegulation, privatization of SOEs-and 
developriont of capital markets, and on how such impacts
affect nationial incomie and employmet,"< 

. 

r........................................-

The monitoring-and evaluation~section of the Pas well 
as the econmic analysis provide detail onl what data 
needs to be collected on the impact of the project. 
Special attention has been paid to performance"
indica~tors at the national level in LSAD/Sd'i a -

Mnual 1xidget Submilssioni of May.27, 1988.' Tht3 is
suiniirizod In Chapter V, Mo~nitoring andl flvala, i li 
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$. iK<, P1in'Pwhat, con sidera ,ion; is, op.e gi~ii , .oGra 
AmV~~iiendment ,entities1in~ the contr act ing',process, including 

p siblty fan' historically black college/ university-s''a-a
prov'iding- shi'rt term trainling.'" -

, 

z''w 

U5AI/Coomb fel'sthat minori't), businesses wil 

~ 
Su6c ce s's ful11y done by ali 8-A-,f im. 
'felt~ that atly college or universty 
typoe of shor t term training needed 

Hjiowever~, it is' not 
ca nprovide the, 
by' the' project. This , 

. 

tedinica1'assistance and at least. one, of these 
contract-ors will- likely be'a f irm that qualif ies under 

, ,the' Gray Mlendient. . a I, 

~~~--<In,I'88 State 20514' AID/N review~ed the VCC and approved tfle 
~<'K~N ~Mission's 'proceeding "to authorize thc. project including the 

\CC comnponecnt, subject to guidance provided" in the cable. , 

-4 
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~ t'i'USIAl)D s assistan~e tothcVCC4]i1 the joi iri6f'a'pitrL

'~equipmient~ is~ liitdct a04Iiiimui of 0,O.' It4 is,

>part? of a 'packaige "o'fupport~designed, around tihe '
 

*W~ immediatoneeds ofaistart-up's itua'tionl , tile pL~ypseinOf: 2 
,~whichr is 10finance extrardinary tart-up cost1s,' , not 'K 2 

'o crrently beI'ng considered by other, "in-house" v'enture"-~ 
c: i~~atv'te o~bi initiated. By asistingQ


i-th~fih'ning'6f--both ca pi ta 1and -opert 6n s'tss

durng~ii&s 4 art-up peio ieproject 	 :t~ ii'dTt 


;deIII'h5r te tt these'extra risks are worth" taking' if
 
.,the ente&prises whic.1iare started are carefully planned
 

~~ aid 'prof-2ssion'ally, maniaged, even though they" come from
"'outsidetile VCG owners' own companies. 

(3) 	Greater. oversight, "MNission may want to explore...',.
 
delivering stairt-up support for VCC via a cooperative--
agrectient,j'Phicii conveys a higher degree of Hission 

«4 oversigh-responsibility. 

LGAID :agrees with this suggestion and will use a 
cooperative agreement for implementation of thle VCC 
coinponeitl 

(4) ' Role of DFGC: ANPAC was concerned because DFOCwill
 
hold one-third of thle shares of- tile VCC' and FCC is 41%,. '
 

-olmed; by state-owned -banks. 	 that whenRecovuniendation -is, 
tile' capital is-'expanded from Rs. 30 -million to' 
Rs.l00 million that' DFOC's share oughit to be reduced. 
-Further that no one entity ought to be able' to have j j~" 
more than3S1% of tile owners~ip now or 25% or 20% a't the 
time of expansion. -	 " 

ISAID agrees with this recommendation and will develop 	 ;~ 
,suitable covenants to address this issue in the
 
Cooperative Agreement withv the'VCC.
 

if 	 (5) Ownership by firms with public 'sector ownership: "After 

4 -' 'initial start-tip~no enti'tie's'with pblicsetor -,
 

:ownership Ehould 	 be:permitted't paricipate in the VCC 
'as investors. I Mission may wis to encourage th 	 a 
group-to offer VCC employees a stock.option plan as 
 4 	 44
 

4~' 	 part4 of their compensation."' 

M'ission agrecs, that as 'ageneral principle, state owned)
 
companies' should not participate intile-VCC as 
 '24 

-investors. 	 44~".Ho.ever, manySri Lankan-companies have. a 
*small-por tion of .their equity held b'y 'state pension' 44 

~~ -- ~funds~or other governent owned financial - "
 

',institutions . The Mission does, no't lwish to eLiminate a 

s numiber invstos f ML 'J 



~ignificant of potential'
-yparticip'ation in their equity isnot, refl'ected in their''' ~~ '" 

'management.. Mission will be, particularly~vigiiant in,- '4

4""''-'''"keeping 'the VC a 'private -sector institutionthrough ~'4 
thle mechanisin of, the icop'erative agreemeint "subs tant ial> 
part ici pati". 4 4LGAlDagrces withm the' second' k"'4 4"'' -4''4 

sgetion 'f~p'>vd gshares of the.VC.C. as~pr of' ~' 
-~ '--'"-~Y 4 the compensation V.C' 4 -444~4 	 packagelof employees. ",''4V4 

j4~4 2 " '' i '~ '' - ' ' ' 
4 '' f4~ 4 4 ' 
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1 bJE CTIVL ANDJ CA R ULE bESOUP1I100 

The objective of th is. com~punient is to fiIlrove the contributioni of private 
~~~sector institutiois, to ioarlet -orii Led 'ecunoiwic policy foriiulation arid 

imiplementation, through better,cdpabii ities in'tot mulating and appraisingeconloilic policies. ,/ 

.. 

~ 

11115 Wi I1I be accoi~m )l ish1) 'through"a spacia ily structured programuinvolving al 
estii~iated 15-ZO act'ivities' overtheIir' of the project carfried out by
inidividual private seto dcabrssoc-iations, reeredto'herein as
"1private sector, (irya izatiois",jPSUs). , Project i;ssistatnce will be~ wade 

agai'nst a 'cart-ully' defined set of approval, criteiafcussedom1 the policy
work whch tire participating P3Us propose to undertake Th1ie' project will -Fund' 
amix of 'tecmmical~assistanc, 'training, sei;dinars arid 1 liteu equipiuent'
procureiwen ts . Aseparate U.S. tirm or, organization w'.ill be employed' by LBA1U 

'under' a CooV_,rative 'Pgrceemment to acid~nister this comi'ponert of the project a'nd 
to carry out "various~tasks reqouired to sup'port" or ennanc tire PSUs ' general
aoility to' conduct effective policy analys is and' dialogue withi governm'et~
ecision-making aencies. 'Tiretotal cost oftliis cow~pouent is estimated at~ 

"' ~2.B A DWUUN1JAAT1UW,'LE -- "' 

2; 

4 

A.he oliy Aenda: Ina miiiid 'ecoloo~y where the prilvate sector i xpce
to play a wajor role, the' policy environm~ent within which the private business 
Co1 iunity operates is d. fundaimental determinant affecting 'private sector '' 

nv esti~tnt, ewpl oyrmqn t creati on and growth. Th :preiuise underlying,.this :, 
~component, of, thme project is thathtieprivate .sector nust:'carefully-~analyze

various' policies arid tncir' iiplication 'tor both 'the private sector' arid tme" 
nation as a w~hole 1o ttre as~sertinii~tselft'onl poicy" issues,"illorder to 
o~vel'op tiie' necessar ",confidnc. and'comnpetence to assutoe a leader'ship

poii in' tile product ive portion' of tire econbuiy. ~ ui nas'~,ol 
analyziny governiiu mt policyinitiatives.~but taing ai active. role'in 
developing 'pu0gm ails vimich wi'll improve the 'economy.; 1Wiflle gov'ernimient
ultii;atelysots business and econowlic'policy',"tile poliyiakri'g process can b 
siunmitjcantly enrichea'by con'vinicing ~anialyses' tmade by respected prvt seto 

C 

. 

N' 

iln il e pr ivatizatiui, of SUEs, woves to strenigthen tire Capi tal markets ,and 2 
Veff-orts. to expand equity. inve-strlnemt:'throuh ventue capital 'are the subjects' 

o6f'othedr PS PS ;coidipunents', tluis cowuponent will support,'policy 'researchN' 
anlssaddiljeb r Laiik'ar PSUso abroadrange of' teseand 'oth'er 

N policy issues of concern to time private sector. '"Policy" as employed here 
covers the yaiut from whacroecomiomii and sectoral policies to miicro concerns' 

Nsuch as regulationis amidinterpretations of rules arid picdres. In Sri 
NNC Lanka, the macroeconmiL "open econoumy 'policies' promugated since 1977 have

p~jrouced a basically positive and favorable policyenmviomment tor'private
Ksector 'pa'rtic -ipati',n, which is reflected in statistics on~ the ab'solute, and 

'C'"' ~~~relative overall' !ro,ml of tiie pr'ivate sector shiare in (GUP.,_CThe-current NNl<V'""

~NN~N"22Y2imacroecbnomic pol icy fraia'for[ as suitiarized -In /Mie, " L"describes the 

' 
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e rs0j ktl i' it pO IiCitS, ill .place priur t6 Iu 'an/af tite pr qres s 
4ifade'O trau-, exciinc' rae, Wx, wontary, pr icing, uarket deregulation " andj

I"er i pli iOWes01tI I iici1.us iii I~ pc1e,L L dr~{dsIItj~ S Ii rIdistoe 
1~>;txced t ,~eql j 11 ulc, dc nl ydSLev ow t si llor rws is to be 
cineio,.:evu' ,' to furthier nouraL - nu e)(pano private 'sector activity.~This,

asii ~ 1 ghteu in, tie'repoc~t uf tile<'1nioistria] Policy Cuin'tte1IPC) aa6td 
U~oy'tnE lj~!n~iju~iril 190l.I~/Tile IPC..repot Cdl 1I. 01' addi~tionalchanesA
and couiso i'ciow t pulcies rtIated 'to taiL radiu;~~p ticentives, 
acquisitin,-ucbit rec.overy, tile rule at sLate -owneo enterprises, anda hiost of 

, 

' 

A wiih tfie private sector is expected
coiierent policy. fj aiuu~or,.. 

to play, aiid tloe need to' establishu a,"" 

b.~1' Policy Actuls: Except lor, suit policing iucecsures -Imicii PSUs taieght adopt to 
seuruls of ueLdiiur for tneir oini i.ieuwersips, businless ama econominc 

policies can be jiffluci-icud Iuy PS0s but are 'uitiw~ately waue Dy goveriliwent 
minitris ara teirdepmacent ayiencies, boards o6r couuaiissions. The m~ost 

"foriuiulatio, in reerai 'is''tile Iiilis try of Finance and'Planning, including th e 
Cenitr ,Ji 'Dan?.. Tile lince iuiiiistries also engaye inl sector specific
po] icy-r:,aiijlg' anld regulations 'ill areas within Wueir purviewi. Perhaps tne mus t 

-illfl UL1 Lia1 diionlg tiit eInme u Iiistries in terms 'of iludp'ct onl the business 
co uiii ty at, tm e Ii iiis try of '[rauav nda t ippi 11 an1 rU1e Hin11S try of 
1in(uustries and SClintiriC f~tdirs'. The l1inistry of' Las and Ldfld 
Jevelop~ient, trurough ue Land kl oriu Coi.:ission, controls leases of crown land 
wid otner land rkited pul icies, tWe Hinistry of Laoor tuverrns labor Idws, -and 
so on. Un tiie uouir siotc of. tile policyouialociue tile private sector, lik~e i ts 
govermwen t counterpart-,-, is trayw~eiuted witn a large nuiuer of chai~uers and 
associatiljns representing, very uroau to very narrow interests depenuding' on 'the 
mei~oersoip constituency of :eacu- organuizationF Tile i~iust senuior ano uroad-uasea 
piiVate sdector oryanitiun is tile Ceylon Cnauier of. Cotiierce, :founded in 
1639. Ammqn tile otner larytr 'ciuaw.ers are tile Ceylon Nl3tlonal Caw~er of 
Com,-rce and tne Ceylon National Cliai1zer ot, Industries,, 'oth 'tbri~ed 'aftr ' 

independence i&~ 1'48. Tne "ipidyers Federation of Ceyl On WdS foriieu ini 1927.> 
iAn exan.pl e of on o Srif LanIwals many estaolisued professionalbassociations is' 
tile Institute of 'Clarter Cd Accuntants, founlded in WbY.' Altogetier a survey
coiinhsioneu by USAID/Sr~i Lankda it) early / ,ril 196J8 idenutified some 75 active 
PISUS, aiuong mincn 'auuu~t 15-2) are likely to partifcipatte'dS suugrants'-in tile 
PSPS pr oject (see su!:i;iry of survey findlings 'in Sectiuti 3.A., below). 

'"U 

K 

As 'a r'ule, tile governmenut' ta!,es Wne initiative in thle pol icy-maling 2process in 
Srn' Lank a. ite 'indiviojual PSUs have, tended to adopt.a rediCtiVe posture with 
saiie notablef exetci such as tilesuccessful initiative 'Ieu by, the.Ceylon
(.ndr erff 5Comie'ct! to r,,opei 5th'e insuraiice. business. to tile private 'sector. 

lo eLSlsi&'Ktle y&!einiit at tfies a 'tivel y seek.s pivate sector input. primor 
to settling~un apart iculiar po licy position; all earple ci teu in' tiee'PSO 
survey is' theyrelationsh tp between' tile Inoland 'Revenue~ Servicc&and6the' private
ltuicoie Tax Payer s Association." Tfie goVerni.H-nt has ocosinaly issued thle" 
Equivalent of "wkuite popers" to PSUs soe~iing the'ir reactions to proposed t 
iss'ues Qliihprove controversial. ARnexamnple is tierecently proposed'
transf~dtthaltax credit sce-iiewc "was~crithized by suveraP leadlng
cnait~cers w~hose views wure soua:lit followifng its aniuounceui~int as pato
Indostrial Policy Co4Iitte report.~ 

' 

' 

' 
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'iltv~ihel 'h'?LOV L:uxp1 ivUtlj r,6cvtudi.t Ow. Priat sector inl
 
poicortrlulation tLmnouqh, t~te dppolitti~iernt of st~vera I ,njin-lee puOlcJj:

!tr/privateiSecur~roljil.WS1 ('t TilL pinvote, sector reestatlv(!oil~ theseA.
 

CO Ils*ls 'lu a: 14 -11 , r lp 4.;Lvd Sull Or bU.w ifw'... .5 4 uL iIc ul e i i L . 'u~ ie . vLtm 

~>'~ur cut, ret leae r it~ vriL SIb. 1he toreiOSt e~4fopie of existing>
~s 


cm,iissions of -thVis natur~e are' Lne Presideita irfI Exor , 

L _velp~iji tn raongCoia-iission,_tnie Presidential ComfElssion i
L~arc Fir


2'2'Pr.ivatization, and the Seciur ities Council. 'iis cumKsin, ou ai
 
*c 'cs oi peii policy topics and agjendas, mave~been successful, J~
 

C1SLibi3lot,, S ~'b~i'Ohs' hbayve bdl fVral il oibbyal1'PSOs 7 T j
 
"' jarticularly. those withiore narruwsrd- it Leres ts '(L 9 .import- subst itu t ina 'K
 
~,~w' 1'ca] 1 bl'ufacturers usually.protest agaiiist tile 1oweriig'of tariffs 'on,
 

""'7 

.1Afisii'd 

"coimiissions has helped expres stile broad interests ut' ttue private sector.
 

02V products), but the~presenice 'of senior business leaders on the' Ki 

Fromd ti~ to, tIiwe were have also ueen atteo~pts both by tile private sector
and/or' tile '9overnLien't tojse up "apex ra iaiun 1t serve as conduits f'or
 
natioria1llvel policy~uialo'yue cicross ,abr oad spectruii of, issuies~. Experience

iias shown that such' ap2x organizations do, not work particu larly well and'that'
 
atteiipts to "institutionalize 11tile policy dialogue il, this way are not
 

2' 	 practical.' In the 19OUs 'tie Fedieration of Chai-bers of Coimerce and 'Industry

of, Si iLank~a w~as estaulishiec, at. a tii~ie' itii tile privatu sector was under
 
lieavy pressure ana the fraciiiinted PSUs sought'.a wanOs to deal ill a unified way

with govcrnlmuent'. For a time thtis appeared to serve a us- ful purpose.' 

However, with' tile nei orientation of yovermiaent since 197? the feaeration has' 
ceased to play any siuoificant rule oue in part to internal organizational
difficulties but 1oore ! o to* thle inherent proolew~ of represetiting tile view 
points of its diverse 1tt-1: wimer PSOs witoi a single voice. 

ba'ginning in 1983, USAID becaie 'involved in an .alterniative atteopt to build an 
apex organization tiirouum'ite Private. Enterprise Promotion Project (PEPP,

383-UQ&Z), oy estab iIsning thle' Sri Lank-~a business LDevelop~ient Center (SLI3DC).

Tile SLBUC was viewed initiallyas an organization miicn could investigate

national policy issu'.s on berialf of the privcite sector as a whole anid provide 
 '' 

a toruil for- policy dialIoque, witth the 'governuii,1t. 'As' with the,'federation, in**'' 
practice itat objuctive was not aciiieved, altnougi 'the SLBDC as all indipendeflt
PS0 	 has cunoucted' a nuitmier of useful' poli'cy studies, and Wds instruildental in 
leading 'tile' orkino cot aiittees" and conducting followI-up seminars on behalf of	 

' 

the 	 Industrial Policy Cooimittee. Thle IPC' itself provides stillanoth~er 
~A~' exarle of tielsuv .-ess'i1n trying to' uniLt sever'al groups, this'tiie 

Yovetruifent agencies, 'intu a sing9le decisl~i-Iaking body., W~ile'twe 'IPC'' 
Isucceelued (after' over two yeai4.,) il -producing a "consenss"~ report uutl ining a " 

long ayenda of po1ic) work, thle "tpdwustrial Deeoiin v.1c Itidtelit 
recuimenued 'be'set up' to guidd tUis work in tne future dild ov'ersee thle 

.'iualeiientation of' new'4mo11c reformds has notKyet Inld5erlaiZed. Ratner , tie ' 	 ' i 
b low-up'nas ueem left' to tile various Jofint cowrlissions arid thle' individual" 7>1 7 
goverrmraent rulnistrles to perforo.. Tne conclusion orawn, at this point is that 	 ' 
apex oraiain ono okiata reail'policydiamlogue will 'continue to 

1 

1' occur 'directl '''ii tie established organi1zations.'" 
' 

'" K2A'"''' 
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~C. Policy ;'itriy for Neoxt F'ive yews: in tieu~giut tiois co~pnnU I 
,ana lyzo tjile ljI~iiX" ut prilicip;: P 1iLcy swJJUct dreas, Liat ui1I I ue oin thle
policy agenua ~ouring the lteXL f ive year's ile I.a~r ix lb presented in Table

A-I1 It i y nui&tm L;iaustive Uut Servs tu lientiity tile policy arecis as 
well as we V1&overmhieint dn pi ivute sector ac.tors in tile polcy dialogue.
"iiicluciinq ali :knuivw uncir-fupieu support proqraiis for tile various actors. In 
par ticular, Wre Ce 'ai'Uu ptdlS UT tiletwo majur uono s~ellaged ill pol icy:
support dCthiitieSttnf W~rld. Laiand tile Asiani Deeo~ei a .).hv e 
AfUVY onsderd ~riU'I IVISILMS UT a inr-etiu v is-a-v is S~fA'UB s'activities~ 
in3ftile PSPS -project. iTie dfalysis oisplayceu by tile watrix reveals that USAID 
ano otnier aomor proyrcii.ls are positioned to provide substbiitial support to the 
goverteit actors ill the policy dialogue over twe turthcui.11nq period. Thlis
ioclud s, coiit,inued 1,urlu biank-and Absuppor t avai laule Wi tile Tariff 

(~oi~uis~ioii-avteE or )vlop ,ent Wiard -and JJSA~u supliort vid PSPS for 2 te
Privatizdtion Coi:.uuaisioni and tile Securities Council. It-also includes support
by the LUtcii y.3Verllt tor the govermaeit-spoisore$ Institute of Policy
Studies, a lliiktank" orgunizaition dfiitdwittn uiw traional Planning
Division witnin Uhe hinistry of Finance and Planning. ilnere there stillI may
Lue gaps- onl tile uvermniL~it side, UAW's Developm~ent Stuo*,es ano Training
Project (DStiT, 3bJ-uUU3b) is already positionea to fund policy stucies or 
related support for guernm.eiit organizations, e.g., for policy investigations
by tne yet to oefr.e Industrial Davelup~lent Coiw1:tLee shoula it iiaterialize-
in tile future. Tne critical yap tnit eiwerged froi~i tile uatrix ison tile
private sector sioe. E~cept for a sw~il Igrant oy tile tpnst (ieru4an Friecricil 
Nhuftianfi Founuatiut, fur tile Fvaritjiu of Lmaiuers of Cu,wierce and INoustry, n,)
support is planned tor tile PSus. This is tne gap ttat PSPS wil I fill . 

-

.~ 

-

A. PSUs--in Sri Laia/Irstitutional Mvalysis . .4 

-. 

-Acoruing to results of tile survey coi.ipieteo in i~pril1 l3s, tnere are at least 
7b PUSb currenutly active in. Sri Lail. tuuat are-represeiiting tile private 
sector. They incluue 13 cnauibers of co:;rmerce or industry, 3b- producer,-
uadllufdCtUrer, exporter and otlier associati ons serving (Iparticular business 
sector, and 2U prufvsiundl associationis atUa otiier private-sector promnotion
organizationis. The !ist uf PSUs is in Table A-2. Miauuy of-til P-Saewl 
establisieo flaying bhill existelict for tjilrty-orl ore yers ile oldre 

ueiq tleeyln Ciawr o Co~wvce.They represent a-spectrum~ ranging from 
very broau busioess co'nstituencies to fairly narroa Lq il interest groups. --

All-NPS~s are governea oy voluntdry-boaros of directors electea by-their
iti eih er s. Thle voluntary nature ot tile PSUs is Uotli a-streugth--throug tile 
leadership talnt representea by tie boara ;mew~ers--ad- a constra int-given
the otiier aeoIands on their time and their iauil ity to- devote- full-tim~e energy.
to tu u io t thue PSU. Somie of tile PSUs have sufficientL sources of--incometo 
euipluy perwriaenit prfessionual staff, lio-eiver, -os do riot. 

-

- -

j 

U 

Froo tiv l1ist -of 7b PS~s, i.ntervilews were nel d with thirteen selected asrepresentative of the Uroup. In addlition, extenced work~ has been done with
tne Cylon Cnawer of Coilm~erce to develop a specific policy support activity.
wihuili serves as prototype for laryer institutions. Asuirnary of findings and 
conclusions fron~ tile survey follows. -- - -. -

--
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1,1~j~t:PSW trji< ipu kc o r ctij1 1of 19 UACUUU!U I tU6.~FI So 

* lId'st-PSu I~ pa)iu ZIl Ijur .cu' ill~otnwu catJt~. iy tu iit s an Fd 

otelia o. iave ne, experi'use te' resea cii btI: policy issue at han. I-''
 
.Tner eare , ouf'cour se, axcu Pt I oris , , c as Ktie pol icy r esur i wor~k ci te u' 4 'Y.
tk ur% e _ytA-t-tSjL-n 4piQP~ 

',LanKlfa'CoYunc4I oi Ole Iterna~it ji"li1 CH0iUje "W-t Coierwc .~1' ~~'1~ 1 
resear ialla Iysis appecrs to ue produciu bY te $IOudar'd~weiurs I 
Stnei-.1sul"es w~ho lave- per iooicall1 1'fa'rr.d suucoliii t-~e(s' of lierlberS ', ~ 

QUaer9 tk 'tasi.s r equ ir ig I 4 <fom 

i4&4&ln t-,''U 	 ofj 1,,*Inaoodthe"Sri

a ispecial4I istiputA:A iitle e exuip, e, '9i
Ssurvey was Wie study u'-ti hima fteGoTrauer S Association' oil 

cul~w ioneuoutsiae conisultanrts to performr policy studies on thirK 
Uellf , (jutprimadrily 'to. lack of financial resources and at tim~es to a .'\ 

lakof appreciitioi 'oji I-ow sucni stuuiL-s 'c~uo e util ized. 44' 

The surv'ey found, toat all1 PSUs, reycrdless of i iidi tdtions ol 'tiroe and 
r~escurces avai la61e 'for- researcii aria analysis 'of 'policy 'ibsues, engage iii.

~J' -. 4	 soldie fuor~~ofTrprtbentation to 'yovernmeint in' dreds ot' special concern to
 
toi ioorsi. Exai ples of policy issues on uoti we&micro~5

(reyulatbry) and sector, 'or m~acro levels on %mii piast representatioris

nlave beenl oaa; by PS~s are cited in tne survey;. The r'epreseiltdtion
 
process takes severci I driG. The Idost' formal iietjrod involves an issue;


ing-raiseu oy in individUal or group'of rme.iers, usuacily i~te' 'a> 
guvernf.ent policy or .reyulition- ias b~een anoned h SUwnf"ii 

cuoiniteo ncre iiwur spacializirg in a Parti.cular area to '- 1~research. thle.iss'ue'ait olam and prepare a .paper. paper is4'Wben'Tilt 	 4 

- ,rt!Sent d--to a'policy i;waer 'in goivernwlent. 'A less forrmiizeaapproacn
has ueen- tllrougo pla.ieieilt of conlreftary on a specific 'iss'ue. il the-

4
 

444454 anitu; I report of the PSI) tu ue read at tiie annual Verneral wr~eetin'g of 'the 
 I.-44 

1~~' association ur cilaw~er to iluicil governmirl policy na,,rs are' invited, 45 

'Aloften as guest spea.ers. Tire least structured and pro~iaL~ly idost.'frequent

ri1~t od.is a direct represeirtat-ion illaae 4'by individual iwei~bers'.of 1'tnePSO
iuaseu 'on their persoiial cootacts witn gyavernuent Dt'ficials a,c a±lried at 	 '4 

" specific relief froo~ pjarticular legislation or procedures. 4 

;~)1---'+GoverniH-rit's response 'to tWe PSU's repretntations has b~een I.'ixed. 'The . 4 

survey revealed severe.] instan~es 4of 'pos itilve 4outcies arid speculates 
-tnat .tieIKey variaile for success was tn'e 'direct contc.ts 'of individual44 

4~4 

~PSOUrneizers' eithe~r as raewrArs of joint corih.iss'ions 'appoirllteu by 
-9yrient to ,over se' 5p~cifi c policy areas or vid cl~s r5C.pport'withr'i4 'f. 

officials 4in governar_-iet"Fcur exat:ples'citea ire: ti t6111oiia1,Charber 
4 

4' 44. 4'' 

~ of Coiwl rcels successful represeiitations in tne areas of diuty,'ireates.and4 .- " 

. . . . .4''~'~:;~4. ~&6e~it rates; Ane Ce Io 1tional CilaweUr of Industries, Iassessoeit~,f
Jrgela scale si~tuggliiiq of textiles d qari,'leits froii twe Free TradeZone - 4 

an~ld tile Duty F~ree Co;.iplex onl tnle b'asls-'of' 00ic tlygter gaovernmrentv4 
44 

security wa~s iIotroduc'ed; the Finance Houses Association's adv~4ice oil the ' 44 

"4 

44~ 

drfigo 1S qilatio fur~ itneConme Cre Act resulkAn.imIn m~anvy, '4~~~~'"'its recoi-1aehlddtionlS ueig incorporateo in tne legilatlonl; and tne'. '4'' 

Inlstitute of.4Charterej 'Accountants and Incol~le Tax Payers 4Associatior's ' 
4' success 	 iii 'Influewncingy current poliicy oil privatizatiuti, coisipanlylaw anfd 444.44,.

ircii 	 a lgsaln 'Anor ex"ai'ip 'erreoto ear lier was, tie 4 '4 

444 aei~ionloplization. of the 	 inuac sco4hr itl4tt-onrle 

4445iit atv 'led Dy, 4thle C3 uIr4-Crii)Lr jof,,Cwoider(c 4 444>.'F4 4 " " j4;~' ~. 4..4 ' 
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0! VOtie~ uttler fiand, Oeeue3 1 a'as adny nstaiic !s iintre tne 

re ires-en'ta 11,,jsvIti1d..<To 1i s of course, due a t tiiies to a le'gi tirla Le 

> ''
 

~~unreaso i i' u i~c .ause i adjvoCa t0iasures OIatif t~n er Uineao :for~oje 
~~sector it tile CecolluIl COUl1i8aUvderse etfectsb'onl ailotger.,;orUcdius
4~~cits reuest %,as tyo~narrwor slf-ser Illy, or' for ~uWer redSOnJs CoUl a~

licibeb acceptedi uyyviii~eau ess of hioav xel 1, tine P50 wi~aceI:ts~ 
~~&~4 

;icase. HJovever, tie, s veyalsQ, points out1:manr,~edsons fur unsuccessful'>5r17~tn Wiiou u u e i~reiU irt-e-con tr o- of2 tii e~lS Os. 41ems elves.
SThese incluue: oacot i oilwur.Aby til PS0'iIi;tse erch ,ail
~ ~aaysis oil tne issue;~(2) fragiaentation i~onyltnePs where absence of

'a cuorcflnateu approacm by several PS~s conicerned with tile samae issue 
results it) unnecesSdr *ly cuifl ictling r'epresentations; (3)~la~ck of' 
af>efective fol loll-up onl issues due to ilihdecisionAwitl ill flJ;ePSU Oil kyo1

Ido10 1aI~e tile repr~Jsefttition and nuw; (4) confusion ast wiiidi 
governmdent oodies and Uecisiovi~iakers stould be approaciiad; and (b) a 
s Uspi cibon by souie, ill g'verimp it of tile maotives aild uona tidies of, sot.ie 

The P$IJ survey prouia 'sp ,cti ca lly lmetner our nhot tniere as Scope, for
iiuiproved perfouuiice ,,y Ltie, J'SUS ano iiow receptive tile fus w~ould ue,
assurm1111 appropridtte resources coulu bie made avciildJ le, to Lat' myi on a 
more active and forward-luoydng cpproacii to settiny policy agenuas,
cotioucting ;:iore tluorouVi research ana analysis and enhiancinytheir roleinl follow up policy diailogue witii tile yovenneut. It w-as apparent, on 
tile onie hajuo, tifat Wge PS~s are cautious a8out their buil L-in 
I imitat ioils. Except for tour or five wuell estaoliSnid SUs,~it Would be 

~ , 

coss .SoieP~s lso epressed reluctance. tc, uecoi.ie involved inl long5range po'icis due tc tile unistaule political situationi1tile country
StilI oth ers ar e un L of th eir auoiI ity to illf IUenlCe YOV er miYCent based onl 
a perception by twe PSU's iierbers thiat policy reforms aie nut witin 
t~ei province. Onl tile other liandj, tile survey confirised tnlat at least 
lialf of tile PSUs interviewed intend to work onl policy issues~ inl tne 
t~uture and already have outlines lof tneir tentative agahidas. Tile survey
Concluded tilat many PS-Us are 'Ii~uly to participate inl tile project addI
wil1 be aD Ie to iIet Wec cr iter i to receive support Wrougii subgrants.
l eover, PSUs iiedu not nave. 'arye budgets orpermdannt staffs of ttneir 

,~--ownto tai,,e auvaritag, of tile policy support activities planned for thuis 

* 

-> 

U:Policy Suppor~t bUnit~,

-- -t. $., firii or organization expor hnlced ill toor~ingwitii PS~s wilN be 
2,11p-, e loyed Iun aer. the rjc to e -a~~ ap -'spoturnit' that vil 

assistpatcpt'l SU i iiio oryanizationl, reterrea to lierei 
s il recipient§, willbe mired uirough a Cooperative Agreettient ra thier 

jtoan Ia con tract,, p),i i p IIly 1)ecaUs e Al.UJru1V d IW for suL) rallts to-
oe madcdi nder -aCooperatLive Agr emient Out not under a coil ract. I'll 
recipient w'illIbe one 'and tile same as tile policy support unit and the5 un,1t wl Iceasu to ftunctioni l1en tt ie Cooperative Agr eei.ieo t ehpdS dt th e 
close of tile, pr oject. Ine, Coop'irative PAj ecunt will1 be awaraed- tilrough
couipetitive procedures to a U.S. firo,.or organization. Toe recipient
iles talisi ~the policy support unit office inColorbo witi aswall,
btaf aid~r'elateu iocisticalksulpport- j ~ -

~ 

----

-
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~ 

-
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eligibllUIy~lr 
suppot wdill 

'uaieLPSUStte~le hi policy workPprc 

w IeaItucaI.on-orPL:u~r'.a 
am Amo 9csth e> 

601101's~ livolU(ill tile olid lflYrijyii 

areengageopct.i paic aenactiveln inLrits anu ii01,kl forou~a 
pr~poyalas, are supporatig iricu, and tr2 ig wil ewcfrk i tly reslts .' 
Tiile pldn to bteyhe 'tihoei polUSiyan pirki~oyrn6i Anqureryueae 

~~ 

'ato 

'i- tt e ta i I a Ii St 0t~ d., Ia reitil eS Ps'gv riau tinag cie, pra vat 
proauci'S'fve set,(' in theipo ni'ij inclui ng ceeatfl " or to 
Oi toaevelp an actve annuwttr~t aorenp'nts sfo 

oac tn u tliioe plicy deeup~relltproces~s i'Sr Lanka;, ' 

t'omaitLiln actuiaite, ndtrxofct eu 'pI yenuAis aeng wredos 

to Ueicplan will bespp, ovea ily LAIUic.anpovid con IStell lyupci Weir 

5 

to uaa(Ivnteacist ot disistne seit~reo;Ps rnoprsa!ing teriat 

pesearctivand 
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T f: i"n. t.....a r ter of local coils ult Inn ts..(uot 
orgac iatiVlnS qua ifi dIto uiiund'akc studies
io icy T~stles ulwd 3r suuordits Lo PS Us; 

inoivioualsand 
id, pieseltdlns Oiln 

to a(Vis E PSUs' oilow to, engay&e gov eriii.lei tcounterpar ts ef tect ivel'y
il po Iin icy di~l~yuk, Lo i;'oiaie 6~osteftecti use :of swainnars and<i 

~wurksliops , and huo to useI otoer weans of constructive aiscussiun toj
addres poicy pions; and 

to iueiitifS' cumtuon arteas of concern dfatcilitate cooperation 
aog PS anci qoverni1itd1 Douies. to unoertae joint polcy

researcfl, analysis and ual ogue whenever relevant. 

-

' 

Iece iVinyg 31d EVaIluating Proposals uy~PS~s 

Thle unit will solicit proposals for specific suugra,ts from P50.5 
Suogrant proposals wil e e-ter.dinecf against 'a set of approval 
criteria. Aprelim~inary draft of tile approval criteria is iii Section 
3).C. , sub ject to revision' and a~pproval by USAItJ priur to the start of the
subgran t sol i ci tation pr'ocess . Tile deta iled process thirough whi 
suograiits 'wil 1 be approved and authorized is outl ned 'in Section 5.A,
Thle tasks bf the uni t inl th is part of its job w.di be: 

to "imarket" tne policy support program incluu mg aetailLd criteria 
and procedures ailiony eligiiole PSOs; 

to advise PSis on tie foriirilation of proposals and to take tie tiime 
necessary to enisure that proposals are well' thiought through, wel 
presented, iuacarry broad support fruil PSO hehibersiip, 

to receive and m~aintain records on all formial proposals; 

to send all proposals wiiich 
for review; and ' 

nave w1et tne. units' cr'iteria to USAI 

to Irelate 
*proposals 

interimn and final decis ions. on' tie' status 'of subgrant 
to tfie P55' 'involved. A' ' 

Administerinug the fyproved Subcjrants 

Once subgantroposl lis bee app oe ndath~r ie b LIAD the, 
unit will tieresponsiule for the actual adil.inistratiom of.b Sl,the 
purpose of mak'ing~suuyrants. The unit wjllI:'enter into. directsugrants
witii the iniv~idua'lPSUs . "Depending on the spe'cific financing>'',------

araneensof eacti suogrant, th ntwlas rvd o all., 

-

suograntees. Tile specific tasvs will be:' '-''~ .. 

7 '- to prepare, nlegotiate 'and sign authorized subgrants with PS~s,;- ' 

-
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f-or 	 It)L8I c14)i'clcy exp, I;(itures unde I' the suo~jr'ciits to ma, ir ec t 
Vei;OW~t:1i1S U uoyrdrilLue 1or IO6 urreIiicy (opehidituruLI 

agistSujqran1;e.uucoiers; or, ",'if requli eo by tile.,
suogranitee, . Loauvance tUn1oS dinu I iqu ibate -avasnCce against
suigrantee3 voucerS; "or I at hesuj9rdlntf-L Is request, to, hja~.e ~ 
dir~ect payiits to local suppilers of teclinical a ssittc or 
co ,0iisupnpeett~ 	 of iiivoic-!s forwaraeu tlirougn th 

for 	 foreigni curren'cy expencii Lures ruit. eu to over seas par tici pantr~~. 	 training or stucdy -tours includIed I.itiflfl d suoyrant, to arrange tme 
training or. tuurS d toei request of the suocjraiitee, mdake relatea 
payi~ien ts, ;anu follow~ the~ standard proceuures oil tr'uinty conltainiing
it) A.I.D. hanCijoutK 10;, 

for foreign cuirency expenoitures for short-tend expatriate
comwiutants. includeu withiin a, suOyrant, to provide such consultants 
diri.,utly (tirour-Ii tilC rccipitnt or-gaiization itself) uasea oin 
se]E.!ction uy ti1Qsu;)qranter. ,n-oi~ ar~lony vari.ous propusco' cariiciates,
WItiW cndr,, i r sucti -conutants iJiaut uy the recipitrit'against
Suouranit luis; Lind

to proviue a tull accounting of all suugrant expeioitures. 

Se bectiun '. L for I ur'tner uztai Is on suo.grait jprocu;'ei:ieot proceuures. 

lo carry out 	 til tnre - coibbineu sets of tasis,' the unit willi be staffed 
Dy one loni; teri;i expatriate aov isor and one senlior Sri, Lankani advisor. 
cdesignateu ,ciiief-of-party at he discretion of thie recipient. Tile Sri 
Lankan' adv-isor nrist be an experiencea indiviou1-*already directly
faimiliar M1iti the policy process 'in :Sri; LalnK6. Tile expatriate advisor 
fiust have aLrelevant uaciqround Owh private sector organ~izations in 
his/tier nowje counitry including prior experience in' thir'i worloftcv iroli;ielts . In auditioni, the unit, willF eiilploy*'a tul1l-tiiiie local' 
a3d:iiiistrit'ive/finiancii1 assistant to w1:anaqyetne multiple uoculieht ana 
pay .eiit tran~sactions' cal led tor in tile Couparcitive hjr'eelwent. 
In oesigjhing''Lie role anoa functions of tme policy support Unit, the 
cnoic-2 of SaCooprative Agreeoent wj-ti an outsiuj,- firii or' organization
for 'tis purpose is 'tWe' only viaule Lipproacni. The alternaitive-of 
offering this role to oe of. tue estaulished PSUs imSr~i 'Lanka was 
considered~ out found unattractive oy til PSOs mio wereC approachied. It 
ias also not ties irau I to create a nea PSU. Aneutral eriti ty iii thie form 
of an outs1ioe party -i-I I tI e L'est positioned to worK Oitibout pnejuuice or 
tcontlIict of interest 'nti the PS0 coLMUiity dS d Whole. 

Atout ll'2U5U' aWr ants to PSus 0 I oe li.ipl L.iielted our my tne project.
The ouie.ie ut tne Swibrdots is to provide specific support to 
ThcdiViOua I PSUs In-C~ri yiiy Out policy stuales atia it)strengthening Llelrl 
capacities to coriduci policy dialogue. 

9 
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Thie subgravS~Wj I I !OV ie Tunas:, lr s:oop t-turi,i teciiic Kass Istdllct v~' 

s rt-d ratic tI,-s ) u u. U6,U0-200UL)or 'largey~, 1woti -y'ear 
~su ran ts 116 raiIV :eaipe of~d'Subgratts ad tileir cost, t1leets 
are, 91L1 , nAcin .,, pprupriate I l~Ill(Aut6 La,)il 1bDU ,OIIS DY tile 

PS~, m111oeequre' aspart of tIhe criturid for supqran appovqa I 
to isi~p~~1 t.) ,levIe rces01 t m tuteu requir Ing close acuierence 

to tl epprva cri Lt, o utf'-ttig opportun~ities fra EliayPUS ds 
are eliiiule to suuon t pi'oposciks. Tne recoizn.iuid~eU Cr 1tt2Cl are as 

. >to11O's:. 

.. 

,* 

, $ 

Cijctive ot sujLyraiit ruldtuu to tile PS US Po)licy dydiJOd: ttile-~44 
-subyrdait m1ust Have a uirectbDearing Oil tile IAWuiil-ter1 (two-year
foreca st ) policy a(,eiiud of tile suJugraritee dfld strengthien its 
iong-terii linstitutioa aaiyt ar u uc oK iit i 
t, rn l Ita uirctly or inioirectly to iproved econoi,iic 

-~Specific outputs: -In aodition to the suugrant'si intencaeefect on 
institutional Strengtmeniny of th e PSU, tile 'planned imeasu'ru le 
outputs of tie ;suiJrant viiit I e diescriued,- e.y. policy studies 
Coalplettd, Seiaiali&S lield, policieS cilangel, and SeUleULI against

S'pciti Ctiidie traixzes; 

4~ 

dr-rou4&of concern: Tile policy issue(s) to DC addrLessea thhrougii
tne suoyrant i~iust ue- of general conicern to tule broad iietixersnlp of 
trie PSU; nari w,~selt-servling or~vestud interests suioulu not oe 
preselt which in atiyAwdy will 1influeoce tile ojectivity ot tme work~4-744 
UrildeltavkEfli 

. 

4 

- P50 lilallag2dWOLC cuitidlt,e.nt: The PSU lIlustjdppOiiit ancd identify, 'a 
,,* coi~iittee of its ,derxuers anu/or staff' woowill ue responsi~le for 

mnanaging tile suoigranlt troiu initiation throug;1 completion;:j 

keI(Ccircti ihutiUoulUqy Proposed-pol icy~stuaies w~ust btv accoi~iparied
L)1by erljs ut I CturCI t1ciC( ting9 toe wetnodulugyls to ue useo: iti tile 

, planituo rules ot ho0 m.eat~ers, PSO staff aiio outsiue conui1tarits; ' 

, 44 

44 

Di a Iogue pl an: 4 rTle PS0 wi I I preselt its,[pl. to efigage governmentdeCisJi-riters, Oter PS,Us and otfiet, interested, parties in4
dlid i1,0UL, Oil tile issues 4Studied;. - , 4

- Joint proposa-ls c-ere4 rlevant, tlie4PSO vii'll miiiicate nmow . otn er
PS0s %fl)I part;,cipatu -in-tile reedri or- dialogue P ases of, to e

jj~s'u grarit and/or tdll i4hhaL- d'joint ropo a', wi tll one, or muore 4PS 0s; 
44 44 Ac co ul t i i o'ca pai ty:~ The PSU ihust Guoun-strate a capacity.to

account ,for all uApeudItures 'ut suoyrapt funds; 

- A.1.U. Statidard Prov isions: Tile P$Olnust'imacoine tdr~ii1 Thr,- witli arid 
agree to dbiae Uy 'a- IA. I.D.4 standea' prov isions 1wicl sliall L)e' 

inoprtdi - ai suugrarnt; 444 

§ 

' 

' 

' 

444444
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Ju jtiC . ior' irif1;u filie PSO -,I .1St titi L~b el~ ts ~. 
~i ripts') UT Lilu'Spt 1'adltiWUt.Lit r witit eo tl4UjL wi(L)tptt~ . 

W~4tarl OuL4JCLvv~S; ond~ 

4Cotr itionl 2by I'0 An dppioJpr iata Corftli~iutiln b tile PSc~0

inc.1uuiny a valuotioli ot illiil Col it iuutiurIs but also at least
 
SOill finalcidl contribution rtUSt Le C0obwtLe(I toWara tile total Cost
 

Tile1i~coi,suLitic outputs tWe as 	 worpof titte.c tor Li.oipoint usiihohL, viiougi bire 
pol icy sup pot un it (reclp1en t) bitu tite Sub ura ts (PSUs are:. , 

l3zteei1-LU ana iytica I activities wi II be carried out in wlricr..........2n 
tire par'ti ci pdtilly PSUS 0i 11 iave researciieu ariu dnalyzea policy 
issues;ad 

- At JL-cst lb-ZU Ut S1n11atiol "a~tiViLitS (irclucirry various' 
2- coi~iinations of. seririrndrs, worisnrops, publicationis, etc.) will be ..

carrieu out 	L))PS~s as part of a.oildlUeLJ process oil W1e issuies 
tlicit nave ueewi i ,serciieu; airnu 

- Anutner b-lU wiurtlshops or se,,inars Iil I ue provi ue to groups of

PSOs Uy tile policy Support untli;
 

~ Etif-Pojct Status ,, 	 . .. 

.222At tile eno ut toep u e t ie to ldfgcm iiri i lpea la

inoicators todt ttin project purpose nias oetnacripina
 

Thee wl Ibe 	air entinancea -Capacity' Ot iliiiiUal PS~s anatr S 

Tiiere All be 'all iccowipanying ennanced credibility of ['SOs on tit
 
~~2ar ofI ti r 90VO 'UIlllt ana te public;
 

#2Tire pr ivate> sector' Sdbillty to ena, ndilgewl have ueen 
strnytieed uii~cteizU y object iv~e L.nali s arid. 

uucis ion-i~ia~in oet tile' mer its of tie is'suei ano optio~ns discussed;
and / 

"2> 	 PS~s' will1 be cuntriuuting il i ore activ~e 'and substanive ways ill
 
shaping 'the sectural 'ana' natiunal econouic "developonent plans and
2 

ag-rnaas for Vi"i coun try 	 22. 
<' 	 "2 2 
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1.iChambers ~$j 

~~ 

Ceyon Trade Chamnber 
Ge)1on ,Chabeir6f Commerce 
CeylI' MoornChamber of Commerce ". .. 

~-

">-

........ 
'~' 

' 

. 

-~ CeylonNational- Chb6 &fidstries 
C11ett~iar, Chamber 'of 'Commerce" iI A7.At'( 

Fedationi of Chambe'rs o'dfCommrce angdInidutry of Sri'LankaMercantile-Chamber of Ceylon
Nationa~l Chamber of Commerce of, Sri Lanka
Nrih' Ceyloii Chamber of Industries
Sri Lanka Chamber of Small 'Industry..
Sri 'Lanka National Council of. the

'International Chamber of Commerce 
Womnen's Chamber of Industry and Commerce 

2Producer, Manufacturer,
Exporter Other Business 

7 
"' 
. 

y 

' Associations
-'. 

All Ceylon Printers Association
Association'-of Producers', Processors and.~Exporters' of Oil' Seeds and Pulses.
Association of Sri Lanka Electrical and 

Electronic Goods'Manufacturers and ExportersCardamom Traders Associatjion-
Ceylon Asoito f auatrr ~,~, Ceylon Association of Steamer Agents"~'
Ceylon Engineer~ing Trades Association 
Ceylon Hardware~Merchants Association

~"'"'sCeylon Motor raders As'sociation -

'Ceylon Textile' Manufacturers Association 
~:Ceylon Tyre rad'es Association 

',.'. Coconut 4Products~ Exporters Association 
Colombo Tea Traders Association -~~~~ Colombo Rubber Traders Association 
Exporters of Spices and other" Products 
Federation of',Exprters Associations 

of,,Sri Lanka~ '.-"~- ' '~~"'~~ Finance Houses Association of Sri Lna--'~' 
- Pacific Area Travel Association of Sri Lanka 
~~~Sea Food Exporters Associationi-'' '

~j Spices and Allied Products Traders 

...-

-

.i 

--

-~ 

- .<"<-" 

r 

'' 

-

. 

4 

j~A 

-< 

-

34 
b 

-

' 

V'& 

~7' ""~'~ 

AssociationSri Lanka Association of'Producers and 
Exporters -of Spices and' other Productss 

SSri Lanka'Apparel Exporters Association 
' ~ Sri Lanka Fruit-& Vegetable Producers, -~ ~~~Processors aInd Exporters Association>"'~''' 

i'' 

f 

-

~ 

' 

' "' 

-

. 

4~~~J '. -
A"~ 

-E 

~4'~ 



Sr a !aN O!CLFp II I'S'I

'Sri 

'Si 
.Sri 

LruiaJL Jrpor:tis "noirs, wido''u' 
I~~~~njfcrrs ssociation 

i! -1JIIS1 IsraLiS ASSOCip'tin
Lanha' Jev.'c11ers 'Ind GC19 Xerchaits " 

, 

"'' 

ii ' 

Sri''Lanlka. J'pidarists Association 
.Sri: LanUk 'Pharmaceuti'cal )rniufacturers 

~Sri LankaShppr Council 
Sri Lanka Touris~t A~ssociationVSri Lan!'a IVoodenI F1urni tIIe an1d 1','00d ProdUCts 

Exporters Association 
Tourist Hlotels Association of Sri Lanka 
TraVcl AMentr Association of Ceylon 

~'r~itj~nof Chal-icrcd. Secrctaries 
!"35Cion01 oE ConIsulting2 Engineers
Ba. Asst,<iotioi of Sri XLih'aa 
Ceylion \ssociation foi- the Advailcownvt 

of Science 
Incme axPav'er Asc tion of Ceylon 

Insti LuItC of Archij tects 
Institutc of Bankers Acutaiso 

'' 

Sri Lankai 
Insritutc of Engineers
Insti tuto of IP-ersontWanz eri&n 
Inst itute of Persnneaaementrie 
PIlanturs, Associlation of Ceylonv
Productivi ty Association of Sri Lan);a
Or-anization of Professionals Associationi, 
SLISSCO I~n~re~ Center' 
Sri, Lanka Association 'of Economists 
Sri Lankai Banl. rs' Association' 
Siri .Lani~Branch of the" Inst-itute of Cos t'.~ 

and I'annocment Account~an'ts (UK~)
:Sri, Lanka 'Insttute of Narketing'" 
~Sri' 1anlka 'ianagcuin'IAssoci'ation 
Sri Lan!ka 11,-"inpi;eiitand Productivity -

Association',-'" 

' 

'' 

Other Associations/Organizations 

' 

Business Cowlid I '--2 

~Colomnbo Sccuri tics"'Exchange. 
-Employers Fedcat'ion, of.CeylIon
Joint 'AgrilluturaI Cosultativo. Cor'ni ttee 
Small Ilusincss Promotioni Institute - -*I\ 

-' 

*"'" 

-'-4 



4. F1 1,A IIAL PLAW ANlD NiA/LYS IS ''a 

Tl CL le t ha Cd UStUl lIi Culglopbnen'L 'is 4 . 2ti Ifit I6I~i 
~a>''Ltdtal A'.a wi 1-1 C011 cl\ iuutt- 4. l~ lion10 or 69j 01i a I' cos t5a'-s9 5Colltributi on's by PS Us in >Latsh or in,1kin6c tltroug)I t nneuyans 11~~4~O41' 

mi l1ion 11 i of a1ll costs anrI vb.)tf sui.grarnt Cos ts $ A a 

ITab'I e A-3: Cost Estilddle ai'id Financial Plan~ ~ 000)' 

~a'a~laa~2A. 1. D. l-SUS Totala-

PolIicy Support Ullilt 4lI $-1,39>6a~-
SUL)a.a'Sgrallts. I bUU $3bO. 1a86

ATota 145 2 -. 4J,ZQb 

bsy ftiscai year expencitures, assuiminy -one idrye suoyrant anidone snalI 
su~grant are awaraeu apriur to the. sciedu led asiyninya ot the~Cooperative
Agreemnent -dmo setting up uf Whe unnit in laid- l9b' timatea expenoitu ea<'a
slould lie as to l. 

' 

~a~ 

'' 

. 

a'jfa' 

-'-aaaa, 

-

' 

. -~ 

-

. 

Ta i IL-A-'14 Estiinwttu ExpennoicWres by'Fiscal Y~ear ( ON)a 

- -

a -I 

Fiscal 

91 

Year 

9 93 Total.a' 

Suugrants 

a'aaa-

A. I . D. ... 

-bo 

lotal-IT7-

-100 

75 
-3OU 

bU 

-T 

40U 
7 

a7a5 

400 
75 

7 Tu7u 

300 
7 7b 

-Tu-u 

1,500. 
a3b 0a 

~aa aaa 

b.basis ior Cost Esti.ittes - -a 

aTine costs aof tile: Puli iy supor unit vii'l i ~eincurre'u tiIercpetothe CooperativeAyreew~ent. Allowing onne year for t)e col~nple.tionl Ofa' 
preparatory steps, issuancL- of tne Request for Proposals,, the competitive
selection of atlie recipient aind tWe aestablislniienttof vieunint, a tour-year 

a bu2t for thne unit coverin g e~ars 2- of uie project is calculatea asa 
fo) lows: a a aa a - aa;a, 

A.7TA.B LE A-b': Es'tij~l-uCosts-of P~olicy Suppor~t Ur~itt . -

L/T expatr'iat - (4 y-nas LJ MU,000/yr) a ,a a a 

a~-'.

ia-' 

aa,. 

a4 

a 

a'aa-~ 

Utiier staff support
O, t'file space/ utiIties
Equiiei and Furnilture 
Velicle (1) 

a 
a 

aUOUUJ, 
(UUUOU 
'U00uaaaa 

1u 00a a''X 

. 

ja' 

'aaSIT-expatriate 

.S /T Ibucal 

P'~ ,a~ tia panlt 

TA_ (1 

tr,6a 

TA ('b p',ia'0 

, ! ' ,l 2 

1hily ( U$ 

$2O,OOO/pnW 

600~/pil)a, 

8 UU)a aaa-~a-

. 

I 

l2TOU & 

0,000a 

h iUa~~.~$ 

j 

.ajKi 

a ' 

a',a7Q 

$a~, 

aUa'~a 

a a, ''a' ' 

-a-.. .....'.' aia. ~ < Maa~''A Ia 



416 

txpd trJ0 tu av'sor ail1 2_iricl ici.S tS llatd OV ef'i dS', 'teeS-, -djind aI I 
~ta~adfldl o~ ices~~re spcueupo't, costs (1Aiusing, etc. ). Tne 

4Ysh cit teci,i expari te, costt' pap sonl I'lultiu .is~costi-10a't 2u,ujo,u 
csI v eu s 6y , r ave1 ptr 'dIem~ al vene /Tee Patt Ic ipaIti i ta 

< a ill11, I s oseu iU;l average traye pert die and eati nllcosts orUaIi n ,lr h U.S ano/or 'oter jocatiois. Locdl lung-teril arid,~
Silo rtte'r pe 'sie ot re Dased onl cuiapettive rates' iii Si Lanka an, als filclud calculation~s fur obrheaus,all~ tees. 0titer locallcost 

s !anardlal lw lce ll pp cu 

..st . 1te -are-D-e ot,- uwp e -i+tiv e- os-t ii+!+la 1*0,::V o+++ f,:' 

1The subgrant' costs IlI I consist of' varyin aiwunts in eacii suugrant for 

UOtlUt1 ,ri+++cosultancis;(uutllocal anU. xpatriate)ypar +ipait
piurposes total A.I. U. costs per suoyrant 01)l ue4)uuUU-20,OUU for srialsuugrnts b0 ,LuuU- IOU ,OU tot, i.iuuriu suogrants , ana 1, ,U-?O0 ,UUO to 
large suijrdntS. Cost factors for l..cdl ana etxpatriate' cunsiltancies aridparti ci pant >train ing procureca unri, suogrants are the sam~e as citea fortue policy support unit. One tirii 'cost. estimate, tot, a -larye subyrant hasbeen dievelupea fur a p,)t ntidl i'm ti -year'program~ supporting all economnic resercu uuat in tne (,eylori Ciiaw~eu' of Comiuerce. Tile estimated A.1. U. 
,ild.PSo contr outions toaaid S Co a suigratit muulabe: 

~ 

A.I. Contriouti+lou' . eylon cnauuer uf Coii.wrce 
nLOWIbutionl 

.oiputer equipiiierit 36i,UU t.conowinsts ' salaries 36.,OUu 
Office equipim~ut 2U,000 ( ys)
Uffi ce furniture b,000 Stdtff. 14,000
Audio visual e Uip hlelt 7,UUm Coiiputer iaaintenance , 5,00TechnicaI a'ssistance, 86,UOU Support costs . 20,000 

Li+ ryperiot++ CdlaSna6,000 
_______nevies1b U Rent ___00_To ta I LUU,uu ,$lUU,UuO'I'0 

Ii I ustrative buyets for otmer likely suigrants inl tire Iie'dium anid siinai I range are projec teu as tolII ows~a~suiuiny inl eacri case l'Ss lti little, or 
no statt -

, , 

I' hlNeuiuim Prograims a 

A. .U. Conitrioution PSo Coitrioution 

*~S/T expatlA '$ 4,UUU 
STI cITAlb,0C0 

Traininy 10,U00
~~rLquipilent 110,U00_____ 

- ~ ~biUUU 

I 

steialklrs 
Utnier -

~~~d,U00<i 

600& 
I 

, 

' 

'ou 

~~>1 

''' 

'''UI 

Siia I IProgram~s '-' 

A.I .U.C u it ri Liu t ioni 
S/T-A'a TA 

EqU/I' oc S> t'Il- -:" ; ; ++ + + ; + 

- - - - ---' --a--'a--'- 1 
--. - - -' 

bO 

3 u 
-. 

a 

--

PSO'Con tribution 
seIinr 

ue 
I 'VI+5" a ,- i - a  -- ' " 

.'1'Ia-I-"'i-IAI'-,-- .......--"a- + 
-++;++>I+]+ :< ii'++ 'I++++ +I 

11 

' 

-i-

I 
'-

Il 

111 

"bu 

-- A'+ +. 'UUU .. I '- - 4 , 



54 H ' pe t, e ll. 

uu wel1dr~3,propisais sn fijli to), other iiistitutiouib.'Ahial is tic gjoal 

SThe project shud ~tIor a total 01 filarg pr, ,aa at tie 

"beteen $6,0O0 a5$lUUUO over, tile Iifeiof project., ~Tlise too, 

6fZ 

ij 

<, 

.' 

iL3 i ve substarnt i ,,ipact. sAreaistictdrge t here, woul1d be tenp ov er 
tieIIf f' oet Tl rilwnaigognzto will rec eive a
Ucifet 0f $1 500OOOt&rLies three eneral categories of direct" ' 

assistance n wiifll ueciiellea tfirouighi ttie policy support unit.
Funas. miay be useu for -'a ce Kecuipr~ient, na a-Viare, softwaire, infuiiatio( 
services, specia1'iea consultancistrve and aoitional technical 
assistance wihere needed. Funas will Inot be available for veiincle,. 
Asuixiary. of sub-ouligations 'based onl the above estiw~ates' appears below'. 

Tile final year woulu in tois illustrationtle devoted to irnpleiientation. 
AYear 1 Year 2 Year 3 Year 4 Ye ar 5 

Large Prograw~s ~b),A
(51O-200,O0u) $2J~u$00,00 3Ouuo 3JO,UUU 520O,UUO -

' 

UV 

5 

-2 

hMecuii~Proorai~ls (b) $bu,000 51UV,000 qlou,OOO bu,UOO 

Srdiall Prograit(1U)
(5bUUO or le~ss) $ 50,UoU 

1JUU.,UU 
5Ub,OUO 

4fbU,UUU 
$bU,OUU 
$4!,U ,UUU 

- 5U,000 
4UU, 

-

-

C. PSO Contributions - - -

<financial resources 'and sources of incoiiie of each PSO.- For a PSO such as 
thie C.eylo&Cia:,ber of Coixterce;2 a*substan'tial con'tribution is' possible in 

'the forw ofiactual cas-costs associ'ated with operating -all econowic; -researco~ unit over athree-year periodjTher is nocluato o 
additional ip ldina conti4uLtion oupaients to-oe th cotso 
seininars in this exaiaiple, wt;ci: wien added'will increase-thietotal PSO~contribution. Tile two hypottietical uudgets for iiiediui ad swal program5 

'"'-assurae PSOs with only iinor if anly contriLuutions in staff costs arid ' 

nedvier reliance oil sewinar and "other""'cos'ts. bewinnar costs could'5be 
-< Pd by, tile PS0 ut be partially recover'ed. by charqo-s Jo seninar. 

A<5participants. The "uter" category could- ue irin-Kd conibii ons by P50SO.,-!V51.-
Silinbeirs, but' in ev ,ry sutigrant it :ispr-feraole tiiat at- lea'st sorie of 'th e .1--'--5''<' 
12contribution reflect actual cashi 5payieints by tle PS0 (inaddition to; 

-se iliar expenlses) r" 5 

' 

5' 

Y1~2'1,~'~ 

5> 

' 

4*~'> 

55"'bS 



Poliybetridittiu JUc.lb'&PD-17 	 addilesseY<K 

~fim1n1angaranelin wt 	 .L.atsi'rlrcl~eores.ne'Jiereterncepiost PD16'tae 

i 	 21b'O 7of -to talU costs' of the activity, but ni1gdier or low~er ra tes' could be ""' 

Nbe botl ~Sigrii cant," illtrso il niy' tluldncW~ reor~c, an 

ex~CAamIple ntePPSpoet PO otiuin ,13exee the 25% levelA *' <'7F 

TneiJllst'rativeutdgets for m~ediumn arid sii~ll' suIbyratits- predicts ~a Ilevel ' 

AiA*A' 	 AATwo othier issues concurii iecurreiit costs ajid sustainaul ity. Recurrent 
~'-'"costs are especially relevant' whlen a sulograiit involves any AID-funued 

contriuution towaru op.eratinqg costs wh icli wuuldd'rWed Lu LUe Cuntinlued it) A 

trie future. :'As a priniciple, subrait funds wiill not iue use.d for di'rect''A 

A: 	 staff or oth'eroperating costs of PSOs. In th~e. case of new eq'uiV~aentA

being istalleu, tne PSLJ siould tuayet ujuriny'tie suuyrant period to........... 
 <'A 

~I'T7', 	 cover its owin increiaiental :eq'ui.ieft mlainteniance costs aria deiqionstrate 'a 
tiiiancidl capacity to continue doing so into the future. Sustainability" . A'' 

~~Ais a diff'erent concrn aria less quanifiaLule. The oujective is tfat the 
PSOs OiH 'ueiiefit institutorialy oy the stug'rants aria sustain tneir A 

.P rfUNrWnCe at d ijyner level o.f. capacity arnd crediuility in' the future, . ,. 	 "> 

Tne qual itative -cliangeil tn e'PS0 will oetermine mietlier or not' tris'
 
occurs.. N'
 

A'A A. Iople:,ientatioi 'Ai'ramqg iierlts""A 

"""A"' 	 The policy support unrit will 'have the priimary respornsiility for project ""' 

A""requireients of:PSOs. generally as they engage in th oiyprocess, and 'A" 7 
the unit~will enttr' into direct suugrants wiith, 15-20 PSOs over 'tle course 
of tile project tu lurid specific' policy work. 

approval process for PSO suucjrant proposals will De as follows:AA
'~~<The 	 '" 

SAA'1. Tile PSO wiI I presuit a forw,'a 1 to0 We supor	 Arpua 'AIAiy 

'AA.Aunit-AA If thie unit f itis the proposal to be cotwplete (sufficiently well>~Arei''L1A"'AA'AA 
proposal to USAIIJ withr a %xtelaayi ndisudre~et If-tile"A' 

~ 	p'A t will . A
 

'the atte~ntion'uf USMAU for gyuidanice. '' ''" " "'A ' B '
 

oli1cy suipportA unit cmnjt endorse' triepropsal, utring thijs'to 	
AA 

http:si'rlrcl~eores.ne


USAW~i~revco 0) ue~i<fACV, u 1toewPS flic 
~~~i~~~~i3~~UIVIti'UV'Io tothe IIIoalIIts 'Ocen 

dIf te 
Ippf~u.bw~ i 

'4' '< 

3.Fo I lolwiny approval tWe unit 0i'1 1"~1't itrit 
aqreej lenlt' t1Iv 'tie sluccessfdl PSO.

uuyrait ' '' 

' e c ti~ -~0--iIe d Ve p' r S71 i i -titose-1i s t aice S <L----<-'.------- - -

> 

ipeeittol tawPd~-Y~nutl outside assistance ot)ertblarvtwe 
"sub -p ant. Ili sucii co!ss dI sIu-yrdlit will Ue Ibd(Je di)Lc~y to' tie PS 0, 
a6fvciicwill ye mu~nitureu iuy USAIU uiitil tile polcy support unit is ini 
place . After thlat, tie ui t wll assmIie p iiiariy respols ib I ity for 

7 
~ 

' 
7 ~ 

F.. 'F4 4 

'Tile iiipl entatioi 
~ffollows: 

scheu1e over th L five-y2ar' 11fe-of -project Is as ' " "7 

*2AF 

F 

F' 

'''/88:
9/60: 

I /tmbb' 

1/69 
3/89~
/8 t; 

lU/tm 7/89:
7/b:f 

b/8j- 7/ 9U~ 
8/u- 7/ul 

1/91: 
~8/1 'i/9i 

b/ W 
/9 

'Ull~dltlOlIS Precedjent met 
Gr allts to- eI1 i t)Iue PS us. 

quest tor Proposals issueu for 
Coope2rative Agroeieent

Proposals reviewed .' 

'Zoop rat'ive Agreeiwiit signed.aF
Recipients team~ mouiflzed. 
1-2 PSO s'uugrants, approved . 

Policy Support .Unit fully,6perdtiona
t-bPSO suogrants approved ."-,F'44 

-6' PSO suioyrants cnnroved 

;,J u-terin evaluation 
b-b PSU suogrants dpproved 
Final uvaluatiol 
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~~ C. Procuret~lent Ptans .'F' 

ooprative Agreeietwir: A Loop-rative Agreeldelt- between,FSAD, nd a U.S 
tiiior u.ryaizatiun C'eiirt), 0il1 ue:'awarded through stndr 

Ar A. 1. D.'coiipet.tive se'lection, procedures. UAIlstafwill pr~'epar'e tileF 
"FqF eUst for. Proposals (REP) via a P10/T coun~ter:signeo uy tile7'GSL. The 

>4 teconia reie of proposais receivea pursuant' to tile RFP will biedone 
AFV'4F< yIvUSAID/C6otbo. iThe AID CnrcigUferNwD,! 1l1hiII negotiate 

'tile finialCoopieratLive Areei~it %litlitiLe'Successful proposer'. F.'< 
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filcluilu 

Pgrei4iot;wiflI iimcluuali L-tbIW COI' f I 
I.,ehstauifisIJ nyanu peati1I9, the poIicy- support. tUI it 
OI-tr~ puffU~lie aS'W&U 6a'SQW&L-terid tecii I1cass istaic 

ortr iln (At- v1 ur ailb tot, r uups ot PIs J<''-.t< slde~il a. 

,A> 

Sljbyruiwts:, rte Cooperative Agreeidetit W)I I dISd COIITdij al I tulu 
StlhldtCU( fu'rxpeidure Via Wt~s uugr an sb eicept. for eii awuit

r'SL,.e outiutIV Cooperative ANreeiwent tor whe tuniidny of one 
.r'~~.2~ 

ur. iiore~~> 27~ 

~start~of1oprtions. ' Tlitireafter W~e unit wil I eqgtiate sign and~ 
adidinister~ allI suu grdariitS ac CorU gjIiT o' tI ie t e r ias bt IthIie ~ap0ruv ed s u 'gr ant 
Proposalssdii instructi ons froo USAIUt. The suugrants uieiselves wi ll 
nave various cost 61eients irvolviiiy diftereit p'rocurewerts ano involvin~g
both local curren~cy and foreign exchiange expehiitures., 

P 

,. 

A'lI local[ currency proc~ureuents, e g. for short-terw~ local technical-. 
assistance consul taiicies, sew1mars, pubIi cdtions, equipi~tent, etc., wi 11 
De Iaae uythe~ Suograntees pur suant to stanldard A.1. D. procurement-

Srules. ;Iirecl;reimursei~iehlt; inciluuidy aaivances if necessary, andj/or,
>o1l eCt payideil t procedureS %;IlIIue tolIlI ed. Tne r ecipittwil I De 
inelig'iule to coiip~te fur, or provic dfny local tecimi'cal. assistdrlce or 
utiier iocally prucurea services incluaieu in we suogrants.< 

. 

. 

Foreign exciiange:procurei.ients, ~ for, siiolt-terii) eXp'iUidtL technical 
assistdnce or over'seas participcilit tfi aminlg, Wil Loitne oter hand Ue 
arrdin eo tur ana prov iueo - irectly.Dy the reci piejittlj ueoialf f ~tiie 

~Ia.A. suuyrantees Tliese custs wi II'L cirgeo to thie suugrant~ ano pa i- to tile
rec!iplent . AciIlgfosort-e;mi teXptr late LeCIIi ncal ass is tanc wilI 
oe )inocliateu ini the Cooperative Ayrut em.1to avoidany possiule ver.use 
ot tills resource, dildtWe success ful recipien~t will' lave descr;iain~ its 

aao...proposalits ability to recruit sultaule expatriidtuconsultants for bie 

a a types of assigrutnts antici pateu iii tne suoyrants. 
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I fle ODjJect ie Of ~i~CoOP0eft to CU0 tt; to thu SUccessful -;is iDute 

iutus.u broaa, ~~ ~ i ~ ~ ~ spectru of~ ~ ~ : .pr-ivatei;iuiIizn

insti tutionalI izing tile C-SL's cap3city' to carry out pr ivatizejtion 

A. I. D IIr de 9ll.1i I~iIlioi in:yrant funds for tecinical and
 
financial assisLanc+ to the Piresideitial Coitflssion oil Privatiz~ation
 
to enable it to p1,2n and iiulplei~lellv tile privatizationi prograw Over alini be
Ofve -yuarper io. : Longiotp rovide, e~a riaiainpoata -ri: teciiica assistance arid 

cai,;aiqn will oc'-dusiq~ieu aria finianceo, an6 part ot thle preparation

arid post-privatization custs of' aivesting up to 24 state-owned
 
riterpris-s (SIEs-) wiiiI be reimdbursed. ihe C1- ontr'iuon to thle 

pro(,raia is l3.7 iaillion out of a total estiiaed cost of 42l .b
 
[IlilI ion.
 

iAUX(It
ij UlhMAl IU1I'ALL 

PSpart of the GAL's onqpiny thrust t'.'maro uconu,.ic restructuring,a
Presidential Ciid~niisson on Privatization, supported oy a staff
secretariat lhebdquartered in the hinistry of Finance & Planning, 1
wasestan~l ished inAsgust 1987 to help foster the process of.
 

~ ratiobnal izing. tile ta~te role in tile economy) througiithe .privatization of a large nwdber of-Sus Tile sieikr tor;i~nission .. .conlsists of tl~ebirector General of tile -dnistryof';Finance

SPi nii h bear, plus of rau -and Sniptping, and Industry and
 

Scintiic fais, lustnreo top-levtl private sector leaders.
 
Akepurtirrydirectiy to tile President, the Coimiiissimhsbgnt


t'C iLS firtst.v towara kldl Le till 9 tile expressed policy of tile ..
 
GSL to reauce trve doiflindnce of SdLs as d factor in the ecunorly.
 

The i~iandat"- of tnc Co:vrissiuii is. to advance the governwant's

econiiic reforrn ano industrial policy agendaby privatizing SU~s
 

~ii
- - ; ,= - <i - - - - 7 .4 -;-- 11 Iii~i'Li:i211:i:!iiii!:II]!!I/;II :ill:ii-
- - - - - - - - -4 4II~ii~i IL ,i[tii LQ !-:idii~;=!:i;!!:li2--~i~-- 4 afa4"acrossI< .!! =] a broad4 s,.ctrio of sectors includirii inaoistry, trade,i' £i: I4 
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:,;1.=;:I P-- !f ! ; L s n>= l I.t! sI;t;!!; o ~ i 4-~tuc* uI= -4 . - k a;a ---- , ;! ' d+ :a, ,finance, ayr'icult. ,e anid services. It envisions the benefits n-.-,:, .=;,,.;+.; 

,ii"i;:i.d !4
i~ !~ ! -!C~l;lSS!~I !!]V I,!Z4 4 -a pO4a4 4-arising fro~ii privatization to be: !0!.a§ u st ff 4k444a.4;4:i-44i -4 - a 
4: ~ 4~ Yj-1 Y ~ ij~ &~> V f~k a~4 ! 
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gVnerationiof cash fur the fiscal buoyet throug~i the -sale of 
sitar es to th publ ic4 ,4 

<-a 

daveloplerit of econi&~flc comrpetition arid efficiency ittindustry; -

stil~lulatlunl of capital r'larlket developi~ient anid rjbilizatiorI of ~-~~ 
private capital for prociuctive purposes;a i414 
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1 1. .4 u Ck C.4')~ f<4 lan ) iIiw 'nI~4~4 ti rd n i 	 ,''444 .iir 

broad-baS~i~ 	 do inersi of shreii h p ivbaiz ngOE. e-4.' 

goeiie-con of 	 eS.44~'n budere4,,edlited alobftcoiaes, Thee 
a of cli deveioiaeiittie are Lo encouag28c et the S and 4
 

revenue-gdnbasbd oveAirnmen~t statuor ari agenci~ieaOs. Table
es flthl 
b-1rreen1tsay.t of tlh Sri Lnoatconrol ket idator such~ 
as employees, gross reivene prie ls s aset 'fsae'au iaitiesfr 44.424
cilpo~ertievop drng thredearl pesst ondete project. ~a~ .~4444 A

3iacciaetie rEs 

prevenu-geniains. Iovernrintitauoy boar UanDg s'. Triale 

Itisiotl eral 	 hat a nd sofiienle wane than 

4 
. 44 4kA444'

Enterpresetsaristo 	 onoec indicators' suherheSi 1fr.tion keyPPb44Lybran 
4.~ PrdUe g~1ro~essV 	 and liaril tiesngaa~loes reeu,ypOf itlos"Assetsc .,.-.-4 

pckC wlllasodeelpdrintethi 	 erl rparte ofkt1eore effct. n us of44, 

it8 isjanit Was>cepternnetat thJse vleseuicettry oianaedtan
 
in ivte privapteseco wa approx,'iately.ui funrtims~ sha
orivte' 
Enterpr1sectProIt i nPojt freas peisio %ma ayrn(pouePtP 3b3-u$2)

prgi~e nitia curesive stui goernmnt to Poicypiad Tarettr ill
 
yield in focreiaste Srodctivry oevern i Sis Ldnka whtha he
 
cncrease 	 iit c ib l ,44riva sector inif~ii~ .....................fiiencsant....................... 
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natal tn suetrr4 es,ad oevle raitrioe 

'>4 1j80ig' oope~itiots potetionthf thE valuet a returnanscptat
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Tnldefec icr'es produciztionity hwveroit is probar thatute
 
%ll iti ' On iriatral
increfl ~erta factors. significnt 

contaion to 2SUEs e I aup
p(rVtQe wpofutvt oefs se t ) ei4. 	 <44 

4 44 	 lldedcd tenet revenu to~,te prnialuyditrones ae acctes L 4 
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'~Table B-1, State 0'14ju.Enterprises (SOES))in Sri La idia 

IStdte'_C or~oErtici ris 

Y.>'Ayro I ndu.sti a1, Corp 
'All Ceylo jw 6~iavuglEi 

"'."'4:'sian Htotel Corp4 
Ullt p 

''' 

>'U''' 

' ' '~ 

bjj>~ividing fiaturials Corp 
bi~Jlding~ Vaier'jos lanf. Corp1

<CeylOi broadcastil Corp
Ceyloni Ceiiu'nt 'Cor'p 
Ley Iori Cercluiic Cor'p

CLeyon Fer ti Iiz ei'C rp
CLylo! Fisheries Corp '' 

C{..-ylIon .Fisiteries Harbour Corp .4. 

Ceylon Huoitl Courp o 

" I'Celon 'eOilsan FtCorp 

C-aylon PI aood Couro 
_Yl Oil Snipping Corp

Ceylon Sta t! i, owiarc. Corp~ 

4 

44k 

Cylo: Tyre Corp
lepliant Litu~ Corp

Jute Io; us tries Corp 
Janatha Estates' Ut.v. boaro. 
liaiorial Paper Corp 
14"ationa1, Salt Corp. 
k~tiuIa Smtal 1Id. Curp.
; tboid1 Textilu Corp 

* 
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P'aranthau ChEiiCd is 11ip 
PiarImceuticals Corp' WoSri LaiiKa)!Iujbber hantlfacturiuia Corp 

''ri' Lanka~( 'Cashew Coi 
Sr i Lanka Sta'tePlaiitaLo Corp . '~'~-'S* 

Sr 'i L~d Sate"'Traoing. (Consol Lxpo) Crp
Sr i La ri k State Tringi~c (Ge~'n) Cor~p

-;5,, i L~rka St.at&Trauing ([ractor) Corp.454:w 

''' ' 
.5'"j' 

'44. 

4' 

4~' 

44 

'"~L 

.. jj 

S), Lanka Television4Corp
ui, Lanka ToLoacc' Inidustries Corp4

-S-Sr i 'Lalk a 'Tr au in (1eX~i, k) Corp" 
S'~ tate Liev el p:ien t, arid4 

4. 

, 

'444 

State Dstil r'ius Corp444 
S t Igilneering. Corip..4 
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of-- 19 7' frtit1- ed-C-o nv ers-i bno fof;PtiJc-..o'p~ora ti-don s, -or -" --------

w-~-- tilj&v:Oic:i2Prov iders egal frieworl, for'covers'ion "of SOE~s to-2W 
Spub Ii Jited&1iaoil ity~&companies~ with4 the- inten ti6il f ,'
"sel tepu'c 

tiole'-,'-m, tne4 off osusitiiar ie!o-agr es tab] ishrents'-'-'v''-'' 

tile cont'racting out to,'t0e private' 'sector of constr~uction arid 
4 other activities that were once the province of state 'sector 
firms; '~~, 

thce reiivaI of state sector r'lo opolius in the' areas of1nsuraiice anu transport; ' 4 ~ *- - --

,'" 

- ' 

tile closin~g of' unprofi table anid non-perforinrg SUEs wiidi liave1 
-no- prospect at successful operations in tile private sector; .4 

Utne, awarolring of'rmonageiudent contracts for four large1

state-uwed ,textilee~il ofrinwiaigigns
 

~Ir1-ts fir'st year of 'opera'tion ,the'4Comission has aed ageera-------------
K-pl ant for pr' yatiZatioll, 'illjtiat'ed.'actioufn ol l adopiiditedpr toeral 

'4--pr ivatize t'o SUEs' ill :1988,arid.estatblised aiiaeuiui-term~ program to 
4' riv'atze aotner '22'S07s (see, Table B 2).-''1cj~ U~s coaane To''pt this inemly5 o'f th e natioi's , ianufa tur in g ,lauor f~orce 'aid tieiri unet ass'e'ts are' equivalent to appxi4 el~.4one-severuth 4of the~;ialtv3 f'i.ccpuie urnl se i 

44~' 'tie4 coloi,*o- Secu,lties Exchange. - Tire~ mthbud used"4to"privatize a4,~~'4--4g'-'-iven4 SOE wil I ot: c osen or. ~'aLca se by ca se ba9:icroaig 
technical1 'aayi n o'iia seset The preferredojctive of tileCor~,;ijssiun Ais1 to,'convert tihie tar' S&'s'to
 

"LI I-fi 'C~ anies~'and tluen aives tacoiltted SIUinst'!
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~~~'-"''-4'- operatollsanci T(qUitat1;~s es7nter iiy irito i-iahlagemeniit~YYY
pi~-~'-~-- contractsA(privatizat ion of. iuiaiigudoht) prior 4tu the s'lle.,f sliaes'to '4tIe uti c sm;4'ae'o'private treaty of DlocI'Ss ~s'-'--2'-to 
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Sri 

KSpOl iti C3 ITisu i t iyty, sa Ie Iof. a,-,,iuorty iteres t, in' the4SOE iee44'4' 
'4'-11 r4 ta !1i 9 tile :c&Eirol 1in'gjinterest.> As a ulroIe, ,' h 6wev er . th le" 

vi re 
aproach will' Lue intil 'directioni of total divestiture wherever4~ 

4poss 1Dl,4I4e4,4 ' ' 1 ~ ~ 44444'444~I 
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31. 

1U. Sri1 Lm st1Ieu 1cr Corporation
11 . Srit~ ;rLaL't t rd in 

l~edu~-'consul ulatin-PCcryrtii 
13. Veyanc,; ja Tey'u;Ll. hi.i 

1,. TiUL I Uactu isrnuiCyo
StrateiraditCorortinrl oprto

15 . Sti ae P a ae Coinrporation 
0.Ceyloni C~ FdtbIororctiOil 

1. S't i~bLat i -. Co.dtTradin crig 
19CoiuYE oii Co.r(Frtilizer 

13. C/eyln iod3. h~ieIths Lt7, 
Ac Iaicsu , Fi ii an u 

22 . ri Laquikipaprroat ond 
lo.Geyln CeylonicsC orpor t ion 

?4. Corieno Culpt Lt. 
- 19. CO'IbI;'Jo~2Lo3?; 

8;4bb 777.I,6 
43J 

24 13742) 
1 6 

9j7 
394 ?9. 

346 Z9 

14 16. 
b0291. 

1(71.4) 
- 3 12.9 

390 .31 
14~6 (349.8), 

50yn-eiy 26d'~ .8 
HS''-.Fri?zer4 101.23~I 

33 

-

n"~ 

~ 

333333 31,3 3 
3-3133,33 333 

20. Celon fgtd.1 
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tne firs 
p~oia0~ii 

ocp vtzdS~ul ep e Li~i I 1y succt6 sffl1iin tile
6t>~1fpr iVa sectur. t Pa~rtVcu~dlry, for~ 

ound of prlvatizat oils, tIhe? SuEs Sipltild be- Vibibly
rdequire no Iddj(o r'estriict 'i"l' *i 

i tests in tnie enter prl eS trul.1ugh pub Ii c i ssuesshsould be d 'etgne'd-sUjcWht1tl Ii'siwr 0 t4 POS 1151j We1Twesh 
t"asc. isdIIiv~ (a,wIaxitwui~ of* 6 uof.ares~ti,, any onie-buyer
is~lte1Ita Liv.,l3yindi cated) -

~K 

~4' -~.Wijth 

4' 

Sa Il of Snares siiould be maue only -as Wie capi ta I market Lis

able to absior new, issues; 

initial privatization actions sliouid be focused onfirmn that 
are least likely to-result in major and contentious problems

labior., To did in avoidinig tile negative displaceiaeit
effects of labor f'orce'rationalization (tne Cbiaiissiun -

estiidat !s thiat 2U-257, of emnpl oyees -in the targetted SOEs willI
be Idade redunant), severance schie-ies and suppleildentary,
retraining prograi~is ;giiust De p1 anneo in tandem~ with . ~ 
Privatization actions; ,,.K,' 

Privatization actions are to be preceded by a Camipaign> of 
public eaucation .to prori~te pubic appr'ova/acceptance of the
privatization *coflcptati all unaerstanoiniy of tile value of 

.i 

.< 

,.,A 

' 

. 

-,~ 

, 

SOsperforiiing strategic r~ security-related functionis should
be excluded from the program; and 

Loss-mar'.-ing SOEs, while as, a rule excluded froid the initial
I ist, could De included as part of the lony1-terwh strategy
pending uuclsions on tlhe ViauiI-i ty of4 preparing te for 
privatizationi through capital ana managemien,t restructuring. 

, 

:~ 

5"-''"~-,'r~ 

1,14-

~IL>~I 

Incluoeu in th eLC oi.Rmissiun Is -overaj I privatization strategy is th e ,~~ 

rieveopiient of 4tiije capitcl market to ,absorb~the new share offernfgs;;yiiIIrteby'tfe privatization scheme. ~It uiiqwdr PEPP the4 
Coimflss ion iss'already'vorKin, closely wi th tnie 'Scuri'ties Council:IL 
and the C lowbo, Secur iti us Exc ange ,~(C 

puliat ies Lw~ard sh~are O~,ership and privatization: wlnchLit2,'~I' 

wiljIuse as "an ~input, 1or'idesin ing a 'puul iceaucitioh/'publicity L L'L.1caipai Un tost~im~uI~la publict interest in purchasing shares . -''---4rbl21privatized'firiis . IiIe general Lpublicity cnipaign~ will~ue fundeby~.FPP S;2anoiiier 1PS cmiiponeoit is ainmed-at LcpitalI ikdrkte~t d,.. 
an,dstimulatioh of the CSE. L A I~I VL1 

Thetest cases &&ethe Ar SU Ieuluoprivaizatiw n8, 

1 
I-14 

I'i'" 

-

.11i 

LL4 

ThL 

I111cnucigasuvyo 

4% 

- '- namey. ne State Lti 11eriesCorporation' an tile GUSU Of United.41tors Lto. 1By ijlu--1938, w~uch of the.pOeparat'y 1 viork' hao been~ . 

ii--I-provided 1bY both USAID and tile, omg:)illy conisultlc 'srv 'hilcs 4rwignprt neptiit tcncl~2I~ 
teGSL-'1has been 'utLilzn fri~ ii Laadrre/, *A...., 

,4AI~rLIjiL.'l4L~~Si brsp-Le ~g1,ves tfant a~dvi soiy: gr oup. Trio Coi.-ilisonhd used' 4 7> 

--

II4A~ ' 

fV". 4 ,- A I A 
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P9 il- to cl.1] cip~t(Jmd .;)2nden1t luui~s, valuations of'v~~I'S4tS Ilb~or rIuurjludl&y ild salary s Lructu,e reviws 
Of th-tW OE3. lielira-cs has tLIS fir, turned 4ut to be VryiI-Iaorintensive. Tile i~ar~keting plan fo~r sale, of soars' isto, e2nQ~>~~{~ oawelopeo. Fi na 1'decis ions onisare pi~ice , advertis inigof' share;offeiligs, preparation of- oetailed prospectu'ses )reyistrations of~~ ---- tnie-sliare2-issuies,,- idd ii-ig-a d C-t)'li o tlri-~ eclr-an-iCS-f- e

S actual sale-i&f 5 shares to tihe :puLl ic; through bro:,aes 'banks :arid other
il tor~eiar es arL stops Ky2t~to be taten~jnd'vii 11 be equa Hyfm'

tilda -COllSUhiiy, and deimanoir. ~ii 

- -

>I 

-

1 

r' 

~3. PROJECT AICTIVITIES 

A.Privatization 'Coriiiiss ion/I nsti tutionalKAilys is: 
Tile ho~~isiois buen inl operation since August l190. Thle senior 
level of its si ieUaiers andi its status as a presidentially
appomintedI entity giive it recognizedi autuuority,lhough Key
diecisions such as the tiWing of vanen to proceed wiitti tile first twoprivatizations are referred to higner g~vernr~i-nt aiitirority. The sixCoiisoers represent a uiroad knowledge and experience oase.Privatization, nco,ever, especially onl thie scale iow coiltuidplated, isvirtually nled tei'iitory. A~Saovermient policy, tile program tnat is 
nuo emerging, is Lihe result of at least two years ot gestation andaeliate (still coiitinuing) on tile iuierits Kand pittallr of 
privatizatiun inlwfiichi 14st if not all of, tile Coi~tumssioners haveactively participated. "Privatization has been tire theme of several
seminars aridlotiher fora such as the uannuali sessions of tile Institute
of Chiartered Accciihtants.. UKey officials in 'tile I1F&P arid one of thleprivate ;sector r-1leilers of tne Coamissioii atejdo tile All) sponsoredInternational Conference on Privatization in: Februaryl19bu in~
Washington, D.C. 71%wbrieuber s of~tieCr~is attendeu a,
privatization seu;'iniar orcjanizea by tile AcaainSmith Intitute in-London June 198/, and others participated in a private sector>" 
auvisory group convened Dy:USMUI in tile early stages of coinsi'deringthe costs and sul-1por t reuireuments to iiipl e:lert a privatization 
progr am~. 

--

-

'z

4i 

' 

K 

V-1-

The terrnvof tire present~Comiijission is 1iritea by I av: to- two years,
after 4widci it s amticipatea that the appointi~ilent willcontinue, in,,tvP-year increenltsK - TlIeCom~aision is supported by a staff: '-secretar iat located intilTe Il'FP Tie secretariat I fun'&timis are tu,prov idegenueral services, to thle Cowiiission, evaluate divestiture 
proposals, plan tile djetails of divestiture activities, 'eucer intocontracts Out service firiri to prepare corporations and GJBUS fordivestiture and'yeuierally impleiment tire directives5 of the Presiden tarid thle Goliviliss ionl Thle secretariat is staff'ed by a LDirectou,, two,' 

- deputies ania a support staff offive per sons. Tile Director is; an -

eperiencau careei-cLvil servant seconded to tile secretariat by the51FbP. The two aeplties nave also been seconded by othelr governudientinstitutionls. Tire secretar iat's oper ating buroyet for 1988 totalsapproxiiiiatuly 4qo, 500-'for salaries, travel,;oftice costs,'
wlaintenatlce ard equilvrit (inciudiiga vehimcl e). -

,K~ 

.I

~ 

-

- "' 

:'~'p 

, 

v--5--
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0tor~i, tile s5'Ucr etar iat 2via seiiinars ill the~U.S.' agd the U.K,. but w~ost 
OfIii ,'t~ig l~ lil Of: th secretaii lat Is andi tile (,O1.l1'Oli oll' 
ca p>~ aci ty W acoii.pl ishi Lteir Objectives wiB I LOi 1It' trough, a proc~ss 

*, 

4 

adjunct ;winlle short-terw~ expatr iate consul tant 0 th relevant
prior'expel ltlce elsuwiere; serving alonlgside tile Coimiission on
5p2cificassiqmi;K~nts inl Co Ioialo, wil 1 De tile pritrary weans to build
experience'. 

Tis tre 'ngtihs Of, tile Coi~ctiss ion are evyiaenced by tile privatizationprogrami outlinedl to date ano tile steps already completed in.>
preparingy'ti& first two SIDES for divestiture. As a new institution,
tile Commri ss ion is' well positioned to tacd~e tile wori it lias set out 
to ao and totake full aavantage of tile support which> tile PSPSproject wifll provide. 

. 

b. Support Prog,-ai~ 

A.I.. and GSL tunidS totalling anlestiirated 2l .6 trillIion will be
provided over tile 1988-l )93 period to cover tile costs of ;thiree
categorics .oi expanditure at different'stages inl the privatiz~ation 
process:. (1 ) provision of tectinical ass istance, equipment and other-diect support~ for tile Coiissioni Jn pl anning arid ii,ipl]eiirentirng its

'general prograivi for pr ivatizationr ( l .9 iriilin ; )provision of 
:local consulting arnd 1.1.dia services to iiettiledirectexnsso 

tileCowisson ssoiatd wtopreparing tile individual SUEs, for
divestiture ($MO ii lion) plu~s an adaitional os fo thetIi'share

expenses" paiu to blroyers ori Other organizations huandl ing tile actual 
snare transactions (52.6 i~iillion); and (3) coveraoe of the social
costs' of privatizitionincluding gratuity and severance pdaiients for
redundant iduor and various post-privatization: support expenses
(515.1 mriilionr). There is 'soiru- over~ap amiong the three, categories
as; pr'esented oeot, principally the appliicdtioln of sorne of tile
expatritterriical assistanlce discussed as part of thle general 
andppot privaizi aeilthe sp~cific divestiture preparationis

andpot-r vatiz tortactivities. Estimated AID project,'funds' and
GSL contr ibutionis ar eindic teu for eaco activity. 'Tne',cbst ''~" 
analysis is in Section 4.b. ,-

, 

' 

~ 

7 

,.K 

-

7'' 

7 I 

1 General Prour alrl for PrivatIzatiomr: Tnis support wil1 iucue
buig-t'rurw ardosrrort-er~i 'tecniicaTIassistaice,-capitaland-rcurirent" 
costs f theCr;iission, aria generic privatization' mprourtion "'" ' 

; 
' 

< 

le----"eci n ica 1,Assis tilrco. A rix of expatr ldte and lbcaI shiort terl 
tecm itia I spa cli ~ists drid oil e'1oira-t~i,1, expa tr iaLe, auv isor: is '" 

planned' . Tit eI ong -~terr advisor wil11ye attacned to the secretariat 
lorA7~7a eidottreyast providu overall techrnical expertise''"
and guidance- in plairnlingr preparing and executing privatization
acns. : h rt eii freference for the long terw advisorr are'ii- Attachm~ent' B- I .; recause of' tne. coni, ~t oI tlXridizto 

~ -p)ocss and 'tune7rqu ireieut for rainy, anid varied fdhu,is of, technmical 
~~.j~vOO hd.p'ojecL funusj0 11 lso-be used to fundu an addit'lna 1 20 

p'erson- rits -of snart-t~r'r'exoatriate aov isory'$-wrvicebs aru 60~-"~' 

~ ~ 
---

" 

" 
' 

7 

'"' 



s1nort ten j,aJ%1sorL %Jifll ass ist ill: ~ , .,2~- 2:4:2. 
.2.1 ~.1+Pr eparadti on Of c.oi pr t er is iv,e nvno1~t, 2 UE purt,~lfo'1is 

for use; by tile Pt ivati.,tion Cori,ossiori and co;:taiiifq ail 

tile de~siY 1 of pulic euucatioin,yeneral puulicity c.li'jdgn, aflotfl(e C~Ia iin is for the&sale o~f snares of' SUEs, , 

22222222i~ ~2. 2 an alys is o~f iiianag'-iiie iit anid capital req u irerlien ts of SO Es .. ,.~ 

targeteu for pr ivatization; 

-1dr-aftinlg Of i-lelleritiiig -legislation as meeued to advance th e 
privatization rocess; -. 

tile devisinag of, wodel scheme~s for 2eiiiployee stock ovinersnip 
tile usign of detailedi plans tor the postpiaztor sge 

at may-,devolveotner thie to tile Coiwiission and that are . ~2
-w7essential1 to; tile. impi eten tat-ion2of tile G spivtzto 

strategy., ., - -- , . J~ 

4This diverse pacIg- of snlort-term tecInnical assistance wiltI be222coupled ,-Jth toie loni-terw aavisor, in:-a single institutional
cnrc.The cu tot will lie coinpetitiveiy seluctuo', on the 

obas is of tile zuLi iy topovd tiPiunial 
<412.2 ~ jic&selction of suitbly qualifieu technicians.wa C i.ioi.,,wti

lne contrator 

22payroH 

'21~2 22con 

profile envisaged uy tile Gooi.lifssioni is more of a 1scarcii and find" 
organization triaii orie witri a larger nurher uf staff already on its . The lon j -t~rli budvisor, as Chiief, ot Party fur tile 

tr actor , w i I Ic) responsible for 'soriig witu tWe Coiliss ion tod~fjine the specilii terljs of ruterelc. tor. tfie Silrt-terw~ ,-4 
spe cia lists , idu tify 1;iu ltjile -e p t i t ~ d d, l c l cn a es2 for 

22 

22 

1 ~ 
2 

1 

4 2' 

422242122 

~4.4.42422. 

4.2K.. 

~~~the tas,,s (Tu selection Uy .trie Coi~ii:ssion, 2qjioe the progres's of
their worlk, anld:sudknittiwely and accurate reports oil al~l uss f,
conltract funds. Tle 1contractor %Jil~l alsoarrange f.or tile verseas .2~2 

22 

222 

22212 

4 4J 
tr222 ai2 i i9 s1 y'o rs'la n o r t ro e t 2 

22 The.<. 
Co.42s 

Finance, 

co tct 
uf Secret' 

and.222 Pl 

ilI me1.Tntdn 
f,~rula2' of 

liy Tile22 

earteofie 
ic wh c 

contract...I 

t ots.tl 

I I 

ill til of' 22 2uatl 

2uge 2 

224.22r 

2..2222'1.221fo 

USI xpcstia l adtontra U l1 ide dutiee ri ca 1 2 as steVtl'G i IIco''iu to us lth ead inor sell slry 2of'2 I2 

offa~aicernalroue antais o dfir tilescourse ofd tilepoject.224,2 
&*22~ .222uc~ AI ..11ndelcurunlains,, ass Iste2 ce wil Ian otne million.itjlie $1. .24 

7 122 . 2 22 22 
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ca ZI NI Ls t 0ti11 CeUq p4ul IwLtadjuIurni turui~ of pr(v iLchu fortu eScretaiit using AItJ project,iunro . Equipinunt wil incluae
~app? opriatt coiliputer s.)Steills for, use in' woro processing, ,financial
analysis Oind clito base IadutI'I taS! -s, did~m-4ium.Icapacity 

use oy tile long-terili coiitractadvisoi' vill also be purclidsed andtollo~ing tile advisor's depar~tureibe assigned to W~e secretariat.~
All dilnuai recui'ril, ope~rating~ costs of tiresecrut~.riat will be m~et.~by tile GSL.~ 

AID project tunas for capi L costs w Ill be qUuO. The GSL
contribution over tot five~yecir per iu is es ti~iteu :at 52Uu,UOU. 

Geiieric 1r1Vdti.atio11 Prui.?3tion Activities: A ui of* puolic
education aiiu puulicity cakipaiyns carrieu out uy tne Coimssion,

relateu to tile opportunities anld ris,,s of .tieprvtziopoga

in general 1 t upotaV tile prjc. priatizaionT willarstage. se:iinirs aoworkshops,~prepare pub iicdtions arialectures, aria 

usei~iaiaadvrtiiti an poyraim.Iing oppur tuiites to' fakii liar izerithe all~ci l )iC Wtltl process of privatization,benefits to be galied froiu tireit, and tire iSs anda hows of equity-share 

AID) proJtcA funu16 td I uig $U,OUU ore buo9g teo fur triese. 
activities.
 

2. Preparati on of SUEs for Divestiture; This support elicoiapa sses
tire foitoaiing seven 1Geuutitlud ste!ps to ue carried out'i n
 
preparitioifor tneae of shares of eacri SUE targetted in tie 

a oetaileci inaepeiiotnit dccouflting audit of the SUE; 

- a valu~tion of the-capital structure of til SQE (gross dssets 

- prepar ationi of- the I -noranouilof Association and Ariceso
'Association of tile pulic Ilunitea liaollity comlpany -created at 
the time cfconlersiun of tnP SUE froia stite corporation or ' 

-I, - - - legallforiuaatioii of the newq coimpany and' other legal~inattrs:'..> 
-,counecteu withi privacization'. 

--salary structure redieos 'and r'elated mnaqaient/ labor rev iewts x 2
2 tile SOE1,~~of worie~orce;,'~ 

extenlsive iuvertising of the public offerjitiqo'tile share 
~---"''' and 

<' 

'' 

4 
- U,.issue, ~ 

~A<~.regis tratlotn of the snare issue including charges fur sevie
 
prfore bevieUr-s~lar , ers 

L - A2 - f~ll~i, 
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US~ ~ etO.AlWp'Ou'LII0> U iIC OiS UI I IS es re IiateU to~ 

s~~ y ~-Liasjou~~O etai,1ed plan and, sciieauleU~ t ~ uLiiissio a 

I~tei,~tIti,,cjzi s a't eas t 6l1 %uof 
te~er ev'ioelice that actual1 control of tile comny 

. 
tOb iV : I tue shiares~Plus-

priaze t,
0 1pd ss to tile uIe pr ivate Ou~Lr~s anda tnaLt L-nment will 

* *-~ ~not retain any *inirect control, e.g., via cuiltrols over raw 
wat- rial uppl ius or i;arkets of zoe privatized company; andI 

if only a part ot cm SUE is to be privatized, evidence, thattrie par ent SUE ( if It rcuda ills in operation ) %ill1exercise noinuiiruct control over the new' company. 

The custiiuateu' totalI cost' of. tie, preparatory steps tur 22 of tile 24 4 

talryded SUES (tie first tWo hiave been covered by PEPP) is 12.0
 
conisultant an iiuia services. mny requJirei,ient fir expatriate

teciunical auvice oil tile' preparatory steps iii I I oL covered by 'tile
~; ~...,t-cimicai assisti.nce~contract. v/il Vbent b All) projectCosts le'

futics4 and' GS~L in rougily a Y5,/;/P1 ()ot"tioil. GS L
conk, ijuJOInS 2bj

contrioutioits wil 1 Le pd id eittner by the SUES tnems, ves or by tile4

Cutuission, in twi, latter' case usiing part out tile turos> thaL tile

Coi.ztissiun will rtie ive inci~ient to, its 'coiltei~y ia3tetr c;arge oT 1-2'AL 
 ' 

on ilesalofSOLsnares (t, Financial' Analysis in SeCtUII '4.C)
 
In addition) to the costs of preparation, tie GSLwilll'incur the cost

of cmuiiissioil fc(:s or otoer: coarges Paid to tile broikers or'utier

oryaillzatioiis IIn transact the Sale Of sn'ar'es.' 'The 'maxiluui cost

assuiming:a 2., fee against thle total value of Snares sold is 
 b 
million. 

4 * 

-,Social3. Co~s ts/Post Pu ivatization Support: This categiry of 
supporc inciuut~s scverailce aiiu gratuity payiuients assuciateu-with 

'*
 

reaunuailt Iaoor dnd/or tnle transfer- of e.1ployees with rigiits:to-~-~ 

-s r etire.ient gjratu ities troo. all'SUE to d iicaly privatizeu~firiiK-I t 

4

also ivicluuej-s(:veral scoeiaes wniicii~uill be put in place- by, tile ;44
 
Cof~iission to ctibloiui tue tr'diisitiun irqt 'ala I1-'n consulting4
 

4,as 
 sIstance alnu I,0urKer trt din in1g to thie newl y pr 1viti eu f irw--i" 44' 

S,;.ver atic 4ait Grou-wI y 1,y Lurtjj S -Tn wf -ijuiebu!,.iaLe, tticit: the4 
'-242- 2. - U-2b ~eoIu(lUenCY IIItile curieiit lauur fuIL.e of tile 24,taryeted SUhES 4 2
 

04 11,lrequiire. sevtr ance pay, coilipensitlon am~ountilng to about 17.3 
 -

I' IIcas T il ne S m iiulve w II vary froim" case tooi tae-cas.. r l pl'efied curse is to have tue severance of redundant- ~~-~i -'~~lbroccur pti brto Ije alve,zituru'ti SUE, '-l thougn it is also 
4 ~4f 

4-4 
f po~ssibletoat-severances associatea wito t1he privatization, could'ue4 4 4 

4if"~~i'4-4f+ iaade by tie 4new oamenrs * Luo.p, Suun1PdylileltS' Will1 be- w:ade, , to a 4 
44444444iiof eiotr-ui of salary ciepenon~ le in~ty'of, ~'' 
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onilliSsi:l Will Utilie I)VOUeCL funlds'Lo ~iie'.e tile StUdies1CU~l)
 
<for- themn todeterinie approprit.O SOtf Lin l evelS.
 

i:)ouldbe v sopar ui(XrviceJ.jI 'The~v 

tGratul t,-pa'I Lets, are ciititlemu~n ts, coiincetd' Wi U' eiloye
retIirelinct, beliefi1, ." ;The qra Lii tyl p:3yflnell for S011 eimployces is
 
~Call3JLd aLiLof)-i onCoIwiof I110116 of salaryiyfor every year of,~

service oftileLfirst five years of iiiiinterFuptC~d CIIIp)IOynICeu. -Under 
curreat law, the Gratuity ~Act spccifies that SOE employces will1 have
 
the right. to claim ~thelr gratuity bciief t at the timne the firm's,
 
legal status is changed from a SOE to a public comnpaoy. Thus, it is
 
possible thatisume emnployees wil elect to claim alumip sumn gratuity

pa),mnet for theirjprior years. of service at the 'point' of coniversion;
 
alternatively, they, would elect not to do so but tlhe retirement
 

liblt (grautui ty paymnt still due) would be- passed oil to the
-pivatized cowipiy. III tile latter Case, theCS1, will: still pay the
 

costIndirecilh Lhroueh tile catculationof tile CounLfiigent liability

III tile 3SCSeSICImIi Of tile Ie& assets of -tile SE alld a consequent 
lower shiare pi2%hntile SQE is divested. Antsi, possiilit is 
that a sp cilreiiremcn unwolbestihdat p theeimit of 
privati:atiouI iluo 1iiCh the accum'ulated gratuities would be 
depsited by the GSL to--the bcucfit of tie-eligible employcesJ The*
total -niwivr of' co ployccs iii the 24 tarf1etL~d SOBs is about 29,S00. <' 

Tile eStiiialted total fraLUi t' paymIlent. 1latiiit)' is 1,7.4 million.-
-- -

De3tailed cost anPAlysiis for-tile estimates of bothseverance ind;
-.  gratuity-poymciits arid tile G$L caxsh flow projections4 to meet these ~' 

paywents 'are in Section 4., All project funds, will be use Vto meet --

of severance payi~ints up to a n~aximiil -of$4.4 million. YThe GSL will 
'.cover: tile rempaining severaic'e paynmeits and al-l oftr gaut 

pap~rtsTio If as projected 22~1/2 oftl ao oc srdnat
 
it is eltiimated that die~ p'roject. will4 cover 60% ,of severance-4
 
paymcnts, while. LtIi-GSL will directly or indirectly cover the '
 
remaining 40% of severance~d l0P%of gratuity payments. ~
 

'_bnajgemcnft AssiS WIICe to NCWly Privatized Frirms*. :Imaging- their 
tirmivfor' survival and, growth in the compettive private sector. irlay -~ 

in soie,cases present a special thallcnne-or'added responsibilities 


4 4 

for newly recruit(ed r~ind/or retained former SQE manuaers~such -that
 
tile), will need s.pYccial support imtmediately pr iorto, or shortly after~~ '" 
 '4, 

'pivatizatioti.' Consequently' a~ total of -$150,000 ir, AIlD-project $;

fwlds 'has ,bo'en sit a&side to pay, for' manage'nient consultinig services.-~-
Tile necd for suich scrvices'wlill be identified during,' the maingement' 

' 

suvy ukdone uy 'We Comilitssion ln ior"'to 4iri'va zaion and: in,,i K ;-

--" later consultation. Wthtdie new o-niers of thie-cowmpa .~ Areas, whlerle 
' ' 

"444 

conisulting assisace may Ile nee~ded Include, busincss plnnig, .newr4 4' 

proeduct or mnarket deVeioliient, design of finiancial control systems,. 4 <,'' 
4 ir1lenieitatioi of employce relations and.'emplo~ec stock om~ership ' -- )'4-- -4 

<---i- programsi, research and de'velopriient, and quality ir~prcvcmen~t and 4' ~ ' 4 

Scontrol. 4~~  ~ 4. 

korher Triijp p/i in ,coop"1 ation with0'the 4'--"- -j'II al's:The Cornmiss~un , -4--- 4 

4 2 ~4 f rrn, wi also' Identify wen',mes~se ~~~4- 1~privatized I in lab~or capabl Ities >~444.'4
 

and. Ideritify' tratding 'ecjuirolinnts. -The' training would be carried "
-- -~''"'-4~,y--4
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'~~" out Uy tme 'W'co~al sn local train 1119 d~u COII. Ulting Jrts A 'w
~"total QP'4bOUU in ANl pi QJect lunas ia lievi st asicit to pay for "'' 4 

~ 
dss es ia-tit~of triningn neeais, deve~oVient of Ll-aliiy curricu Ia anti i' 

1Tn.ie cuined outputs for tire pr ivatizationsupport com~ponent'as a 
wn ole are:4 'yYWK''i; 

AcontrollIing interest (b or ewrre) of up to 24' SUEs wi 1 be4
oivestuo frori tWe governm~ent to tne private sec Tor; 

. 4 Aditiona I wi~uag r2ent aissistanuce and worker training programs
will Do dol ivered to thueimanagers, 'employees 'and/or furw~er . 4.4 

4 'e ix' 'Enu of the p~rivatiZed SUEs. 

. Enuof Proj ct Status '.. . j. 

At tire etio of tie project, the fol1 o'ily ConditLions willI prevail as 
inoicators Utia tWe 4project purpose' has Oeell aCcoul iStied.. 

4 

, . 

:The pl'iVatL- Se~tur Will be contributinug to yreater bflclericy . 4 

"w~ld~productivity in. Wnena-cioni1 economy; 
4.~ 

Tne p)LU IiL 6t l arge wi Il nave an em',ianced dnud positive
appreciation of tire relative roles of' thie governm~ent anid the4 
private .sector 'in own ing/rnaginy prouuctive enterpi ises,.ano. 
ttie aovan~ayes ,of we'll phneo' 'privatizations 4 

- A greate-r' oui.iuer of Stri Lanl~an citizens' wil I ,own sliares 'in tne4 "ipriva4tized SUEs;', > 4W' 

The private businuess~sector Owl1 be liore assured iii. regard to > ~' 
policy on >yovermnsit, vs. private sector roles in various.4 

4444 4 ecoI)Oliic. ctor, leading to greater 4private 'sector' confidence 4'4 

4>.'*..4y4.44 ~ ~ iII! UUIIII'i' inuvestmeints; ana " 

".Tire 
 process of planning and carrying out 4Lhe- privatlization of, 
4.,4~4.4.44 OEs will have uecome'well un'ders tood 4through e'periencer! ' 

i l dmig a,wel Iestauiseonti tutioaI'capaci tywithin the4 '4 4 444< 44 
44~.44 4 4G444 

4I 44 ~ (PLANkI'A 4,.4.4I . 4YS" 4 

4444 444 ThE total1 estii~tted cost of the cou ponent is $21. b 14;ul111 ion'." A.'hD. 4 "4)

wil11 con tr ibute' ni (37Z) tire 'GSL mui6K6~'b3 '4'mi/I on arid l'3.7 II4on 4.~ 
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Prootioo Activities 
 20u 7 2UU.
Preparatiun for Divustiture b~UU bUb ~,UUU

SndrtL Sa brwu , UUU 2,bUU~
f:: Ex atu . 
even I os.,b i'dI bnC 4 IU, UU .14 -.UOGl q 

...Pos L-Pr w~ atizati rm 400 4u 
'Iota / U -

-

T, 2' 
Estiiiatiui fiscal Year, expundi tures, assuinjny a thtreu -yea techn ica I I-.
 
. bSiStdii(..... CUIitrdL stri Iiu-FY , with
evLiuly ovur FY89i-FIY~i are as tullows:* vti a i -.,s .- ,preac = :... • -...,; - ,, , ,, +'
 

*Taule B-4: Estimiated Expenditures by Fiscal Year ($000
 

IA.1. D. Cus ts on ly) 

89 ~ 90 91 9z 9I3 TotalI 

(Genei'a"IPrograi4 for- Prvtzton ?U ! 20 ?U- -- 1,562Preparation tor. Divestiture 300 3uu >300 300 300. 1,500
Social Cos ts/lPot-Pr ivatization 'b0- Uu § bU 960 960 4,800ia jic~1ei!:iipipiCj11 ~ T520 7I-/biJ T-p/bu 7, t 2 arle~tsbTu T7,b 
b3. basis for Cost Estiwidtes . 

Tecrmical Assistanicei 

fihe costs of' tne tecinica assistance COn~tIact dre uetailed in Table B-5. A .stanuard cost faicror of 500,U00/yr iS-Used -for toi long-teria expatriate
acivisor dflu incl uoes es tihateo 'overheads, fees, ano all standard all1owancte 
and alp I1cat)lI , uppor t. cus ts Iiious iny ,etc. Th~ shourt-term exparaecs 

P~' ajbol-IUH &,UUicl:,v slry .tra3ve,iper uV -bO)t.udl ua d UVeri~uS/feeS. Part LlpaIIT Lrd 11jiim Uab4uu 0 averaqt trave:, 'per UtLIA 
-and tuition costs for traiingi the U. S.1 aiia/or ottier locations. Local *1 

'iili;!iii siiort-ter'" 1,consulinrt. i ' costs' areI ]i' : ]i 4-. uaseoi ; i il; on ou eiiertsi -I--I -4-" 1.= r I I . ak. .' ?- - -! -~:) -- ii :i~ i! !:!1; 

are oaseri on coi.iptitive custs inC&owo 'tor Wneoffice pacesuipport staff I 

ana, otoer requirel~,wt of tn cotatr 

Table'b-5: Estirmted Costs of Techniical Ass is tance, Contract 
T/*expatricto ~3 yea 20, /)r 4 600,0.00 

S/T expatriate 1A~ (20 pi.i L 20UOOU/pm) 400,00 
-

i4IsIii:j.4.- S/T local TA (60 p;il Q 42,b00/piu) lbt.,UUJ 
41U 

->-O-

OffV'I' staiff SU>)t Iut 6U,UOU1.,if 41 4i1-V-If - -A iI<;IS i; I!P,;+4'Offic space/utilities 
4 

I 

i~ii '0U00U 
1Equip,eilt ina0 urlliiturLu 4' fi 1 1 12i,0U01i++I 

'-1 
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-P ar ticipalit tI aillifl (Io x j I bo,'. UO
 -14 

TO-d A1IUj Fo~-ullos-1- ,i " 4,Uou 
1141II IkJI ts Ii Uo p IUiLI USL1 IUJ, UU0 

' lVotal ~Tb-iA -14-~ ~$IyteU f-
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< 	 TAule 1-4-7:Estim;ated' cost of Pre~paration for -ivestituire 

a ainof'A~sets: 
-:7444, 	 44 4 44 4, '4-4 ~ > 4~ 

a" 7 Suotota I I,872,U&O44
Contingency 126,000Ijj j

To tal A$2,UUU,OU 

Share Sae xcie 

1KUAssurnng a zb 0 t~e for tiiL sale ot dll shares, the loss to GSL fro yruss sales wi I be ralllionl if alli Shares, arc- bolo tiirougn uie. ' 
COIUrb 0 S, It Ies This is colisiuereu a (iSL contriuution$LUr E,\Cilall qt 

to tne 'L-tal project cost,:---"~4'I
 

44 Social Costs:, 

Top,,cust estii.ate ,tor Severance payileitsl~s uds'u oil cd1culations 
pro'Jideo oy the secretaoiIt. Ani average 2.'o6fL~J ei-aployees
in ltj~e '24 target.,3 SUiES .as assui~ro to, ue redullob'it ad %oUld -44'7 
receiv i'n severice pay an average lb. montos. salary -at anl average . 
sa Iary o-I R~s .2,OUJp~r I.Kvlit. -The res'ultingcai'cu Idin is '4 4 4 

44421 27,1 or Jiiillion.- Ofti iiut AlIU project funas4>4' , will cover QW/' $ 4 rdiio ania tne GSL-'wil -cover 40% or42.9 	 2 ,4442 

'4 	 Gratl t3 payrdttS WilI I ue uorne entirely Lby tiie-'GSL, out are
 
~ca Iculate here to r'f lect their coiltr iuution to tiii$ opiirtu

the' 	project. Thue cost cstidate tor gratulity.Pa~l1 its is baseo oil

toe bajie 19 53e o;;ipluytueS 411 average Ps.2,UUU per wun~tlt-salaryi444

assumptions a , n the casL- of sevtraiie pajy'. Laedon -Eme "uratuity


-'Act iiiin stpulh.ces 1/2-inouth salary for eacii year of 5er vit after
 
444'~44444.>484five years of un"Ifterr'upteo ii;ip~oyrnt, ail estioiate of, gratuity 4~'
 

payments eveIntolI y u was der ivea 'as f-ll'ows: 44
 

fun~ e 	fuu We mlot~Hj~1)91 b->e>44of eoployees (7,3$ 43) are efo I- for4 

- ,'7: gr44atuity 'pay. T ift vy are relatively recent ll ires-or tiiey nav e 

iJnteri4Uptea service,4 
(-44 4aul 04444 44440 

4 ll u ti 41 44; are444's44 30~ 44- 4n 444imi (t '-4 
44 4-44tu -L2.5 4 , 44 ((J j 4' 44ls442sa4 4.4f'y'>. 

h-kiUunt /,6ue X,,.--ks UU4-3u 1 ,44 

L 4484444'44 44 4 ~4-44444>4444-4444444444244>-' 4 	 444444 4~~444J-~48N4 
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One<, U 10i years, service'dad at'e eligible torUfi'io~ (i7,33)have 

Allowt 38 x 7. x s 2, 00/3A <"e =5,A91A5AU 

'APos rijtis slary 

30 o
 

$13. willionorifl Iion 6y t or ha7.eistexpndiue
 

To,500 calculion for' riaioeto ssisance a7nd a ouh stmae 

s.4ll 

U. Aecst~iote grtui~t a3itsu (os7.4 1ivizin fo a ciiie ,ncua1 
Athsaes rof sares aed. o6-prsnonn1%. Tf GLo~acolriutnsat U 

Areariorintassistncel,sitc a$2,500toar pr riioii and nnutjalefr ~ 

atn and 2,0..ilooer tin oti f Commissone 'orrs6 

U' -ijrcss* L S Oot ihuoetrionsF ania1 Analyvi s e nt 

Prov tizaGiL Thprivatizitel.atl porctio:'b ea 
U A4 'A AUsdo h sucs ful rivateaio ofIp~el'~r-h tmgeteA ~AU 

TableU~4Ddur.7fiilh9on1d'ore 41i B-8 Cameavwbtthe projectse on~A 

-by UU'A U,'iol a in ad inonb ct reiibursea 
"'n' cos-Uinclu~e uus all 

Uass;.1ati nseue e arliernt ard tlue pi psdA.~ the e ~ireso 

0114 M 'have er1i full diet, i h' s laei asuri Aurhe 

Aotrhe75~lnaoflthe conatiat ios wil,e. at an evn peS "-UAU 

UirouUIiout tiie a e 00 aidbiO ota an un s'Uv 'A 
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it is -L~~iodF~~~~dLSIt1)( 1.;u onl L I poceeds L'i Same ~~~F~~f 

su-i.n'w toim.o La:r c 1atua22Zu rabtLL'tn ae1ely-'~ 
Csts afi<iti d'wil "privat~ iation 6fie. witi tne-ektionl ofij~ 

shr ex~se- bmu sever~ance aiid grctuiLty pdy1ltl11tS. yTiC cost itehius ~ 
iliVo IV't: (I int: 1 4 aio lb) art also, tor typdllses~whliui W 
Coml'dissio,1 is I;) tde utist pOsid~ori to pay. directly. TileIsiare 
expense costs woul(a e Ueuuctea b uro,,er s at the tiiie of s~ale. The 
uiucii larger oiuhigations fur sevtrance anid gratuity payihents will 
nceu to u(! Dudgetea, aria c.an be paid dir ectly frori the Treasury. 

~ ''' 

The creatioii ot soietyp~e ot? GSL funid is necessary to~provide 'a 
inechanisw, for tiie Cormiaissiun to pay directly for: the cost items for 
wnich tlie GSL is responsible. >Thleuse of a~percentage assessuient 
against proceeasof sale would seeim a logi'cal way tu~link the source 
of these funis' tG, the' privatization program, *iut tn&& could just as 

easily ou advalc-ci ito the Corm~ission directly from the -Treasury. 
lI peet; ,o Plan 

A. lu;Ipl eimen tat i or.- Art, all geulell ts 

Tne pr ivatization prograim wil11 ue inanag,'o' by tole Cli;iulqission~on 
L i-ialf of tiie GSL. "Other GSL ministries ana agenciws as well as' the 
SJEs tni;iselves ailIl interrelate wi ti tre ComuussionloON Various 
oatters' as decisiujis are udade on specifi c actions. The Cou.iission 
will be assiste!u by a tecincal assistance contractor tor a period 
osf at V'ia~st rvu'Vaiu'~ ~~e. 'UADntireeyaars. TilE Coixriission''will also util ize numerous 'local.A 

adcuitioir to meeting the costs' of'tne technical a.ssistanice 'j' 

contractor, will approve the ~use of AllD project 'fun~ds for oth er 
itews in,,tie project Luuoyet via consiueration of requests' miaoe by, 

tn oiisinauapoa iruhPoetI~peetation Letters.i 
An. organizatioil' Oart deitn te rliosnips is inFigure 1-1 . 

" 

Toe criteria for use of .AID) project funus will vary depending on tWe 
buaget 'iteidis concei tied." "A Conition Precedent for access to~allj 
funis <wil D1'ieev itdence of' formial ap'pr oval "by ti'i& GSL "author izing 6>te 
Coixiission; to ckm.inenca 'iiiipl ciettatiori of tne, Itcium-Term 
~Privatization Program" I'o Nfurther~condition~s need' be mieet' for 

F access to funds for budget iteils1 unaer the General Program for 
~Privatization category, i.e., for proceeding with tile technicalIF 

ass is tanc contact equip:;ient prcri~et fo heCuxisso, orj 

general pulicity caipcign. Tile criteria foraccess to funds In 
Prpaato totp D~-,I~tivl u iture, category, are l isted in Section 3. I 

I1 

I 

' 

y 

s 

crit'er ia, ilea] vjthevidence of ,specific plans5 to, divest a 
oIIcntrol11i ing iniiter1e st ,in e a ch targette a S0E to .th e private sector 

Ti crtron- tor access to AID rejivurseidients of expenditures ' 
to~e hi IrduJFuueyLtr~t9or~y 'iFe, Socia I Costs/ PostriPri z tion 
A"F-"F"'ctivities is, eVidelc tia h v sitreo a 'cuiitro61FFinf 9 
An er s IFInFFtile 'SU h sFFtu Il" alFen lac 

FIFI 

F1F'44 

f'IFaF44 

F<'' 

F' "IF FIFI' 'FFF'41 '-IF FF'~"~' F ' FF'FF'F''FIF'F' F 'F' <F FA 
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aisa 	 ce1 cou ac 

, .2/ 4j8 :3S~ Prcojicaaitnc co~entc sine 

78-1?/69: CoiOns rtede~tie 
S/ U p~frvatized frt~nja~EJts 	 sue 

1/:Hdsltericevalua~tiont 
~1/9112/91: SPO-p~riized 

1/9Z-12/&I92 SOEs Privatized 

1/93-	 7/94: 4 SUEs privatized
 
5/93: Final Evaluation
 
7/9-1 PACO,
 

C.. 	 Procureiaeilt P'Jans/1{eiiursehi~iets 

hIIOMical PSSiStd1iIce ntrcict: A dir ct, A.I.1). coiitrdct between
 
USIAIU auU a :U.S. tirii,; possiuily in joint~venture with a Sri Lan','an -

firiii, wilIl ue awaraeo through standdrJ A.1.D. coiiipe ti tive sel ectioi.l 

pr oce'ur es .USAID staff will prepa re tile draft Request for 

-' 

2 
Proposals: (RFP) in conjunction A~tli thle ConimssionIsecretariat.' 

Upnapproval of the 1RFP by the Gomlision, the finial RFP Will be
 
i~ssueo :via a PWT coiinters'igned oy tei LbSL. Thie Coimimssion will
 
participat4 aloIngsi eUSAID ifl t0e technical reviewi of proposals'
 
received pursuant to tne kFP Given the critical requirement that 

fortejli i niiae that teciadt~)frtis 

'be intervieo~d' in Coloi. The, AID Contracting Ufticer/New& 	 Q 
Vwill 

the 	 provide seVices~KV4~V-~4.After the conitract is signed, contractor wiill 
-

to the:Cowniss'iuni puirsuant to the terits of refer ence. bi11ings 
(invoi ces ) wi 1lor-,suomiitted Honthly to USAlU, a~et will' ueiiiaae~ 

4 

by-teCoriission that the services havebeen 
provided, as-stated.,Ajo~tu.dTeCo~iis~ ,4

''-after,,verififcation 

>'1 

V4 4
 
S"'Advance 
 Account--for ADPoetFns Te mlIs-on has already 

'~ esta lisiiedaa tunator, deposit-ot acvace's.,of 4PEPP funds - 4;'~PSPSV 

loalcurrecf uids 1,.,'e advanced' to tne sarie accun (o-t a'*-	 -
Sfii a acutto segrega te PSI'S f unds from~ PEPP, funds-due to the ~ 

V 44efproj prior~t e'EP of~ve p jetieerithe.W ~ lraects. PACD 	 / 

434 121989) 2Thfe 'advanCe' account w11 . belu sed for- pr ocur ei-nns by tne-4 V4~-~~ 
4G01;sio flcpit~ equlptieit, goods and;4serice~s related to---&"' 

,geieral'uii ca~ripa1ijns (pul jcatitns,, meaed'' aciert1flg 
'Cofl jltdltdeVOi~t trainingi a 4-,,d44 

'pr aqi atioi of SO std' ~ie tur ajid consu'Mitptann ~
 
o4to sev cs iio a iiW tn post-pv va i '10io activiti es. 4 44 .4 4,-
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XetST)Ue ValC lC at ~ - sti113t ot 1 lEne 

Cr Qr~ oracs otns aeuwre 

Advwililnce b3:1iq id te on il v uc e 	 s 4hr9h9 <sbA9A9tdt 

<USAID. The (Corwisiunl i~iy also eluct to use its ,Owin fun~ds. to ,

S procur.e g'oous 8(Id services~el igitle tot, AID pruject tuniiin'y anu tileii
seei,' reiiuso , i . ., vn thout using tile auvanca account.< 

<A9< 

Wi th 'reg9ard to sevetrdnce payrtenitS, tile Co01 iiSSion will 9SUbiliitdetailed docullr!tatlon onl payv:ints that have actually oeen iiaue,
togatoer with evluenc tnat divestiture of a contro'll inginterest in 

A tile-SOE has ueui achieveu. If the severance paywen oc~curprior9 to <tte ivestiture, ihici is likely-to be tile case,;reiidjrseiients fromi
A.I.LU. 	 willI still not u~e eligiule until tne, oivestiture itslf is 

-co;,ip 	 Iete . A.1.U. pro jec Cf i1 wi i 1 eused;to reiiburse 60%of
 
eliiblIe sev er allc payi-. nts up cL a m~a xi muw-a ido 4 ll
iIIi ofl-----------A-

V " 9 -9 
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fd o'hio r s n ' a Ciii A' onA2 iza )) ' Prva tion 

backy..OAi4AA~ ' 11 1987~ 'Ai, Guverm~KA2ent ol SrI~. Lak.h a~- L stbise 2 

ofgvrm- oie coprain an bsies' units. A.' s,'71i~x o mbe 

Minist'rie '~y oferse fard Jrad~e'an hi pp~>eing idrlanng, Industry"' 

Reotigdirectly til President , t Co flssion asPribetinatio"~'~A-"'4 

-t.toruce'C thcn-l~7 to~ilL (ne rn of Scetrris a a stbishe " 'Aac tor ."A 

eta 

hinstutioWf FnrcdainmyPanndniwlritn plecordito fdivst
 
tir C-1'sidstil po i s agnda un ero mber 

thle Pr:ls sion onsredbPriat ecrtaria loe dinpal 

buivesti its A six 

acbod son asi ~pof.~s dctosistluing manufh abcretie, trae fiane
 
agiutr an rviaces nra llyngsp'ekig, thestragy fnu ry
sof Gend 

4 -'A divestitrfist tep o rdse let entdn e epesdpliy fte'O.'"
 
~~St.~wreucnterpristo uli es )
f etrpi (SUESri'toe 4 

pcubolic liie ib lt;O'ille rdte t~ ieta lsae 

ash partialiesitusred al by rva rerat ein fthet tse olot 

SOEnsa of assetsare optains fotheD icr, to 1.te puty red
.obirectivr sa toa sI ives pttts stff ta' i u p ipeii 

' 4'taiUlso itsdustrteg~l y acudngda, l i esting f, 24,UEr ofnir sforind
'aboasttueAciiurs heimT f Pia iainufact riy, trad,SO iane, '~ 

ShdlJrdivestii~jr s t on e sl ctedwithte-owned 22erre toSUESs follA 

public lis~neit fliveyor nesai thntietal hrs 

thoighs ales t th faciliaio ariild te foino ,dstitutinaiatosuc Ail 

prva tzat io roes. Prto thi a it ey, or l noleu the-, AA 4A' 

sae svic4 Scopn of ss,'AAAAArAdtiT lo he -ori a is onto the p e e r ~ 
Proeietial Is totals~diu osituPre. tiato wil prvie 4 4A .t.. AiAA

44

4a Titic jlsio a il of itih 1Atts eis io, thaes serea of
pri'aiziton plangyantseial ytoL.~eaatis-w reteenc 


tehk l-set 2
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I~ ~ LhlsusLsLytebfC to L carry1 out.iie Objective, pomer s and 

2. AS SSt Iif 
pri vat iz 

addr essing all1 tech iCa I and progir aunatic issues kon 
ion icluding review wid selection of coiapanies to 

$A 

firws aw, participation
of divestiLurusL,; 

in the 
-

preparation for and executio 

3. Assis~t in Life insti tuti onal izatioff of the prvaiato 
~irocess wit0hin tneGL; andjervtztn 

-4. - Assist the secretariat in defin ing needs for bothexpatriate 
1 ~andlocal short-terni technical assistance ito be, provided under 

the contract, identify. candidates and, upon approval of 
11>7 candidates oy tne secretariat, supervise work- carried out Loy 
<1 1~~~ the snort-t1,erm advisors. -- - - -- - 11 

Actiny. as the contractor's (hief-of-Party, the long-terni advisor ~ 
wil oersee the provision of all services planned- for te 
Coinissin unuerjthe contract. lifhe advisor willI prepare quarterly 

; ~>7reportsfor subi~iissio to tireCuuimissio nd to LS AID off the1  -7 

-progress of conitract iriiple~imntation.~ The- advisor will workWif)
C7 olombo, Sri lLaik i,offices to bestalised us ii,y contract funds . 

~ 

--

I 1<1 

<1 

1 Terwu of Sevie P,-e;Teln-emadioi
oiission overa three-y2ar period begining in 

oass
early,1989. 1 

Qua 1ificat ioifs :The lony-terui advisor will iiave had adequate 
exposure-,o. true pr ivatization prcs rferably including -

+1experience in Aian cuntr iLs. -He/she sho ,!& be familiar. with-tile 
- A>7lI11l 11a dministration and operations of SUEs as welIas privately owned and 

operated enterprises and how diyf fer. L'He/tsheUJ~oust~ Ibewl 
grounded -in the divestiture process either thurough prior experience
in divestitures of SU~s or through. substant ive participation in --
supporting m~erger and/or acquisition activities in the private 

~>.1112 ,sector., He/she frjst have an excellent grounding in the sale otf> 
71177 sharesl of coipanies. ka/she iliust be failiar with auditl and 

I accounting prcecdures, valuation of assets,>7business and m~arketing ~ 
analysis , organizational, design and have proven successful 

1 I -1< managerial skill . He/she mu~st be able to relate well to others, 
III 1~ ' with a capacity to flisten with patience and to explain, discuss and 

\~ ~ efetvl~cominincate wiith and educat~e others. I I-~1 ~ ~ 

I 

I1 

1 

> 

111 

I 

4 

1 

14 
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SCA PI TAL1MPJiETS DVELOP1EI1T 

.. ~G3 1 J Ali:JE.:i-:~ CT IVEIU APSULE UESC{IPT114 

~T ii lorjectivu of ID'S dssistance fur-'capitaIl j.ark (Is is to
 
faC~i Ii tdt uot Iuroueripub ii. equity Participation ill tIle economy
 
an d'ocreaseu cdpital resources tar- investment ii newI an/or
 
e x and i i bU Si tIC-SS0oppw tuitieS, t iirougn ti ie u e ve1oPaent of
 
~improvedaraarKete ,chanisiSis dioo appropriate regulatory environmdeflt. 
 . 

Ui tn $1.mJi 11 100 ill eynt tunacs, AID w'il11 rnance techinical and
 
finarcia I assistcinc, fur iiiple;,ientatiun of a nui~be, of key wieasures
 
designed to facilitate grostn of capital iartets i genieral and di e
securities i~iartott ii particular.* AlI funds
 
four year per 1o, FunswI Ibe usedA to provide tile Secur-ities
 
Counc1il (SC) 4,it, t-econicaI -dvisors' and equip,,ient and to cover soi~le
of tile direct costs ofi Use Council Is capital IaJKs developwient 'and
 
securities idarket imnagement pr'oyraiis. Funds will1 also De useo to
 
assist tile oo,~6Securities Exchainge (CSE) to didopt new operating
 
proceoures aiic'tectilo ooies tnat wil I mae til e Excoang an imiportant

dou iriteyral part of all expawnJ1iiq Sri Lan;,dII capital flartet.
 

,wu ~2.' bAC64UlJ!1ATIUhALE  -'4 

ef i!I i i c,::ilii ie'tar i iitect ss:1 f ;i!!; ;,1cI,pol', eslhlproveci cap5aiil ities of the Sri Ldni~an fidnCldl inlteriJoidtion 
systemiare cri tlicdfor iiowil izing dofiestic aild forei g capital
 
resources, alI~lo g the
! t tl'06 iaore ef i cie ttIyanz enhacinf 


i Iiolii iee f6cltion of tile supply

of'funds ~to fuelp-r vcite sector groait cnd, aevelopaent froa points

af 'excess Iiquioity Js a'tia11iiarK aftil fr1 ma~e system,,~ dd-tile-<-i' 
cacpi ta 1 iiarKetsIabi I it4 to ae I iver" to th e 'i~arKet placarangeofA<.
fint~ancial services cinY re.~ources at' rosonaule costs isessential,,to 

accel rig tile rm~thof a: pr iv ae- tectorA-lcd eCQIoIIy. ''~-- '~ 

Perfap~~le ~o~tQft~citea roau1 lci,, to bus iness evelopi~ient, in '~--~ 4 -- ~~-;-4t
Sri Lan~a is tire 1li iii teda ava ilau li ty afequi ty fundig.,>Tile ssue
of capital aviau~iity in Sri Lantla i s.not -a.matter 'of-,the asencO 

-'of capital'or 1 tal InRtthbeiig is r ofucapdica pi'----4 -r ---c "of 

" 

tt r" 
~~,~ 8vajilabjll4afouri 1ieecoL foi- business expansion 4-xequity capital.~i '-'s" 4~-

W c e us , of O- - lam i- til ueia io ''''Y 

4smaill ;priatuSctor4 uun~ijiated o'&Ka staafl yIour- Q16 Vstors'-- ~-- 7<<'<4C4ki ely ~e-I0oia 'y~we lus 'tcrm a to be -reJtlW 4 tepn .--- ~ 
tne1r capi.I 1,i)su3Dy opeing un~ opportilities a 

. 

tp sI~haehdirl tQ4 8-' 4 A4 ~' 

id derg~oup.:irony rr.,itl i8ve-SriLiia1 1cowp 4Ibebe to'4 "-.--"
-- 44  5tlis r~uctanic?. ofthen11erc1 ..Aunot't6 ciedcause conce~rns ~-4 

-'i i-a eno-a - tii: 0 0 lie till til exp ic ~
 
inrestI rates% r I 0ueUeYnIvsost
)' reat$ lIld1iv '1'epdjpst l savei~-bee&'r s vs, ifio li,,iielt-, lt l 

44 --A -44% --
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_________oarsoi ilr tl i USL u ig a; ,:owCio li ll I U r 

teitllilu t0, ruallolct! I;gn.C~~plit n Wiv prflL c froroi 
since ill :orsi. c~se scenariub thoy !tI) De au1N to avuica epzqylen ts ." 

-o ,I er ~s tor IUlY Peri~ jojs1 

At th e SalPV_ L1 1,!Ctii L i nst itut ionl Is tructureLleeded to proildpt'Athe

expdausion of tnL- capizal laarret nlas Liven i;;aaequate . Uiti 1,tre

S-,CUri'jties CounlCi! %L/S USta~kIl ied ill 19UY', tiiere ias a neql ect of
 
tne systels of reulatiuin nueued to insure stdoil ity~ilvtrWe rjaret

place, zun streny~tnei investor coiueiic- "aainst, unfa ir traoiti4
 
pralctices anu possiule fraudi or risoealing. Tn' e C6omoo Se curities
 
Exciamje is also ill a nascent sLdgu:, i'aviriy ben establisnea only in

lJd4. Utilu t manciol institutiuns suci 'as uniit trusts and, venture 

for interrituiition oetaeen sources and users-of capital. 

Sinc Vihjr, iias be-1nialaleinrsei ntetilth 
secritesanlt. -iia tleaveraye Sri Ldnk an. ith~surplus


cepiral coltinueb t:) place mis iiioney ill interest Luearitny

certificotes ot u,2pusit and otner relatively secure *incoi;. -Orienltud<
11instrint3, tnOL IIuLL;,or of investors ono art prepareu to in~vest in
 
i ior'e 1s~ y equity instruidents nas increaseu stiustantialiy. :Tliis
 

cllll_., :1atcituue is ocui1erteu _vy a cra;iatik rist. in lSiare'traciny

activi ties. Frmi'v64 to hi'tne, rupee value ut'.snares trdoed rose
 
by over 1'JV, fioi Rs. 3 .J i~ilion Xoiks. .o';iifliun. 17.32
 
nurwer of smares tradud gew Dy 4bU,~ troii i.13~iii I1ioi to173
 
iri IIli dur ing that sai,!e periou.' Si la r Iy, Une nuU)ber "of salIes
 
transdcteo Psca 3tea by 444.,, 'frorar ,770 ,in19841 to a toa I of. 14,964

ill19i7. Averay claily turnover 'dn 'the Coloria&-oSecuities Ex chian ge

is now at toe k.;. 2 i~iillion level Vs. onlly about ks. bUU UOO three
 

In aoditionto traoi-d ill-i existingl shres, there have beenI a numuer
 
of successful ned soareV issues in tWe recent past, , Notewortily
 

A exa.iopltes ar e Uli lmol1ic 'issues by tl ne.? pr~ivate coiaiircla I barill~s,
 
and a pi. ivate, insurance TO 1til ofinIterest
new cipany., Tiis YrU . inlj
raising -capita I tiirougi snadre issues has pro~ipte4d leauers ill theY 
business co.riunity to launch investidlent co;panies, ui' it trusts anlo :-'' 

~K ~~s itual funds to faCil i Ltte tile investi,ents, of tie guler al public. 

as~~ ~ cueioaiwail nuuiigsV. TileVud iStad siare 
aioei~mL iutial tulidsaIetmetdDvlpm-tCroaini
a i so tradling in hhares and t~i', ing equiLy l u, prjet < LouIK ,n~g NV, Q 

toOre futur;, 'tii~b.2cwlties Councicl is inves tigating Oiit

asstailct trui, tne Asian D-vlpei ml h -Y ro ,,al of
 

'VV<fostvdfly toe. t'rlmtionl of. iMore. uroad-Uasea Comnestic unit trusts to' 
V~ <'~Sbe owiie aVAV'~(ln~ee btile pr vate LlihAIKj ' 

V 

<eUyhO~l suctor. 
a4?ssis tailCe 1ufldul thL,e PSPb projec , apr ivaftuvwitw. caCpi ta ICai.lpaly4$
i$1s i i of Voriw t (s e6 ifu, ' ' etfI pr&(c. ,ss fi o ivl11be)a' ie i rv eiitur eV 


VV c~apital, co;iipan ieis are rioo emterging as soui4Cesf equi ty to Ua 6 <<KV*&

-'~~AV'V~ prGlls l~1l' IUu iless ,p ojecLVt - V '4 -

V 
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Tha~ ti- !eLSC1o5l~t~ s iuciH'sOf ~Vita 'f ll thc: secur itius 
~seym~en L ofFtire ca pi ta I i11ar1 is ehtco ratJiny. .. tio,.aevr, i t is 11W;1
nVSS 1e'Y-thj Lh:ef d oll IitJC100Snis~s to hailcl itan cre sed 

VUIL1.12ali al'idL u I Fqu i Ly4 imstruaiios in'&L-'d to pl'eV~t
bocA~ f the sysl: i.~ Currently, the ,xcharrt2 has 174 1listed

coi;iipiiies ouL of, ii -arly 11',00L)riiicorporated lii,00!td liaility,coirdnics Ilihas recuived ap1Acatiuns -from~26 others. . Wiheni the 
CWsprivatizationprgraod (jtsunder way) :in earies t, a I aryequa 1tity of sliares ill d siiany~ as 24n. Viaieilue released,

sel ing directly ino the?riiet over stevera 1y-ears.' Tire estimiated
nlet asset value (plus 2QW gocmil I) for the 24 SUEs. incluced inl *the1iedium~-lerid Pr ivatizacio14Proyri (sae Almiex B)ijs ks. 2,6141 million
wahich is about 3u'Oof til pr value f all-shares of the 174
,com'pnies curre~ntly 1istLuuon ieE~ c Iia'i Luoked at. anothier way,
,lie- sa le of, up to Rs . 26 14 iai I io~n -ill nv;, shares 'f.hrouyh' thre 
Exclianlye wo'uirl be eiYrit tiias tile curre It -annual voluiie ('Rs. 333.5~ii 11 onu of sliir s traJ~1 --

, ' 

Co:itm~ued -grc ;tn  in shar e trao ing oiIi quILKIrawattelitiOll to an
-&ad ill woico tii , Lxchany" is currently expeiurirc ing some -)f it

greatest opei atloiai pruo1e;,is. Inelotiiao-required- to hanu1]%j
interu:,uor LI~i1 ing, r-eyistration of buyurs,Aroissuanice of, share 

4-this 

a tlrstp l tile process- oftanfrrnsae
* ras incraas j o tile pont w'iuere it nua takes three to su,- m~onths tosettle sorie-transacti,ils. If the Yshares are tradea again during

interval, problei~is of iuisdireCted dlividend cliec1ks, notification 
of sliarehold- r- i.,etinys and other probleims are coi- iounaed, giving 

-rise ~to art -increasing nuwer of coiiplaints to tile4 Exhange anid
Yeuieral investor uissatis faction.

'4 - ,~ 

It is theurefore cruc.icl , both for the, saleuof capitdl iiiarket growth
arid for the success, of tilh6-l's privatization strategy, toat -thre
Exchange be eJOqLICIe arid geared to handle a larger volumae of
busin-.ss arid to provide better service toi alarger nuiket-of 
custori(2rs. , lu ciedl ith litis Pr ob1e;i tie Exchange- plans tu adopt a-

,syste~i 'of sitar- transfer I ilom!n in the'trade as tire Central 
' 

44, 

4t1, 

4 

4 4 4 apsitory~Ss~ (M).- Used successfu,ly -by iulan of' the region'Is
stud;, exc);auL the CUS~reue h u~e oprisivl and 

e Inu;:bC) of, stp required inl the sharetransferprocess. Errors~ 
~are re duced anid trains fer, tities 'are k~ep t to -ao~aLterof~days. Wil j 1e,

t!tIe Exchangi is1 very~1;en 4to addopt tile systeil' the. trinsterring of -

~t iie CbS ,teciinu jy to Cool~o'dwi I requ ire' Doth techn ica'lf:expert ise
~aid finIaicial rw-,sourcoIs hich inl tieinitia) sta jS,'are.Ueyond 'he 
~reaci of tile Excltialig?,4~ 
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L ~I 	 LUACI I~*ALiU 

0f_ IVU/ Lil U,U)LI 11a1 l~tU SO CUl I L S U LIICi . IuaSS Jv 01C I[ btel
 
oper,zional S11c Zp e i 1t) jiJb4/ i Oftil e ft idncid te:i
Io- mh9iin 

SLOCK DCUA:" SdOU oUaIr Littsecuf'ities b~reCUUCOOr LC; tirE! 

Lc~aoeu ini iin u.rutr ly ioiwier iii te Ilr'; ut lvi ULpro per
 
r,uI eSSiuI ".-	 -1u 

I La I a4I,	 >-

- to protect; tile intL-rus Ls ut i)VeS LOt's; 'ana, <I' 

- to Ut~vlup~s~ proTrJce tire groaIti of tnel securities lIdarKet in 
pd),ticu Ibr an tile capi tal tarItiyentral. 

Thne Cunci Ic onists of teii mfeiJves trumu botth the public arid private
 
SfzctOi-S dppOiIltUU by tile hilnstry of Finance arid Plniny. With an '
 
ope'rating Dudget of 162,000 per ye'ar', tileCouncil is
 
~pr'octe~uiiy Withl lpl Ln~litdtiOil of a proyrarfl of action built around
 

- tile ust~wimiii~nt oi proper procei]ures and rules to requ late 
tuiu aciIties ot tile stock exciianqg, stocik brorers, and 
IliSttd CosyranieS; ~a
 

- - Uesetau lbIs.tnt of auequate fc iesdtleExcilango 
 -t 

serviceiovstr in securities; 

Itule ehL'.ienL of a securities iiurket; arid, 

- tile 	oeveloplileiit ofa capital IdlalKet-----------------< 

TileCounicil is in tile process of,-estaujising a secretariat neaau.c
 

Di~r ector GeIllr dI ias,been ;
recr ujtud. apam Il I ,assuiue office 1p1 
III i1oo.H fld dil I sevea tire ve excuiv off.y~U4icer uf tie 

Couicil i io . task~eo witi mipl e::enting. tile Cound.]±'s. pr'oyracI of Ih~ 

-:-	 p I ciigC OtaL ;e, trairj activunoiltre,Excange, tnec car, ying out, of
 
actions d~signed to expatn tire securi'tie idiargetanu oter iaeasUi'es ~
 
to creatL, a rq~jdrizeu iEalret witrn1appropriate protective,
 

7 iadchanisliis fr'the inv'esting~pubilc. All'Outlilne of tile 1principulIi
 
duties ot tile j1iector Genieral is as follows: "
I 

assist tire CIhaiiIian in carryiny out tile objectives, powersll7a4Ia ~ll~h' 
and tunctions of tile Securitits Council,,;1 

II o 
' -- ia 

1~'~to Uvelp crltet-la~frr. lielSil tb broi~ers arid a StoCK 

llal a I. to d~yv.ILp afld ltp~ietan investors cui~ipisatlon fulia'to 'I 1 '1TI

h4~ ~prtctl mvetors rInsecurijtie's . J rau1u lenit pkractices ofa~ 4 Il-aV4a' 

I~ 1 a~ c,"a al a a o rIi o11r 11o a m1 a/ ' oa 

ata ula u-lu.' tt tof~u r 1 ro n n o ru no t c -, 

I Ia- a'7a I n -'luc'u --- la io 

:9haa',4''-alaa 

- - a 1 ~l~aI ~ l '11 V . ~ 
Wa lha 'aW aalh ' "lmh-I 4~aaiA'a-

7 

a I 4Wl ,-' t hhllal1 
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tra in 4>--i ties
 

t 0CI Ci~~tr Li - f oJflVdu r f WI &iltd~~r4P4V;<-4L ucou t e Opflg3i~S -:it'2.i 

SI toJ rpat prfoiuU,'eli or'k otro1d wD die fus.u reoxwsiaer 
tiemri,,f;iiasug at I v er-is rQt2~l bed4 tu Tle44.et~v of--------'" -4-4444. 

s t~l up a k r l tcd eiiip1 lgeiwt. ue f wresrvi Iar~t a 1a i /tu pru 


Secriie~stoxislrog e rsn Exchaqcw a's oranize asftra 'cilanes 4 d,--< 

11i'lited~~~~~~~~~4 opny t seiia opoi (~aate -4-lt 

in~ ,3k o us syn i ' ures -,o 4hny4 ttiirat ciodpar nEb~cuIips inieft '><44,444>~> '4A 

coLzo tius. o oubwt~t Etangct uy el fo4ri onoa i an Orarsa 

life Excak ytti i ur tily rut wlyueyil tns: ui~e 144e o frunc <> 

1 I utiy f i li1y in ti ngt( svery tracta'ue e'ran-4 yibsr ii a4
C T heExVhbijaIotfaiLrtes iLrog put~ a~ mh1S 

1xi

Ci, teerCo,i' 
requiireite WiJ~t r(:ardnte qoua yicatos ufss]eiiilnoresing 

dUrS p2a r f q i S.4t a f ir cor~p Iatrie vio listingUy~p~ia
 

Lxt ptlorot re.Wrl-le eriis w n w (i idconrolld uy tis 'are;
t s'ir  4 

-~~ ~ t~~ti d spi J1 tur myf di Ur e sQo rt~lsiofsp4~ 44>-<4
cot, is. 4n t h , tai e oil t rs 

4dottr~ itO'N supp 
.io inat nton-is t ibuy ~e4re r-  " 

-4~4 -4 44~4 

-- C~i~l~l aSS A - t ~ -4.c ~ares, 4 . 

44 



Z 

oil pa Pei, 6) luUe( trois criued to, a com~putert data udse; 

>. 1repor:tin'g <Qpallsactirorl5 ilmci Udm yillUl'L'l of sitares trauea, *4". 

SprI 1Cice o tle~ sliates, traed, <an u 'uv er a UIlov elii t f Wueprs 

Silari.et. KIepotts dreue1ivereo t6. Wie publ)ic dirouhW prs 
4 

and tU meur, firiis ; 

puD lisiij 'Jai Iy, wee 11, quarterly and dmiuai' r epor ts , .4,? 

*including stoct-, quotations, <sarts 4tranIsdctions, anu arn'ual 
44.4 uwir s 

i;81nll dinill t Life regis tr u' 
4 

0* cofiprhit, tor listed ftir;is; an~d 

pcr-toroing 3oi~ite ua ct oftice functions for oroc,r/ 
1 

1IelgLers4 

including pri3.ienit ci eding f'unctiuns. J4~ 

To peirturivitnes Tunctioiis, tthe Excoange rids a s ta If ou Id or gall iZed 

a l ung t-We lInes 4:s 'suomnin Figure C-1.<4 < 

Iinc CoioiiLmoSecurities Excliange (CUte) Ltd. . A 

44 4 - 4 << ~ ~ ~ _<Eecutive Coixiiittee 4 - < 444 

Consu - tant - - - - .jilanagerj 4 4

4-riat Secretary/<. 

Assita', (2)4. a-- -t ti ca1 r di 9 F1 4i 4 

44"~~~~~~~.44,~~~~i 4 4 
Off 

4 
c44 

1 

1:~ 
' 

:4 

< 
4 

'' 

44nge 44t 
4< E S4 

4 

t44s4~' 
<s 44 

It44~<~'~' 

U 

4 YP St A4.t .- ' - - 4 

iv Officer'eargry ,A 
4 

":- s s a, t ' 144.4 4 
4< 4.4Peons 4,, 

r 



j, 

0 111 C;dJ itLIOlS , II v sII ati oil ot coiip Iia i tS da ilj~ 

rEi Ired . Tii i,i~siL sentior otf ?toue cmrhtees is Itile Executive 

4 '7 

Tile,,ativites i UlutE xcu'ang itself arj reyulate. uiyv We Securi ties 
-~ o'i,~~i t . 'hc~11Jr'Ltor Genehr al of :n Cournci1 jwi 11 ue tne e'Lou I ci ' Tii DirI I e oe facto''senjlor~sduftirvlsur~ of, Lxhig pedi a' Continuing baSiS, - ~ 

A' 

4,rapiu 

~a Iso, prov ide v rsI ilit to, assuru th~at thle Ex.chiange is effectively
perftor~lrny ts fuctionszDy policing uro're-rs, assuring reasna1 y 

ano accuratt trnatos n ol,-ig yeiiterdI f3 ir trading 
*, 

'Th~e Exciiabi)'e Is 1'elatiunsip %,iitot~e i'oj, r ay.2s ispa r t icoIar~yIy~
c'u,,ipIex.' The uruvers ar , We 6wirers anul operator's o1f the> Excriavtye;
Uthey Provide op~lrat 1inCO1Thot 2 Vi' feeS) 'to ttie.Excnangeaild ser~ve 
on its .Executive~ rm~~tt~.~Tey&Jso provide tht. foruii' fur i "~W~ 

u c';uinyjoti anu iitiposiiiy appiropriat , saiion-fuuo:r ~ uct 
ai tndi cal Ito wt! fiajerests' of~the Exc;ndrne and_ tne,~iiartut p'iace.''
In thiat sense,'tey are expe cted to ue a sely.- , 'Dud 

TeExc;,fdlei all its i1aew e r Ur~ers provioe aqaatefrIill e 
&bnltiiy~t iiia )i Ility caI . Lgis teExciianye-uy aggr ieved 

- investors. Tis is achievea uoy.establ'iinnya nori-cancel'labe banlk'-
credit line rat icii can uu troutize corec -rsig r 

-~toiu'lfwancial 1.31 lure of bor firms ,ano 'for proveii acts' o'. 
~~ u~aiteaace .' tTuib guaraiitue is distinct fro tun investors'" 

coi~ipensatiori ttjnd Wiliciio~Imen nctei oy Par Uiatrentwill ue mcinayed 
uy tile Securitius Council ~ ' '' 

Tii, 0'ic I t ''hIuIj1)VUr o,<~ era eHtj1 uSrrg tizie a it i 0s t intstanjces as 
4<suosid-uarl es oftoei largr parent coIusurcfia1/tcdinq compa~nies, 
' '-are said to oprate currietly at-'tre~d!,even or-uuIta becausje of the' 

ituf~ted auioutt ,o;snare trans.actions Even wfiuthto recent rapidJ 
"K -K K roat 4nturno'er,, and 'd Jr per trans~action, tile avcrage~annublI4--

-oss r, j~t~ frthe Oitt 11,er t1 his h/as tile equlval it of~ 
$4::';: JbUO firii dur jnq. W8/.' <''K K K~', '*~~ 
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iirt 
:panc.il 

-ter i 

asbisi gnietor Gitra hrinor to l ii.iroe Lal gde'I1U torill 
p-,Jc ul evs aIIonUL 0f ilep u .Itrealelo rai itLv ofrtinstoc 

e xAIlI YeC. 1p unOFdiJ ~or prIIlojcasspts tl ows:c 1.Inistfo 

to e op toe tca A-pi Usi~n~tdl s of ~Li riL i2UuUUOf11tanoK bt-Tier 
CraftjoiU ae81I rdiU11f o, tihS po 1tiolISi talnglt -
Siper son:1 on ; s fsiu t-te maneci. -Unriat nyftt e Iiav erso illo be 

of not-Eriolocl tc~wcounerces13r a ruof thriea topeparet 

pi Iicycu anald u , eowe atnevceslr~sa oIni rci~t frmsd tnesgncne
fexnanue.1i t tr ts wilch asou ai t tne iuncil Ifn ias an ord 
spi a joi us), p,i foartinsc re-postio os ino providen supr1 
Si ioperson vittis of 0 LIC t,: eatr~~ asneelv pesneon 

The Colo:i'o Secur:nities Excilanje wiliI rceive one long-tendi tecinical 
3(j VIsor' for a p--;10(1 of ei y' teelri11oliils to assist- Cite. Excnianye in 

- ~--4---* wa derizing its up,2ratiofis and int2gr-atwoi tne,.' iqui~iieiit ano-<~ 
proceaures (see uiatt jou oascription in AttacmttienL IC-2). Til s 
avaiso5r )il11111oi it tL 3)q ,1tOtilaaelofte Excoange (and iII -

-- coordfrw'tibrin [t tnce Diecor G~en era I Of the Securities Council )'to
siw'-"'5ot< V~ie tran. ,Lion troll tiie existingi trade recoruing a

tit operationl for haiial ing, 
-'~ ~ to'~~-c Isctr aoes . ! Isi~e i i I I pr ov ide tecilii0cd I assessoiits - f- coinpu ter 

system~s oper dtiolls, ovtursee' t~i 2 final- preparation, of specifications 
~<-42'-j of al1 ~oIirt LqjuiI),illt to: Oe procureci for use Lb tile.'Excilange 

- ~ --- prepare coImputu'. S _tildS Sottware forl Exciianye uses, -tar~e ciaryt of-------
tile settiny up aiiu roll-ill 'of ti~le w. coiiputcer syst2:.hs in parallel 

-- wi til tile -2x15tinli Idrij' Iy  lamual syste:, aiu, traIini the Exchag?' 
c teu.2rsystuilis j -,iv~ n op: rators-ill<data -mut da-

ldanaguidwtnt, sys telis rliaiiit~unie ac plnin f data syste.is 
-Secur ity pi oceaures.- - -

-

-

-
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intlla~o 0 cfaV~ql Chidiu P''2 I ne I p' oe 

rX cilallge".S LCrtdIFips toy Sy'tI6tn trn t tecilno ogy
fr&6ihotier stocr,, excha~nges Tin tne: rieqion i'n'-untry, trainliny ftor., 

oTh',Jd ers/dollrs eiao t strew.6 inlinygtheir operations,' and other '' 

s uppo 1,Lm serv ices tor uroxeragle' tiriis 

>;' 

~ 
~,.~ 

''-": 

.h 

I" 'Al I teciriica I dsssteiic-2 i 
as expliaineo if) Section b. 

I I e provlued under a sipyle contract, 
h 

' I)i c/fvestor.Education Pruyraiw: .A totalI of $3bu,UOU wli IDIC~ 
,expeiueu ul tilieprouLuction' anda dlstrioullun ot m~aterial~sdesigiled to 
inicreasesthe taioilio~rity ot'<tile investing puulic, listed, firids, 'arid 
studenits aitli tne opurici~ins ano functions, of tile securi ties .. 

eXChlange altod We cap-I141 warl~et. Elcewents of tis programr incluac 
Publi'c seifars Onl toe securities iiarket cis well as' publication of' 
yeneral iilforiwtioni ioo, lets, the~ Excianqgeis rules and procedures, 
ana a scnool tex tor dcanced students ini bus inu'ss and accounting 
courses;. In aaouition to .tfie educational tunction of th is prograi; a 
pulicred.-tionls com~ponent is planned woiiii wiill inl~uue pi'oduction
of .Iuvis ion &jcui;entarytfor use in schools, otlier *educatiuonal 
-celevision proyririu, appearanices Diy Council1 and Excnanye i1&eiibers onl 
TV' panel' siiows 61nd &press Cal~ipa iyn in Enal'isn, Sintiala and Tardi 

~jj~j;*; 

COI;~rluty Procureixi~nt: AID oill provide'j 245,(OOU for tile purcnase 
ot. puu I isit ing , '14 Iecoinrun icati oils, tra imiiiu ,o'ffice, and 
coi;pd'tr izeo~record-keepilny and repor ting. equip ient for~both tile 
CouuncilI and tile Exchangye . Procureiient 'and ins tal ationl Of tile 
eq'uip;.Ient w~i IIPL accoipanidu( by a suUStantidl'overhiauling of the
Echang; soperations ;to meip it expandi its capabilities and reduce
transaction ciiiits 'Thle aeLciileu equip,,ient'list 'is in 'Attacnrliepnt C-3. '~ 

T-wo separate co;ipucecr systems will oe purctiased diwd 'installo lit tile 
offices 'of tile Excnange. Tile firt i e used to autowate tile 
Excnaiige 's traukc recoroing aii reportiny sy.;tei. Thiis system will 
be~ designed~ ai oui a sinai I local area iiel-aurk, of advanced 
iiiocoiiiputers . A t ilIe seiv er/nost coipter 0 iIlI Le located in tile 

liainl offi ce of tile Exchan ;e ano~six teri.iiia l's will 1 Le located onl tie 
trading floor (L), in.tile accouniting section ( ), iii tn'e office of 
tue Lxciang jiiay (1), and in tme'otfice of tile Director' General' 
(1). T; Ie Sys t , il 1 L eq uippeo uiti softWar e ti dt wi I I faciIita te 

relii,2and rreportiny of stock transactions and'will 
sup~port tile puo Iicatioii of' a.iuioer of reports (wcluding daily, 
weekiy, and quarter ly as well. as annual reference inuibers).' The 
system ilii1bt equipped witn- hip volume', hiigh 'speedi printing 
eq~uipi.ent incluciing both impact, and p~age printers and,~if possil,
will be '1inwed iith tme Exchanye's offset printing equipm~ent. "' 

. 

--

-

'-' 

2<12<!,, Te second sys in IlI be used to autoi~o tiepopos~d Central 
De'ository 'Sys'te~i'f(CU). be~cause of security. reure t,' the-CDS 
i Oqiar rzi011 Ul nysica Ily ,egr'eyatea' frori thle trad'e recuuldig and 

repor~tingj systeii in a secureu Office Tile elu ipii~nt willIi e 
~, conJti'cured as a si;:311 ioc l~area neieoik' itii three terinnals '



av a a ) oiiIytoCu persuiiii 1~ il be eqlipud witlitdata base ~IK' 
an IjSf~fe anld liave 1 atj 1e-cae3toge j 

j2casclest 

-A-,~~ 
~§v~ oper arions" C Ex ch anig? th ey mlu st be capabic. of being -inr' cuinidlb fc 1t ipraie o[t all ttikes duriny tile tr ading day .oeunty 

su''santalredundalcy willI b built in \litih Le colponents procured
inlduplicate.~ 

life configuration and specifications of boLIn systeias willI be 
fIEIxamnI'a inl de2tai I by a cowiputer systei~is special ist p~r ior to 
pr ocureien t. ThIiS SPpcidl1St wqill pr epa r e a rup r tcontain ing
procurilent; spec i ficaL ion~s and Lireview of servie idpout
available locally (see Se~ction b.C). ieadprucs 

Projecl, funds will also be useo to purchase comiiunicatioris equipent>>.
(a niie, teltphunv syst _i~i,a telIex iuachine bfnd a facskii le unit),
printino equipi~ient (a hiyii volume copier anu an oftset press),
general anfc qi.int d tra inThy equipiiierit~iricl uding wi1te 
ooards, a VU-,/V uit, and aut ovtrhead projector. 

The S~icuities Council. wAl I rece ive projuL.~-funoad equipen t 
iricluuiny a riicro co;;puter systuii for'woro processing anId financial. 
ailys is, appropriait-- softwiare, a iiediurd-volui:ie photocopier and an 
offset Iiiiiogr~pli prio~ter wito plate oa'taer.' Equipment will be 
installed inl the offices of thle Director General. 

Trainingj: A total of 4qS,OUUOwll be used to finadnce 
TalilIialrization a3nd consultation travel for- Council and Exchange, 
iiainagers to securities exchanlges in other countries of tile region... 

adtravtl to. par tici p.te in professioilal meeti ngs . During their 
Tr-ansferring useful innrovations to the Colom~bo exchange'. 

CUutpu ts~ 

Project 
pr ivate 

assistan ce wil IIncourage anld facilI itate the expan sion of
invsiuni. productive enterprise throuhipoe aia 

idlarket conditions. - lle planned outputs are: K 

an operative regulatory. unit (tile Securities Council) for the 
securities ioarket. . -

t.1o coLIL~~t-r ytesinstalled ill thle ExchangeY'. '3 

C -- K a idujderrized operatiiiy regiime for the Exchange capaule of> 
Hiandl-ingoh increasi~n workload ofteshare iaarke o h 

- ~ At tihe end of Life project; thle folloAinq conditions will pr,!Vail
indicators that tne project purp6se has bieen accoiiolisheoc:33--

as - 3 

~~.~33 > 
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VCi II~ ~ c uLry CI iiI LcrU)t IuIC Ll'ad -sIa ~n11inspi re
.I C~~iOIt bhUO ilVOSLors 6aild 'the''Pipu I ct',: cirye ' 

inceas~i ,ibilizton,of fundfs wi1rSUILi eareqty 

base~j>>
 

fla%. methiods of financjng wj1I be developed through the Colomibo 

Securities Exchange. ' 

' '
 

4. FfINAICIAL LAN ANUPL ANALYS IS--
A. IBudqet' Sui~imary 

The total cost of the capital, u~arkets develop:,ient coiaponenit is 2.44 >~
mil Iion. AID will contribute l'.9 iiiil lion (?8 0), the- Coloribc3'

Securities, Exchanue2 will contribute 0.32 illion(13) and the

Securities Council will contribute 0.22iillion (9Z). A 
consolidated sumijary budiget for assistance by category of
 
expenciture is given in Table' C-1.~ 

Table L-1: Cost Estiiiate and Financial Plan (~000) 

3A. 1.Ui. Host Country~ TotalI 

Long -Term lechnical' Assistance 
-900 ~900ASiort-Terif' Technical Assistance 300 300


Iraining 45 
 -- 45
 
Equipment 245 245
 
Publ)ic Education Caipaign 350 

-

350
 
,, Cont'ract' AMiinis tration Expense 60 

--

60
Recipient CJeratiniy Expenses --~ q540 5
2,40
Total '1 9U 4bI 42,44 

7Tables C-2 and" C-3 show the. planned sources and uses' of funds 

- separately for th),iS2curiTies 'Council anVd tile Exchiange. Thle 

.,7'
 

estiiated expenuitures of AltU project funds. by'fiscal year is in 
 ,
Table C-4. . ' '' 

"'TableC-:Fnig lrteScrteCocl 000) 

54, ," , AI (L/0er TotalGS ' 

"Long-Term~5" Technical Assistance 60 00ObO 
S Short-Term Technical Issistance 

5 

150 150~U
 
Trainiing 10O5 1 5Equ ipi~ien t'5 3~5 3 

5%Public Education Lcaupavjn '30 350 7~""~''" 

tin istrtivolContract 'A:,I Lxpens,'s 60O ~5 ~5'~5 
S~U57 r Oprating FLxpen~s ,* '-i2''2'' a- 22 ""'' 55~5<)'~ 

Total7s 
 "'5' 



15~W C-12 

T&,l C-3 Funii fcr the Coloiljo Siecu5Lies Exchan e (3 000) 

AI Tota1 

4Lng I-erm TeAinivca VAss is-tace. Ib~ ~____3boO Ou 
Tra InI119b3 

uper aci ny Goas 
 ____.Sb 

Tao Ie 1.-4 Esiat Expenditure uy Fiscal Ye~ar )01($ 

(AID) Project Fun is only) 

Colorito Securities Exchtange

VFY LTTA STTA Triig. Equip. To talI 
19$ l 1U 1) 21U 370-

1% ~1 990 200O 15 -26t) 

Iota I o ID-.Uo loiu~ 

Securities Council 

.~w FY LTlA STUA Iriig. Equip. PuD Ed . Contract To talI 

193i 100 b) b 3b 60 10U 2b0 
191U 2ui b b - 120 20U 39b 

1Yl- 200 bU .- 120 20 3 0 
19I) - - - bO 10 160 

IotalI U lb U jbU bOUUouu I 

WiI4. 
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0atea 

A 
Atillr C s CCL r ofq ol J,u u or ;tile longte rm ....... 

i11clusive 'of salary, travLI,, perdaieid aouoverhed~5/tees' Local 
~j 6ttei~~con sulItanit custsj are est 1Ldteuadt $ 2,50U per per bonl uonth

and also iiicluue calculations-tor~overheaas anufees. Tining
costs arc- Iaseci onl averay, travel ana per uiei~i expallse of $2,bUO 
per stuoly toujr in tile U.S. or otilerl ocationls anu 18 study tus 
.quipieri t.cost es tiiates are in At.acu,..nt C-.3. 

- -

Tile operating~ costs 'listed for tileCounicil are based on a constant 
ouaget of $62,UU/yr. -fort thiee years and eighit hiontlis. The 
Council 's buoet is covered byallocations froi i the GSL. The 
operating costs of tile Exchange are based onl a coutinustion of thes: 
Exchange's current expenditure- at 60,00Uter. over ile -sarae per io
plus -an auditionlal $~32,000 per year; for three yiears wiicn represents
the estim-ated ntwannual recurr'ent costs the Excnange? will Incur as 
a result of expanded operations,. (see financial analysis ibelo,). 

- -: 

C. Financial Analysis of tile Coloia:o S2culrities Exchange (Gte) Ltd. 

Since 19U4, the ",oloiijo Securities Exchanye (Gte.) Ltd. has been 
operating-ais a lur-profil; linitea-liailiTy--company.engaged; in~tme
facilitation of-tradjing shares and debentures-of puuliCly Owned 
companies as we!l -as gyovernment paper,. - It is- owined and operatedi oy
the. eiwit- snare bro;,eray2 firtmi wiiicn use its traoing facilities. 

A review ot -its iocome tatei;ient and ud lanCe sheet for tile period
enaingfarcn 31, 1 7 s(ows a picture of-a sr.all couany -with 
adequate coverage1t of current liaoilities ano long-termd liabilities 
1ii~tea to depos its and dcivance -pay-ients. --

Tile Exciane has several lines of rivenie incluoiny listing fees,
quotation fees, uroxers fees anfd thle salt! of anl ainnual. iupee Company
Hlahuool& wilich it puulisnes -and distriluutes. Totdi reven~ues for tle,-
year ending Harcii 31iJ6 v~-ere Rs .1 922-,0 '/(16b,4a).
Expenditures for thie sa.~period were ($b0,3b8) leaving 
a small1 prof it uefore taxes of ks . 1 9,20 (16,064). 

---

-

* 

-' 

From a rev iew of-thle accoun ts and discussions ii til pr inci pals5 at tile
EXch ange2, -it wIoulId appear that toere aire no aevel oping condition~s
woicn wilI I ffect tile Exciaiig I's ao Ility to coircinu- operations for 
tile foreseeau'le fu ture. Tule recent reduction ol tile Excihange 's tax
racKet fror.: 5U'; to M/%'snould help it to miaintain its rdtodebt 

profi tao iI ity-. 

Project resourctes will -ue useda 
oe'ielopinig a newi profit center 

to fitiance tile cdpitkll costs of' 
for tile Exch anlge. ;Vaueru in operation, - -

.'tie Central Dapositwry Systewt (COS) Al I provia,.! Lte, Exru-ange with 1 



al~l 1crileotlt . ab. reveoe ofep~ ,iii,!y!sj'u,
(4bb bUUJj per >The Wi Uer~V~ridnnuliv incowen1 e a proposeo 
one-halt of one jpectnt (0.500 diarge on tWe vai of s)",ures i 
proces'sea tin oucji tile GUS, assuming' anl annual tr Annv-*'ojum~e ;
eqju -olc Lidt ut.]J 1(s'SJu0Udl,>u01 r,t to l/of 

ot!her , ou Iem~s ,1n Sto CKtr als lbr woui co p,es u iu y naveL, dampedngn 
effe ct On toe i nvest i ii uhic Is in ter es L in Luy m;nsetIuI 4iTh 

sIiares anca tnereio~epr es s thie Excoi angi9; Is volIuiej The CUS should 
hel p to reduce the ai~iount of error processin'g whichiimust be hanaled 
onl an exceptions basis, tnerejy reaucing the niLwer o ipoe
hiour~s. needed for tJiat purPose.~a~1oe 

Costs for opteratii tile CM are re'1atively low when cow~par~ed with 
thne current systeidi of tianalimy share transters . Staff reqirem~enits 
are 'Iiki ted to a systei~is, riiaaer and Lvio data en try clerks, working9 a 
single shift and provisi:ii for security oilani around -tile -cIocK 
ba s is. Estiiiat~o annual costs foi- p-_rsoimiel, incluaing fringe 
L'emflfts, taxes and yratuities are Rs.,460,UUU ( lo,L)00).
(ikanaytinent staff fur the exchange is sufficient to provioe
oversiyiot 'altniiui auainy aucitional par sonnet.); Otn er- expenses 
incluae'util ities and rent for office space aujacent to the offices 
of tne Excnan~e at an aninual rate of Rs ~lub,00U (51,5U0). Assum.ing
Ks.JUU,000 ( Ij,UUU) per annumi costs tor' ot ice Supplies d Costs 
of priintted turias used inl toe clearing process, postal tees> and 
o1 essenger costs and d cuiitingenicy of 1j,; for inclioental expenses not 
currenitly foreseen, tnle totcil increiieiital cost of operations will be 
wround Rs . 73 ,b~b~ 4 4'bU per antuit. tt revenue from~ toe Gus 
operations before taxes shou Ia tlierefore be ks .6', ,b0U (123,UbU) per 
annui:'. 

fs currently proposea, tile 0.5% charge oy the Exchange-for its CIJs 
services woulo, De Offset oy r-eoucing tWe cur'rent 1 stal1p duty paid 
to WneGSL on sitare transactions and transferring tole 0.5'1 saved to 
tlie Exchadnce. Tile Z-2curicies Councilt is curr~mnt]%y review.ing tne 
proposal for toe chanega in tiie stiidi) duty scnemde and wil I~oe 

tne GSL altrnative ptan placeant acceptthe proposal , al to 

direct fee on transactioni processing, to ue paid oy ouying and 
selling urc ',rs will ue proposta. Yet anobier dltearnative couho De. 
to raise tile amwadl fees vihich tile Exchange cmarges its idiemuers. 
Given triat Whe CUS represenlts an opportunity for SUL)STdntidi savings a 

for Luro,'ers iuy raducing tile aikiount of back office overhead needed 
for t1rdnsdCtio11 IWCSig Ili aCCe pwl) i Ity Of a Charge to th er.i as 
a source of 11iCOLe seelts reasonauly certain. In any event, a 
condition will ue iiaiposeci on the Exchange toat it 0ill have a 
carefully wor ,u- out plan ano will hiave estaulisned a source of 
incolile for the UDS, b~oto acceptdo he tu USAID, prior to aisuursewient 



of AID turias for .procureiblent of equipilient. 
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Procureint 	 TIraiisa 

101r~l A contract 1 b~ 

.. eari' ar!el via a PIU/1 countersigied by botri tire Council and the:
 

'''TA' Contract The,.e fundis th 	 (1 .9 ini I1lion) tvi e,"' 

-,Exchiange -- Thie-PI-t)/T- ill---c nt i --ie.( P
 
The Council and ti Exchange will participate alongside'i AIU both.
 
in drafting and Zppov ing the final U[P and in tne technical review.'~'~
 
of the proposals received pursuant 'to the RFP. Givenq the critiala
 
requireflent that the long-terin advisor to the' Directory General be
 
the correct individual for the job, it is anticipatedthat the

candviuate(s ) for this position proposed by9 the firris wiith whori
 
negotiations are conducted w:llbe interviewed in Coloe)o. isbTh 

in d iv idualI wi ls o serve a s the contractor 's Ch ief-of Party. The

AID) Contracting Lflicer/kw LDalhi will negotiate the final contract-
in Coloribo with the successful proposer. 

-

After the contract is signed, th contractor will provide services 
to thle Council and the Exchange according to the terms of 
re feren ce. All i o rt -teraci consultants, overseas training/study 
tours, equilAflent 'irocurenlents (see uelaO~i ano procur~iiients of 
services related' to the public eaucation ca..paign will provided .e 
b..the contractor ased ocaspecific requ..sts of' tile ouncil and the 
Exchang. Te contractr wi 11 insue that l Istalidard AID
 
procurc .ient rego Ititions are follovied. bil11irigs (invoices) will 'be
 
subu~ittedj ruonthly Lo USAlu; payraients will be ma1de by L6Albafter
 
verification by the Councifu and/or the, Exchang2 that the services
 
have been provided as'Stated.
 

Coiputer EquipiL-,:t Procurei,ieInts: As soon as possible after the
 
signing ot tire contract, tile contractor will assign. a short-term
 
coimputer equipi:ient specialist to work alungsiue Lie~ long-teri-i
 
auvisor to the xchange review preliwinary co&uter
i to the equipient

requirerients outlined in Attachiment C-3, wake final recowmendations
 
on all procurc;,ients, perform final preparation of specifications,

review sourcies and origin of tile required systeiis hardware, software
 
ano service contracts, anid present a co,;~rehensive procurenient

plan. Upon approval uy tire Exchange of the final procurement' plan
the contractor wlill proceed awi th the procure~ients . It is 
anticipate'dthiat procurements J'll be i~iade off-shielf from' local 
suppl iers and/or -via Au's coitr,,idity procuremient facility in 
Singapore. because the computer procurenent will exceed 4100,000, 
the contractor will also be required to prepare with W~AlU a 
presentation of i:hc final procureiaent plan to' A1UI *for app'roval 

prior- to' initian of purchases: In addition, there will be 
Conditions Prec_ oent attacned to thre pro'curt.ient of coirVuter'
equipment relatedt o the Central LY2positury SystemiiItUS) 'for the 

* 	 Exchange ,yniawely that 01) all legal requireiients' to establisn and ' 

oeaetile CUS have been meit anid (2) a' rleails of reven~ue* generation .-	 a 

established, 

1 
....... . + ,, , .,+ . ....... ... ,7 +++; .+++;+7 + ;++"+T'*+ a a 

a iA /a 
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Terms of Referenice fsr Long -terni Adv isor to the 
Director General of tie Securities Coufci 'of Sri, Lanka 

Background: TheSS-curities Council was estaol ishe i n 1987 asth 
pr iiicipa i 	institu tiol for pr ori~oti oi arid regulationi:of tile Sri Lankan 
capital market, wit special reference to facilitating tne expansion. 
oftile'secur'itiej arket. Tie Council is madeup of a Chuiri 1 ,n and 
six meiers fro the public and private sectors andilas a slall 

~ 	 secretariaot led by a Director General. As its Chief Executive 
Officer, the Director General is expected to have: 

1. 	 Detailed knouileuqL, arid experience of tile workings of stock
 
exchianges aria brokerage houses anld all aspects of securities
 
including thne trading of shares, bonds, coroiiercial and
 
government papr
 

2. A thorouqn knw~ieug-2 bacKed by experience of securities 
cesderuitinginitial pulic offerings to secondary

roarkets; ''' 

1,nowleay2, of ways tu imobilize capi tal for use uy potential
enltrepreneurs; *.& 

4. 	 Sufticient expzrierce andi technical capauiity to carry out
 
tile oujectives of thle Securities Council including:.
 

a. 	 ove'rsl'ut of tie operations of tile Coloo Securities' 
Exchange and the Sri Lankan capital arket; 

b. 	 the developuient anid implementation of procedures for 
survei'llance and supervision ofsecurities market> 

' .personn-LI, offering cuompanies anid regulators;.' 

. .. 	the rev.iei, revision and tori,,ulation of: stock market 
.tradjiiregulations, including proceoures for control and 

disclosure of ins icer trading activities; 

d. 	tierw-iew, revision anci forimulation of'securities 
~listi, regulations;'. 

e. 	 cievelop:.ienlt of criteria for licensing stock bro,,.ers -

f. 	preparation of procediures for inspection of stock 
bro'kerage firims arid broyers; aria ~ * 

y. 	thle developl-ient anid implementation of an investor 
,coi~ipensatioMu fund to protect securities investors from~ 
fraudUlrUlt practices. 



1 A 

A 

riA uter lth- ensur an effvectiventractio bpiat o e -rildee 
'L.uuiCk ndcritesvanotrbiy; prvt etr ntttos 

I. An awjareness of tne differing nieeds wiithini a duveloping
capital tlar~ets enviroriment with a flexible attitude to 
respond efflectively to those nees ,together with the 
requisite sensitivity toward cultural cons iderations; arid, 

~~ . 

8. The personal sillIs and flexibil ity' necessary to wintain the 
respect of tile financial coImImufi ties throughout Sri Lanka. 

A> 

USAID and thie Sucurities. Council agree that it is higilly advisable 
to provide. thle Director General with[ training and technical support 
to aiu hi ii in disciiarging hiis. many duties.. Therefore, USAID has 
agfreec to provide along-term advisor to ti'e Director General wno 
will provide techinical assistance over a tnree-yuar period Degining
in early 19l9Y. 

< 
iy 

Scope of Services Required: Tite principal task of thie advisor will 
be to hielp and gu we tile Director General of tile Se cur ities 
Council in understanoing tile Securities Council Act and his role as 
thle Chief Executive Officer oftile Council. The aav isurwilI I be 
required to ass ist the Director General' in developing anl 
under standinig of I owithe capital market system sliould function and 
how tile securities imarket should be imiproved. Thie advisor should
hielp to estaulish tne authority of tile Director General withoudt 
supplanting h. 

. j 

* 

At tile onse., efforts, will i~e concentrated on estaolishing.a
positive and constructive relationsiiip uetw.-een tile Director General 
and tile Coloirabo S$-curfties. Exchange ana ai;',ngst broKers. Th is will 
necessitate establisiiing procedures atic S~stems in the Exciiange

wihi6entifieu and accepted professional standards. Thle adjvisor 
.will work. withi til,- Director General to: 

1. Assisc tile 
po-wers anu 

Director General to carry out tile oujectives,...
tfunctions of tile Securities Council; 

2. Recoriiu criterid for granting licenrses to stock bro'kers; 

3. Assist in t4ierdevelophlent of' an investor compensation fund; 

k&A" 
4. Examine 

canges 
stuck market 
as required; 

trading regu lations and recoitainend 

5..: xin I isting regulations and recoimiend chianges; <' 

6. Prepare a dr~ti,iaiiual -for estabulishioy 
- standards of: sto c!\ bro',1er s; 

tile profess ional 
~. 

4 '. 2 



.~~~ -	 -20'' 

7~ Advise tUu irectOr Genural Of, 10 W11tidi1 SUcuritieS warket'
illial practices incluoiny those related to insider trading; 

>. ilirqars aiti, acquisitions, underwritiny and sales/brcxerin9 

8. keiommen an aprpiate Code Of conduct for all partiesA 

engagzda in securities trading iduuing investors~ urokers,
listedi coilpanies and imarket regulators; and,	 

I 

9. 	Recoi.,;iend. procedures for surveillance and supervision of
 
stoc mKl~arketL palt ici panlts...1,;>
 

Aciga h otrco sCifo Party, tile advisor. willI also. A2 
coodinteand supervise all short-term~ consultants util izea under 

the contract anidarrange2 for. all1 overseas training/study tours
 
planned for. both~tne Securities Council ania tne Colornbo Securities
 
Ex coange. . The auv isor. wil I prepare quarterly repor.ts for:
 
suDoIlission to M~D on contract activities arid the progress of
 
project iipl eiientatiori. 'The auvisor wil' xork in the offices of
 
tbe Director General in Colow~o, Sri LanKa. office space and
 
secretarial and. othier supportinig services as needed Will be
 
provided o~y the Council.. 

Teri;i of Serv ices Required: The adivisor is to assist the Director, 
Leneral uver a thiree-year period beginning in early 19!j 

oualI ifi ca t ionls: The adv isor i ii ave exper t knowlvtdge in the. 
tunlction1ig ot caIpital. iirkets. with workinig experience an~d. 
1,nowleage of thle different rOnos of capital and securities wark ets
 
in develIopinga countr ies . He/she snould De senior uoth in 

professional stature anu personal demaeanor. Ale/shie must- nave the
 
auility to. re'late wll to others, wito a capacity to listen witn
 

painc n to epla in , discuss and effectively commnlicate and 
edauca te . Exper ieiicL- in aieveloping countr ies,preterao ly in As ian
 
coun tr ies , will bLa uef inite asset . Auvanceo acadeimic credentials
 
in finance, uusiwv ss aoridinistratiori or economics are desiraule.
 

4 
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aa SIStii i 11;SyS Leins ues ign al inis tal lati on, 
Staff traihlilg arid sof~wace d eloe16pi ,ient. 

process autoiiatiori" 

~~"Initialljy,:,tne advisor 911)Iprepare, aji analysis of tie 'propo.sed_______
iltnation--- tl ren6-per-estosIf:ppro prite-~-

Ssystem, based onl M-1 coldpait'1Jl mlicro coldputer eq uip~en t, 1ideri if y
anid procure- the necessary equipi~ient, arid uervise andid participate 
~in7tieset up and installation of two local area networks--one to~ 

S<>serve trdade recording aidreporting needs and tne otlier to serve th e 
CUS. He/she willI install available. off-the-shelf software and, if 
necessar'y,. prepare software~ to serve networK, data base Idanagerent, 
stockiar<et tran~saction iwanageiient, woro processing, businless 
yrapiiics telecomiunications arid puOlisiiing purposes. Hle/shie will 
demuonstr ate systeids li1andaar e anid softwar e ano train exch ange 
personnel in all aspects o- system~s operations including use and 

. .. 

During tme initial inistallation of the equillent, tile advisor,* 

woring with CSE. staff m~eriers, wil I run the autowated trade. 
recording arid reportiog systeia and the CDS in parallel witi. the 
.existing manual process until all personnel are familiar withi 
eq uipient, software arid proceaures to the degree thiat troub le-free 
operations are assured. 

The aav isor 0,i11 work close ly. with thie iianager o~f Uie CSE anid the 
CSE staff ile~ designated. to ue WUe..coiiiputer system adiminis trator 
to develop op ratinq routines tnat provide ert-or free, .secure and 

.. 

docuiilent tieop,2rating procedures to be. followed thlat are best 
suitedl to the tasks. of the CSE, its installed ecquipi.ient and the. 
capabilities of CSE personnel. 

~ iw; 

Whilen cind ifnecessary, the advisor ,il I .i~entifyand specify ottier 
techni cal ass istaoice reiu iref.1~iits of. a special iZEC n~ature. He/shie 
iiay accoi~ipany eXr.Iiang12 personnel on trips wi thin the South Asia and 
Far Eastern reyioti tor purposes of systerdis review or training. 

Qualificationts: Tie aavisor iiust nave at least five years 
experience witii ci velopinvit, operation anid. prooluird solving inlanl Iiln 
comiptiaule inicru cooiputer environmnent.i He/sme must have at least 
three years of 2perienct in wiorking ith siiiall sca le local area 

with 1:ahabging CcPUtr-based brokerage or stock ma~rket transaction 

system~s. He/sne i,iust have experience inlusing DiBase, III plus or 
similar database waaeetsoftware ill addata processing or 
transa.ctional envirorient. It is hiiyhlly desirable' that thie advisor 

7have experience inl writing smill programs. inl nigher level languages 
such as basic, C, Pascal and tne like. . . 

. 

H<e/sh imust have exp~rience with, task analysis, sstemas development,: 
.arid systems troui)12siiootin g, IHe/slie miust have exp~nieflcein... 
traiinig otners i soft,,iare aridnara1,are use and iiaintenice. 



________ 

SA~A,~A<~A C -2A,') >~4 

He/sue iusut be faiuv itri tiIdata and proyraiii Secur 1Uy' sys tewsu anci 
at Ieast a work ujyg tarmi i iar i ty wi tn desiutop pub] ish ig software sucri ~ as Ventura or siimlar ly co;)figuredo.pror~ai:is .

<A~;Repot tiny Requit'~UltS: Tn~e advisor willI be 'ex'pec ted to undertak~e
 
~titre taSKs 11s ted i-ntni1s ter as of~r~uejeu~e~son__________________
 

Hesu directly to, We Hadnye of t eCSE 
 4ifleort 
-A and, tnrouylih iui, to tile CSE 'Executive Coiittee He/she wil I 1or 

-T 

k 
coIIea gia11y wi th thi e aes ign atedcow~pu t er sys tems mana ger of the 
CSE. He/she iflil 1 lool, to tieadv'isor to tne Director Genera of the
Securities Council. (tile Chiief of Party for thle technical assistance 
contractor). for .adi~iinis trative guidance concerning all~issues
related to suppleiiiental- procuretment, of system haraware, software an dsupplies and for recruituient of short term technical specialists. 
Terms and Place of Service: The advisor will worK with the Colordo 
SecCriLhes Excian(,- at thueir offices in Coloibo, Sri Lanuka for a 

4 - term~ of eignteen imontlis. 



C-124 

.. Securities 
D'aft~ ~ ~ ~ ,i.EqimnnLsc Poueents byth 

sounI and..tneoloito Secaritfes Exchanentra_. . . . 

* i
Li,(Il .....io !~~ ! 'i ~ b ] !!!< sTile, ciu ter systwds requireiinlts forthe 

tol1lowing fildperatives: 

444ian'-lbyl,i s 'ieproject ar l'etied y the 
:;r 

' 

4-4-hours 

Tie sytebs ilust bec capabfle of operating dur.ing working. 
. i\ ,eaK of more than 10 miutes in operations due 

i~iecii ine fa ilIur e i s unaccepLablIe; 
to 

* . - Data security is very iu~portant. A means of provioing. 
cotiuosornercontinuous dulcaedata -copies is. 

essential,' Hdr~d copy recor'ds of processed transactions would 
Ue telpfufl;-A 

Systei~is sucurity is very ilaportant, 
Depsitory. Systeia.- Proitectioun froiai 

esp ,ciali yfor the Central 
electronic/phlysical 

.4 

Uptrating costs should 'Ue kept low; -

~44 

'4 ..-. -and 

* Thle 1iawiitd availauil ity of expert: coiputer systems operators. 
-snoul d oe I ept in -mind; 

The networki :sioula be-built around file servers which are 
both 'fast and nave expanded meriory potential. Tile 8U386 chip 
in aIB13k PS/2 nPdel 80 and Coripaq 3bb/Z are considered to be 
the size adeq~uate to the task.. Iwo mini comlputer systems 1like 
trie V.lany VS 'are considered to be too expensive (uotil iniitial 

operating costs). ' 
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Illustrative- qui p,wlnt List f , 

(No all ti _ 

No__ 
ljei 

ei 
(CSE 
User, 

or SC) 
Est.Un'i tCosto ta I Cost, 

or rerhioaule i rieroidia 

3 

2 

Local area ne~orKs 

NEC Ilouel 836-type 
Last--priinters 

Terminals for COS 

CSE 

CSE 

CSE 

12h,0U0 
b,000 

1,600 

36,OUO 

10,000 

4,500 

7 Teriinals 
offices 

for trading CS E 1,bou 10,b00 

IIE P -ty 

wi th she~et 
printers 

arnd tractor 
C.JL 1,000 

CaDI ing and riet-wrork 
tuoai'us for termlinalIs, 
(trading offices) 

04.:i do ta (i ndustrialI 
style) printer 

CSE 

CSE 

1,000 

1'U 

6,000 

1,300 

SoDft.are for ;Ietworks, CSE 
I.,W tus, Spreau, 
siieots, pu~lisiing, uti'lities, 
Telecom, 1Accounting 

10,000 10,"00 

Moc ir/suft.iare 
>cabliny 

ana CSE 1,0001,0, 

IIDMs 3S)000 9,000 

1Generator w/installatiun CSE '6,000 UOO00 

44 . 

1 AC/ben uji ldifier 
~for colaputer roowi'S 

CSE 1I,0m 1,000 

2 

--

2 

8026:-baseu~coihiputer 
'wit-t and expandea 
riJIOC~Y 

S '0.5,U 

P4ri t.rS ' 2 



C 26 

o -a .,U a S C 2,O ,0 

L)vas~-ce in ,u ild 555ls 

57*si~ 
5

accounting 

drpa MISer ,t S -i 

accuounti , 

SU610TA $167,250 

Unyea 5 s S u o 555e ' 

con5' ti ac o owuer10,0 
sysei5 equipment 

-- Co;.iue r uplEs adoCOS 2,00 0,000 -

T~OTALFRMNE YTII $1672,100 

1High Volamscrierwt CSE 10%U of 'OU0b 

contacti~ volui ciuputer SC b'O140,50 

21 Ofse- " yap SC 9l000 18000 

PCingc forr propietaryd 

Telf ie fo CSEand/or CU1,00 

Fa-TOA ,- i-i cm nOC0UeR SYSTE2S2 $192,0 

1 tlhvolie corwith CSE 8,000 9,000 
colorq fac!eiy HcieCE70.5 

VUiuii voluler cfpor CSc b,OOU 6,000 
trailin 

rdd eritea piCuSE orb. 



3 
333'333335 3333333 33 33i j3 ? 33 ' 

33ii '!!i!ii~i i!iV ii~l ~ 3 ~lii~~ii iii!!ii!lliilil!iii 3-'~iii!!!ii! 3-3i iiii i iiiiiiiiii3 
, 3 

3! 3- ? ;W i~ Uii~,% 'iii '!?IU;UL: f ],i? I ! I L':! : ,U~I ;!II:Wi)! !, ';? W i:: ;A' %iL YS'!W 3::i) 4!b L ';! L-? i ; K ;] Ey :4 33 ! -?!iL~ :i ! 433333?i!.,i!33-333333, 

i ! ,iii% i L!ii, T i i' ~i!:, ~ki, 1)!~ii, ~l~i:33! S!ii Di':~i ?~ii ? S]!,A :f~:!ii I ,:+I iii~D ii:;!7 W : iy ,:)]t : ! i, i,:=! i: ,! ,!i~ L!i W i 3333 !,!t 333323333333 ! !iiD: ;!?~!: ]:U ?i3 !! 3 3 3 33 

: ! 7 
1177=!71!i {:17 ! {::!0 i ][!!i :1; 17! i "i[ !<;7 ! i :: 7 7! i ?: 7 t] q 1 !11'1711f 3 i~ i : i'7!i !)G 3333 77 i

! : 3 
7 17 ~ -3 ;A 333i-+1:1 IIA ........... .......... ..... ii i3 ! 3i~ )i 3i3
. ........... li ]3'~ 

'-3 33333333 33'3333 -33! 

ii343-333'33!] ]! 33 33,3i~~i:' . :i ' .... " "' ': 

7 . ~33333 34 3-3i]!ii]!) 
iii~ '' :7 .] ' :ll :1)1 } 1 1 ,7 ;: ,ii ! r = 7:i ]i {11 7 i 33 i c; ;I: G 7= 17:13 i!i7 i it ';i )i i : ( ;! ; !:! i~ i i]: 33; 

C27~3333331'7~ii 7 -ltii!ii 33 
3 -t--3 3-3-<- 7; ,3 i ;7'1! L: i )i ! i!t:{r ~ ;: 7 l ;t i ¢1i 7,;; ::f7 :i i -'.71{3'-13-33 -- : ,, 111 :11 7 : 

3333'---; A'-I33 33, 

433~-33 7;- 3333 .... - 3 333 .3..333333:!' 
.. .33. . . ..... 3 . ! 

33333333 !'!:{+!I~ 3 3333 33 3:33'733 

!ii!iii3 3? 
i
< 

iIi Cu~i suppi iLSi! bUtG 
1!4 i 1 3i)i;:; 3 3 3 3 3 ...... ' ...... ... ......... ....... 3 ' 3 -~l 

3 33i 3!. ;' i Offii; 11 3 bUL) 7i:ii~i 3 
=' 

, ........ .. 

t ' ' 1 71 i 3; , 3 3" 

3 3 ; i; , 1j lI$ =G i ;: [ ! : 3,; 3 -,3l~i33 337 3373 

71)!! 7 1 1 %3,1i7;;i1 i7 1 11 ;I ;,333333 

333333333, ii,: ;,~iii ] i?!i¢! i ; i 1i ;i 7 i ! 7 1 1,+7 i: 1 ':ii Ii~ fi:i
 

• 

if3333-3 SLJI3TOTAL FUR L¢:iIII!I!IIII!:I: WS){I:li3UU,U17HER 1J1.PIII1ENT3% 



ANNE XD 

I ' 	 :k :( !) r'[ ? i 

A VENTURE CUJITAL COMPAN1Y 

1.,, ,,OBJECTIVE 3AD Gc\ISULE1scRIS TIvION 	 ' ...I Iii!;i);i ; H I?!lII II L 	il i /il'I'ii ;
ii: 


The objective of this- componezit of the project is to demonstrate the viability 
w and profitability? of equity capital for investment in proiing private

busnes thoug the introduction venture capital conceptenerpiso of the 
in Sri Lanka anid start-up support f or a private vent ure capital company (VCC). 

AID grant. funds totallinig $0.5 millioni will be used to hielp finance the costs 
of technical assistance, training, prmtin equi,,ncnt and a portion of 
operating expenises of the VCC durii! its early start-up years. The VCC will 
be privately controlled and be capitalized by its sponisors at a minimum level 
of Rs. 30 million in paid-in shares, A Cooperative Agreement will be executed 
betw ecln USAID and tho- VCC,' with a conditioni that the capital of the VCC must-
increase to at least Rs. 100 million within a maximuin of two years in order 
for A. I. D. fuIris to conitinueI to be accessed. The VCC should be broad based 
and its sharchld,-rs are likely to include individualinvestors and domestic, 
amid foreign in(Ittutional investors ini addition to the initial sponsors.-. 

.X BACKGROTXD ~TONALH 

This conponunt coaorims Closely' With tie '-IiSSioll' ~Sstrategy to expand the 
capital markets bDy uroadening thle base of equity financing for private sectorA 
investment and encouragin Sri Lankan companies to raise capital through 
public issues of shares on the Colombo Securities Exchange. The VCC will play 
a direct role inaccoilplishino this YwposCe by encouraging both the supply of 
alid delnid for uquity fiace: supply of equity till be directly increased, in 
toe first nsta c ., by the capital raised by the VCC itself including an 

7 	 a.ticipated public issue of shares, amnd subsequently oy VCC encouragement of
it3 po-rtfolio comnpaniles to go public-, deiand for equity will be directly 
itcreased b,. thc' VCC's iict~tof a iiiinimw coritcmplated Rs. 80 millioni 
tile is.ares onl tfolio coapalcs. 

Venture capital ,;ill help solve the twobl;m of li;!iited sources of, equit) 
capital availablc to project, sponsors in SriLana. Tis shortage inhlee ts 
invest'lent and oinis tat growth in he number 'and si:e of potentially highly 
profitableproductive terprises in Sri Lankais slower than optimal. The 
ilorwal innimui 'e ratio [ort banks to coiisideh debt finance for qualified 
uivestmn,.it projects is 60:40 or a40" squity' requirement, The inability y 
project sponsor s to raise sqity from their o resources, other prlvatentm from 
or familly, sources, or fromn retained earnings if the imwestweint is an expansion 

I. 	 ~ordiversifleatioil of anl Cxisting companly is oftca a principal; obstacle to a "4-I 

project 'going 0ahea, Public of ferimog of shares is an1 option which is 
occasionally viIle if the current sharemarkt, but this as a rule is limited 

I and suited totally newi on4 I to well establisnecd companies I - -not to 1 start-ups. theI 4 
LI IL"iI 'I 	 ii i Iitii!,'

IL other lixid, inst itut icmal suces of equi ty capi tal are also ver)''limitd i *'I --II I+ i 	 pI .;,i i 

"LII .1I1 	 4*-LLIIL14114* 1 
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Sri Lanka. A few 
oil 0W111id110C IMS.;i. 
the prime le'nder.I 

entitics, 
ipiLo 

such 
u 

as thc t,,.o developmnt banks, 
piloiliilltpjl'ofrdl; ilcl 

provide equity
they1L1C)are also '"<' 

4 44'/ The VCC will meet several interrelated objectives: (1) itwill help introduce 4i 

44 

a new type of financial institution which will increase the availability'of
equity capital for private sector investment; (2)itwill, as a full partne~r 
in the projects in ihich it invests, insist on competcnt management inits. 

4 

willa through its contacts with foreign business and networking with other 
venture firms overseas,tpital provide increased access to foreign artners 
for Sri Lani ventures and related access to foreign technology and markets 

* (.4) itwill have a positive impact on social and economic development by the 
increased jobs aid income levels' generated as) a result of the VCC itvesimentS 
(S)it will leverage up to Rs.10 in total investment for every Rs. 1 invested 
by the VCC, assuming a minimum 25% shareholding in its portfolio companies and 
a 60:40 gearing ratio; (6) itwill demonstrate'the adva~ntages to companies to 
broaden their capital base as a means o[ company expansion without losing, 

. 

4 

control; (7)it will encourage its portfolio companies to go public as a means 
for the VCC to exit from its investments, and in so doing help expand the 
sharernarket; and (8) it will if successful be a model for the formation of 
subsequent venture capital companies inl Sri Lank-a. 

The VCC isclosely related to 
component of the JISPS project. 

the broader capital markets development
Through planined support, to 'the Securities 

4 -

Council and the Coloruibo Securities Exchange, the project will carry out 
~multiple activities limed at improved regulation of the share market, 

streamlined transactions on the exchiange, promotion of greater use of equity 
shares and other instruments to raise capital, education of the public on how 

-

.4 

.. 4 

toparticipate inl the capital markets, oncouragemont of unit trusts, etc. 
VCC may also relate to the privatization component of PSPS if it were to 
consider investing in a privatized company. 

The ' 

A detailed assessment of the feasibility of the proposed VCC iscontained ina 
report completed in March 1983 entitled "Establishment of Venture Capital 

. Company in Sri Lanka". The report was prepared for the iiss ion under an IQC 
w,.:ork order .,:iti Intei-rational Science and Technology Institute, Inc. (ISTI). 

.4 

A second. reference document isthe A.I.D. policy peron Private Sector 
Development (,March 1985 revised) which contains guidelines relevant to the 
proposed AID grant support for the VCC. A third principalreference document 
is the project paper for the USAID/Kenyai Private Enterprise Development Project 

.(615-0238). .This project contains suppart for a evnture capital company in 

4 

1enya, Kenya Equit, Capital Ltd., which insize and structure isa company 
strikingly similar to the proposed Sri Lankan VCC although the form of AID's 
support recor-ncildcd f,)r the Sri Lanharl company issmaller and much less. 
complex. Otlier cx1,!ricnce with venture capital in both the developed and 
developing countries relevant to the desi-n of the %CC in Sri Lanka was 
assembled aspart of the 1988 ISI report, including'reviews of the'status of 

.eAID-supportd VC in Thailand nnd Asian Development Bank experience.
finally, athier bacl,,gmround docinents are the earlier reports by; ISTI compl'etedin Nay 1987 onl the concept.of the VCC in Sri Lanka and e reort prepared for..... 4. 

4 

PRE/PD by Arthur Y..n. International entitled 'Venture Capital Process." 



3."PROJECT DESCRIPTION 

Details 	of .he capitaI tlion, inestorgroup, lflanicment, investmentcriteria/policies, and pro forliia-cash flows/profit and loss projections of the 
VCC as 	 it i.snow likely to emerge are discusse~d below and in the financial 
ianalysis in Section 4.	 ub 

i'ZU-~~-A.Cal 1,taLization:- _TheA!CC. wi I1s tart--wiU -~a-min i inum-lv -o-s.3-illio, 
,($1.0 million) in paid-tin capital. This 'level may beexceeded but is the 
minimu level, to start. o ever,:a viable VCC inSri Lanka must rea'ch a level 
of Rs. 100 million ($ 3.3 million) in paid-in capital. the , conditionsAmong t
precedent to AID's ilrdtlal grant support for the VCC will be evidence that 

KRs. 30 million has beecn paid in and that there is an achievable plan to expand
to Rs. 100 million after a maximum of two years. Continued AID support after 
two years of VCC oporations will be contingent onl the capital base having 
gro.n to the Rs. 100 million level.
 

B. Investor Group- A cor.- group of investors will subscribe to the initial 
Rs. 70 sillio-ninvctment. This group will be the incorporators of the VCC,
'establish thcompaiy'sne norndi and articles of association,, appoint a
Board of Dircctors, and through~the Board aLdopt a business plan and hire the 
mananinq director oE the VCC, The investor group will consist of Sri Lankan
private companies and banks and may also include the Developmnent Finance 
Corporation of Ceylon. No one company, bank, or orcup of investors in the 
core~group VAil have a controlling interest, which is defined to mecan that the 
msaximLLi by one. be It desirable toshareholding any party would 33 , is get

-between 5-10uinvestors to subscribe to the initial Rs. 30 million. With 
regard to raisno the capital level to Rs, 100 millioni there. are several" 

.,"likely sources. 'One privately managed international' equity investment fund 
has already comitted itself in writin to investing Rs.. 10 million in the 

VC.Another international fund has expressed verbally" an interest in 
*investing ~a simhilar amount. There is also good potential that the VCC could 

successfully undertake a 'public issue in Sri Lanka aimed 'at local individual 
and 'institutional investors. The core group itself is likely to retain rilhts 
to additional shareholdings. 

C. %Ian,ipcmnt; The VCC will be' led by a locally recruited Sri Lankan 
). This l e Y appointment which will occur as 

soon as possible following. incorporation. 'The 1fl ill be involved in' all' 
investment decisions by the \'CC 'and will make 'the recoimmendat ioils to the Board 
I-a a in 	 MD ..... supporteda.........by a''smnall' 'staff idiichi will
oil investments.i e t o 'The will be be 	 local 
grolw as 	'circuristances twarrant. An attractive remuneration package 

'complemented'by p-rforinance incentives linlked to VCC profits will be offered 
to the M. A careful selction process~ should result in, appointment of a well 
quaIi fied ' 9), who -il~l 'also be the principal bcncficiary of the training and 

k echnlical assistamic, provideJ1 to the VCC by the AID grant.. The management 
performance of the M1) is clearly a critical' aspect for its success, requiring 
a high level of comipetence, confidence by the Board of Directors, and over 

* 	 time a' track record of investment decisions that prove profitable and meet thie 
VCC's targets, 

in designing this appiroach~ to management the alterntive of Contracting witha ----------------- ,-'-C 	 professional fore lgm veniture capital innent company wias also considered.2

This i~s an often tise-1 approach,- e.7., by the 'Asian Development Blank in its
 
2 A 	 -2 2 2 ,o2, 

.71"j 

', 

-4->,'2:.. 
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!i~Pref crence Co r now VCntLU e alino~atiVe activities.~ 1 21 

Compliance wi th GSL cnvioiunental, h~ealth and safety regulations. 

111o impediment to participation due to ethnic origin, religious
preference, or sex. 

. 

" 0-h- . fi i iforeign partners;C s iid rdi-6 

Minimum levels OE after tax returns' will also be a key criterion as wjill be
 
projected levels aild timing of dividefds and capital gains via exit. VCC
 
shareholding in each portfolio company is expected 
 to range from 25-49%. The
 

VCC 'would invest a maximum of 800 of its capital
at least 20%, in its portfolio whileretaining in reserves to ielp cover operating costs and unforseen 
expenses. The average VCC investment per subproject will be in the Rs.' 2-5
 
million range with lower average investments in the first years and a higher.
 
average-as tJe VCC capital base expands. 
 As higliighted in tle IsTI report, - !the purpose of the investment criteria will be to produce a balanced portfolio -
that can yield desired returns in a manner tlhat reduces risk. The skill and .experienced judgement of the Managing Director and the vCC Board will be the 
critical variables. 

... FINANCIAL PLAN OF THE PROJECT COMPOEWNT 

A. Budget Summary 

AID grant funds are essential to support the start-up of the VCC in its ea).ly
 
years and AID's support recognizes explicitly the ground-break ing nature of
 
the new company. The funds will be used for four purposes: capital equipment
 
costs (about $80,000); a contribution toward VCC operating costs during the
 
VCC's first four years of operation (about $160,000); short-term expatriate

and local, technical assistance to strengthen VCC management, investigate

subprojects and'support portfolio companies (about $180,000); and
 
training/promnotionial activities to expose' VCC management'as well as the Sri
 
Lankan investment community to venture capita~l practices"(about $80,000).
 

Table D-1 presents a summary of the budget plan for the component and TableD-2 provides th&eestfinated ex.penditures by fiscal year. IThe basis for the 
eostestimates are as follows:Ate capital equipment costs are one-time
 

expenditures, of/ '2ie VCC and are listed with estimated costs in Attachment ;

the a'nnial 'VCC operating costs over 'its initial four years are projected at an
 
average of .$0,000.per year as illustrated in Table D-4 and will be covered on
 
a 50:50 basis by tle AID funds; short-term teclinical assistance is estimated
 

,. atsix perso' mondis at $20,000 fr-er month for expatriate TA and at 24 person 

about.$60,000 'at an average of $5,000 prr month for iwelve programs in the ' 
U.S. as we'll as third coun tries, and $20,000 is budgeted for local, promotion
work, seminars, etc.''$ 

"s" 

IA,. A 
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Tabl 1) 1- Cost Estimnate and Funlncinl Plall. 006) 	 7p 

A.l1. 1. VCC Total a' 

Short-termi 	 Techiical Assistance $160 $160 a


Trai ning/Proinotion 
VCOetg-ots160 , 	

80 
--

--

l60 
80 

Tz 
a 

Capital Equipment 80 	 .,80


VCC Capitalization 	 -- $3,333; $3,333 
" 

..-	 Total $500 $3,333 $3,833 ' 

*No te: 	 The VCC's contribution toward operating costs will be derived from
 
interest income on VCC capital reserves.
 

Table D-2: Estimated Expenditure by Fiscal Year C$000)

(AID Project Funds Only)
 

TA Trng. Gp.Costs Equip. Total 

a,, nl 89 ¢ Q !! $20 im > $20a. $ H)g) v i ,' , : - 4f ,-.;< : $,? 40 ' , , $125S'
 
a a - ;: -" ~ ; u ., ,[ a , ' ,, :, -,>,} '@ > , , 


:i -:' , ' : ; ' ,, >s' ,. +,	 a.. 

,,m ',,, A
FY 90 45 =k-q; ' , ' :' ¢Y, '',',,40F =h ! , :, < < '; * : ' 	 I aa. 1, 4•:,F 	 '
20 	 20 125a 	 :4 4 5 ] ,4u %; .] % 2> d 5" : ; %>. a "a' "a> a a, 1a?FY 91 	 i ! ii d, ' i ,i i ; i a'; )? i ii 	 ! a a >aa 'a45 20 40o 20 125
 

FY 92 45. 0 20 125S
 
a a a -!ia! a 	 aaia.Caaa 	 aa.. 

aa' aa a- aai 	 -- ''-a2- aTotal $180 $80 $160 $30 $0	 a < ' " 

A series of financial scenarios were presented by the ISTI team to a core' 
group of Sri Lankan- investors to assist them in arriving at a final decisioDn 

::) a a:in regard tornaking an investme.at in thea>, VCC.o~ aigFrom'< the i scenariosSt eleven 

presented, the cor( aroup developed an initial plan to proceed withi an
 
i-twestment based oni the following assumptions:
 

a : -. D u ds O l ! 	 ... . ... ,: ac: .... . ......


o The core group of investors w-,ould continue to w-ork towards the formation 
a aj tar aCo Toa laa<of a VCC starting with an initial investment of Rs. 30 million as an
 

upfront, fully paid in share contribution. 
a 1a 0 a1 1a25a..a:a j:~aa

9- : } 1s2 a a zo ala4o:aaa2s 
'0 The .VCC would operate initially at a inimum 1le1, of* cost without' 

a. sacrificing ofperationial. capability. ,From the relevanit scenarious, an 
annual operational cost 'of ap~proximately Rs. 2.4, wil lion' was selected as, 
being realistic and prudent,.* 	 ~ 

;:i:i: i tai 	 assait~ >aa . that capitalization' .0' e~For'at,ati~ebai~dVCC to be sus'tainable''a£6!0 ai''dhe "ISTIn teami . shcued:. a): ;i;' i .aa!aaa a"'>; ,a> " . . a.'a, '--a at., a 
on thle order of Rs. 100 million i-ould be required. The core group 
 -. ' 

a "a"' a agreed thlat it, t-woulci be necessary to increase paid in capitLal to Rs .au100a-..,millionbeforeend the second year of operations.. 	 a a4 
the of 	 "'' oIac~ 	 a asme 

' -a...ar a"'-' : ai,°i: ':.T! 6 :ii.'d 
g.aa'a' ,a:aa'"'
 

http:investme.at


D-6
 

127 o 	 Based on othcr, recent investments by DF-Is and an analysis of small < 
company perforimance onl the Colombo Securities Exchan'e, it was felt that 
a yield of 301 to 400 return onl equity (before tax) would be poss ible 
over a 5-9yodrperiod. 

0 it was determined that as a.reserve for contingncies only 80% of te

__________ptfolio would be le-h enidriol-bdpstd.t----------

interest as anearning base' tocover operational costs, iFor' the
 
'purposes of 'projectioris, 15'% p.a. was selected as :realistic.
 

o 	 'The earliest time in which the company would be able to operate at a~
profit would e the 5th year'of operations. This will require skillful 
management, and an improvement in the overall economic performance of 
the country. 

0 	 Initial investmnents in sub-projects should be made in' carefully

selected, high yielding and relatively quick gestating investments,

while at the same time stimulating new and innovative ventures. TheDFCC idiich is one of the core group would help by recommending some of 
the sub-projects for, this purpose, thus passing 'on' the benefits of its 
own clue-diligeice to the VCC. 

The core group is now in the process of putting together a compatible group of
initial investors. They are also rew-,orking the financial projections 'to
accomodate changes in die invesutimnnt climate, porcoptions o[ potential new 
ventures, aid other variables. 

5. 	 PRE-FI3ASIBILI'rY ANALYSIS 

A composit pro-forma financial plan has been produced and included at the end 
of this section to illustrate the broad outline of the VCC at the time the 
core 'group decided to move ahead. The bottom line, based on the assumptions
detailed in the proceding section, indicates that tie VCC is viable and should 
be in 'the black (with USAID assistance) by year three. The reason for showing
arelatively early profit is entirely the function of interest earned on

deposits; that is,' the 20 of capitalizatioset su srre n t
 
invested innew ventures. It should be noted that although apparently

profitable, the VCC falls short of attaining the equivalent interest income
should the entire capitalization be' placed on deposit. From the investors'
 
point of view, if they put in Rs. 30 million initially and Rls. 70 millionIn
 
yeartwo, 'the projected value of their linestment in the VCG in year ten is

'Rs.265 million. 'How-.ever,' using the same interest rate' (15%' p'.a.)~ and schiedul
 

r 	 of i'nvestmecnt, asavings account would yield Rs.336 million in year ten,' with 
considerably less risk. 

The !core group, thIgh01 determined to' go ahead with' the VGC, is currenitly
look'ing at izays'of~increasing the' return oil their inves tmen ts, paring
 
expenses, and developing alternative sources of income such as, service fees,'

brokerage charges, 'aid other activities ich fit withiin "the'VCC concept.

T'his will stimulate the inivestiga'tion of new financial services which if
 
"implementedhil improve the capital' market inechiahism'.. 2 

Prior~ to. entering into a coope'rative aanr ent with the VCC, it will be 
n~cessary for 	 the core grouIp to refine the business plan and financial 

''~'.'~'projection~s 	 Co Lake into account a Vidcr slection oE variables, such as 
~ ~....intcest 	rates, l lyinvestmen ts, cost ofooain and "alterriat~ve 
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sources of ipo . ThC ISTv & loft ithdithe core group a iainc.ial itiodel
~ha local conzsul taia 

exopense,I i1Kbeepected to develop plan and projections for their own use 
and for ireview mid accteptancc by U3AlU p~rior to project support. 

wi is versed iii using. Ilie core. group,, at their own 

6. I L~I~'fo PLAIN 

AT~lmplem Lion ?'~~oArraneittls:~ 

The VCCcomponent will be 
neg6tLated between AID and 
Contracting Offpcier/SNeiw 'lhi 
;will not be execeted until 
million in initialcapital 

throughi p aleetied a CooperativeoAgreement
tie VCC. Thle agreement will be executed by the AIDj 

pursuant to a USMD-issued PlO/1. The agreement
tleVCC has been incorporated, a minimum of Rs. 30 
has been paid in (not callable capital) by the 

company sponsor.-, and 'the MIanaginig Director has been hired. Fuwther, USAID 
concurrence with terms, of theVCC articles of: association, operating policies,financial and business plans,. investmcnt criteria and exit mechanisms will be 
required as a coiidition precedent to disbursement of funds for operating
support. 'As stated earlier, continued access to fuiids after two years will be 
further conditioned on thle VCC's capital b.ashaving readied at least Rs. 100 
million, and ai successful revicw by JSAID of VCC activities up to that point.
There ;illbe poriodic repocts to Al) on the Use Of funds and VCC progrinss, 

* ', but AID will play' no role in aiy approvals of VCC' Board decisions , investment 
decisions or other 'operationial business decisions. 

B. Implerien tat ion Schedule. 

*Thle implementationi schedule over the five-year life-of-project is as follows: 

. 7/88:
*9/88: 
10/33: 
12/'88: 
2/89: 

b0/89: 

4 ' 7/90;o 


PSP Project Grant Agreement signed
Conditions Precedent met 
VCC formed with Rs. 30 millioni capital
Cooperative Agreenment signed with VCC ': 
RFTP issued 

' 

Contract signed by VCC with U.S. firm. 
VCC inVostMen Is relch R.s. 24 mnill ioni 

'VCC
1-/ 90: Capital reacies, R5.l0 million
 
1 1:;ld-terin evaluation:
 
7/91: VCC investments reach 1Rs.50 million
* 

7/ 92~ \CC investments reach Rs.80 million 
5/93: Final evaluation 
7/93: PACD 

+ 

C. Procurcv:euIt Plans 

Funds inl the Ccope.-ratve Agremiient will be disbursed (a) through reimbursement
 
to the VCC of eligible 1001Cul'ost CNpCmmdiLtures tider tile terlms of the 

agreement aind (b) for loreigti exchaigo oeXpenldiltres for expatriate' technical 

,
 

assistance and training through a contract negotiatediy) tile VCC With a U.S. 
'
 

firmn sp cializzed in veritu'e, capital support services.~ If necessary, LISAlD *
 

will establish all ad1vance account for' local cost expendituresA 
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s eY,, ci .1Int 1) o nIt o Wl t'c, ,jAet "4y re'S i I t?6? ~() I a, i: :::"'andU 4 'latdn TA,Sum I4)IIuAL ::,! ,i}L V i LieLS)?: 
'.Zrot oft 

. he. .. tiVely. procured by thle VCC and 
wVti he: \'CC daiDSg len~U Of doCalen . .Led 

he on.tractiitllbe. Coli 
[ol1&.1ni'procedures iiasA.I.1)." aandook 13. The ritfPill contaitdie terms
of referenice fr the contractor as developed by the VCC. The successful 
contractor iwill work directly for and-submit: its invoice s to -tde--VCC-Th i-e --VCC 
sluriar We invoices 'inntaon to WAID for 
payment to te contractor, The contrctor ill be directedto considet 
Bumpers, autenbcrg, and environmental' requirements, as defined in the U.S.
Fo:eig Assistance Act and by U.S. regulations, submit to USAID a 
determination on a case-by-case basis for. SAID concurrence. 

Equipment procureets are anticipated to be otf-stielf from Sri Lankan 
suppliers, with the exception of one vehic . Tile vehicle will be procured by
the VCC and be consigecd to tie VCC. Any cuems duties on equipment
procurements wiill be paid by the VCC. 

7. JUS'rIFICION FOR A.1.1D. GRANT SUPPORT 

The N 1ission has carefully reviewed the A.1.D. Policy Paper on Private
Enterprise Lt-velopmient (,'-1archi 1985, revised). A close review. wa,; also made of 
the recently approved6 AID support for Iernya Equit), Capital, Ltd (KEG), a 

44Venlture capital comipany assisted by LSID/Kenya under its Private Enterprise
Development11 Projct (ol3-0238). The total capital investment by the KEG 
sponsors is to be FEenyair shillings 32 million (about $2 million), i.e. , in the
sari? ranole as tne Sri Lankan VCC. The venture11- capi tal miodel 1which the Miss ion
is introducing to Sri Lanka is likewise very similar to 11C, but the AID 
sulpport for KEiC includes a $4 million line of credit in addition to grantsupport, and thle amounWt of grant support is just over $2 million compared to 
one--fourth that amounit ($500,000) recommended for thie Sri Lankan VCC. 

i,;ith refere.-ice to tile A. I.D. Policy Paper, the folloing justification is made 
for AID grant support to the VCC in Sri Lanka: 

(1) E' trnaIi t ies: The VCC concept is virtually new, to Sri Lanka. It wqill
be a pionleeringf Lilnallci'Al institutionul in thle count~ry. The VCG will be both 
privaLe -ned Mnd prof it -orienited. \rThe an tici pated externalit Y is that i ts 
success IdIlI demonstrate tile viabili~i of the \'CC conicept and thereby 
encouraoe othier venture capital counpami~es to emaerge. Mi-other externality is 
tic positive c-:frect predicted on the sh'iVre market through expanded public
issues of shares on the Colombo Securities Exchange, including the VCC's own 
shares and tho.-e of its portfolio companies and, indirectly, other share 
issues as the a-1vantages of raising eqUity capital becomec more apparent to 
private Sri Laifl :r cor:panie.s. A Curdher extLeruiiLy should be the positive
demonstration effect of the additional foreign joint ventures whllich the VCC
wiill generate in its portfolio investments, which vould hielp attract other 
foreign investmieat. to Sri Lanka. It can also be argued that the expected
successful attraction Of investments in the VCC by international investment 
groups will coniStituLO a positive eXIternality.
 

.I 
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(2) b,tlaordiniary Costs and 1>li~JProfits: Because positive returns to VCC 
sliarehiolderS are not C.,pocted to distributed until the sixth year, the cash
flow problem this presents and cJ(. risks associated with the 'very newness of
starting the VCC in Sri Lanka make -i approprate for AID to assist the VCC in 
its start up phase . The ISTI report 's pre(",,ated on keeping operating costs 
at Rs. 2-3 million level in the early yas.AID start-up support will cover 
equipment expenditures and a portion (50%) of operational management costs 

[tsTiiii . la SUaverage orn,ula was appi led for' n 7 

management/operating costs in Kenya. The VCC will employ a portion of 'its own
capital to generate the balance of operating costs during this 'period and,
combined with othier sources of. Income, 'all operating costs thereafter. The 
balance of AID's Support for technical Assistanceand training is viewed as 
essential in developing and supporting the capacities required for effective 
VCC management. 

The $500,000 is in reasonable balance with the capital invested by the VCC 
sponsors. Rs.30 million of the sponsors' own funds will be at risk and thc 
presence of tie AD funds should not lead to any distortion of sound business 
management practices. 1,inforccment of such practices will be a principal
focus of AID's cofitenpl~tced management assistance, 
The 'ission vie..s the recommended pacage as an essential piece in the 
launching of the new comlnany. This up-front support and the risk-sharing 
element it represents, fEllowing upon AID's catalytic role in introducing the 
concept, is succeeding in attracting risk capital from the initial investo*,s 
at a 2:1 ratio (Rs, 30 million level) and eventlly an over 6:1 ratio (Rs.
100 million level). AID's role as a developmentinstitution will be to help
show the way, overcotme barriers to establishing a developmentally important
entity, and then to withd- aw once the concept has been successfully introduced. 

Lautenberg and Bumpers Ainndments: The Lautenberg amendment does not apply
because AID's intent is to support the \VCC's institutional development and the 
general development of private enterprise inSri lanka. There are no 
identifiable ultimnate bcnuficiarics which AID is intending to support. In 
addition, AID will n.-t have autlority to approve or disapprove investments 
made by tie VCC. IJIs assistance is principally in the form of technical 
assistance, training and commodities and will be approximately one-sixth of 
the capital invest-ni.nt by VCC shareholders. Therefore, as a leeal matter, the 
M-issioni concludes that the Lautenberg amendment will not apply. 

to the 
the statute doe-s 11 apply to projects'that are not specifically and 
principally desioned to increase agricultural exports. AID's purpose in 

.ith.re.ardlump.rs am.ndment, it is the Mission's understanding that 

.the
upporting VCC is to assist in the institutional development of the 
organization and to stimlte.......t.e av.l..il..y of capital for private 
investment. Technical assistance funded by AID will assist the VCC to 
ovaluate potential investm--nts, but AID will not have approval authority over 
the iivestments of theVCC. AID does not intend to direct the VCC.to 
particular types of investment such as agricultural exports as opposed to 
other types of Private enterprise. 

http:av.l..il
http:invest-ni.nt
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ECONOMIC ANALYSISE
 

Introdiuction
 

Ins titutioin bui~1dng and policy ojcsofeete otndinUl'duet- 1 
are not .oriou's for "not lendinna themselvIes< to standai d economic appraisal' 



miethods". That ) true. A standaird porformiaiicc suchis only parcially measure, 

as an (economnic) internal rate of return or 'a net present value, may in fact
 
be inappropriate or at bcst uninformative. Blut the basic question of economic
 
appraisals of projects still needs to be answered: can the resources spent on
 
the project be cxpiocted to generate commensurate benefits? Answering that
 

<question even ten~ativcly requires some (more or lers - mostly more - crude) 
outcomes.: Although the: numbers themselves may often be of dubious value, the 
exercise helps to understand the project and get somne handle on its potential 

* 	value. Alternatively,.it nay help in determnining what magnitude impacts 
should have to make the project worthwhile. 

The impacts we are concerncd with in this context are clearly in the "end-of
projct-status" (EOPS) category. I,,hile the Project design identifies a series4
 
of specific outputs, w-.hich will be relevant for Project monitoring and
 
evaluation, it does not attach. any economic dimension to manyof these
 
outputs, such as people trained or organizations strenothencd. Even in the
 
flOPS category, an economnic analysis must step beyond the hoped-for' impacts to
 
explore their economic consequen1cs. , in that sense, the economic analysis.

presented here *is~little more than a systematic explora'tion of the possible

variations in the economic performance of the systems that the. Project will be
 
dealing with. .,.
 

one other question should be addressed in this exploration of likely economic
 
impacts: is the Project creating something that would not otherwse exist, or 
is 	 it primarily concerned with speeding up something that we expect would
happen anyway? 'Across the four Project components, that is not an easy
 
question to answ.er. Ultimately', even wi thout the Project, we 'would 'expect

better, argmjuuints: and greater 'assertiv'cncss oil the part of 'tho private'sector
 
in the policy proucess, 'a functioiing stock'mnrKet that has 'earnied, investor
 
confidence,, a greatly reduced role of the' state in directly productive
 
activities, 'or effective venture' financing mechanisms.' In that sense, the
 
economic" impacts 'of' the Project will' be limi'ted in' time - the Project only
 

'brings' these' effEcts sooner. At the same 'time,; though~any real progress
 
without the Project might be impossible any time. For example, if the
 
privatization process, is mishandled] initially, it way doom like efforts for
 
many~years 'inlto the. future. In that catse, privatization under the "without'''
 
project" scenlario maynot just come. later, it way not come a~t all. The :' ',;~~'
 

analysis Should therefore at least" speculate about time7 patterns of net "''"''
'the 

impacts. '? 

Overview ' 

Using' lllustrativfe examples and quantitative assmwiptlons designed to captlire
 
orders 'of 'rna'llitUde, the analysis 'concludes that 
 ' 
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all improved Coll Lribu ion 'of "th& private sector to policy formulation 
w.ould have' to lead to only an extremnely small gain in the growth rate 
of private-sector. GDP (somewhere aro±und five one thousandths of a " 

percentage point), to yield bcincf its comiiinsurate with costs; ~' 
~~~~Ie aI alIar,ets comp onenit-------I-tc goTwtiinthe value f the

Stock. rte'dd woUld haveC to inIIcese 'by about' one-quarter of 'a 
percentagc point to hav'e the Project "break 'even"; 

* 	 the p~rivatization component should increase the probability of 
success for the Government's privatization camgaign by' some 50 
percentage points to generate benefi ts col Ieto.costs'; 

k A if'the investments expected in the.;financial plan of the venturecapi tal component materialize, "the economic benefits will by far 
outweighi costs. 

Private sector organizations
 

The private sector organizations component of the Project isexpected to 

improve the contribution of private sector organizations (PSOs) to the 

' 

formulation, appraisal and implementation of economic 'policies. Ul timately' Imaking the voice of the private 'sector better hoard and better respected' aims 
at making policies more responsive to thie nieeds o~f private entrepreneurs.
Better policies in turn should lead to higher profits, increased private
investment, .and faster grow,,th of output and employment.' 'All of these aspects 
translate into 'an 'increased* contribution of the private sector to GDP over
 
time. *The link between Project activities and such changes in an aggregate 

measure is of cout'se extremely difficult - 'ifnot. impossible - to ascertain. 
" 

Even so, wv.eget somne handle on the 'potential contribution of the Project by
determining i.,hIat cnanges in private-sector GDP~growthi would be required to' 
balance total e:penditures' on this Project component.
 

The financing plan show.,s a total cost of $3.2 million for the. PSO component. ''
 

with AID)'CollribuLing close to $2.9 million, and 'the "TSOs themselves $350,000.

These funds are 'to be spent over the 5-year LOP 'at. a fairly regular rate. At
 
a discount rate of. 15 percent, the present value of this 'expenditure streami
 

v .. . over the-five years is'$2.15 million. '''' 	 ', 

'Nov: sup'os' 'that Otle downstream effects of the' Project can be summnarized in 
term,,s of an accceuto. integdti aeo h private-sector contribution 

' 

.~to the GDP, as' investment responds to better incenitivcs and efficiency ~ .A .improves.' Over tii'.such' as a'cceleration"(bet%.een the "with"' and "without" 
.~~scenarios) would probably build up oradUallyOver' the life of'the Project and 

subsequently disappecar within a fei, years, as the incremental effects of the 
.' 

Project become diffused throurlhout' the system.' At' the end of this period, the 
. 

~~~'. 
extra push prov~ided by 'the Project will hiave run 'its course; bey'ond that ' 

point, the g'row'th 'rate would be' the same for both scenarios, albeit applied to 
a 	 different base.'' ''"< 

Grpial,"hsasnto n eillulstrated as sh*oiqi in 'Figure 1 for two' ' 

'different base cases. I-Jit. should the. difference betweecn the two growth rates'' 
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be, say, at the higheISt& point, to ocenerate a tbenefit s'trealm inl terms of
increased value added roughly equal to the Project cost? Mminiscule, as it 
turns o. 187 -11L IS, been RsGOPil],i.] pri cer ,SLi ti ted it 77.7 
billion. S iaci tlhe col ribution C seetors thatI Would probabl' not be 
a f ected by-an-d mp roved-co£n t-r-i but-i onil -ofthekpri'v'a e-S ctor--to-thcpoiCy_-7----f-
making process (agriculture, ot.'ierslip of dwellgins, and public administration 
and defense) lenVC about $3.8'billion ait current exchange rates. The private 
sector has been estimated: to account for about two-thirds of non-agricultural
Output. Applying tlat, percentage to value added yields a private-sector GDP 
of roughly $2.5 billion. For such figures, it does not take much of a change
in the average annual growth rate to yield discounted net benefit streams 
commensurate with Project expenditures 9n strengthening PSOs. 

As all example, assume that private sector GDP is growing at 10 percent a year
not an uIreasonable estimate, given the recent growth performance of the 
economy. If that rate were to change by five one-thousandths of a percentage
point, from 10 to 10.005 percent, the discounted (at 15 percent) value of the 
incremental growth in GDP over a 10 year period would be in the neighborhood
of $4.5 million, for a benefit-cost ratio of about 2.1 

Clearly, a change by five one-thousandths in the growth rate is difficult to
detect, and even riore difficult to attribute to any particular factor. For
all intents and pirposes, Such a miniscule change gets lost in the noise. But 
the example serves to illustrate the potential of an improved policy
enviroment as a result of better and wei-htier arguments contributed by the 
private sector. All that would have to hia)penr is a very small, virtually
undetectable increase in private sector performance to yield benefits 
commensurate with the resources proposed for the PS O component of the Project. 

Securities Council and Colombo Securities Exchange . 

The major impacts of Project support for the Securities Council and the 
k Securities comprise a more vibrant exchange with greaterColono Exchange. will 
protection for 'ttn individual investor. Specifically, under the "')w.ith
project" scenariow:e- would expect faster growth in the volume of shares 
traded, faster growth 'in the average share price because of increased' 
effective. demand, 'and less volatility in share prices. These net differences 
are likely to" dis-ippear over time, as capabilities groiw' through experience.
The Project impact therefore is limited to these temporary differences in 
gross benefit streams between the' "with" and "witiout Project" scenarios. 

Te1chnically,' increased voluns , higher share prices, and lower investor risk' 
cannot be regarded as net economic. benefitS. They may'engendersucheconomic 
7benefits by steeringresources int more producttive Utes, that is, by
improving overall officiency and thereby creating a net gain in value added,
and possibly by redistributing wealth and- income by making it feasible for the 
small investor to participate in the stock market. However, how and whether 

, '-6
 

an.t average annual 'rte of differential have.roirth 5 percent, the would 
to be 'somei:liere between six and seven one-thousandths 0of a percentage point to 
obtain the same benofit-cost ratio; in other w,;ords, tile baseline groith rate 
matters little. 

e:'sam , ''" 4 

, ' ' "?:.< ,4,4 : : "" : :444 ,: '44;. 



willngtaet 111-DC aSLI'lptins stnoral last:e do.4thrmil1oeL~ti 

ii/;::/!:componient =of the .Project have,bee a,24 ......periodesiae ilon a o
 
!!!,;:),:aout o3 12 8cr
imii-:repndn totraediscotrlted (at 15,percent): p~resent, .. ,, 

vaf u 1 8 mi l o , In 1987 , t t tal value -of.shares tsraded was 
10 

eqivlntto$1. ilon..For illus trati on"'s sake, assume: that bot:h the:ntber11"1-Mi of shares traded and :tlie average value' on aveagepercent a year inthe absence of the Project presumablyincreae a fairly,he b "~l 
4444'... " 4he se -t.4at. -'-:
 

'...conserva tive esti,nate, Assume further tlhat the Project boosts the growth}
 
..: rates .for both cl, rients of total turnover for five years, that is:,one or two ;:
 
:: years after the assistance provided under the Project ends, turnover under the : ;i
 

...."Wt"tg and "'without', scenarios w.ould grow again ,at the salm rates.

..••Under. these assum ptioiis, ho .: bin t'old the boost hav'e to be to yield a present
 
::-value of benefits: (tl tunoe dfenta) over, say, ten years equivalent
 

..- vahmi costs? greater Ole PSO component, :-
": :to Oitpresent of Although dian for .- 
:(:- the Project impact, could still be: fairly smiall to mnake it worthiile: an. ;:
 
i • :.increase of less Ctian oefutiof a percentage point - 0.22 percent, to be -" _:i
 

.exact - i-.ould yield Cho increase in benefit streamrs equiaeto h 

resources epn-d 
,i.'~a'wit tor , ...." .. , .,,,,.. ,,,,., "'sts',i ... the..Secu...


. ,:,Verifying such: a~n i!;pact ex lpost facto may be casier thaniin the caseo the .
 

.. lSO.component,: buti The problem, isof course-that: dle
eohlv marn'inaliy so, main 

:. ::': contributions of the i'roject will be conifounded idth danges .in"financial." : i
 

sector policies it. rgeneral aridmanagement.of 'the: securities market-in :i::
probuileity tof $11.1 mfiln.ure sakeilusraion assumed bthe - ::.tbegaerwthautparticular. After all,- te Project ispart and parcel of a comprehensive.
 
, reform. Even suchitct iques as interrupted time series design will be unable
 
.lto the nts. . .
selrt t various refomeeon .... hi. 

Privat:z-,tion Iof stiate-o .. . i :).:.
.... , :nterp~riscs..: .. ':. 

Taletoft bnfits(tderturnovr differniIx'ovr, sao tnc tyearsevlen
 
/ : Efficiency g1ains and ditiuinlefcsC~icto oenerate. te net
 

eooibeeisof the supp~ort provided: tinder tlic Project: for t,:,;
SPresidential Comnss iOn on r eivats 'angThe esti matioaot v se ef erts in 
:
: .L'.: tliemselves is :d iLficuilt :enough', as .:the:discussion :below shov~s. It is further : ::( . :-!:icased bydcompl the attribut ion i ssue: at role wt the Project layin 4' 

4,hat
Sshaping the ultimate outcotis, share of the benefitslshuld ge attributed
 

..... .... , i v the,( 1, I hose i ch 

issue ,ina robability 'framn,-ork, Baialy th dffrecebewen il
 

'""...to s d u r l1roj.cL? 'che iii ru Sto approach this: :::i / 

ao d m e itlot Project scenarios is dfind i. termsof th risk of..,. f . 
failure - t/at privatzation fails 'to adelivet e benefits all. pree 

technical aderla t ass "of Projectuhed ence the b In
inerv,i"erences natieintexp Assuetmbenefitwould bowagnethe oodst t" searsthe en ross etha Project ras.tegrowthe e• 

"presentva c refficiencygainsto the o ? Althoh g thaortve Pstaticc netis, 

possible pn i O arsucs i'K 
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~'z;'~:i turn are-<madUr upJYof uiwenad -1~ losSOS Ao w irs i nte
 
prcso etutrn n privati ition anJ the gains to people i' ho are
 

Sb'ecoming stockholders, in the privatized companies as a- result of efforts to
 
.promote broad-based ow:nership."'' 

.'
 

Presenits S~on1 Compk\IO problemls. Probably thle most reasonbedf to 
~i~< expresses efficiency as the ratio of value added (at border prices) to the suml 

oflborand capital services, both valued at- their .shadow (economic) price.9 	 The available evidence suggests that privately ownied enterprises are more
efficient thlab)their stat-owned COLUIterparts, other things being equal. If 
we could in fact q~uantify such efficiency differences, we could estimate the 
likely economic impact of privatizationi of state-ownied enterprises simply by 
coprn h rjetdp-frac of these enterprises under public and 
p4rivate' ownership.' 

Unifortuna tely, w-,e are far from being 'able to pursue 'this option seriously.
Estimating the va1le added of public' (and comparable private) enterprises at 

. 

bodrprices is no trivial task%. Similar~ly, accounting for labor and capital
inputs at their shadowq pricesrqie detailed data and analyses ivhiich, .if. 

they have bcen done for Sri Lankla, are not accessible.. 1,1e therefore have to.....'~ 
,. 

fall back on a ircr illustrative example which sketches the type and level of~
:impact required to make this component of the overall Project economically 
attractive. 

The illustrative financial analiys'is in the descriptioii of this component 
~assumes that'junder the Project some Rs.6 billion ofassets in state-wned 
enterpr-ises will' be privrati'zed over a period of five years. These enterprises 
'employ' some 27,000 people.' 1llhile, the value remly- known, , . 

.. 

foedp snot 

~enterpri'ses employing at least five >worKers in the 1983"'indii'stry Census. 
'After inflation that would correspond today to 'about Rs.50,OOO per worker,. 

sce many of 'the public e~nt'erprissare larger and better equipped with 
. 

capital, We Would expcct; that actulal 'value added per i'orker is higher than 
these 'enterprise'could be used m'or~e productively else -,here inthe economy. "'
 
The estimnates of'"ov'erstaffing"Y'provide some measure of the poss'ible
 
efficienc gains (lhiough,' as''just noted, it is Ear from satisfactory). , ~
 

Supos w 	 acept the agumnentused in the calculation of severancelpay
demands 	 that some 22 percentiof Lhe workforce are in excess, that is, that the
 
enterprises could 1-..oduce the same amont with 22percent fewer -workers were,".

they 'managed according' to'ef~i'ciency critCeria ~- to be accomisilhed th'rough' ""
 
pr ivatization. In that case, each remaining worker would become roughly 28
 
per cent'more prodctive.. ....
 

Some of. thes cstinates could conce ivab.ly, be derived from -the, report. of the 
C' A Presidential Tariff Commission on its'investiga'tion'df'effective protection ~"~C 



---and domestic resource costs which has not yet'been released in final form. 
CCC~ 
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Ineeded in the now-tivatz (suIepterprdoses Inotprceintcple thor produtiv' 

sev4'waeranc eaiwnn cn bheveedriss 4 . inoth n'aun s,ade otrbto4 fiy'c te 
jobtearssr ol prie starong caital fo opoutiiy'ofaivtcs ~Ifr&rsier o 
suceasful theoseuinvestment woeud ttet tup rationwofalu a~>pctddeod4444 

bythslaiddoff. I .,okors Thusbis aotdu-onuconeal genorou -hw wrk~oing r 
needtie is the no-pratsumenhat tile averag Iprucivityo tiler paioffI~ivt 
sioui'd~s win 4 Creasponas thatjncof tl otherwotkersti as.they aresensorbted ., 

inot'ercp'rite p(-rovde.~ tn'aia o.ohratvte.I 

hsucessl hese vesofte touald cstruf to thevatizaion coofovalueoadded 

Projc ihs cloea tso m t$at theionaaa ordiuti frte ldf '5pecnI 
th~eproduwivitry on'ttaof tth denteriewohkes,4 a a dheyae asreds 
intoetses byrithe 23seo jsrdrvd.~intl),aetanfre t rvt 

o neti present value of t eottioalcoto h vate atie i cmpoent oe th 

444 

period of 10 years would' be in'the neighboriood. of $42 million. 'That would 

or from~ 5') to 100 - to gecicrate benefrits co;Mciiesurate'with to',l' costs. 

'4' 4 

4;"' 

4 

Velitkir Capi ta I Ui~pany. 

The financial feasibility analysis 'of tile venture capital company (VCC) 
coriponentc of tile' Pro ject provides anl adeqteL 2basis 'for assessing its economic 
v'i a~bi ity. it suggets. that the fi'nancial and economic impacts'.of thle . 

inlvestments "to be Einanced thlu'h tile padid-il ca'piLL1 ilil1.generate benef its 
far 'exceeding' total costs. .Since the main 'effect of assistance. uinder' this4 
project .w!il Le to speed.4up the 'formation of 'the \'CC and its initial 
investmulnts, the nect benlefits attributable to 'the resources 'prov'ided unider thle' 
project 'are defined in terms 'of the accelerated incidence of net 
oe.Lefits-'-jcbs and incbcue will' be generated earlier. A quick comparison of4' 
tnc range of discouiited ii-t beneli~t strCaciis'44 With' project Costs Suggests that4 
this project coipollict is otiwl uidcr. thle issumptions' outlined in tile VCC 
ana 1 yr)si s 

'' 

4 4 

''' 4 4 44/, 4 



'SANNEX "P 

There are'three primary social issues to be analyzed for' eachmajor project 
comnonent:7 (1)}ar'e there socialt facto&rs~ wih >arpue for 'o'ragainst' the~attemp.2 2 J2 
to aciv the pro'ject purposes? (2) who *jwillbeef it? and whwiVll b'ear- the 
costs/risks 'foreach project components? and (3) to: whatextet anthe 
various giroups 'of pr'oject participants be expected' to behave/respond the way " 

the project design assumes they will. behave? That is, are there an, social
 
factors~ w-hich would appear to prevent the project fromn achieving its purposes?
 

The first issue will be discussed briefly for the project as 'awhole; the
 
second and third will be discussed separately for each major component: policy
 
support, privatization, and capital' markets. This will be followed by a brief
 
gender analy'sis.
 

*1. Overall Project'The 


Inherent, in all the project 'components is the 'assumption that there is a set 
ofidentifiable factors which limit the growth of the economy. These relate
 

to an inadequate policy frameworkfor private' sector. growth, the dominance of
 
the state sector in the e adtle.limited capital markets. Hoee, if
*nm, 

the constraints are' successfully addressed, ithe potential for more rapid.
 
growth lcdby the private~ sector is.substantial. iWidespread social benefits
 
are expected to result' row the ecbonic groth, particularly increased
 
employment, 'incomes, and quality of life..
 

The widespread social benefits e$lpected from the project will be indirect and
 
may involve 'a time lagbeyond the lifeof project. In fact, if the,
 
privatization component proceeds according to pl! there wll,be immediate '
 

social costs, name'~ly 'loss of e~mploy-ment for some public sector emnployees.
 
These costs are. presumed' to be outweighed in'the, long 'runi by increased 
 " 

emflllovymeit resultinP from 'more viable and profitable .firm~s under private 
...... anagement and ownrship. The GSL has given considerable attention to 

ameliorating such social costs. > 

The iir,iediate benef iciarios ~of. all' three project components w.ill not be the 72 
unemployed ,Or tUldremployed .ppulation, who ar~e intendedE long range 
beneficiaries. 'Rathier the im.-ediate' beii~ficiaries 'will be memibers of the. 
various~ chiambers (ie. ot-mers andmanagers ofbsnss andndustry), those 
operating and regLlling. tile stock exchiange, and potential' investors or K 
entrepreneurs (in' privatized industry or in firms 'hose 'shares are/ill be 
sold on' the 'stock ivarket ' ''. 

''2. The Policy. SUpprt .Component . 

(a) Beneficiary Analysis. . ."' ' 

The policy support co.mponent v.ilJ provide technical and financial assistance .
 

to private cham~ibers of, commerce and industry or other business and
 



--

asscilios. t wll1) i l to ircrJpaci~yto-analze~and,
f orfesitondl asscisa tionfc CJiol buIudi thi o;r '.A-- policy agenda for -

Clihe projcr_L, Iid QU ( ill lc( LL is' not -nows, nuotL advau S~O powstihW LO, aiwalyze 

wowill bene.f it or lose for particular policy changes w'uich:may directly or
 
indirectly resultfrom the project.*~>- ;1
 

ThIe ilmllediate, beneficiaries of this~comoeta iendtobthmmer
 
of t'e vrioupriate usinss and,,professioniil associations whose. capacities
 

are to~ be enhianced. It can be assumied that, 'the associaionsiill focus
 

m~-v~ respective industries/business prof it and expand more. ~ " 

If policy changes ,they -advocate are: adopted by the government, presumably

those industries willgroi;, their, ow.ners will profit, and more people will be,
 
employed.-K 

cheane enofbciaoslsr o this project comnponenit.. However, policy
chagesbeefiialtoone association's Mnellber mnay be at- thieepense of 



aniother association's members. For 'example, -impo~rtes and domiestic K 

manufacturers of the samfe product may have competing interests. Policies
 
formulated and promnoted by an industry may not be beneficial for the general,

public or the private sector as a whole.
 

-(b) -Participation Analysis 

The relevant 'direct participants for thi c pnetar()the busiesan1 
professional associitimis -some of> i.hichi are expected to be interested in using
 
project assistance for policy analysis, various--policy related activities, and
 
dialogue w.ith. the -government, *(2) the -US firm- hired -to administer this-
component ajid provide :the technical assistance, and -(-3) a range, of goverrnent 
officials who are presumed to be receptive to careful analysis relevant to 
policy -decisions-and open to dialogue about existing policy. 

-~ 

There is an exp-riwien tal quality to attempts to promote policy. dialogue on 

private sector issues even though USAID already has:;scme experience with this
under- an earlier. project. -Though- there is a ion,, li's't ofassuciations which - 

are potential reccipients of assistalici under this component- and several have -

indicated interest, the,'re is unicertainty- hiqi ;nany will be ativeparticipants 
-~-

and whtdegree of effEort w~ould be directed tok%,rd policy dialogue. 

Unde-r the Piivatc J.niterjfrise Promotion Projec '(383-082)the Sri Lanka- --- --- >~ 

9--------Business- Development. Centre (SLBDC) w,:s expected-toserve as -aneutral forum 
for private sector policy discussions~and analysis, as 1.ell as private secto 
-policyiialouiith~the -OOVerient. There were some successes (sunch-as 

-SLElDs role, on the -Induistrial Policy-Commission). But generallylperforinancej
 
of -tre policy component did not meet USAIDIs origialexpectations. This-


K - project will- be takino a slightly different appro~ich.'--
-

One (cultural) factor which may not change quickly) is that thle private sector K 

supporters of SLJ3D vwere veryvcautiousabout~usiso-or e'stablishing a public -K~r~ 

forum for policy- discussion whJich might appear critical of thec governn-ent. 
IFurthiermiore, whatever its- other virtues iayK have been,. SLBDC was nfot 'accepted 



by all as the legitirate spcarliead of policy diaI0logu for the private sector
 
as a whole. In the absence of -an)- ote rad b scd locus for policy 
 K7' K 

~activity, this pioject adopts strategy of sut ,,-------liv,,evlope-

Kactivities from the perspective of. more -m-rrot.1 le Dfied, interest groups.-~, 



3. Thie Privtiza tion Coiponc(flt 

<s(a)L olnf
icimi', jilsi
 

The benefits of the ljov~erunent's planned privatization program are somew.hat
diffuse socially real beneficiaries arc not readily identified. The benefits 

~~are related to decreased public outlays for operating subsidies,~more 
efficient, and competitive firms i.hen'operating tunder private management and 

( 7 CHIU T6Iii- a-i 
reduced reqUireians for' goverhnent borrowing.> Ultimatlly the, firms~and the 
economy: as a whole are expected to benfit&, by- remov~i'ng a factor> which "limits 
the growth of the econoniy. The long range effect should be a increased 
contribtion to econoinic growth and employiient. 

111nceiitl1vebs and 7 red ,r Cs f 7f a1nage16mcfn iitvn 

In addition, the mewotoners or stockholder.s of privatized firms can be 
presumed beneficiaries of the policy. they will pay :for the benefits they 
receive, aind they will assui'u ownership risks; they, will not be receiving 

so~hingYfor nothing.' 

.,Yet 

Though the benefits are somiewhat diffuse, the costs or risk~s are not. 
Privatization, aiij the resultants responsiveness to profitability, is expected 
to requlirC~short-Lri reduICtions inl 'work force inl some1,,if not inost, cases. 
Employees iuho lose their jobs 'will bear some of the costs of the 
pr ivatization. Thougoh there may well be observable patterns in the 'selection 
of cnployces t~ho will lose their job's, such' patteris are not 'yet apparent. 

The go"'ebrnnent is viving considerable attention to ameliorating the effects on 
those who lose employment. Various, types of benelits in the form of severance 
paymlents will' attonpt to compljiisate cmployees who lose jobs. Indeed, the' Sri 
Lankan 'olitical Culture makes, it virtually unthinkable for a government to 
eiabark on su:hi a' course without' address'Jig such short-term' socialicosts'. The 
economic costs of aipvliorating these social costs will'b major expenses for 
the government' in privatizing. ' ' 

p - (b) ParticiratinAnalysis 

-' -7here are a ur';mbr of questions about the response? of direct and indirect 
'~'participnts 'in privaciZatioml. 

11till the overmcilLt remaini Supportive of privati ation, The 1vlcdership of 'the 
current overni'en has giveni its blessin-, hut~such~support may not continue 
if fortcomming elections result iii a chang 'in the majority party.~' '' 

1111 thec workers w~in lose 'jobs Io quietly?' Or wit.1 there be strikes or other 
efforts to block priva'tizaioo. and keep' their 'Jobs? hat All be the public 
response, given th- stronl undercurrent of socialismnwdhch conitinues to be an 

impor~ant part of the politica'l'culture? Tho Covernmnent has" a strong
"controversy 'is likely.' So if strong ncoative eimployce or> public reactions are 

provoked, they iould seem 'mnre' likely to occur later In'"the program ' 



~ ''Il1 inl puII-lIMS' (or piurhas'o ills4n) bu~sinessinvestors ~StQJ tO Privatized 
Sor indtluSUtdtS?~ Ao; II tlll first fitrub- SCleCLQ$ -f~t privatization are like)),
 
to he those for k-'uch coilsiderab] c invQ.Stor itr.tise.pnocU,,-, Lo atssure
 
tha.t the pro.i'riim "out off- to it successful start. However, if terms under
 
w~hich businesses or industries are offorroI fur sale are not attractive or if
 
investors have any doubt that Cie Eiri purchase will not
icthe> be
 
re nationalized, on wiould buers did step forward.
no i be, surprised ifbi not 

4. Capital. rktLsi oizt l !ConMne1't1 

(a) eneficiar Analysis. 

This component sceoks to ivprove the operation of capi talzinarketS inl the
 
country through. teChnical assistance,. training,, and computer assistance for
 
the new%stock exchange and the regulatory Sccurities Council. Again the
 
benefits are expOCIctd to be sowcitiat diffuse socially.. Improved operation of
 
the target institutions should help entrepreneurs get access Lo capital and
 
Make it fairly easy for the public to invest, in new or growing businesses. As
 
in the other coiiponcias, this should encourage investment, economic growth,
 

* and. ultimately increased e-,nployment and incomes, 

The relovant artiCipnts inllthis coMponent a1e thOSeiwho buy shares, and
 
firms %whooL'fer o bte traded' on the exchange, as well as those
Ltc actuallyj
 

..working in the E-xcllanigie or die Council.
 

Tlh2 rapid ,,ro~It )L t,, sLOClzOXclango during its short existence provides
 
..strong evidence that inlvestOrs--Will illv'S dirough -e inarket--and that
 

businesses will use publicly Lraded stock as a neans of attracting capital, .,j
 

:The project co.nponent itself will be more concerned about the "nuts and bolts"..-: 
-of operating and, revulatinoj the exchanne. So at- the component inp~ut/output 

lev~el, the participi,Oon tssues nre likely to revolve around whetfler the 



~~hngeand roull(:il really desire and .:il miake. use-of the tran~ing and
 
tFchaicil assistxnc, and whether they will. e or.i'ii:ationally ble to absorb
 

lt t:chnolooies (particularly. computerization) that could make the operation . .
 

1;ith rcspecL to technical assi$L;1IICc anid LYlilnl, there scems little question 
tlntt both the xcnnge,,O and-the Council dcsir: the'i anii seek t'mae use of 
them. 1W1ith t ~muelaiP Lhe organizational issues inay be mu're -* 

complex as the Excloaiij,, sitchus- to a: mlove automnated system, with oviersight 
----: functions -for the Counci-l. "'1hetI103 there- is anl appreciation of tile 

(-iz~iationa~timpact and requirements of theso e systeirs is less certain.-
T,?cinical i;t ite-may be very important in this respect, not 0111 111h 
selection, install:i~tio and lnanageoit- of the suitable technologies, buit il-- -~--

thei Use of- the technolonies to improve E-ctiveness aird efficiency, 

V~
 



~ ~~--F-5
 

5. Gender Ana)y isi 

The ,niLicnis -h th i.S !)rOjrcL iil tr, ar predonliuntcty maleinstitutions, a roal ity t-i this, projecti will not clwimge. For, the :po1ic ,co;1n10001t, 111c)St, b)ut 110( '.11 ,iiiOF OhV relevant1 'busineQs3 Mid professional
aSSOCiaition-3 aeVirl-lN11 fll nAc orgi, atintis. Fur the few oroanizations 
orinted dto and foiia, thore is riQ apparent reason whybusiness p
the)' tould 'be. dis,-dvaintazd in soeki no policy- re-]ALd oss istance under the_____ 

Similarly, for Uh0 privatizziti)ii coripoiieii, !Ai- murbItianagers of government
01"Muo lsid.sI)IIe11SSTS 111, 010 likely imanaers uder private. ownership, are virtually
all men. No data is available breakinc, (IoVwa einployi'ientL by guiider ini the.businesses arid industries eligible forprivatization. And Tittle is known
about how enploymont ini pr~i\i'aizrI iodustr--ieS would be reduced. Thus ther is 
no current grounds [or assessing Tnnor wn'nen- ill bear adipoot ionate shiare of t he ;los t emplqoymen t. i : ,: l:, 

In general the long range impacts on the economy of increasing investment 
,ro',t, and e, , 5pl,',11,,1d, )(nefi t boLh mien and twoten substantially.

However, these a beiWC iLS w-,ill be diffuSe enou.gh that any detailed gender
analysis of purpose level effects of the projcc L ,,1 h 1lifficUlt. 

-'" -,:";: : ' '.: : : - " .'):' : ,: "' - - ,:, " - , - ' , ! ; : / : : <,I.' " - ' : .-- : ' : , ---' ; : i -L:; '' : " i : : ! : .>: 

-. : .... fy-, 
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UNCLAS SECTIONI 01 OF 02 STATE 3411617 . . _ A 

E~.O. 12,256: N/A -

TSt: PR/ AT SIECTOR POLICY SUPPOhiT (363-0100):
 
ANPA RtVIEW OF 1-Il
 

1. ~1JtI1AlY: ANPAC MET ONl 13 OCTOBER WdITH DAA/ANi
tlOiRIS CHAIiiItl3 TO REVIEW SUBJECT PID. SUBJiXT TrO PR,
 

U'UIVAC! PRVID-D IN TEIS MESSAGE, ANPAC .APPRlOVES PID
 
ANDibtD'LEGPTZS PROJ CT 5AUTIIOIIZATION1 TO Tliii HISS 1011 WITH
 

UAL1IPIj 1TTHAT PLNND OJ"CT CQO-]P..Q1ILQ1K V NUR! -tI 

~.4i1ALCuMAVY UC)VN~it~rFURTHiR AID/Wf. iAtt.' 
LEf.LCT AUTHOR IZATJjfii- WL=f~hi~D F J S 131 LITY ~ 2~ A 

CO(6fIZ ED ''lAT POSSIBLT CO-FINANCI[IV OF VOC COMPONL1NT .-

Zi ici ?$UflAU 'ILL BE~ SM3JECT OF. PRE R VIEW , BUT WISUEs 
TO CLAiU~l.- TF.AT At[&BU~r'AU WILL &LSO N~AID TO UIEVI W ijj 
bETAILE-rt VCC PLAtJ IRRES1z.7CTIVE OF PRlE BUREAU'S DECISION. 
0~ .T1r'ii7R TO PA11TICIPATF. IF PRE~REIE IS HELD, AN~ 
PILL ?AiiTICIPATE IFO P% 'V ISINt.JOINT aHVIE. 'R- I E' .
 

ii,.t'l) ANIIT) h IS1SS I :x ISI 'T(6 hi C~:' I 'rIH VCC UIO ZI~OET
 
g IjI.)Ur ~h FUHDS , SZPAII:ATE AN E I(SVJI W '411,1 BE~ H1bD.
 

111) ; tiIS 510'11 MiAY, 01i Ti'' O)TlIYA{ fildIL ELECT TO PROC kiD
 
1'LIll PROJECT 'dI'hIOUT VCC COMPONJUIJT. iND SUMMARY.
 

-z.~'A 13 D1.;USION OF PRIV5ATE SLCTOR POLICY-OcO ANPAC 
......................................
PRLOJL'CT 'c ]ILLATIVELY 1HtuLF, R FIACTINGuv.SUiPOi1T 


.PROJECT1Y-IthiEi ihiCEi M*OSTV iCOfhMIDAT1Ot)5 MAW1 1Y ItEVIE1 
COIVITT ,E ON SPECIF~IC 'ISSUFiS. THOSE HECOliHEN(D&TIONS
 
ALON(.t WIifi. AtDITIOliAI, GlIDk1,Mr
' 5 OI £1C< ANLi/OR ANPAC
 
uoflu RN5S, icLLOW IN' PARAS.3 TMIMOUH 7, BlELOWl.
 

tj L Oilf C00RDIINAT ION ;.1.S-A -VI S PI I VAT IZAT ION ItP
 
00JQ'FI 1HiATp tSAID IIAS COORDIINATFD) 'gITHp T11i; WORLD' B~ANK,
 
I0t* hIDl A1A1V INI ITS APPIAC To POLICY( AIII)<
 

5. 

U>INDU~iSTRI AL 
PRIVAI I '-ION X~U t fUit AID Ml%' ~.t.~1N A 30Ol4;WIUA "'
 

44/.u~l . )-PIANCC o<If l i, H~DlU.LTILAJTFIIA'1 .IhSitT I IIjs WITHI
 

'2~1~I'~'iC-T~itLOANI fh Y IIILUJ); A'(SOMP-0ILWT AItVb ATr" "' 

1344'~"&4'10 -- 1*'l Ii' UIU1 J . s di1 1 1 -q-

SR A' 1VStUl L 4 1Viwni't$I A5 0sS I A(Y 

S -S5-' .' '5 A-i~~,S'ST 



AdAit , 1)1F RN C iS 'i3EVWF IN AID, AND IBRD AiY:ROA~dhS To 
rTIVAT'l'T~ICM(~.( OUI' 1?OS IT t0f TfiAT STh~tEhT1IING ~Ch 

KIN6 $OL'S tIOR 7.F1GL'IT IS 1OT CJIISID7JtE-D A 
SUI:TITUE F R IIVATIZ"V1 1Alf) 'kS< BEEN THE SUBJ cT OFIA 

.BtAN;1IINUMEft O)F INF~ORMtAL 'AORLj') DfPISCUJSSIONIS IN 
iWASHING1Oti,K B BOTH COUNTBYSPECIFIC AN~D UJLNiAL 

PRO'jICT, MiISIONSHtOUJLD SEE \ TO LEAD DONR-Li!i'L~. 

I. GSL PILI VATIZA TION S U AT_-GY: ANFAC NJOTED TillT TEE---
GSL HAS "-IALi A GOOD START Oil PRIVATIZATION OF SOES WITH 
LSTP2.LLI C,HMNT OF 'IlI, Pit SIDENT IAL C0,1N, ISS I~ ONi 
PiIVATIZA TIOi, MC LU SION 0 F Pfi I ATI Z&T IOil AS L AijOh 
COMP0WiNT 01 'rBI *I1U1NT 1sPI12 OF THiE INiDUSTRIAL <i-OLI Y 
COtiiTur.':, AN]D IDlIITH I CA 1Iot OF INIir IAL DIVLSTITUlI(Z. 

TA~O2S.AihPl.C-rli IDLRS ALSO FELT, H:ERTHAT 

~3fl~tisIvJ;PRIVATIZATIOtiSTRAT~Y7~Utv1E'G 
vU L1j CC NS II;R SUC~hISSUES AS i~~A~O1'IECAPACIT'i oi 

Th2 LOCAL INVESTU~S MID IIAAGERS '10 CP ITALMZ AliO 
-

MANGE OE'S AND THlE I'IPACI'S 0_" PRI'VATIZATION Oil 
iLY~ivrAND CCPFTITIVEZ[ESSD IT A'OULD 1,LSO INCLUDI. A 

SCut7_L11LE, LEADING EVEfITUhAL'LY TO TOTAL D1VESTITURL (O!1 
CLO jR) OF SOLS, Allb SEOULD SKT TSR IA 

iVATI ATION RiSULTS INJ CO0M PLXT _PiATE CONTRiOL OF T11z 
zaPrdPIS'S INI 9IJUSTIOH . ANPAO SJ1G1'sTS THAT Tnl 

2t'I S i CC N S I DR 'I,,' Wf TO.,10R E'tU IRE- THAT -TI1&'GS.L_.Y.VLOP 
~r-IA-6jjr AL FRI AT I ZAT 1ON .I_.S.,L_1 AT-

I' rIZATrION IUfU): AI,FA ~A' " LL I E14DO ItS iD 
0,'; C PT OF PR 1 IT IZAI I YUND 'NITHf DISEJRSLF1LNTS TO Er, 

,ifiI CC'i EX P0 T -- AS'T F 3 NT TO FORRC fO lE1 :UlSi GSL 
Ac T(AL COSTS AssocI ATE 'IhcfPZ PFIVATIZATION
 
ATAG !i. SUCH COST." ld. PhC UlNl)iIfS'IOD, filIGIT INCLUDE
 
kT A1 11~ S-L"IRANdCE I-AYM11ENTS AIJIY TEMPORARY SOCIAL
 

-111 V LihM1AT~S IN 'VlL0!N GCO11[O11-4NT OF PIIO0J 1GT,l iNCfI IS 
Q- 1'0"I SiSOU1JD tA!.E?OTLIHTIAL TOTA U Q,1Q 
p -TrT TF1MFTr'rE ,Am AN["-hiidii ITUEDi'A I..1STh IEUTIONI(i
 

-Tri-s c ~I-r- Ii N INQil.
ouuAit i1S.C

K~~A MATTS Oi i i LCT,;L'JUr iS. IS IS ALSO 


Ufu -'i TO fXieLOR ZPOS SfI iiiL11f0'O IVLI ZINfliIL-16CS 
-


ZU ROSG Af CLiL TITLi, I1, FOR TilS PURPOSE'.-


ElI~fIflt CA 'If~C?4 (VCC ) 

U1 ~ ~ ~ ~ ~ ~ 6170 0 zS ~ ~ <V~ bST-iT i 



lB..l; Ul'';i1 : 

(JNCLAS *SL~CTIOU. -,, CP'02 STAT , ,54117" 

A'.D :"'ICN 11 r';:GEDUANPA~C u~u ii'h' TlA 
d)l!AII.S

IVATE 
REIMAiN' TO 
SRI LANKAN 

BE1W..OIIKED. OUT. In THE PLANS Mt 
lNVESTHENT COMPANY 'THAT iOULD 

AOJNL'A 
RECiA 

botlh START-UP SUPIPOUT iPOM AID IIl A JOINT, ;IISSIOII/PfiE 
EFFORT, THAT DETAILED FFASIBILITY ANALYSIS IS NOW 
GETTING- U1II)ERWA IN THE~ MISS ION, AND TdAT FURTHR PREJ

iBIU11' rr'.V1 1LL 1DE UN lfli' RT AKVWEl~0 WC GMPL-ET 1-0 -oF7r 
AjLyS IS ,p plIrE DECIDES TO 'ADVANCE :TO' FORHAL 

CONSIE'ilArJI0I Oi G0-FINANCING VCC WIff FRE FUNDS. IT 

T'

-~ 

--

W!AS ANFAC'E IE THAT, ANE BUREAU WILL. ALSO H1ILD TO 
RE.VIEW D~ETAILE!D YOU PLAN IRUtSPECTIVE OF PRE BUhhAU S ' 

DICISION ON '01ETEl~i TO P'ARTICIPAT . IF' PRL REVIEW I S 
41ELii, ANE WILL I'APTICIPATE IN4 JO11'1 Rl VIEW; 1i~ HO PRE;-
REVI'; IS i'l.D AND hIS ICN WISHS To FROCELD 19ITH VCC 

COMONET ill'OUT HRE 1UN1JS, S PAP.ATE ANE REVILW, WILL 131 
DI) AiT; WILL B:, BASED Off: DLETAIL ) DESIUN I'Oh VCC TO bE 

PROVIDF.D 0 AID/' B Y M1ISSION. 

3. 13AEfTIONSI P TO A .1 0'. POLICY: ANPAC OTED TIlAT IN 
- TEE 1I1), THi. IMISSION'S CNTflIBU0-ION0TO TilE VOC IS 

RLAIEDAS A GRANT. .LAIIPAC LCOl,,NIZi.D TIIAT TH:IJ PI1 
... dSCR.IB.S -oFROPOSEI ASSISTANC. TO V C AS TA AiL GUAPIY 

.ANPAC1 4 U rIStiaSiOnt,, wHltl P-F.PRItj D;TAILED VUC 
S... FL.iN, TOE . '1'TO AID POLICY rALER-OtLaI{J .NPFT'RER 

DVM.10Oi,, E iI C {N ?.-ALLY DOES IO PERMIT QUITTY- -

U TIs TO OFIT IIG 71! TIEP PP I S SS AND WIIC 
iiE:C 131S LiM{ITED GIRCUtISTA1,CES IN W lCAiII hF.AT 

SISTAiICE TO SUC ENTERPRISES MAY E JUSTIFIED1). SUC. 
JUS-ItTCA'I'IOIL SHOULD RE ItCLUDED IN ?UHE FLAN THAT 
..ILL LE RViW I N AID)/A IF MISSIOtl £LLECTS TO iNCLUDE 
VtC Co roNpiwt' III PHOJ 7 AIS A IIRA!1. AllOTH Ei .SSUE TI'O 

n ;ijD R IS llE D I Td VCC I AN IS A DjI SCUSS I10N OF TIlI 
B'Vr: :i irIChS OZ ThL VC6 "S UB-PTiUEClS iU1, ID . 

-:!UO MPL C IAC ATlIO'ltd g1 I llE{I S 
7. ADDflI INAL GIJIDANICE 

U,i;:(IP T.RD AND AUTTI flEPH ... 

A.CONTRCTING MLCHIANISMS: P1RC NOTED THAT THE~ThREIE3. 
PROJ:,CT COMFOiI)TS -INCLUDE ILANS POR A CONS IDERABLE 

- RAiGE OF TA SEFVICES C!T cjtlIcAL, FIMCALd, LEGAL~(T' 
hN]) TEAT3 PIn PRO OS -S)A !-OF-A SINGLE TA-.CJI,[iC oft-

PRO ~ ~ ~ ~ j --MEEqiSItEWETLR TE VJA hIEl) TYPES u 
£~~-XP ftlPI10i~iR ED UOULD BEST H, PROCUIID FROM A SINGLE 

-

'- '-3 3 

i IRm, OF, WIUER SUCH1 ANllARRANGli;MEi:NT t'IGIIT CREATfE 
CON.-LICT-OF-IITEHhiST SITUATIONS, 3 ESFECIALLY IN CASES 

PIU2AVI,IIIWI CdqCONTRACTOR Il[T 'ASSIST 'AITH 
OF 

-- -- - '3 

SVA~LUATIOCN 

0,~iN 
1NTL 'S 

01 SOE, ASS ETc' III 
* WHItE' ALSO ASSI.ST 

tl) 'III AcUR V' PWi 

tLPRA I iOit PUBLIC3 
N~ PU'IVATE:PAPlTIES 

VATIz'Eti GOH'lA01r;S. III--
. 

3 

34. 
3I, 
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NL AS SIF IEED "1.161r?THAT C STAT E C,2 

ITFMr lf ALSO III CLUJDE INFLATION AN1D CO(IV1 1UidEUC1S .
 

QIb/Wij -BLIEViLS Tli 1PA SHOULD HE IiOhE QU.iLIC EOV6 MH, 
 -ONM 
tiOJtCTI WIL]L COLICT IV'.KU1JU ACT 0 

,TSA~I 6F HOIiSUC II. C A P iCT. tfi1VI N1 
1ItiCOIIF AN],,~ T11AT A tM1Ish 

nMONITORING AND VALUATION SYSTEM AND 1JFVi LOP A iB1JLGrT 
iOR TH YVALUA.TION PLAN USING THE AGENCY GUIDELiILiS AS 
STATF I) IN DOCUMIENT ENTITLED) QUOTqE GUIDELINES FOR I)KTR 
(CLLECTION, rIOtIT~hING AM) EVLUATION PLANS FOR 
Aliu-ASS lST .D Ph1OJ '-CTS, UNQI!OTE2. 

c. MINORITY BUSIESS UtTILIZATIOII: PER SHAPLZIGE,
 
JhIS CUSS 101! 1'4ITEI ANEV PD/MBO (i EIf,) , AID/T REQ~UESTS TIIAT
 
MISSICON IN1DICATE IN~ 'e.IIAT CONISII RAItI1 IS TO B.~LLEL.
 
TO 'JRAY - IIE IN THE OT.TGTCS
 

CCILLGE/'Uti IV1-RS ITY IRO'JI~IIG SHUT TEFf.M TRAINING. 
SriLl bqZ 
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~~ 5C (2))-'PROJECTI (ZHM"CL IST< 

"'c 'beslowiare statutory criteria a 

j projecs t 'This section isdivided into 

jyparts, Part, A includes, c r i t eria ap'plicable to'$.
 

,to two.x>-. -- *. 

fron, 'specificsources. only,. 8(1) applies ~to af-L'
Iprojectsfune wit Developmlent Assistance:;2J' ~~>> 

~'"x"~ 4 B(2) applies to projects tunde'd-with Developiet~" 
S Assistance loans; and B(3) applies to projects4 

'~'*"~ funded fromt ESF. 

CROSS REFEHNEICS: IS' COUN~TRY CHECKLIST UP TO"4
 
DATE? HAS STANDARD ITEM
 
CHE~CKLIST BEEN. REVIEWED FOR


F'> PROJECT?
.THIS 

A .GENE1RAL CR ITEIRI A FOP' PR0J E(LT

1, FY 19 3Continuirig Resolution Sec. 523;

FASec. It4A is to YsvaC~4
Imoney sought_____63__._Yes__via' 

4obligated for an activity not previou sly**
justified to Congress, or for an amount 



in excess of amount 'previously 'justified A 
44to 
 Congress,' has Cnrs enpoel


notif ied? Cnrs enpoel
 

-2. 
 F1AA Sec., 611 (a 1l. Pr:ior to an' 
.4.obligation in excess of $500,000, ,All Yes. 
there be (a) engineering, finan'cial' or'
 
'Other plans necessayt ar u h 

assscnc, and (b)' reasonably tirm.estimate" of "the cost to the U.S'. ot the 
4 assistance?4 

4 

-~3. 
 FAA :Sec. 6 11 (a) 2) . If legislative 4 

4.action 
 is'required within recipientN i 
>4' ~country, v-hat is the basis4 for a -4 .~4 44 

4 ~reasonable expec-tation that such action '~4~ 

will be completed in time to permit 44.4.~44 

orderly accomplishment of the purpose of 
 44.4' 

4444 > 4 the assistance?4 444'4 


1- 6 4 



FASec. 6 11 b Y18 otniI 

'costuctonhav 

bee copueto t 

beeft 

exen 

and 

prctcal 

ost 

5. FAA Sec.' 611(eb.. f pr~ oe t isicait 

~ 

Resoilltion, hs. Missio iroecti fr 
caerfeor d egielal Asidsourent. 
tionstruction,saaeblity to mantaost and 
been cupitezt the extentcpracticablely? 

v., 

incuio ae patrionciles r N.A. 

7. 

Arct n42Isc 1962u. et3 sea.)? to(See d 

encoragArID egidbona devglodenes.)grms 

FAA Sec. 601(a). Infoprojetis apPojcitaloseplc 
essistance efforts constructon),y aod 

1linc oilinhaseMission Director 
certiiceand thegfo ftraionalAssistan enorg
Aditra tbostaenrv intocnideatioe ndmn fpiaebses 
theuscofr~ cpatiitys todimanionsand L e~rri 

greate 

ndrdc 

K2dvlp 

(etiipeove prectialeffecielyo 

projA ec not0c1(bc). Information and L..cmoiisadsrie 
conclusions whethewrossitewill.cuae>ilh p~rd 
U.S.priagereioale ardvelopmentprorad 

and7.F. enc.oura. pino aioUSpandrieccillaoserpoin
inorluionssonwhther projectns inludoisngiin o ~rae 
(a) incpriae ted chanf ner atnaltihse ur~etdeeo
terde obf foSte private ntrative)ad. cto(piaebuies 

compAeiton61(c), encouhag Developbenstep Governnjt and privrAtieco
taknd useof cooprertate, crte maituins conLrution re an etimaed 
aonrisaing n loan'cursociastos mee t oun:tlioeemnt 
cdosfcotactua aondolther srices,,piat uiasatvtis 

(aeiproved tecnlical*oficec ofo. . , s 



e ~ ~ curnyo/h -cs~oeg onr
 

and, if so,, what arrangements have be'qp-n
 
made for its rc\lease?
 

If assistan~ce is for the production of N.A. 
any commodity for export, is the 
comm~odity lik)ely to be in surplus on ,j

world markets~ at the time the resulting 
productive capacity becomes operative,

and is such assistance lik~ely to cause
 
substantial injury to U.S. producers of
 
the 	 same, similar or competing commodity? 

12. 	FY 1988 Continuino Resolution Sec. 553. 
;,..ill the assistance (except 7for programs No. 
in Caribbean Basin Initiative countries 
under U.S. Tariff~ Schedule "Section 007,1 
which allows reduced~tariffs on. articles 
asseititled abroad from..U..S.-rnade. 
.componrL:r) be used directly to Procure
 
feasibili;,' studles, prefeasibility
 
studies, or project profiles of potential
 
investment in, or to assist the
 
establishment of facilities specifically
 
designed for,, the manufacture for export
 
to the United States or to third country
 
mark~ets in direct competition with U.S.
 
ex.port-s, of textiles, apparel, footw.ear.
 

handbags, f'lat. goods (such as wallets or
 
glioves or '-leather wearing apparel?' 

13FAA Sec. 119(g)(4)-(6)1. Will .the
 
assistance (a) support trainfing and N0
 
education efforts which <improve the.
 
capacity of recipient countries to
 
prevent loss of biological diversity;

(b) 	be provided under a long-term
 
agreement in which the recipient country
 
agrees to protect ecosystems or~other
 
wildlife habitats; (c) support efforts
 
to identity and survey ecosystems in .. .
 

recipienit countries' worthy of 

protection; or (d) by any direct or 

.
 

indirect means significantly. dearade
 
national parI~s or similar protected areas 

or introduce ex~otic plants or anima~ls 

.,~V
 

into such areas? -V-'-

< 

.g~
 

S V '. .5 



~ 	 ~
- p-' C~ . CA 

14.~~~~~~~~d I FAA )c12 	 a 

--- t-h r e f

15 ccou98nt ining olton, ript
Rernd 

-C-i assisdtarmnce is t be made t athed 	 N.s
A.


gSvertentr (othr an aitcooertiver
 
adveopentuorenofapronct fds ithbai
 

dolurs oe loca curenited
geneate
 

15. 	FY ContiCniin Resoluionn Se If4.i
 
assistance is toibe madealbe to a .A.
N.te 

dPVelopmenthtorganzation, drosite uoban 
timleas 20qes aecny dofumet totleanuar 

seordces sathrytoh the uitiStneg
Goeurment fA . adi h V 

Re solution Sec. 5 .f 
aifnstaei being mbiaed avalale to a . A. 
approphritato acorgnztiton providted weoe 
ntmelyoreaestan doumnt frirlerva o 
rheopordiecsaryon tomite 

.16. 	FY 1990tinuicTui 

the auditens
 
reqemtanedf? ... n s h V
 

~ 17, Tv 19F3U CniaReuinu sLion Sec. 54if 

arefund ared being obligated undr at We
 
sappropraio acpsadfrcountc yre
 

hasd ofe
 
tAppropriations Committees of Chogress
 
otigapproiedd, prorapprva 


beeCobtaedbe rprl oiid
 

139~
18.-	FY CtAuoizaesion ec. (as
 

dcobfirma~tionof the istsoh toibeingof
 
exrie nthe assisgtae,
projectsireemeofin 

areunt inod, ben oblaed forState L/
 

ando cwitresc
ameegenerl putrpoe for 


oigi nly obtlates, -and have the full~CC1~C
 

beeelotifijcedt
ofxCo hgressen 

choeimto offte date o siningo of 
thppedt*61 'fr ageet, icovenre by 
amount vinove, 'encbe . tt ~T-C. 



~B'<""FUNIJNG CRITER IA R' PROJP'dP 

~ Develonent A -sistance Proiect 6 'riteria 

55 (as i e 

report)~ -tassi's~anceis' for
agricultural development activi ties 

(specifically, any testing 
or 

' 

breeding feasibility stujy. variety
 
'improvement
*-~V or introduction, 

conisultancy, publicatioj, conference,
or training), are 
such activities (a) ,specifically and 'principally designed 
tehost country to a'country other
 

thanlth United 
 States , where the
export..wouid. lead 
to direct
competition' in that 
third country 


'with exports of a similar~ commodity' 
grown. or produced in the United 

-

States, and can 
the activities
 
reasonably be ex~pected to cause
substantial injury to U.S xotr 

ofasimiar agricultural commodity;

or (b) in support of research that is
intended primarily to benefit 
 U.S.,

producers? 

b. FA 102(b), 111. 113. 2 8 1 (a. W-:iie no p~roject fundsDescribe extent willto whidch aciiy 
 be used 'for direct intervenwill (a) effectively involve the poor Lions vis n vis, geoiraphicin development 'by exteid ing access to distribuLioll," techno.ogica1 


economy, at local' level, increa'singi diver.,it, gender, specificlabor-lnt~ensive 'product ion and the Support or administrativeuse ot appropriate technoloay, 
-'dccelrlizaion, 
 'th '.2fffects '"'dispersing investment from cities to Of L110 planned project acti.small towns ruraland areas, arid vities 'on promoting free 

-mrket 'development will lead 
L- SLICc 'ImpaCtS 'wherl finan-' 
ciallt-viable. ''oec 
 acti-
Srite 
oe keyed to pro'moting
Sr Lnk's cipacity for;-' 

2" 2 ' 'nnd in~ the~ international" 
2a 2lce e 



---

'Pin the 'benef its of development 

appropriate U.S.bainstiut~ions;4 

esp, eilp dvelo cooperatives, ~~ 
e~secillyby technica1-assistance, 

and 	 otherwise encourage democratic., 
private and local governmental1
 
institutions;. C) support the
 
self-help efforts of. developing
 
countries; (d)promote the
 
patiiatono women 4in the
 
national economies of developing
 
countries arid the improvement of
 
women's status; and (e) uti'lize and44
 
encourage regional cooperation by
 
developing countries.
 

C. 	 FAA Secs. 103, 103A, 104, 105, 106,.
 
120-21. Does the project fit the Ye
 
criteria for the source of fundls
 
(functional account) being used?44'
 

dFAA Sec. 107. Is emphasi s placed onI 
use 	of appropriate technology N.A. 
(relatively smaller, cost-saving,
 

44~44 are
labor-using- technologies :that 
4 generally most appropriate for the
 

4 small farms, small businesses, arid
 
44 small incomes of the poor)?
 

e. 	FAA Secs . 110, 124ij, ill '(d the 

'4recipiejnt at les 2b n 55%
country iprovide -~ Ys estimated 

pe!rCenL Of thie costs of: the. program, of thie direct costs.,4 
project, or activity with respect to 

-which 	 -4tile 	 assistance is-to be 
~furnished (or is the latter44 	 44 4 

-cost-s'haring 
 requirement being waived44
 

44' country)? I h 

f.FAA Sec, 1.28(b) I h activity Yes. The Project is design-,~ 
tept o inres thd 	 -to nlane the ca'pbilti-~4 

'44, instituitional capabilities of private tics'of private businessy '

----. rga nizations or the government of 4orgnztos ' 4The Project44
"p- - - the co'untry- or if-'it attempts to is des~igned 'to promote'<' 

stimulate scientific and economic expaniolin ~part 

4 4 4 

technol.ogical research, has it been -1rheconomic rIefrms'44>'4'-~444 

designed anld will it be mnontored 4 tha1t will-benefit all strata44to-	 4' 
44 

enur that teutimate 	 ofSitnka.tsociety4 .,>> ,7' 
ncudingLeormjrLbeneficiaries are the poor ma 4''' 

4{it
-inresi 	 ------------------------------- donelic'4 


-- 4>--- ~ - '-'- '4'invetmentl 	 and emp1lsii n "4 ''-~j"4'~444------	 



FAA' ~~ ~ ~ ~ ~ ~ ~ ecieetn S ~ o~ -'~ h 1rie ' ei-ndt 
whic ram:re''nze pro t"<e '"pndL.l''l needs. and' 

, e ai needes n npb iIu '5~tcuyPrvdn 
capci ie of peopl "the'of th T1%, trinn and inor i nr 

cou try... S.ze th .o n r55~ice ' toSiLn

t-u-ad -r-e our ces7to-en u 

proceAse. essentia Decieeto t h rjc i ei' o 

538r. Areany oeds dehe ns t based Ioy dJ1L(
caaiter 5the fpean e of thaboran~zgnidifojitionsas 

mcoutvate orlcoercea'coursntr toevcstoSiLnnn~"" 

- r.i 

sppots civaori'dcton n rinn 5 dsgnd'nclibrto 

2"~ ~ 
58Are ny of the funds to be used~ 

a for the performance o botin as.a 

medof family planning or torer 
provivae r conarcaan cesone to 
an pratirsaon roudroe-lztions? 

No. 
i. 

Are any of the funds to be used to . 4sj<'iS 

S ~ 
5 

mthd ofpoy perftorhe 
nour sterilization 

of'lailypanng'r'ocgrer 

ormance o f, 

as a meanhod".mil 
.. ~ .. 

i-. proid19 ny riini Re ncltine to 

,. ~ 

Are anysosthe funs toae usedablto 
payfoany baiainoria progam~ which 
reatesen wholmied oinpprt or~ 
partcpteod inothe "performanc of a 
prga o.,,.civ'abortions oronoutryr . 

sterlizatio siiamean ffmiy 
.. 

). 

4.55. 

fucinl 

thed astao 
tolutrany 

on, are an ofte.A 

ben made available
zati n.rgpromjwch . 

orhas ob'ee deerrine to supor 'norto 

f.aticiplaening 
,abo 

mth d 
t acessran 

amn 
o,e5o 

oervaces 
abroa 

LU inoutr strii5 
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k. FY 198Cniun eouin-h 

~~ ~ unecsitie, colls andpoec 2 

utiveiie hapeingve in~3
c sltdent bod 

which more othe of tJ
20wprcent 

studntes,aecespni
w Aeerapicableand'-'
 

vou~ntary Whaions,
 
porionaroteolund wyildeividuals~ 

priat arid8 Reolutin. 


-

Avarilal, orNlyiv o
frAmeriicas,

woeeconomically socially
nd 

'disadvanitaged e nterprises.me) 

A 

uniAAvesities(colleges andasitac
 
unimprliieIhaeevioastuent in Yody oplaie)Is 
whoch-dures sta 20percnt of.D the deid uject 
stguentso are Disani Aerassande ctgoilecuina 

which ar controledty incnivalsnureae oaua
 
who aretablackeAmanseen ofrispanicaem isus
 
whopiae economicall orecsocallyde
 

t.hA ec.l~c.-o~ assistance,h
otefletetn
 
feasnpl w the enir importanceanc)~~iS
(th s hena 

priort o~a 
mangnsusaiabe reanageen-o -(bore)aueeL sus 
trpoica foretis Speci ficlldor 

placoervig an onacnevainbrlny 

employment and income alternatives: to
3
 
those who otherwise would cause --

help 'countries identify an~d implement 
alternatives to colonizing forested 

. 

.- -3 

3a areas (c) support training3 3 

3 3 3programs, educational efforts. and3-3
3 ~the establishment or strengthening of 
 A.3' 

33 ~institutions to improve forest3
 
' management; (d) help end~destructive

3~33~-3 -- .slash-and-burn agriculture by 

3... -~ stable and producrive
3supporting 
 3-* 

-..- farmingi practice,,;-(e) -help--conserve
 
1.' ~.3.. forests which have not yet been~i

3 ~degra.ded by hielping to increase,--~ 
~~~ -3 production on lands 'alrelady 61eated.~;~3.32' 

http:61eated.~;~3.32
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aI 	 IU 

andniyalt rnhative thihswill 

p - ~I--~ ordegadtio; ,(-fjconserve bioogied1 

diversityebinfoetorease (g)
~---a'----- eranigorseac and otherfy'--------supportin 

metbih aniond maiai aond rcie
 

3I 	 rpressring:i (h)tupor orsechto
 
exopiand knowledgecostopca orest
 

aondidtiofy sulternaoativwiciie
 
preovn forestdercen o or
 
degradation; n(i)*conserve tioloi 

.dieriy 
 i 	 inoforestfres bcoystm
 
sup prt 	 singefrts t idoenty, and
establish, and maintain aprrit
 

repreasettie networks of protcS e
 

oftropical forestecsysem ondak/tl
 

M. rFdA basis,13)
Se bmaIng the
 

establsniishmttlroececarasg
 
crondiionl fofesspr activits
(inorin 

involving th~espatin oerapexo
 

pan species)in need: oth proecmiorn
 

protecte (areas d upon fto
seek 

incaseso the aarensifves
 
gverlabetoaechiese and oethe oos
 
sfstheiamediase afdh lnd-er alue
 

resucl andun 

revannta impaSts agenc sed
 
thetk 	 abilteoal
 

goermeth 


actviie on 	 \.
mioogia 	 diversitry? 



FAA44S ec 4lI c) (14) Wil i ass ~taric4
 
b s d f or.(a:) t'n pr c re e t"o
 

Senvironmnrtal assessment indicates i. ~ (2~ 

~ that44ll timber liarvesting, ~ea'in 

*77environmen aly sound' manner ad 1 taC_ 7a~ 

jposi~tive economic .benefits and 7. *-~ 

slsaial forest-managemen~t
 
'
 ~ V 2~'Q:7sys tems;ins or (b) ctions which4<will~J
 

significantly,.degrade national parks 
 a.~;>
 

a
------ or similar4 protected areas which
 
containtropical foraests, or,.
 

~-a--introduce exoti'c plants or anlimals a 

0. FAA Sec. 118(c) (15). Will assistance 	 

be used for (a)' activities which NO ,
 

~;.~ ~ would -result rin< the coriversia on of 'a
 

f orest lands to the rearing of, 7, K
 

aa;~.aa
alive'stocK'; (ba) the constructioni 

(inicluding, temporary haul. roads 'f o r ,
 

logging or other, extractive",7
 

7
 
; dustries hc as through' 4aa
 

relat'ively 'uiia'egaded forest l and s,;,- 4
 

(c)~ tecolonization of forest ,lands: aU ~s<
 
.aa'a~a~aa..a or jd 'tile 2construction.-of-dams -or 7aaa:a
 

aother water' control~ structures .whic'h, aa
 

flo'od~ relataively undegraded forest( l..--

1 and s , unless with respect t~o each 

4 

sstch'activrity an environmental a -a 'a<a a.-a
 

a ssesspment indicates that.:theaa 

activity wiall. contribute- lrrtva - t < a-~>.~t~:v.tg 


-'-poora dw il1 be cond,.cted in.Lan 'aj,'a.,aaa,..a.<'742-aa 

a~~ja~a a a environmen lly (soundm annera.wh,.ch aa- . aaa. aa.- 4 a aaaaa<X2a-aa'aaaa a 

suport sutial deelpmnt 

(a used-'tato';~ya a-be-

a -a---m---aaajorit ahara A ri a a--paaa..aaa..aa -- a ', a--'4aa

thrug : process'a af_''loang-,t-erm 

a-4a-- - l--a-a-j e89tfl and'econom Re ol 


a aa-aa-..-i-a-<C'@aaaa 


~a--aaa--aaa-	 t ont If-Laa-ataa a.aaaa a--<(
 

a-art-i'cipatorya'--;
 

- s a and -4aa---a(

a 	 Lll 


a--<~a~4(7'44aa' 	 enva isr an cen l cometainabl e 4 2 N 


self~-~ -r li nt (b) bein pr vi e a-
. ' '
 

a-aaaK. a--,a.;y : u - a h 
 r aA- - f i aa 	 a< a 

2 a(a o e u e -a e p ate p o ---- ~ aAa.alaa4-. - - -%~'~-
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accordanc wihr 1ep 

contineectonin102u~f he A-J 

decntionra~ed inf fetv s i~ t lie 

F 

~promotion' 2of local grassrootsF fA 
activities >on behalf of long-term;
development in Sub-Saharan Aft rjic a;
C(d) being used to help overcomeF 
shorter-term conistraints tFo long-term 
development, to promo ti:e foiiiiofF 

>i- 'F2;,,F 

~ttF 

FFFFF 

sujpport thet critical' sector 
prioitie otagiFFFFa podctoand~natlural resources, ihealth, 
volunta 

t 

ry family planning' services, 

Feducation, and income~ generating

~**opportu'nities, Fto bring about ,F 

FF 

-

i

Ksu'pport 

appropiate-~sectoral~restructuring 

the Suib-Saharan Africani economnies; 

reform~ inA public. 

administ 5atjon anid finanilce~s and 

establishi a 'favorable-e rv iro n me 

of 

to 

to1F 

nt forF 

F 

F iFF~F 

-~-FJF '.I-ndivuidual enterprise 

self .'sustai ningdevelopnent, 

.F~V~FFF F~Fta ke tinLoFa~count, 

>reforms, theneed. 

~F-~fFF~FF>FFFFFFvuy~ lnerable groups;J 

,~FF1A.~F ,ncrease agriultu~ral 

ways *~that FFprt c 

-n tu a reo r e 

and 

in-as sistedj 

Fo p FFt t 

(e) being 

Fproduction 

rd restore, 

1 
and toF 

policy 

used toF 

in 

the 
t 

F 

F -F 

FF 

F 

F 

-

F 

F--F, 

F i 

~ iF 

F 
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FFlFFF 

~ FFiF~FFFFF

-
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~~FFFFF- FF~production, 
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ha 
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i 
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41- FreFFFFe 

prF maI heathIca 

r iFF1"t 

PFrFFFFF-FF>FcF.FFFFF*accessFoFvoluntary 

e t 
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v to a e F FF - ~ 

-FFF-tF~~>F-improvFeF 
t~~ 
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FF-dev-lop 
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2, 4Devefbpment Asitac Priet444~tr 
('Loa-ns Onlyv:;'7 4 >----)j-'44- '4 4 

S'a. FAA Sec.> 122 ( b) 'Inomto 

conclusion, on -capacity of 'the 
and-'~ 
country to NA-''-, 

~ 
7 

«-'Q 
~14 

b FA-A Sec. 620 d If assisance.is4 for 
any 4productive enterprise which will 

crete~with U.S.4 enterse.ithe 
an agreemnft by the recipient 4country to 

~ 4prevent. export to the U.S. of more 4 than 
20 percent of' the enterprise's annual 
pouhas on dur ing the life of- the 'loan, 
orhsthe requirement to enter into" such 
anagreement been wai~ved by the President 

because of a national security interest?~ 

N.A. 

-'-4~. 

.-

' 

44 

4 

<:.~ 

~~

cC. FY 1988 Conti.nuing Resolution, If f or 
loan to a private sector iristitution >fromn 
funds made availab~le t'o carry out 4 the K 
provisions of FAA Sections:,103> thr'ough" ~ 

10,wl oan be pthe> t-h e': 

maximnum extent pract icable, at or near,,,4 
the prev~ailingj interest rate,4 paid, on 
Treasuiry obligations of similar maturity 
at' the time 'of -obligating such funds?.> 

N.A. 

-d---o 

4( 

"'~~ 

4'--4-4d. 

'4reasonable 

44 

FAA Sec.~ 122 (b). ,Does-the activity give 
promise of assisting 

long-range plans~and programs designed to41 
develop eoonomic resures an increase 

4 

N. A.44414 

~ 't 

~~;i<'~~ productive capacities? 44 4< 4' 
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-4 44 ~-a -~--'-FAA'~e'c S3JAa--~ ~-Will ~this assistance>-- ~ ~~-
~ 
 A
 
~stabilJ.ty? ro the max$nLiJr~ extent 4'--" '~ ',2;;7U~X',~4~ 

~22r"-~--4''"'> feasible,,-i-s~ this assistance consistent j'4 ~ .~ )~K UK~ l'4KQ ;~~--' 

- with the-i policy 'directions; purposes>2 and"<,; 4-i' 
'41programs of Part I of the FAA?, 

44 
' ,' 

4 , , ''~ ,~' ~,.)j 4 ~ 4
2 A>', ~2 

4, >44 

. Willb FAA Sec. S3l~e) this assistance be'- NA
 
used for mi~.itary or paramilitary' 
 4444 

purposes?
 

c. FAA Sec. 609. lfcommodities are to be
 
granted sothat sale proceeds will accrue N.A.
 
to the recipient country, have Special
 

..~- -- Account~ (counterpart) arrangements been
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11E.F 0 R:1AC"IDtICATO RS FOR I'riS~'THE ROLE Or 

'!leJhuIfLI:y 1987 CDSS LIpdte dut Li'n es th 0PriicIPal,
 
KAobjectives of< thec1.Missions privaite sector agenda.. The overall
 

strategic objective is to increase Hie roleA of the private'
 
secto-r' in ,-he '&conoiy and conversel y, decrease the role of the
 
s ta te.
 

>Private sector development proceeds in inany dimensions.
 
STranslating the overall pro-rauv into a series of four
 

obj~ivsat a fairly, igh- levcl of aonregation; seeks to
 
Scapture the malj~l' dimensions: -


A l.S'ir~ilatcspeciFiic privat-e sctor enterprise
~undev~ki~s: tis ojectve fo0CUSeS on, thefomtn 

of fiw and lie grow,.th of ex is ing pri vate -sector 

2. Stii1lv' he privatizat-ioii of -state-owied, enterprises:
subsiies ori1fticienv state-owned enterprie 

contribLIt,2 t1o Sri 1,,ank3's budget prohi cms., Perhaps 
110 Ctiportantly,. protect ion- [or thlese ent'erprises 
aainst c ompet i - o~n f rom ibroad :(flrough the- trade K ~ 

reg imeY and 'fromn wihin ( hrownh the granting of	 
., 

A ~ 	 monopol-ies) cowtinues as 1he major source of inarke t 
distor t i o iis thatt hampr-private sector development. 
TheiMission--pursues both direct privotization of 
't-rier-rises, ',he'sale of a rnajorlvy of the stock to 
privit', ivest oYs, and heI,indirect prilaatizition of 

kou- ec 4jrs of the ioconm~w1vhrtoIimi? Iho rcinova 1 of' 
goverfnment mnonopoli~ wi 4 Of ~dd cncourainement. pr ivate 

3, St r C 1) 111-]1 Cap ia I natKort and enlahnce the(.T, h te 
ajafltof capi- 3-l to me requ ir.ein e n~ts ofE

t'ho. pr i \,,,I scct-or i nd' of a c i i a privatization:.~A~A
p)oIic i cs on ~on e and credi inc .udIi, the . fina nc ingAA 
o-chr oruc bud (ce, dof 1i s, h av ocen f ound , inadeqUatel
to pr mmo'i apid privant(e soctor qrow~ ~.earyA 

~Polic s n od to 'uo e ~o ward sreat:er flxblt to AA 

2<IAmake long c mn -deb I-an(d equ ity~ capit al auva ilable toAt 
priva te in!Ives to r s A f inaiica.1 sector mo're attuned L~oA 
thec needs of' private etrdvlpetwl a-Iso-'~Y 

-~ 	 A--IiAAA'A1AAil 	 in
2~'~ reqoii re inor , dynandc ills i{ ons, in part i cularz 
:~A 

AAAAA IA<~A a r! .' & ' 1 	 ;,IAAA 

~ pACI'UI)I~ll(Ct ~id''non im.t niI pinI~in~~tos A 

Sft A-A 'A-A-0 
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cc- onm c is e qi'-h sm in fc n x e to s 

a vate W <*,,.* coodne on h i srivte~se.or- ite gornt-

will continue to play a key role through its overall
 
economic, policies, leadership and. support for private 
secto6r developmenit must >come increasingly. fromn the 
private sector itself. 

* 

The >41i551011's program pursues these objectives both
 
through taz-Fetod interventions withiii the existing policy>

enVi rofflent, and throughi the promooti on of improvements i n the
 

p0 yfr~ie~orj A -lte level of t-he. [our interjndiate 

rellaIt Ve '0Other Eacr ors, suich asl political or clinatic 
Acon4di,.iols. 

2 nature of 0.ission's private sectorivn. thie the 

por- ol io, pr o Ject-levc1 objectives manI associated indicators
 
of7, or objccrives. Moniioring rgraim
&zhcover lesciibc prooraif 

pierfo;rmance thcrefore, Iill rely to- some6 eten, oin:project
 

moni o rianevlton,- as outlined below.
 

B ievel omuent of- Indicaitors 

-1<Sz~mnailhIicarors: Private Sector 

-aenda shul prvd infbrmat ion- on"<the arowth of thle 
-iate se c o r rela t i ve t o thla- of t h e econm' a 

who10 J If 0r fu na 1v, av ai 1 able,1 sta istjics do not ~a11ow 
Kfor: a breaL 1of- irneasurcs stich as Value added or.~< 

.~

-~- ~-t ef~0p'SI 0 The Ni s-s ton recent 1>, coin i ss i oned ail ef fort 
to b in a baele descrip. ii, but :considerable1 

unicer-'aiiV rz.,maiin. As--aln lnte r imoau~~re , ie have i 
lia 1 .3relaive:growqLh private to publ ichrcEorcedopted oL 

enepe- r is s tt:Ifuftcr sector as 
indicato0r undcr -whtiprivatizaltion objoc" ive.' Progress 

- ~ ~ ~ ' 1 includled an 

- means, chat- che pub~l ic sect or_, s, shrink~i n,( a.nd tileprivateJ ~ '4~ 

Sectorigr Iwlng. at; ahea'lth),,ratc. Targets 'are discussedc -l--
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rExhfli I Sh~ows 1110 )'qhavor~ of, thoe th1ree performance ' 

iiuiI-di1cators of S~bi e.~to public enterprises rover the ~ 
lat6 NCZr.- The patterns sugges. relatively littl1e 

ch ange except i n cap italI transfers: in 1987 ,when they 
dropp cd by somne 29 percent 'in real terms. The direct 
conitribution of the- program to this change is of course. 
difficult 	to assess, but both economic necessities an024-4
 
donor encourageipenv have played a~role in the Government'Is 
determiniationi to curtail access to cha caia for 
pub Iic en torpriso s. 

r 	 pith respect to the othor tkwo performance measures, a
 
si1lnifican, shift, has been the introduction of open,

Auctions for Truasury, bilIls in earl), 1987.- The -effecrts of
 
th~i inova,'on are ber-tnnns to takie hold , 14i t theA 
pross ibil1it tha th ah~uct ion rates viilI1Ilead a system of 
n~arke -oricnted icteres , raes . USAID has supported thi s 
process 'irowyh~atnalys i s and HG0 corid i ional ity. 

Sz-ren7.then in . sector -i ns' it u, orisqprivatQ 

The princ ipal~ ,-ana ible acconpl ishmnnat here has been the 
establisunea- and emergence of the Sri Lanka Blusiness 

-	 'Development Center. Other achievements have been of a 
mpore qual itative na ture , such as the parc cipat ion of 

-private 
 sector representatives in policy~ Cormulation and
 
appraisal.
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hstl'nn lvof~ 'tile,.r, it-tpl tonrdl'na 1iberlize p6Vi9 bu'-j~16cim,

lSA~ia's yt tile tjS t~co allooi-,rd
to xqs, cssaul ins ioa -Lifraatwr dynami 

5one of A~sia's most opon e~conomi'i the 11orld Ban!, continuies< toranik the 
ont ,as. a "mhoderately 'ini-a1%J-ricnted ec~ony',,y KSim~ilarly;, 'iiileA the ~04-'-s~, 

Governicn hascrated a sicWof 'incentives f~or private investors, it has Ki 
'~A 

"'
nul~if any of toeincentives by maintainn effective' control ofsvrl ","~"

se~ctorsA through i1ts state-oimied enterprises. ;'In fa'ct, tie failure of the '-~' ' -~t 

Act- ivi ties 'is at the root ofmaloth ciannI i-riisinhecnny
 

Govenmetcurailitsroleas in ctive participant in productiveV 

Tile sorr- state of Sri Lanka's e'conomy, 'follo\.-ing"decades-ooat bestA~A~~
oenuignn ne.'ecv. but mnore' oftenv utrifiht sabotae of, theprivate? sco bam 

A1tile~ Mi.11 iSSUC in the j1977 ce'ctioni campaign."-B-y then Sri Lank)ans .had 5 become, ~5"W1~~~"~~'." accustomed to sta-iding in line for die~ most basic riecessjties. Many consumer
~~~items were frecuciitlY not available ttall. -The economry.l'urched along', its "i<>< K I,'rowtlh in' rePal 'tzrnls barely sca4inp abreast of- populaldn. gr~o.th. Elected,'~

larnelv 0d1 tile s urnth' of its economic refoiiniprolgrtuin the ne6w governmient

i-ast ed 1 ti enact st-eepinip ecoric.111& policy changs. Bluoyed by' the--
Utt1e to 

A 

eoen bs1 nd btsatilng uf foreignaid-, th~e conoiny Isoared.SrLakswlO'd allitst3y to bocome yet ante sucsssor f market~oriened~, 

Th o(tbreak of ethnic violence in 1983, da~ thos hopes Investor ' 

coafieencc sltayed away inAbetuit droves, '-andA normnal 5 economic actillity A'"VI,5"A''ill the North' and' East ws disrupted. A'-Ovrall~ developmient rbeca e ,hams trugbtedomestic srfe.A AThie economicA har~dships in' tur ry rung ;,,,uAr~ 

,2A- '~,' 'Afl'-las ii ica, tQO ethii cand' ideolo~i'al~v~iolene 1%i ou-,',,t~ '- 1'A 
-

lastng poltia ttiemnenfIt horpA-ss 'raclrtdeoiii-coq.wl 
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Poic" i rP ana ~~~~01 hiTrnuIecs of procc~ion to "hIe"oi~~teo~t~t aivongeu'tar iffE iwalls iVAsia ~ Aoago~inia atr fo £i ainount to 
about' 2I0 and 24,p rcc t fo n om'"nt ad a itaIlod epa and 

oranufa A.~relaLivdly
consuiicirl goods prOvides highe~r protection to 'agriculturc. .These rates-,-. 
cccopa' rcs'favorably i,:th noinal'tarif rates for othe Asia c They 

pel I tuedvood, hi1gh rate, 56 pcrcent, for~ 

ntries.T' 

~~~----are qite similar tolthose of Thailandfor exaimple, and, substantially below,~~

those fr tv.,oother 'South Asian counrtries, India and Pakistan., , Even{ so, -~~
 
sionificant pockets oc CessivC ProLectionrcmainw6CSeId with respeat ,t6
somuepul~1ic enterpriscslWThe31iu oraliZatiollonh truwLaderegime continues;,.
the Governicift s~1938. budget ou~tlines f ur ther simp~lifications and reductions 

0 jPerccn L.2 

~ Libocralizathi1, oE imports has been -accomieiwd by a series, of measures to 
V>---'- e'icouragc e!xport~s, The. overall g.oal has been to puit cxrorters oni an equal 

'

j .Vitcompetitors1otng in other countries, e.g. , through duty-fre cest +-~~y 

~imprtedinp its, and 'to coinpcnsate tliem, for any disadvantages vis-a7Vis. import 
~~~-'~" competitig induStieS The incentiv es provided include the free 'trade zones -u''P 
1"-~ i-inia,,ad by the GCLC, custoins duty rebates, cxdi'ption Cvoin custcm duties and <- --

iMT j~usv~ss~ sciri to. credit and] insurance,iutax),-d. acc-ss credit tax
 
'*~~--~ oidysof 69 I'D t-n vears " I . s tmcnt credi ts and related fiscal
 

~, indducel eq~S,,and 'sr,:r.tines direct equi ty partici pation by goverrnient

1-nLit it~s i Somie "a~remain -' dvailaiiio of shot-term credit for w'orkiiig
 

v~capital noed5 -has be.en a problem, export mnarketing support remains we,-al - but ~'
 
Sexporters can curi'uetly draw on a wide spectrum of assistance, both services
 

2' inlcentives.
'-'""and 

Exc an;, aes erhaps the nrost dramatic shift in~ econcmic policies
ma~inif Psteds itself i 1iacnngerJivthe exchange rate 'regime. Sinc 1977, Sri ' 

D~nlka' i,.oved -i a e~hnr a heavily overvalued,.'Ldu1 aesrcue 
-'a' rokc-ilfori~ Ccr~n~4o~~r~da sn&i9e,raIXJl 11 tr-anisactions is lifjted to' the]

Pu~clase .d sale oltspot US dollars.,~ 

,StrI Lanajs tariff~ rates show.. greater disperVsioii dian thlose of Thailand, 
~; i ii-icat~hinst csof irelatv hi protectionfor specific subsectors, and, 

' 

-s ;netivis individual Ontrprises. ~ ~ l 

-1ricuitur6 Ov it h'l~and vincrease tariffs for equi'pment and f inished 
sod for lrrd't inor. indutil purposes.. 

is~~i (TT3,=-hr L,, iccnL ': curn~ tly mooi~ted t-' LLraInsfJrab le tax~ credit 

ub tittio a-tvtc) buC t 5o.cnsidetrablh 'drawbcks, sudi as ~ %~ 

-~ sil hev rf'Vi, loss an3h i!joiino cutrailn uisb 

imro Lj nocu ' 

- C 



7 

F Ic j. rt2 cr,,aiCe~iee.~aneraeia 

-~ 

1.iitdincs ofrini xla overaltw ru ety represnt ral~i~~> ~ 

- ~ - ~ bariers to~export -1ro,,.th. ,PP
 

p:. Tax2i?o~icv1:r As inist other countries at siirmiar lvels of develpmient, 
P. Sri1Lah-a relies, quite heavilN onl in'diroct taxes. Taxes bon income, prof it,


aJ ICCOUn~t 15 total The
nid 'caPi tat gains for o1Ny p,-r'ccnt nC tax revenue. 
Governmenit relies, orimarily on the' Business Turnover Tax~ (BTT) a generalizd+I~~,

4K lo tax, aind taxes oil external trade.~ Al though Sri, Lanka's, impor t tarifrsvp
~j~jr: ~ are 10".. tile level 'of~ mports4 cojibincd -with significant export duties,
<~Ppri:;inriYr oil traditional treecrop~ exports, yield a hiiahiporcentage of revenue


Cron~ duties on foreign trade. 
 -

Tax avxpnditurcs (tax 'incentives to industry) mpay have contributed 'to an
 
~'-"'-~---icome tax' Struccture that appears to2 be 'inelastic withi respect. to GDP; Over, ~
 
,P9pr-V' Uie erio eaChI r -_pOrcent lncrease- in GDP increased' tax revenues by~ 

-

,

onyOUSpercent. InI order~to miaintain revenues at some 20 percent f GDP ~ p~p 

4A~>4~--~.the Goverr~i-it had to diai.0 other roe'nuesourcesA In recent years, thL 

share ol no.1x~cou s s illi&ased, but i's~ still lower Uhan in othet:'r 

P-


Be t eeet tax iodrthe aMi low, top income tax 

mTin inpfersonal incomp, tax racc was~reduiced to 40 perccnt in lte 198 budget'
 

hIdays a ,relativ'el> rate 

'income ta.,j~1 un-iely to dro~pi~esco growthr. IInfc,' 
pdevelopments 

7 i Sri Laink mirror. those in' other couintries -,,the Government is 
seppp~K~eking to, r dctxrtsadeiiaeseilpoiin and',tax~l ~--- P',pznditrs (suchia exemptin :ota oldy). ,. 

an toncr'y xly tat i pprcm jnPdah mciiaton ofrsure 

Th 97rfuV:si h fiaca SiLkan moitoay twoPaea paddressedl~sP9~ 

~ ~ ~ a-p i)a th sais riared t ite moorli rytioh rmoVeofrctekd ~PP
 

-1~all!pilpb te. fTorma repnet h r rolmwstesi o
 
7~~>'1..-77, sa iddstriial ed'mopit the 1efnot ts,
sifato~bii~g s~nric ra- dolJ: 

S~ ~ ~ ~ 1 sut can socie ablll buta ofi~the~~ 

1 Irfrh thre and Wfna ry a]1r'Juvlco h t7 ri lanwicia aressied to(-31'esi 
GD oPpLo1!1 nV dPCasiiLYrfp4--tigrveu sore 

pPpPPPPj~p- ba'&m _ffcirtctsrr sithefshftotos ain, 
P~pPPht~~t~e~st'rtVao cy 4 prearluireasdf4,,e Io~corgc e b p-prp

Z cc<V h'CahT obe t&h~ni~ldm~rt~npll&~~tm 
p 

-' 

VVJ~ Pppft~~4 -'.cn ~;$ Cu t~o~ to: pppppit, &13~ ~i~l98 
ll o 1 i r ae ~~~~~~~~~~~~~TTn~e ~ n pVPPp P.V 

~i~TT 9 7L PP~p . P'pP V pV ~ PP PP -p~ fp~ PPp ~ PP P~ 
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cnecd',effort t> to~ extil thernicEo'intblkl ector' inSr 
Lana.Fociol an%-Sno -CCOuML for' somc 20 po'rceit4'of £n iaftotali 

~ tran~sactions.A Thc,,Governmnt also 'eninred'&some&,(abi:lm e), 
~ ~vderegulation 2of cho fincial sector ~t alloti f~or' and ecncourage the Form~ationi 

In 	 spi teA of the gro,1 ingq aturit), ofthie ;b'aiking System, the .Central Dank< 
contlinues to~rely cii both adjustment of reserve, atios - coupled with'a 'nigh 

~~, penal rate, and the imposition of credit ceilings to regulate.th cexpansion of'
~credit aid advances, to the priv'ate sector. The credit -ceiliri's though have 
not~b'eeni relcvatu1ltely, since cffcctiv'e demnand for credi~t hassfallen' shr 
ofoallowable levels.. Slnicc early 1987) the Central Bank' has int~roduced public 

Satictirns, of- a portion of the Tre'isuiry bilLs issued, in' part to C~S ablish,the 
2 

2. 

< 	 interest~ rate. These auctions maiy bhuih a market-driven ,approacji .t: setting
overall interest rates. '' 

Ili th 'respect 'to equity rirlets, the Goveri-nt has takeii stps to support'2
'the L, r'ination of investment banks. Elsewhere, this' documennt 2 describes the 

2 

background frthe proposed 'activit~ies un~der ti rjc~ospot
'initiatives to 	 imnprove~the regulation and oeration of:tescris 

cxsiao.Fialv aita ill um s - 3ith1ough Still to6o'hig 11- havWe been-
IO;-,Jtnor,-2scnay markets~h enq,(uity -ifftrUnentS . 2'AA"2 	 2. 

"hc 1or~atest rewaining weah.nesses in tie financial arena ar'e 'direct, 22 

consequn~Ces of' thze Governmentis budget, perforuance. '~Financing 7the budget' 2 

d-icit led to a aceerto of inlaio iAte~al 98',wt ahr
corresponding appreciation in t, reaffciexcno rat Sic the a 
slight slackening of aggregate demnand~kept, iniflation in the-single-digit i j~2 

figures' but. recent Signs point to a sharp uptuirn Iin the a nnual: rate' - twhich ~.'"'A 

is'likel'! to affect interest rates, and theebythe pr~ivate sector's demand for 2222'~2 

2 

r-icm nt,an 1:mrl&t deregulnton: Price controls in force before 19772 
hav &bioi "1112t cowpl.4tA1 'abolished. Price fixing' 'by the 2Government. s now 

'virtualv1vljimited iroai )it' iwlic t"he Gvrnmrent mrainitainsi a ronopoly,~for 
'2 latcer. roason. T112 ioSi; im,-,ant price,-dis tort ions that2do~rcmain 'include 

'2 

.'22 'subsidies to agricultuiral lipt and tax:.s onl certain consumrcr products, 
222 2~'2 io4aJL .)y pctro.leumi products. 2 - 2 '2 ' 2 ' 2,.'2222'2 

L' drgl 2 iol ~ '~3LS~ .Lr'lirmaiytelfigo 
)arriers~2enr. notiae*2 h~euie 2tc euaoyoesgt6 e. 

fiaca n ttu i2n als1 , 2ar'ae2 a e lotsa 2222 ieb 22 s and stf 

administrative in] x22 -Z1,ioce 2y cntos 2Lck22a 

to2' rd yrprcld'rcu '2tilue te 'o oico h iI 
comp~n..22es 4 22 2 2 2 22 
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~~..ncu1~~tura1-p-o- llT3 IT frA£ TY Tf1 and increas in 
fitroo tiio'PrOf i wi ty Of padd)yprOdulCtiOn.and 2.'>

ctribute'd to 'a sulbsutitial' iticronsein7 Ilat OnWL/ prdcrnThese cianges'K4I4in riii POo~e .: ;'iipiidblicicsu1 a n.m~~. thicsystema tic disnanl in o AhG.\,ornsment- monopoly iii paddy 'procuremnra, distribuCtion and marketing. '' . 

Severalothar h~t iatiwc h bonundurtakd relax. xsig ulcIvcc 10Co 
~K2Wii' ctor. 1on1alOolics. One of- the more SUCCessfl 6ics has been the public ' 

transi t systin in the couatry, ihich w.as a Governmenit monopoly until. 1978. By
11011% jwiVaU0.ly j1pcra ted buISCS account- foi somie SO porcent of- total passenger
traL ic. Similari\y, iiisuraitce industry has6the recently Leon opened to priva'tecomnpaniies tzho have started, to r,%ve ih aggaressively'. 

6> 

Foolninetet Oi the leoislative front, Sri Lanka has eliminatedvLtuily ail ..arriers'to forvgri, vsmn T cnt tolywelcomes 
foreign Univestrncnt Ibut, pursues it actively and' energetically. Until the 

. 

cteiortlo ofutes'c~irc~'sit-Iatlon, the response had been 'good,'espeial'/"i th 4wo f ree trade (or export promo~tioni) zons Te
 
constitution i tself Puarante,, protacticn of foreign investors. These
 
guarantees have bceeispcllcd Iuu:j. ina series of bilateral agreements. In 
 a~ 
fei,' instance.s, t'-e Goccrnment i Ls& f has teanccI up ith..foreign inivestors in.~joilt vtus Evcnl so, potntial foreign~ investo Irs still face many hurdles,~ ,, '"'' 

6 in obtailning approval Of 'their proiects. '', 

Reman in-nI e nansso.td'r i'vent ions' 

Altouh t, accomjiplishinclnts ofSr Lak's'policy reforms ar 
Im'pressive, several: serious wel-aknesses remain. 'The'se weamesses have combined 
i- tih the counltry's security problems' to producc ail overall lackluster 

-6' rrformnance of tho industriail sector, maintaining the econonyIsdependence6 on 
6 

~i~-->~ or~cultural perf'orimance and world market prices for traditinal ~treecrop 
<~<-~«.'' - 'eior ts. 

6' 

6 6' 6 

blaed public setr:To113l s 0h10 Governrnim Iscotin.uing < 

... s a 
±i~'~ Ii y :1vo cnc.1 c player, 'in pairficular~ throiujh i ts, maagei ntv-P 
---- ajorshar '~ent'rns1ries. (3nral tii bloatedl public~sector2clinsa 6 <6".-

TlioE-ac'ofr'ore ., ~o adequtwo :econoinic return. 6Th'e ,polic'7
Lr1tokforritd 1htW)b GJoyernrliot wi1 L iov assistance of ;the, 1orl'dBanktile 

66,6.aci 'nowld-dr's :this prhlmm The Adminis~tra tve Re~form Commifttee'Is. report"'6
 
"te sum 
 i'" .lt'197 maps out a ropram-to restructure h'pbisetro

'2 "6< i.,Prove its c'EflkioBiv anid to roorg"ni- I~jts opeai'ons :in' viewof the 'planned -~'''' ~6" 6 

'"~~;2'~''$i'ivolve "a1sreamliiiiif of the Cr IILrai4'Gove-r~imclnt s rolo in thdeconomy.~ 
6 

6 2 ' 4'>y 

-~~~~~ .'-c.'uI I ,,6 t!I trani3 Lon p~riojl,:6the nlecnss'ary adJiistt!!ntS' i~n salairy structures'' 2' ~"6 
EO S~p-t dsU retrcturing process itll. pit 1ncreonsed pressur's on the66. "< 

A ~ 6 <'6'6" 6, 6,' ''6 6W 

~~~0 < ....' J,~'., ~ "6 -I" ' 6 
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PbL)i IEf~li-~e Tho Sri- Lnaii poiitY Iid ougL to L.iQs.of
~econoiinic calI noni--conioinic -objcctives-.'thraunhW directt -invol-vemen'it -in .

~act1"Di~ 3 ile,&form of manasoment of.Sta to-o in Chnterprises.-' Dif fuse -

Sobjectivs lhiadfr it 'oftenifIict to~assuro'e of iriaicia1 Viability oftef 
ene~iss Thi6pressure, to 1;ecp thei) financially afloat ill 'spito Of thle 
non70Ceci~6nic ballast has ben -USe to justify various leinds of market
dlstortions:) 1mstly to raintailnhighi effective protection against both foreign
and domstic coinpoti tion. Thcrcfor, inovcs to glct thle Government tout of 
op<operatingpr oductivemmanfacturig eterprises through privatization are 

.criticl noonr~y improved efficiency of these enterprises, but also to 
br.oader indus trial1 policy iconcerns:.. 

, 

.p'ou't'v 

> 

~ 

Such moves d1o not necessarily co'nflict with efforts to impro e the 
operating performance of ithe enterprises in a competitive environment. But 
te dro lash'by.hgathne soeines tempting option of 'improving financial

p-aforanc bygrritngspecialpjwivilo~ges--by incre6asing protection.
ConsCqU01tlyV, Ithe prc_,aratioo id implementation of ~a broad privatiza.tion
strategy pros'ent e.t1re ly difficult chillcnges. .Success Pgoes~byn tile 
''simnple' 'divestiture of the enterpris2 It includes ,laying thelgroundwork for 
an dpcrati.i that can surv ive and prosper :in a competi'tiv'eevironment.. ......... 

KThe Prrnotion oFL ei Lion: Overall, the comjnpetitive envirnme~nt. in
Sri L'anra<cialus( SO;Nie SticngLhcniinr1 1%'hile lfogislation. exists;,to control' 

rsti~rcti-'o buisine_!-s pra*,,ticcs, cniforccment has- generally' been less than 
stringent. Siince the' Goxciu~it traditionally too!- it upon itself, to enter 
thre fray4as;'al activ'o participant, it rnover developed an effective role as, a 
re~dro, Ljd ha.. 1=11 suSIpOCL ill that 1'0l0."4I.mrkets were often manipulated to 
protect public investments or dom estic entrepreneurs. This aittitude explains
mnuch of the 'still r...latlvely high levels of effective protection 7 , and tile 
monopolistic or oli~opolistic structures of many, subsectors of the econonmy. 

. 

3 

Proimotion of ccnpotition involves a nurnber of 'aspcocts. Perhaps the MO'SL 
inj ortant, one is th'o openilng of tile economy&to. competition fiomn outside, ir 
the formi of impjomsu In this ropect, Sri Lanm..a has -nrnde, great strides since 
1977<refor!:s are coU11;nlUilir ile Presidential Tarifr _Co,nisslon in '

coop~ration, i th--t.!i !:orld Banlk. ta1liij <the lead. 1'flat' s of -effective ~~ 
'notection-ar&' boi1ng brouaht t xoeiw fSiLna~ 

r ca~n to-cosorri iSi pdkc5,t JIt/;a -
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FspcLodcmicstic ccemp ~titon e-1alI oUJ h ''Ac 

*:- 0 011s - -- iY - F.; ii YCEa~a esictivI~Td6L, 6FvTer' 
b'slos"atcsi te iLcrpLdrcin Ioiwver, so 'far 'it has, 

> 

i:Z'K''kot been ii l S'ivJiiCiCILoiitpwrs Lu il16w iL Lo aSSLIHIC a Ieading rolec in "~ 

*witoino retitv buies practices and promote effective comnp'etitidn 

Other signs for policy laCunne13 in the area of promoting 'competition
include the virtual absence of an), debate over opportuni ties ~to strengthen
competition irilsectors noi, domninated by stat-owned enterprises as part of any 

priatiaton tracg. WeIakrmsscs. also' remna'in with regard to protecting the compe titive poiinof Srmall~einterprises: 'leveling the playing field for them 
rimains an impor tant task of:.industrial policies. We cannot see much thought
being given to this issue either by the Government or by other donors active 
in the policy arena. IJSAIII itsvlf, how-,ever, isactively addressing issues 
related to tile competitive~position of small-scalc enterprises in the context 

1ah Enterprise 'Developmentof the daweli Project (383-0090) 

Financial 1ret: Competition and elficicrmcy also remain concerns in 
financial markets, cv en thiough' tile post-1977 reforms have improved conditions 
in these markets' conisiderably,, both with respect to debot and equity markets., 
In debt markets, ban!king compietition has :been.'overshadowed 'by' the 'dominance of 
ti~o state-owneld 'coi!:Urcial' banks. le a dyainic' private' bank]. ng sector has 
been emergping, .th& ,)Ct(n privileged position of the Bank of Ceyl on and the 
Po1ople's Bank' often nak~e it 'difficult for private bankls to compete in certain 
sectors or for certain services. 'Bankinl competition 'has also been affected 
by, thleg and' regulatory envirowneit'wh;ichi makes 'it' very difficult, for 
exa;rple, to recover deIc quent loans. The Asian Developmnent Bank (ADD) has 
become 'engaged in' several efforts, partly in 'COnjunlction With the World Bank, 
to ii,,prove competition and efficiency in the bank ing sector. 

"i,1i 

Debts finaincinp overall' tends to be easier than raising',equity finance. 
GovernmeInt nolicios aimc-d at imoili:ing savii, s by 'maintaining positive real 
interest, rates' have benm rearonab)ly succ-cssful 'over the last decade. ,However,
'o have ade equi t imivesu'vitzits relzitivcly less~ attractive. ~At tile same~< 

time, nanl), of the larger entroprVneurs v.ho w:ould provide the niode for others 
' 

ACINav outside cqui ty 'financing a last resort.' In man),soughIt often only'as 
instances, outside particip~ation was v'lrtUally limited to- thle participation by
sate-ov.ned or controlled' instituations, primarily as a means'to';secure
 
gQ'ternireflt support anid more favorable treatment. Although -the Colombo
 
Securiies E-chaiig-e (CS13) has registered improssiveprowth-in recent 'years,

its role..a5 an effebt lye market.:for equity transactions remins liited, <in
 
'parlt bc.cause, of liternal' cons traidnts, in par~t bccausoi of a ra therifeebl6 K
 

f.~~rkofE~~I~ and ',,inaneenTI; "In "its di'scussions with the two other '.. 
~princpaml don'ors iby the policy' field,~ ISAID hias~-,;rccd to' focus its assistance 

oWstrengteihi tile 'capacties (o'f tile';C f and thcftdowelopinent of an.< 
>opprcrae-cti, la o tifrlagv--regulatry jframeworkand effective ':A 

oJversight
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~~"y;~~~: ~~ ANNEX M. . '" '-' 

" ~Private Sector Policy Support ' . 

Project No. 383-01004 

Environmental Determination 

The project will 'support three major components: private sector 
policy, privatization and capital markets development. the 
major activities planned under these, components include 
technical assistance, participant trainiing, commodities 
procurement, severance payments to workers affected by '4" 

privatizationi, publications, policy formulation and operational'4 
support 'for a venture capital company. Activities financed by 
the venture capital company will not be subject to the control~ 
of A.I.D. As such, no activities are planned under the project 1 

- which may result in significant nefative environmental ' 4 

4 consequences. Accordingly, these activities fall within the 
'classes of actions that are categorically txcluded from 'the' 
procedures set forth in 22 C.F.R. 216.3, in accordance with 2 

" C.F.R. 216.2(c)(1) and (2). 

3 ary L.f'lo 
', ,~'Actin 7Mission Director ~ 
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