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INYESTMENT, LICEHSING, AND TRADING CONDITIONS 
IN SRI LANKA 

Currency: 
 Sri Lanka Rupee, uhich floa:.t: 
against a trade-weighted
basket of currencies. 
Excn.inge -
rate US$1:R.s2z
in November 1982.
 

* The President, J.R. Jayawardene, was reelected in Sri Lanka's
early presidential elections. 
 This gives him another six years in

office (1.01).
 

* Real GDP grew by about S.8% in 1981, about the same as in
1980, 
but down from the thre 
years before that. 
 Inflation eased
considerably to about 18-20% 
in 191 (1.03).
 
* The rupee depreciated ao.inst the dollar, but far less 
-- or
not at all --
aqainst European and other 
currencies (1.04).
 
* A stock exchange was set 
up, replacing the Colombo Brokers'
 
Association 
in this function (11.04).
 

* The: United National Party (UIP 
sponsored referendum, to
extend the 
term of the present parliament with
will Probably be passed. 
its S/.6 UNP majority,


This will give Sri 
Lanka another six years
of probusiness government 
(1.01).
 
* Nevertheless, the government, while remaining favorable to
foreign investment, will be more selective about 
incentives given
investors to
(10.01). Increased protectionism is also possible (1.03).
 
* Changes are expected in legislation affecting severance

maternity 
leave (12.0S), and taxes on 

pay,
 
share transfers (3.07).
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I. INTRODUCTI ON 

1.01 

Sri 
Lanka is a presidential democr.cy and the President 
is
both head of State and head of gove?rnme.nt. The ruling party isUnited National the
Party (UNP), led by President Junius R. 
Jayawardene.
The party returned to powe in 1"77, after seven years of rule by the
Primary opposition party, the Sri 
Lanka Freedom Party (SLFP). The UNP
has followed strongly pro-business policies, 
in contrast 
to the
socialist SLFP.
 

The political situation has been Sri
advantasle, Lanka's greatest
but also investors' gre.a3test concern; 
they have feared the
policy consequences of an 
opposition return 
to power.
Jayawardene preponed President

the presidential election 
from 1984 to 1982 to
take advantage of oppostion disunity and provide a
climate for stable political
investment. 
 Having won th.is 
election,
to try to extend he has now decided
the term of 
the present parliament for another six
years by referendum (December 22, 
1982)
parliamentary elections duo 

instead of holding the

in 19S3. If, 
as expected,
-- which requires only 

the move passes
a 
simple majority consiituting at 
least a third
of the electorate --
 the UNP will retain
parliament. its 5/6 majority in
In an election, 
this would almost certainly be diluted to
50-60%.
 

Moreover, if a seat 

the party is free 

is vacated by any member of parliament,

to nominate a replacement rather than hold a
by-election. 
 This will give Jayawardene the ability 
to hand-pick 5/6


oF his parliament.
 

In the unlikely event 
that the referendum returns
result, parliamentary elections are due in 
a negative


1983. Most probably, the
UNP would get a majority, but 
not an overwhelming 
one as it 
has at
 
present.
 

Since independence, Sri 
Lankan politics'have been marked by
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-- 

sharp swings between the sociali.st policie. of the SLFP, and the more
free-enterprise attitudes of the UNP. 
 Re,-ently, the electoral system
has been altered from the British "First past 
the post" to a system of
proportional representation. 
 While this would already have
strenghthened 
the ruling party 
 which has traditionally polled more
votes 
than its chief opponent, 
the Sri Lanka Freedom Party, but often
lost because of the voting patterns 
-- the recent Tanouevres 
practically wiped out 

have
 
the opposition.
 

The UNP, on winning power in
system. Based on 
177, changed the electoral
proportional representation, the present system is
thought to 
favor stability (see box
president is directly elected fop 

for' how system works). The
 
a term of six 
years and is eligible
to stand for reelection. 
 He has wide executive powers 
-- including
that of dissolving parliament 
or tal.king cn 
any portfolio himself.
Since the parliamentary and presidential elections are not directly
linked, it 
is possible for the president to preside over an 
unfriendly
 

par 1 i amen t. 

Charges to the constitution require a 
two-thirds majority in
parliament; 
while the 
new systam was 
intended 
to ensure that 
no party
would obtain such 
a majority unless voting patterns change
considerably, the referendum method has provided the ruling UNP with a

loophole.
 

Though Sri Lanka has a 
number of opposition parties (see box
on p. 13) the only 
one of any significance is 
the SLFP.
United Liberation Front, which 
The Tamil
 

is, by a 
quirk of fate,
opposition in parliamont today, has only 
the major


limited regional appeal.
There is now speculation as to whether the opposition will
unparliamentary proc2dures, resort to
 or if it 
will join with the ruling party
to form a 
"National Government".
 

On the whole, six 
more years of the UNP will 
improve the
business climate. Jayawardene's election win has been
endorsement for regarded as an
free enterprise, and certainly business and 
industry
are more confident now of stability 
in industrial policy. 
 However,
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firms should not 
be 5urp-imEd to find 
-mce hord-enln.y of tht
 gormen
t' inme. In the~ firs;t fly vo~r,, theyjob of conviYicing firmjs hod the di f cul1tto inest in 
what Ihacd traditiona.lly b:een 
-a
diffi,-ult environomnt; 
now they can a.fford 
in 

to :e more di ,--riminatingthe type of inves:ment they 3Fvor .and the ter'ms allowed. 

-4C
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1. The country in divided :into 
22 vot.ng districts. Candidates
 
Pun t'or A seat 
 ithin A sint-gle district.
 

2. P.rties tha.t 
poll less than 
12.5% or the votes in any

district 
are CWmpleL-ely eliminated from the running.
 

3. 
 The seats 
in the districL (varying-between four and 21) 
are
then divided ip amorg th 
 remaining parties, in proportion to

their percenta polled.
 

For example: Party A wins 5% of the vote, party B wins 12%,Party C wjuins 13%. Party D wins 25%, and Party E wins e4%.Parties A and R will be eYl.in.t-aie completely. Parties C, D,and E will apportior the s.eat.s among them, on a base of 83%
(the vote wiLh:uL A and B? 
--- &d will tharefore receive 16%,30%, and 54. of Lhe sea.. respectively. The system, thus tendsto be weighted heavily a:gcjin:t smialler parties. 

The parliamenta 
ry electio:)n is 
held separately from the
presidentia,1 
n.zct~ionr 
 the next ParliamentLary due
election is
in 133. The pr'esildenial 
el.ec::tion 
has been preponed from
 
1M4 to OcLober 1-?82.
 

-5e
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1. The prelsdent draft:s a .,nstituon. amendment that willex tend the term of the Pr,-sr nty ears Ptr'l i am(-nt for another six 
.
 

2. IF tie amendment is approve b, 3 majori ty of the voters,constiLutino aL loat one third of all registered voters, itis Pased. 

3. This mea.-.-ns th.-aL the Pres,:,t parliament. -- in which S/6 of thesatE_ are rilleu by NPs fromn the UNP -- hs its term extendedanother six ye:,ars. 
4. In an election, on the other hand, a simple majority ofvotes would qi,n only SO- .o f 

the 
the seats. This waspredictr:d .s the likely outcome, were the UNP to have gone tothe pollz rat-her Lh:in held a referendum. 

u n n n n 6 n 
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--------------------------------------------------------------------------------

EM R Y. 
 %, vo tes_L 
 ,. c i 2t o
 

(Seats won)
 
Sri L.anka Freedom 
Party (SLF) 

36.?%-
(9:) 

. 7% 
( 8) 

Led by Sirimavo 8 andaranaike, the 
his-. moderate socialist Policies. 

party 

The SLI 
uas the leader in the United Front 
c:oa. tLion that governed Sri Lanka in 
970-77. [andaranaike cannot run for 
office until 1986. 

Tamil United 
Liberation Front 
(TULF) 

7.2%* 
(16) 

6.4% 
(18) 

A muderate Tamil separatist party. Itshead -- M. Siyasithamparam is the leader
of the opposition since it received more 

Janatha Vimukthi 
Peramuna (JVP) 

-Transla 

seats in the last election (with
substanttially fewer votes) than the SLFP. 

as the Peoples' Liberation 
Front.) Led by Rohana Wijeweera, its
poli c.ies are extreme left. It played amajor role in the 1971 insurrection. 

Lanka Satra 
Sarnaoa Party (LSSP) 

.'.7% 
(19) 

3.6% 
(-) 

Left.:st, 
lrn.aes 

Trotskyite party. 
as "Lanka Equal Society Party" 

Communist Party 3.4% 2.0% loscouJ-ori.nted, leftist 
(6) (-) 

Ceylon Workers' 
Congress 

-t- 1 

(1) 
An Indian Tamil, trade union-based partywiLh strong support in the plantations. 
Led by S. Thondanam, who serves in the UNF 
cab inet.
 

Note: Figures in brackets refer 
to number of 
seaLs won.
 

- 7 -


Business International Corporation International Business Strategies Group 



The 100cJjal system cons1 I s of thce Supreme Court,Appeal, the Courts of
the High Court, and DisLrict C:ur'ts. ThirtyRequests have or'ig inal Courts of
c ivil j1ur'i sdict ion i. in all. cacions invalue of the amnoun t at di te 
wh ich thedoes not exc:eed a stipulated ailount.
 

A 
spe,cial Presidential 
cormi-ssio.in 
:rie..s offenses connected
with niovernment 
mic.u.e o, pw.-  it recomenlded
stri p.ped of her civic: rjhts and 
that B"darna 1ke be

j currently Ihear.ng
member of the case of apar liamen t who is alleged 
to have accepted bribes. 
 It has
no punitve POweCrs but mak.s rcmienTierdatLions tO parliamenF. 
 The
opposition has accused the commission or 
being used for political ends.
 
Sri Laka' 
constitut 
ion and


is possible that 
law have tended to hold up. It
a ,overnmrient 
would £o outside the law
instance, -- for
to chan e the elec:oral.:nvmten. Nevertheless,
system the judicialis well established and adequate for business purposes. 

BureaucFr-y 
and red 
tape are better than incountries, but companies have raced problems from the 
most South Asian
 

organization and lack of
the rel axed attitude C:)f many bureaucrats.
Lanka sovernmenrt The Sri
is st].l heavily, influeng:ed by colonial British
styles. 
 The upper levels are efficient and reasonably flexible, but
the lower levels 
are still slou.. Comparej withtape remain Western countries, red
a problem. 
 The export procesing..
r-putior for zonE:,s have a betterFff icac:.y.. 
 is
The the orill authority companiesneed to deal 
with, 
and it does 
ty tu be helpful.
 

Sri Lanka maintains peaceful and
countries India is its 
friendly relations with most
 .. '..'t and closest neighbor, and
relatlonship has always ben Friendlv. the
 

A bilateral
trade Sri Lanka-China
:greinermt (principally a 
ricc, for rubber barter deal)in Force for many has been
year., and Sr'i 
 Lanka imnro'ts Ch:inese textiles and
other consumer 
goods. (Recently, China has also agreed to
oil.) supply
Sri Lanka has r'ecognised 
the PLO. The government has made
overtures to the ASEAN countries and may eventually succeed
developing in
a special 
tie with the association.
 

- 8 -


Business Intornatlonal Corporation International Business Strategies G,'0up 

http:Ihear.ng
http:cormi-ssio.in


On0- i Fss u:.h i :h wai~ 0u Lts-,ding betwe- Irndia and Sri LIankai's treatmnrt cf" thoy Ird]an Tami. poPl.. 1.,t.:i nin SSri Lanka. ehrepatrintion of fairlyr lare number'.: ol" :-mily t-o 
India has- reduced
ft"iction; how.ever.r, duri ngc per'ic.d- of ccmrunal agit altion the

reJ.ationsEhip tends to ::)ecotte soenwhat uneasy. 
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1 .02 ~ 

ThPr',ent governmen.7t under th 
 JP i.n_extremely
pro-bUSIEs .- d 
StPC)FnIy favors free enrternri:e.true under This would not bean- SLFP -oeFrnmTnt, whicfh, however, is unlik ely to gain
power 
in the mLdiun te'm.
 

While the pri.ate setor 
ii i.l continue todenationalization of Pxiz.itinr 
increase its role,
state co.poraL-ions is unlikely. TheBusiness Acquisit on Act. troug t in by .andaranaike, allouws
go'yerrirrret to the
take over priate cowpoi-es relatively easily.
not: been repeale i ind r Joi.:wjardene. 

It has
 
in the unlikely event of the
SLFP returning Io 
P:ow;er, a m,-ore s-iaTlinL patLern would be adopted,
and a spate of 
r;. ionslizations 
i3 rot impousible. 

Trade Unions, mostly affiliaLd to political parties, arequite powerful. IndusLry associ 
 ions and 
Chambers of Commerce can be
Inf usntial in repreatenLiro 
trade viewcs 
to the government, arid
E.ytean., iri reg:ulatinq to soimetl-;ei, members.; 
 Chambers of Commerce have
sucessfully made repre*entatiois to 
the government for reductions in
certain ta ri Ffz. 

- 10 
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1.03 
 a Ezea
 

Sri Lanka can expect a 
real GDP growth of 4-6% over 
the next
 
18 months.
 

Sri 
Lanka's GDP, which averaged only 2.9% 
per year real
growth from 1970 
to 1977, increased by an average of 6.8% 
per year
from 1977 through 1980. In 
1980 the rate declined to an estimated
S.8%, because of drought, the poor performance of the public
cor'porations, sluggish gr'owth 
in the manufacturing sector as 
it uas
hit by the impact of lower tariffs, and construction growth slowed as
the industry encountered bottlenecks in the supply of labor,
materials, and equipment.
 

In 1981, 
GDP again grew S.8.. Agriculture this time was not
at fault; it showed reasonably strong growth 
at 6.9%. But
construction actually declined from the peak 
levels of earlier years,
and the industrial 
sector was hurt by power shortages. Credit
restraint, aimed at 
curbir g inflation, slowed growth 
in trade,

services and other sectors.
 

Inflation 
in fact,

the economy has had 

has been one of the most serious problems
face. in recent years
to -- in part, because thecountry had become accustomed 
to a slow-orowth, low inflation
life-sty]e. It 
rose sharply as a

policies, but is 

result of the LINP's econom: now gradually being brought under control, inevitably
at 
the expense of rapid economic growth. Some of it 
was artificial;
the removk'a] of price controls alloued pr'i-es
However, massive to trend upward.
investments 
also fueled 

in projects with lon_-gestation periodsinflation. 
 Froductin responded 
Lo increased prices, but
not rapidly enouih, infiati-n has gone loun1980 but it uas 
from the I-40. level. ofstill estimated at about 
18% in 1981,
first half of .ME. Ancd 

and 13% in thethese figures may be understated; other
estimates show rates of about 24% for M.
 

Constrained b 
 powe 
 shortages, and inefficient after years
of protect-ionism, c!omest'ic industry is: not well developed and has not
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expanded greatly since i.?77. The domestic market, small itas is,seems to Prefer imnpoted goodE, and dc-mand for domestically Producedgoods has orown only slowly. The vlovernmnt is becoming increasinglyaware of the problem, and some infant industry protection is not

unlikely in futurn. 

IL A p,ear per :apit.i income may haveeven declined in recentyears, firulher 'decreasing demand. Inflati,.on has boosted costs,eroding price difrer-.ntials. In 1931, manufacturing; accounted

only 17.4% of Lhe- (WP ._-t CUT'rOnt factor cost 

for
 
(GDP can be utated ateither markot prices or at factor cost; GDP at factor cost, plusindirect taxes, less subsidies, eq:uals GDP at market prices), down
from 23% in 1977. (At 170 prices, these were 13.7% and 13.6%
respe-tively --- indiating that in real terms, manufacturing has grownno faster than GDP as a whole. ) 

The fourth rollin.n five year plan, 1982-36, callsexpenditure of Rs9E for anbillion in current terms. The lead projects (seebelow) will account for 3s% of the expenditure as against 44% in the19E1-85 plan). lesources have ceen shifted to power from othersources. water supply scnemes, education,

short-gestation projects 

and health. Expenditure on 
-- other irrigation, plantation agriculture,field and minor export crops, animal husbandry, forestry and 
lands,
fishreies and 
industry -- have al3o been increased. 

The government's main investmen plans over the next five
years :enter on 
 tn ree schemnes LU i i 1].l l account for 33% of plannedgovernment inveatmenFt between 19F2 and 1:36. The lead projects are: 

hI_ ~II2. ;La l- ihe project consists ofgenerating stations, and 
a series of dams, powerirrigation channels off the Mahaweli river.
Five giant multipurpose reservoira will irrigate 391,000 acres of landand provide SO0 menlawatts (11w) of hydroele;ctric power. They willprovide 500000 per-manert jobs in agriculture and service industries,
and over 400,000 :onstruction jobs. Cost escalation, insufficientaid, and technical problems have led to a scaling down of the project.
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The In.tgrted Development P:ryr, mme :f the rahawel iAuthority Promote-s the develop.mernt cf agr -:indus:ies, integration of
crop and ani.mal husbandry. Foreign investors could 
 take advantage of
these investmenh opportunities. 

HQ!J~. [igdIn, _uE1_ ,yIlo[ : The govcrnm,::nt plans to construct

100,000 no.:*w 
 houises and upg:r'.ode 84,0CK0 more. The Greater Colombo UrbanRenewal Program is intended to comp]et,-.2I reorganize Colombo. 

Sri Lanka 's export processingzone, located near Colombo's airpor't, opened in 1979. Its objective
is to provido jobs and increase exports > attracting foreign
investors. The zone iE not a major investment for the government. 

Inves tment mu:>t be largely fjTancr:ed f rom abroad, sincedomestic Eavins are low ard could decline Further. High inflationmakes fixed interest rates unattractive, and potential savings lielocked 
up in consumer durables. The Eavings of the public sector have
tended to be negative. A large part of this is because of the losses 
of the Central Transport Board. 

- 13-
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1.04 !:u 

The rupee floats Against a bask.<et )f currencies, whichheavily weighted Loward isth2 US dollar. IL has steadily depreciatedsince the UNP took chqFrq-, he fare which & syit.m of dual exch.angerates .. xisted. in rc_:rL months, h,:,wev.-t- thougih itagainst the US has declineddollar. the s:rength of that currency has meant thatthe rupee remained stable or a:pprEciatLed against most others.) 

Critics nave arq ued that the country's exports, mainlycommo:diti e:, tend to be sup-ply inelast-j- while imports, designateddol inr, , are , is,, f.irl, Inelagtic. According to this argument,depre(:i at n irlpoT. inflat ion, without substantia].ly improving thetrade biance. However, the Falli. ng r.ppe has curbed imports to some 
e x ten t. 

With balance of Payments problems, high import levels, andsoft export market, downward pressure on 
a 

the rupee is inevitable.gradual decline Ai. axpe,-ed over the next few years, after which somestr'engthen]ng is Possible.
 

Sri Lan-a 
 has the hi hest Foreign aid percountry in capita of anythe world. Foreion aid has been used liberally to financethe new piarn:-. investments. Ff the country does not succeedbringing its intradn deficit under control, it may have to resortincreasingly to commercial borrowings to finance the deficit.
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The J,.yawa rdcnm 9overrmni: a.c:ive.?ly .ncour.ges foreign

investrment in 
 nost are:as of: the eC:,FIOTnomy e.cept trading). With plansto transform the ..con.ry an the Singaporeh pattern, 
the government has
openEd areas 
Lo foreign cC-orpaF, ie an:l g:i.ver concessions that would
 
have been unthink=able a few years ag-o.
 

While Sri Lanka welcomes foreign investment as part of its
 new strategy, an 
underlying nationalist .,ntimornt does exist. 
 If it
 were economically feasible, Sri 
Lanka might agian close its doors.
Should the S.FP return to power at 
any stage, it may follow more
nationalistic policies. 
 To reassure investo-s, Sri 
Lanka has entered
into several investment protection agreemnts that will be honored
 
recarcfless of the 
party in power.
 

The export Processing 
zones are gaining widespread acceptance

as a tool for economic progress 
-- it provides tne possibility ofdr'a.uing avan tanes from foreign inventment.
, ile also insulating the
 economy from potentially harmnful effects. (See section 13.0S). 

If the Present government is rcmved (which is impropable), a
chanGe in policy is likely. 
 Changes that could be expected under 
an
SLFP government include a 
crackdown on 
consuer goods imports and an

erosion of concessions 
to Foreiqn invest:ors. 

Sri L znka las tried Ito ensure 
protection of investments made
by foreign companies. Sr-i Lanka has concluded several 
double taxation
agreements that 
are especially tailored 
to allow for 
the tax breaks
Sri Lanka Provides. in 1901, it reached an investment protection
agreement with Japan, which will 
remain effective for 10 oars. Italso has entered into invest.ment protection agreements wit the US,
West Germany, the UK, Singapore, and France. The Japanese pact isepected to make a difference in 
the level of Japanese investment,
which has been quite modest. Japnes,. investors attach considerable

importance to the protection guaranteed by 
the agreement. When Japan
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signed such a tf-0aty with f:gypt. J inve2;n(Int in Egypt
increased zharply.
 

O'ver tfe 
 next 1 months, he g-overnmentfavorable will remain basicallyto foceign.in inve:.stment but fineprobabl.a, L-unin. of incentives iswith -amie hardening of require;ments. Generallyfavors the sett ng up of Sri Lankaindustrie. that are basically exportoriented, labor intensive and where possible resource  based.
 

According to the FIAC, it actively encourages investment
several resource based Projects: 
in 

o Rubber-bs;,-d induzLries. 
o Graphite based indhstries. 
o Coconut palm products.o Clay, dolomite, feldspar and silica based products.
o Cther agro-based industries using sugar cane, soya Dean, spices andessential oils.
 

The G(EC and the 
FIAC periodicallypromotion mizions. send out investmentOre to long J\ong is intended to attract investors
nervous of the colony's instability. .7 

- 16 -
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1 .06 U.Ls f&tin
 

The gov--,rrimnt'. new 
 econiomic Polici.s hove had a very
Psitiy 
 ir luen s or lh level of 
overall Investment.rnid-190l, From 1979 toLo.:al investment 
was F -1,530 mi1lion,compArison, total in 450 projects. By
inyeotment 
was only .(130mi.lion in
immediately hyroe.. the eight yearsbhis includes investment both under the .auspices
of the Foreign in'estm,.nt Adv'i.ory Committ,:e (FIAC) and the Greater
Col ombo Ec,_nomi Commi.sion (GCEC,. (All foreigi investment must fall
into one of these two categories.)
 

Foreign 
investment outside the export processing
approved by zone must be
the Foreigin Investment Advisory Committee.
projects approved by 
Not all of thethe FIAC are im-.plemerted; 
out of a total of 512Proj...cts approvd betwen 177 and mid-19.2, about half were under way
as of mid-19?2. 
The rest were under negoiation (121 projects) or had
been abandcned (129 projects). 
 Seven others had been 
implemented, but
not under the FIAC. 
 The leading sector was fabricated
rn-etalmachinery/tran,.port 
equipnmryt, 
but Gignifticant investments have
als.o taken place in 
other Eectors (see Box 
1.06A). In
quarters of the first three
1.52,, 
 the FIAC approved 34 pr'oject,, with 
a total of Rsl.7
billion in 
for'eign investment, 
to be matched NY 
local investment of
Rs2.5 billion.
 

Tor investor-
 in Sri Lanka (in
1977- mid I9.E were 
FIAC approved projects) from
the United Kingdorm with 79 enterprises, Hong Kong
with SS, West Gerrnn and .i:i.apore with 54 each, Japan with 36 and
the United States of America with 33.
 

In 
the GCEC, 74 industrial investment projects werecontracted in 
the Investnant 
Promotion Zone coming under the authority
of 
the Greater Colombo Economic Commission in 
1978-1981
1.06e). The capital (see box
investment of the.e enterprises amounted to Rs
2,269 million. Gross earnings from GCEC exports during
8C2 million. 1981 was Rs
The largest number of GCEC projects have been 
in the
field of garments, but manufacturing is starting to catch up.
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BOX 1.06A 

Industrial Investments Contracted - FIAC
 
1978-1981
 

Category Number of Units 
 Foreign Investments Local Investments
 

1978 1979 1980' 1981a 1978 
(Rs million) 
1979 1980 1981a 

(Rs million) 
1978 1979 1980 1981a 

Food beverage and 
tobacco - 6 8 13 - 37 527 178 - 77 589 229 

Textiles, wearing apparel
and leather products 7 29 12 8 20 261 16 30 31 688 43 55 

Wood and wood products
(including furniture) - - 2 - - - 1 - - - 6 -

Paper and paper products - 3 3 3 - 3 6 3 - 12 24 20 

Chemicals, petroleum, 
coal, rubber and plastic
products 11 7 ].2 15 24 36 193 100 36 75 385 210 

Non-metallic mineral 
products (except 
petroleum and coal) 1 1 - 6 9 4 - 89 21 12 - 235 

Fabricated metal products
and transport equipment 2 9 10 13 21 41 226 232 33 97 361 362 

Manufactured products - 6 19 6 - 5 90 9 - 10 177 50 

TOTAL: 21 61 66 63 74 387 1049 642 121 971 1585 1161 

Business International Corporation
 



Category 
 Number of Units 
 Foreign Investments
 
(Rs million) 

Food beverage
tobacco 

and 
1 - 2 - 2 - 25 -

Textiles, wearing appareland leather products 20 9 S 2 73 126 7S5 ill 

Wood and wood products
(including Furniture) - - 1 - - 1 
Paper znd paper products - - - - -

Chemicals, petroleum, 
coal, rubber an,-' plasticproducts 3 - 2 3 22 - 44 43 
Non-metallic mineral 
products (except
petroleum and coal) - 2 - I - 388 - 18 
Fabricated metal products
and transport equipment I 1 3 1 9 8 377 33b 
Manufactured products 4 - 10 3 16 - 98 120 
Services 

- - - - - - -

TOTAL: 29 12 23 10 • 122 S22 1300 32S 

a: 
b: 

provisional 
includes expansion of earlier projects. 
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A number or fJrei4gn inve. 1 r h ae beenfew years. In hotelz --
made cver the lastthe ]aj Ho. elHotE.l in C.olombogroup); 6 r:sor-t ho i 

(owned by Indianbeing ereLed aL .Jentota by the Robinson 
group ...f t rmany; A .er oo hotelCoJombo owned by the %1aidhgri Gr'ot 

i'3 
er 

o.mb; Ad a 500-room hotel in
manufactunng oi D uba-i. Insector. Gilbey's of the 
subscription to 

the UI< h s gone for a local publicotain local Oquity
and .hio., of japan, 

for a distillery Project; Mitsui
have -set up the:T:.o 
 rr~u.:tto " Cemen,' Co (Colombo) Ltd.make 2O ,000 metric tons of cement por uinnu. 

For many ... torn firms,meangrs S i Lank-a' :sa.LILh an invEstmenFTt domestic marketLy the foreign f-im istVrmS of not cost'-effectivetravel expens.,s inand executive time. Someit worthwh Il- in of these have foundto vet in Sri Lanka thr.ou:h subsidiariesIndia basedor Pakistan. EApatriates can 
in 

counrltri.e.. also be brought-or examwrle, Internation-l in from those 
1E1 to Co.m, iecs Ltd was setpro.,zce a wvei up inranghe of comini, PrCiuctsmarket . The corp n . 

for the domesticcs,%i-ie.d by aa ajah OTganisationLankan company. Ltd, a SriTh FCmaiing 60% is- on'idi-l,which itself is by Ponds (India) Ltd,.- F;% held by Che,:borou,- PordsLnka Inc of the JS.company is mnanaged b'y 'eutivi- The Sri
doletK a, from Ponds (India). 

The gc'verr,mit will acceFt inn,--,vatively structured-Le, ar JE'ieeiici-! deals, ifto bo:h partie,.
SiFIgapore., with tnre 

For instance, Prima ofa3s ,oc atO., has m et iP 3 completeiirg facilir wheat flour(r, illing 2.2 00 Lonsgovernment. 
will 

Per day) on land ].eased byThe government: the supp.l wholefroe. Frma will wheat for milling,return 7b%/of thecharge. r'etaining I our to the government freeth~e bran of 
AFter -. c. and the remaini ng 24aLout 20 years, as their share.the mill will be returnedthe interim, a lumpsum payment 

to the government. Inhas been made in lieu of all taxes. 
The government has al-so 
entered 
into some joint venture
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Pr'jectB with f-7r9ign Partners in qaas ujua. ly rserved for the State sector (se Section 2.02).
 

In 90norlc I, many examples of ....
c.,- l foreign investments
in Sri Lanka are avai.able. 
A few olf the-,

o The Nestle 
in Sri 

g nrup of ccl-rip:ariie, have three different operationsLanka wintn different foreign equit>' shapeE-.
Caylon Ltd has an 

Food pec alities
830 Foreign equity', wh-ar'e. They have set
factory on a SO-acre area up ain the Rurunegala ::Jistrict on the banks of
the Mha Oya. The R-s 
430 million investm nt 
project will develop and
ut:ilise all principal local raw materials and 
resources.
rockonef It isthat 300 persons will 
re-eive di-:ret employment, while amost
,2,000others will be involved in ancillary activities.
infant formulae, milk 

Milk powder,
cereals and malted milk will be manufactued and
production 
is estimated 
to begin in 19F3.
 

In ternationai Dairy Products Limited, another Nestle company
has a sweetened condensed milk 
factory in Polonnaruwa. 
 The foreign

equity share is 
60%. 

Ceylon Nutritional Foods Ltd, 
a long established company and
the third of 
the Nestle operations is 
a distnibuti()n company and will
di.stribuo- the products of Food Specialities Ceylon Ltd and
International 
Dairy Froduct-s Ltd.
•-7!**. It h-is a foreign equity share of
 

o Ne,.es'=,s alEo iclook over the s3eh of the NationalBoard, formerly a st:ate-o~wned organisatin. 
Milk 

The National Milk Board
had been a loss-making 
concern.
 

o Lever Brotners Ceylon, Limited, 100% owned by UniLever, has
set up two proje-ts through fully-owned subsidiary companies. Lever
Agro Enterprises Ltd 
was started in 1?S] 
to mianufactur_is expected rice bran; it
to go into production by the end of 182. The objective

of this project 
in to reduce the 
use of coconut oil
feed by using a satisfactorv substitute. in soap and animal
Lever AqLia Products Ltd, 
a
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Prawn~ foFrmi ng venTture, [has been sp:Lup "nkyernn owrle-idis priilJy land. itan exprt rie~nted Project nind is expectedI to becomnercially 
vi1ble by 1c'83.
 

-i'leSOmervill
0 Group of Companies have invested an
I... mi.lion estimated
3n a hotel r'e-Jsort to be
shortl y :oeryi. 
ap ed on t:',e South c:oastI'l; will contribute 5%.,
hotel 20. 

th 'eufort International:nd thcn b,!:ralance will 

foreign partner, 

be of fr ed to the public. As the
eaufort Interna.tiona 
 o-Lels will manage the resort
on the payment of 3 10% management fee. 

o Fla Limi ited (3 large locl manufactur:inrg and traderganiz.aion) -et uP a s.Ed station at C'lugantota inwith Zaadunie B V the Welimada areaa Dutch CollaboratLor. Approved by 
the FIAC, the
seed st.tion provided mary 
local women with jobs.
 

o *cot,-is of the LI has se- up -- joint v:,tEure for the 
m:inufacture of sewing Lhr.esd, 

reCeived .pproy1 in 

the Colombo Thread Company. They

M,7c?, sLtrLd constriction
PF:,' uct1on in M.arch in 1VO , aindI.- The freign euitT-oot £Til. Irhe Ly share is 60% fromau Lhorised c:apita.l in Ps illion.
includes rr, However, this
a sum of R. 
S inlli on 
for which there
equity; is no matching local
the company has 
 found it diffi cul- to 
raise local capital.
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No figur-s :are av-.ilabie 
from molt comp.npies, since only Publiccompanies h.:ve 
to Publish ::rofitabit
ii figre. Howegver', firmsconsider Profitability in Sri 
Lanka average to above-average.
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__ 1.09 ...
 

Fop. _ *Any firm inte.f esLed iiH irWv,?- t ing in Lhe Export ProcessingZore, the Gr'eat:er 
Colioubc Economic 

that may be 

Cc,;mi ESiOn maiinta ins various data 
useril. Trhe address- is:The Irvestmn, t fPr.orn,,-: inr Livi-ior,
 

Grater Colombo Economic Commission,
 
P.O. Box 
W5, Colombo, -ri Lanka 

3CEC also has an information centre in New York:

Mr. Arjuna iKadi, ramar
 
Greater 
 Colombo Econo:mic Commission
 
UNIDO Inve:-tment Promoti.on 
 Service 
821 U N Flaza, bth Floor
 
New or-k, NY 0OWi1, LiSA

Phone: (212) W.7S-036?
 

Proposals for" foreign investment in Sri Lanka outside theIrvestment FornLion Zones of the GCEC, are examined by the ForeignInve..lien t ,dv-sor; Committee, Secretari at Building, 
 Galle Face,

Colombo 1, Sri Lanka. 

The FTAC is -erviced by the International EconomicCo-cPe-ation Divi si.on mf the Ministry of Finance and Planningprov'ide:s d ,.c LZ rospcti.ve irves tors on for 
which 

s..uitable areasinvesLert iutsi-e the GCEC 
assi.:-t nce. to inv5-. 

:a.,rea of authority. It also provides
t,- (local and for-eigr) in finding suitablecollaborn ,"z' ,injoi r '.ntur, Projects, and in overcoming variousdi.lfficulILie. enc,,untad inl - : L-i ;, up .an industry. Project Proposalsshou,:l be Frward,-ed to the Lire(cor,, Int:ernational EconomicCo-opr.aLion nivisi on, MinitLry of Finnrlce and Planning, Secretariat

Building, Galle Face, Colcimbo, Sri Lanka. 

Amon, other activi.ties und.rtaken, the Ceylon Chamber ofCommerce nelps visiting businessmen make contacts in Sri Lanka,organizas trade exhibitions and operates an information service. 

- 24 -

Business International Corporation International Business Strategies Group 

http:rospcti.ve


The Cey.1nn Chabr -f Commmerce is locjt ed at 127 Lower Chatham Street,PO Box -74, Col-bo 1, Sri Lanka. 

The Sr1 Lanka E. ,:ort- Development--t:,,h.ojrd helps in he developmnent ofSupplies Of l:to7', rOdUcts, and will ccorrrysurveys> out export potentialralJed to Sr' La-nka products. It is located at 310, GalleRoad, Colombo 3. Sr Lini. . 

FevaibiItit studiosIndustrial rDevei:ln:rer for indutrpy r, undertaken by:Board QWD), alS Galle ,Road, Katobedde, 
lorat ,La., Sri Lanka. 

The Inteiq .:-ated Develcprer, Prog.rame oF the MahaweliAuthoritv promtis rhe development of agFi-induitr:ries,crops integration ofand animal hu-bandry. Foreign irve.stors could take advantage oftlh,.e Lnvestm,-.r,- opportunities. The MaIawela.i Authirityhas set of Sri Lankaup .an Ecin.,mic Unit at SOO, T 5 Jyah Mawatha, ColomboLarka which 1, Sriwill assist investors with inf-ormation and procedural 
mat ters. 

The M.nmsprv oF AgriculturaJ Dee''.lopme.rltalso provide and Research coulduieful information and assitance. The Ministry issituated at 73/1, G3lle Roa:l, Colonbo 3, Sri Lanka. 

Thn fol, :,wi ,rseas willo ei offi',. 
 provide information

pertaini orcnv . omen t in Sri LanLka 

LoD Angeles Fcific Basin Marketi ng Corporation
?100, . vedaebu £Tatw:,
Los :ngelcs£, USACal forria 90".04S, 
Phone: (1.3) .41-.1373 

(500) 421-. 43 
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Sri Lanka Inv',esbm-"n and Trade CentresInternat ional Ho~u.7E 

Eella C-ntr D 
Centre Boulevard D- 230'Co.penha,-ge-n[, De,-nmark 

Phore-: (01) S20.211 

Sri L.anka Tr.ade and Itnvestment Centre 

Enruel Leitze Str Ia 
4000 Dusseldorf, Wez-et Germany
PhcnE: (0211) S?30S3/S4 
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2.00 S I I70 'Lr. IN INDLUSTRY 

2.01 C:- _aJ-

Partl/ i:n a loacy of ik..;"--ocinjliiL past, large sections of
Sri Lankanr iTdustFy are _overrnment orcn, aid managed. Power 
en - t in, the: ra . l ... y:,, t .ans-orL, p lan... L iC)ns,pub 1 i,- . ris.t
 

riewspaper- ore in the :OverTilmefnt a rge,
. - Pae many industrial
 
vEntures (.se-e 2-.02). Hcwever, 
 the _fNP has no iritertio ofl expandingthis Pole 1ur Lher -- quite th,-e opooite, in Fact. The governrnent
hel eSes that x...ertiz, ovailable in pv' ,vaL~e comnrpanies can help turn 
a round somtie inefficie nt performners i the c;Ltate Eector. 

The leftI t policies of the prmvi:lous cyove.:.rnmert -- and, some 
say, potitical vyendettas -- r'es.iulted in the nationalization of large
sec:: tors of the EcoiLnomy. Most important Uer-e the plantations, which
 
uere the heart of Sri Lanka's economy. NatLonalization usually has

led to inefficient production units, with overstaffing and lower
 
p rod uc t I v i ty.
 

Wh. ile th Privatj.ect;or will con[Lirue to increase its role,
wide-Ec-_ [e dorationali:-ar:-ion of ex.isting s.taLe. cor-'porations is
unlikel, The .urines- Acquiin ,ct. brought in by Eandaranaike,
al lows the .,verrrnen: L take ove ri.vae- comp.anies relatively
easi l. i L his nt been rPealed ,unde:lJOr _aywardene, and, in fact, in 
an eoar term th, UP upi, it Lo take ovet the _irependent
 

ei 
vion Networ,, ,*nr Times- of C euyl on, a newspaper in the hands of 
nnFri -F.. ranaie. V. ' 1 te , LIP to cOme to pc:wer, a more socialist 

patto-rr wou ld be -anLed, and a spa te of nationalizations, while 
unli kely, is not impo.ssible. 

The role of the State at rr--nt i3 to promote industrial 
gro Lh ir- si rEadi direct ioIs. The hinheL5t priorities are to provide
jooG, pr'omote expcrts, and u li .e ; ,Fec.tively the ,-ountri' 's natural
rosourcEr . For instance, the gov-rnment has been trying to promote
agri-based industry, where' comsid,.r'able potential for expansion of 
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field c:rop -"d mninoF 39r'icultural exp,::,; I-cr:ps exists, especially onunused lands fnd an lands being div,:er.i 1.cci out uf other crops such 
as
tea. 
 The sovei-rTCr, l .eases 1a-nd to Cr:O >i:1i La., promote agri-based
i ndust.tries lJi-I'F ].wocar . iclorPers cou.ld be .mplc,',ed.
 

Fo.)r e:armp le, [.arilOerTI Ce'-,ylon 
! Ld (a .hAl.L Company) which had

been engaged in the ,:istr.Lbution of lem .jn s:,oil for some years
apllied to lease 2,0)00 acres of land 

pa 

in tho lahjiyanjgana area from the
 

government; 
it was approved. 

In some cas.s, it is less successful. Despite the stress 
on
exports, gr'owth 
hims not been en]couragi ng. in somne cases, theprotection provided in the local mar-.et [ends to offset the benefits
of eyportitg ---
 despite the incentives Provied by 
the government -and many ,ompanies have opted for 
hie former. Import substitution is
a.:?riera. ly rcje profIaab]e than export. 
 But this is largely true only
on the average: there are many instarces of import substitutes which
receive little or 
no protection. Conversely there are some

highly subsidizeo eyport subsectoro;. 

very
 

The ED8i (E.xport De.velo:pmrent 
8oard:) hlas recognised the 
problem, ano are mak.ng efforts to 
re-cti -Y the situation. Funds
constraints will 
prevent any 
very major changes in the short term.
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te-idn. thy. usual pa."
I --. guch as uLi.iti,-5
.'ector opera e 

-- the public- duEtpi C s'Fin . e -'uchas f ,ti ize , PeLoleum, cement,
steel hardware, tranrort, PlanCaLion Gqr'iculture, banking, shipping,caustic soda aind 
ch. oF rine. ppe,-. tektl leT, cOrVAm~ic-,plywood, leather oils and fats,goods, sulgar, minerals and 7r.nd, slats, tyres and
tubes, trade, etc.
 

By policy, 
,tate monpolies are 
petroleum and minerals,
railways, and mining. 
 (Gereral mining 
is in exception
re-ervoir areas, in the Mahaweli
in cr'de- that rapid expLora tion could take place
before inundation. 
 Th- Etate Gem Corporation had invited 
an
Australian Mining company 
to engage in strip mining for gems
Mahaweli area; but in the
the company has discontinued the project since 
it
is not satisfied with its finds so far. ) Further expansion is
reserved For the public sector (except in the Gr'eater Colombo Economi.cCormission 
Area). However, the 
pr'esent governrment is flexible aboutthis; for example, they have invited inVe7IYstHmcnt .n a hydrocracker. 

It h.as beOen a lreasury policy on-the whole to encourage
collaborations between state industry 
:nd uel1-known 
international
companie-., subject 
to 
the domond that the necessary capital
contriLbutLonn are ra i~d by t:hn 'CJrpraLtions themselves out of theirown r.surce. 
 eneraily, it should buy po-sible to obtainholiday, a taxand often, the pio)neerln i ldustr'y concession would also beO1ven (see S-ection 10.C). In the 
event of a strike, there is
cost-recovery and 
a
 

pruduction--har'lrig agr'emenL. 

Several state-owneo corporaLions and other statutory bodies
are currentl 
y see.ing goy-rvrrert suthority to enter joint venture
agreements witLh intrerrational compalie. 
 The Cabinet has recently
au:horised a 
venture betLween the StaiLe Development and 
Construction
Corporation and Slhoua of Japan in the ready-mixed concrete production
industry. 
 It has al so author'ized a tobacco export 
venture between
Sri the
Lanka Tobacco Industries (orpora ion 
and Interbex of Belgium. The
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Sri Larka Suar Cor:orat:ion and -CP Ltd -f id:i- are to sot up a sugar
fac:tory, planned to produce 27,000 metpic tons annually from 178S. 

Fend goverTnment approva:l ar,-e two more PT"OJc t. They area tyre manufacturin,.g ventur'e between the Sri -<, Fyre Corporation
and the Swi s ubs ciiary of the Chicaoj:,--basec E.',-'ar Cat Company, andthe Lanka Leland collaboration with Ashok L~eland of India 
for the
assembly and 
progrecsive manuf.acture of ,::uses. They expect to getboth the tax holiday and the pioneering indus:,try :oncession. 

During 1"TO, most major state corporations made profits.
move 
profitable corporations which 
The 

earned ret.rns on sales of over 20% were the tOre, Pl1wood., Tobacco, Salt and Chemical Corporations. The
State Hardware, F-aper o:ind Steel Corl-ora:tions performed poorly with
returns of 
less than 6% on sales (see box 2.02A for profitability of
state corporation from 
1976 onwards. ) Houeverr the Ceylon Transport
Board has also beer 
losing money heavily. So also have the railways

(a government department).
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BOX 2.02A
 

Performance of major state industrial corporations 1976-1981
 

Corporation 

Net profit (Rs million) 
 1980 net profits as % of
1976 1977 
 1978 1979 1980 
 1 9 81a 
 Capital investmentb Sales
 

Ceylon Petroleum 
 -77.0 -178.9 -374.1 192.0 
 108.8 na
National Textile 13 
 1
-11.9 -8.1 
 -24.7 -87.3 na 
 na
State Flour Milling -23 -29
30.4 -15.3 45.5 
 10.4 1.0 
 -11.7
Ceylon Cement 2
-4.8 -24.1 15.6 e
10.4 134.9
Ceylon Steel na 34
13.3 1.5 25.5 40.8 28.3 
18
 

Sri Lanka Tyre 27.9 8 6
6.5 2.4 
 42.9 -28.4 58.3 na
National Paper 34
17.7 12.3 14.0 24
-0.9 18.3 
 2.3
Ceylon Ceramics 2 6
12.1 2.6 
 13.8 18.1 
 44.5 34.1
Ceylon Plywoods 17 23
-2.1 -12.0 -3.1 0.4 
 35.8 na
Sri Lanka Tobacco 22 32
12.3 11.0 30.6 33.3 
 10.2 12.2
National Salt 31
8.2 5.6 6.7 24
8.3 14.2 19.2
State Hardware 39 40
-11.9 -9.2 -1.3 
 0.8 2.0 na
Ceylon Leather products 1.1 0.7 3.6 
2 2
6.8 4.2 
 1.9
Paranthan Chemicals 10 
 14
7.8 3.4 
 3.9 6.0 7.6 
 4.5 
 16 
 28
 

TCTAL/AVERAGE 
 1.5 -208.1 -201.1 
 267.5 467.1c d 
 13 
 4
 
Excluding Petroleum 
 78.5 29.2 173.0 c
75.5 358.3 d 
 13 
 13
 

a - Provisional
b - Capital investment is defined as capital reserves and long 
term liabilities-accuulated losses
c 
- Excludes National Textile Corporation for which data is 
not available
d - Not provided as information for five or more Corporation is 
not available
 
e - Less than 1%

Sources: Central Bank of Ceylon and Ministry of Industries and Scientific Affairs
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2. 0 3 Ua . OM.0nol u n n 

io nationali.zatins3 will take 
Pl.ce 5 1 as the current 
governmenrt re--,main'-s in Place.
oxepertcli,.e aty.allolje:, 

In facts th government believes thatin pr'ivate ,-omp.Mn io0 can help turn arou!nd someineffic nt r-'it'l"wlm, ,.s in the sLate sector.
Some other ,im,

o0_ 

were handed over to themantaement C) thrr-e Indian firms 

venture. and a joint UK-Indian1hey have shown Eharp increases in production andimproveid labor discipltine. 
O. 


are 
to be streamlined and
already race competLion from private operators.state-owned traspo-L board, The 
set up inservices 1958 when the buswere nationalized, 

run 6,000 
lost US.67 million in 1981. Itbuses and emfploys L0,000 People -- of whom as manyas 20,000 may be redundart, employed becausepr.=-ur. of politicalIn 179, priv: te firms werepa-rallel services, and 

allowed to run4,000 private vehicles were believed
to be in operation by 130. 7 
o The government may draw on private sector expertise(but not to manageown) -U4F'. ? ~I2' r-r ut iniUion most ofwhich are state owned. 

o P-ivate ag.,]e.i are alloued to handle soTne MUJ -' ]i. .. -erviceo,3 including subagenc iessale or postal items, for thelocal telegrams, and foreion telexes. 
o Fri,'ca cmtariaion may even be allowed to generate elctritxand dist, itbut,- it through the national grid. 

However, 
the government has not 
repealed the Act under whichprevious governments have made most of their nationalisations. The 
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Business Undertakinns 
(Acquisition) Act of
law 171 is similar to Britishwhereby it is pc:ssible for -legovernment to take -ver businesses
with the public irterest in 
mind. The act 
empowers the government to
appoinL a 
'compeLent authority' 
to man,.age the affairs of the
undert,kng. 
All 
the rights and liabilities under any contract at 
the
time of takeover 
vest with tre government. Appeals may be made
against the talkeover to th.: Minister of Finance within fifteen days of
the vesting_ order. 
 The slovernmyent 
may direct a bank
proprietors of in which the
the undertaking has an 
account to prevent 
the operation
of the account. 
 Several companies were 
taken over during the SLFP
 
regime under this act.
 

There is 
no stated 
intention to nationalise any companies
future.
the The follow:ing companies w-rQ,-2 
in
 

absorbed 
as government owned
business undertakings under the Business Undertakings Acquisitions
Act, during the SLFP and 
are now managed by a government appointed

Competent Authority:
 

o Acland Finance and Investment Ltd
 
o Colombo Commercial Company (Engineers) Ltd
 o 
 Colombo Commercial Company (Fertilizer) Ltd
 
o Contact Ltd
 
o Essential Oils Ceylon Ltd
 
o Heavyquip Ltd 
o Hunnas Falls Ltd
 

o The Wellawatte Spinning and Weaving Mills Ltd
o 
 United Motors and Automobile Assemblers and Manufacturers Ltd
 
o Ceylon Silks Ltd
 
o British 
Ceylon Cor'poration
 
o Ceylon Oxygen Ltd
 
o Orient Company Ceylon Ltd
 
o 
 Colombo Gas and Water Company Ltd
 

All employees of 
the above companies receive tax-free
salaries and wages comparable to other eovernment employees.
tribunal A
was set up to appeal against the take over and also 
to decide
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on the quAntum of corpen-sation O -rad. '.pn.atioo for the
 
-m ..r~cal. roup (compr1sing t-e 
 i i _L ,n.en :cmpn iua - listed) has
 

rec.ently been approved at Rs 78. ilion.
 

Court: ,-L ion.3 can be Oi,CC. Fi in f. iling an acquisition.For. in t-nc-e -afferjes wa .r-dQ-,r- .. i.n h:e ;-Ien over under the SLFPgovernment. After . t came P , thco _N:O r'i.-. cont inued the ac t ion ; butJaF.frs--:won the c- on Lhe ba.-A L,-t the or'iginal vesting order 
wa_ 1ncorrectly served and thoreforO invalid. 

Th-e ct thas al-so been uso ,- thatPuni Vv,":,l, against companiesbFoke the Inlaw. facL, there has bc-er. a 7trong lobby to limit it toEuci use, but such leaqi.31at ion i_ ui liikel.. The takeover of theColombo Ccmmercia1 Ccmp:any group awas punitive action. In onein-,tanc,. howevr-, a c:ompar, itne F coulht to be taken over. This
permitted, 

was 
and the company was a natLi]on a1.aed. 

e .. o'. rnmont: (under [. F-Lho has also, in the Past, Laken oer- the Le-ous. Group of n wspals. by ai np-cial act of parliament 
--- at er Vhan under the ct . 

The Land Acquisition Act is also similar to British law thatper-mi L the _nvernmnrt to Lake over lab and buildings with the publicinterest in mind. The Fremises of Shaw Wallace and Hedges Ltd were*acqu r ' 1: hr LFr--:i.T nAPrd U, ited Fr ,: ccvernment to house theMrii1sr ,f Plon rtionE,. When tL,: sto,' ofr Shaw Wallace and HedgesLId w r,:: ,1" ried, LIe cc_, nry x as s-pcrimer, a 'ted. Ir 1981, Mack innonMackenzie a n Cmi'si - buildinn.s were LkeFan over the Airports
Authorit,, hut the ouil.ding, were'a later returned to the Company. 

C,;mperi-L oari paymetrst ma, be dcil a w -edby upto five years.This rnay be a major ai-.ada.atge as compens.ation :s based on market 
value at the time of takeover. 

In order to reaszure investors, and provide a stableframewctrk ui thin Sri Lanka's volatile democracy , Lhe presentgovernment has sought t:o protect foreig-n inve.-.tors through the 
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Constitution. 
 It gives special status to international treaties and
 
agreements Lo promote and protect foreign 
investments in 
Sri Lanka.
Where Farliament, by two thirds majority, approves any agreement

between the government of Sri Lanka and a foreign gover'nment for the

promotion ann 
protection of investments in Sri Lanka, as being
essential for economic development, the agreement is to have the forceof law in Sri Lanka. No written law -- or executive or aOminstrative 
action 
--- cn then be made (except for national security reasons)
which co travenes the agreement.
 

The government has investment protection agreements with

US, West Germany, the UK, Singapore, Korea, and France. 

the
 
In 1931, it


reached an agreement with Japan, which will 
remain effective for 10
 years. The Japanese pact 
is expected to make a difference in the
level 
of Japanese investment, which has been quite mooest. 
 The
government are negotiating similar agreements with other countries.
 

The Greater Colomoo Economic Commission provides special
protection in addition. Neither the assets nor income of a business

that comes unoer 
the GCEC may be liable to acquisition, expropriation

or nationalization. 
 The capital 
investment of non-resident
 
shareholders, the profits, and any 
liquidation Proceeds will 
be freely

transferable, and 
not subject to exchange controls.
 

For companies that come 
under the GCEC, disputes relating to

their agreements with the GCEC will generally be referred to the
International 
Centre for Settlement of Investment Disputes 
 ICSID)
 
(see Section 3.01).
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3. ORGANISING
 

3.01 isnai
 

Companies that mean to do business in Sri Lanka must be 
incorporate0 in that country; 
 no company may carry on any undertaking

in Sri Lanka, nor have an interest in any property in Sri Lanka,
unless it :3 incorporated in Sri Lanka 
(see section 3.10) or is
exempted by the Minister of Trade and Shipping. However, this does
 
not apply to banks.
 

Sri Lanka's policy on foreign 
investment and incentives is

determined by the Cabinet. The Ministers (and the departments under

them) for each portfolio assist in formulating the overall policy.

The general policy is determined by the Ministry of Planning and

Economic Affairs and the Ministry of Finance. 
For taxes, the Ministry

of Finance is assisted by the Department of Inland Revenue. The
 
Department of Exchange Control 
of the Central Bank assists the
 
Ministry of Finance for policy concerning foreign exchange

transactions. 
 The Ministry of Industries and Scientific Affairs is 
in

charge of the industrial sector. 
 Fishing and tourism come under the
 
Ministry of Fisheries and 
the Ministry of Shipping and Tourism
 
respectively.
 

All foreign investments come either under the Foreign

Investments Advisory Committee 
(FIAC) or 
the Greater Colombo Economic
 
Commission 
(GCEC). In the private sector, in general, only 499%
foreign equity is 
Permitted, and the domestic shareholders must retain
effective control. However, the government is flexible about this ifthe pro,]ecrs are Particularly attractive; they may allow majority
foreign ownership. In 
the state sector, foreign investment may be
 
negotiated.
 

The Greater Colombo Economic Commission Law provides for two
 
types of enterprises which 
are 
eligible for special treatment, namely

"Area enterprises" and 
"Licensed enterprises". In both cases, they

must be companies with which 
the GCEC has an agreement. The
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difference between the two 
is that 'an "Area enterprise" operates

within Greater Colcmbo Economic Commission Area, while a 
"Licensed
 
enterprise" operates outside the area. 
 The law is sufficiently

flexilble to extend the special 
treatment which 
is given to companies

in the GCEC Area to other enterprises as well.
 

For hotel projects, FIAC recently revised its project

approval terms. Foreign investors can now hold up to 70% of the

equity 
in hotels of the five star category, with at 
least 200 rooms,

situated in the Colombo area. In 
Ceylon Tourist Board approved sites

outside Colombo, hotels with 
a minimum of SO 
rooms will be permitted

upto 49% equity. This is not rigid, and can 
be further modified on a
 
case by case basis.
 

Proposals for projects that will operate under the GCEC aegis

must be authorized by the GCEC. 
These are mainly investments in the

Investment Processing Zones 
(see 13.OS) but may include GCEC Licensed

Enterprises also. 
 For investments in 
the GCEC Area, there are no
equity restrictions; 
even 100% foreign ownership will be allowed. 
 The

GCEC is directly under the control 
of the President; it has one
Director-General 
and four directors. 
Wide powers are conferred on the
 
Commission (see 13.OS).
 

Under GCEC Law, any disputes about the aoreements between the

foreign investor and the GCEC will, 
unless otherwise agreed, be

referred to the international Centre for Settlement of Investment
 
Disputes (ICSID). The District Court of Colombo may enforce the
 
awards of ICSID. Even if the company, by incorporating in Sri Lanka,

becomes Sri Lankan, it is regarded as a foreign national for this
 
purpose.
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3 .02 _ L_ _w __ 

Under the Companies (Special Provisions) Law, No. 19 of 1974,no company may have an interest in any property in Sri Lanka, or dobusiness in Sri Lanka, unless it is incorporated in Sri Lanka (seesection B.1O). 
 This does not 
apply to banks. The government may
exempt companies from this provision.
 

Besides banks, the following businesses are exempt:
o any proprietorship or partnership companies, owned by Sri 
Lankans 

o 
 foreign airline, shipping, and insurance companies.
o buying agents of foreign governments or state corporationswho do not engage directly in 
trade, but only supervise the
 
tr-oe with Sri Lanka;


o any foreign company which owns proprietory rights inindustrial or intellecti s1 property (patents, trademarks,
industrial designs or copyright);


o *any foreign company which has agreements with the governmentor 
with local businesses for specific works, services or 
the
 
supply of imported goods;


o any foreign company that has stopped doing business in Sri 
Lanka;
 

o any foreign plantation company;

o 
 certain other businesses specified by 
name.
 

Enterprises in 
the Greater Colombo Economic Commission area
(Investment Promotion Zones), must also be incorporated in Sri Lanka. 
Proposals for investment in the GCEC Zone must be authorizedby the GCEC. 
 In addition to investments in 
the Commission Area, the
GCEC may grant licences to investments outside the Commission Area(see 13.0S). Enterprises enter into agreements with the Commission.The terms are subject to negotiation, and the GCEC takes a case bycase approach. 
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The GCEC Law has not 
provided guidelines for evaluating
projects for the Commision Area. 
 However, GCEC will consider the
following when granting incentives:
 
o 
 creation of employment;
 
o 
 degree of export orientation;
 
o capital investment;
 
o development of technology;
 
o use of local 
raw materials and components, etc.
 

The government is more conservative regarding foreign
investment proposals outside the authority of the GCEC, but they will
be considered if they conform to government policies, and if 
prove out
on a social cost-benefit analysis. 
Important considerations would be:
 o use of indigenous raw materials;
 
o 
 production primarily for export, particularly those products


which diversify Sri Lanka's export trade and have a 
net

foreign exchange earning. (Projects could 
include further

processing of Sri 
Lanka's traditional products);


o locating the project in 
one o. the less industrialized or
less developed parts of the country, provided that the costs
of locating 
there are not excessive;
 
o adopting intermediate or 
labor intensive techniques of
 

produc ton;

o whether the project will 
tend to foster local technology
 

growth.
 

Projects that conform to 
these specifications may be able to
negotiate a higher equity share than 
thE prescribed 49% (e.g. see
 
Nestles, section 
1.07).
 

In addition, foreign investment proposals in 
the private

sector will 
be evaluated for the 
following:


o the technical skill 
necessary 
for the industry must not be
 
available locally;


o if the cost of imported machinery 
is high, the foreign
investor should contribute enough capital 
to cover its cost
 
in foreign exchange.
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o the greater part of the product must be exported. 

For foreign participation with the public sector, the conditions will 
be dealt with on a case by case basis. 

An example of an instance in Wnich the government has been 
reticent about allowing increased foreign investment is the footwear 
industry --. in which, incidentally, it is represented through majora 
state Corporation. Bata Shoe Company, which already has a factory in 
Sri Lanka, wishes 
to expand by setting up a second factory. The
 
government has so far withheld permission to expand, as no provision

has been made for local equity participation. The matter is still 
pending.
 

During the period 1978-1981 there were increases in approvals 
granted by the FIAC in projects relating 
to (i) food, beverage and
 
tobacco, (ii) Chemicals, petroleum, coal, rubber, and plastic

products, (iii) non-metallic mineral 
products (except petroleum and
 
coal) 'iv) fabricated metal 
products, machinery and transport

equimoqvi. On the other hand there was a considerable drop in
 
investment in textiles, 
 wearing apparel, leather products, paper and 
paper products and manufactured products. In !981 investment in wood
 
And wood products including Furniture was nil.
 

Already established joint ventures do not usually require 
FIAC approval mor expanding company operations if the scope of the 
expansion was defined in the original application to the FIAC. If a 
change of equity structure is envisaged, then FIAC approval is 
necessary. 

FIAC approvals would take from four to eight weeks to 
process. In the case of Tootals Ltd UN, the application for a joint 
venture with 60% foreign ownerships and an authorized capital of Rs 23 
million, took eight weeks to process. 

No special laws or 
procedures are applicable to oil and
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mining, which are state monopolies. Foreign investment in these areaswill usually be permitted only in conjunction with state 
participation. 
 The Ceylon Petroleum Corporation determines the extent

of foreign participation in ventures pertaining to petroleum and 
petroleum products.
 

Graphite (in 
which Sri Lanka has considerable reserves)

mining is another area 
which is restricted to 
the foreign investor,
but a case by case consideration of the proposed project by the State 
Graphite Corporaticn is possible. 

Sri Lanka has signed the IERD Convention in the Settlement of 
Investment Disputes. 
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Applications are made in 
the prescribed form to 
the
International Economic Co-operation Division of the Ministry of
Finance and Planninc. 
 Sp-cimen application forms may be obtained from:
 
Director, International Eccinomic 
Co-operation Division,
Ministry of Finance and Pl0mnning, ist Floor, Galle Face Secretariat 
Colombo 1
 

Twelve copies 
of the forms should be submitted to the FIAC.
They must contain the following details:
 

!. a) Name and address of proposed business

b) Form of business organization
 

2. Summary description of the proposed venture. 
3. Proposed site of project/base of operations and estimated area of 
land required.
 

4. a) 
 Name and 	address of local 
investor/promoter

b) Name 	 and address of foreign collaboratorDocumentary evidence of foreign collaborator's willingness to 
invest,
and an appr'opriaL_ bank reference. 

S. Why foreign collaboration 
is necessary:
a) Contribution envisaged from foreign collaborator,b) Experience and know-how available to foreign collaboratorproduction 	 for theof commodities/services proposedc) Information regarding investments undertaken by the proposedforeign collaborator outside his home 	 country. 

6. If the local or foreign investor/promoter
existing 	local has any interests inindustrial concerny 	 any

details and 
the precise nature of
the interest must be given.
 

Eaac±_I 

7. Cost 	of project:a) Fixed assets - (Separate schedule giving details of each item)b) Current assets
 

8. 	 Proposed financing:

A statemen; 
showing duration of loans,
each duration, repayment schedules and 	

source quantum under
rate of 
interest.
explanation must be made 	 A specific
if shares are being 
issued to foreign parties
for consideration other than cash. 

9. Use of raw materiols for S years. 
 (A separate schedule must be
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attached, detailing quantities and, values of different products.) 

10. Sales over S Years. (Separate schedule detailing quantities and

value of different products.)
 

11. Requirements of power and fuel.
 

12. 
 Water use, effluents.
 

13. 
 High intensity noise/vibration generating equipment, potentially
dangerous or injurious substances/processes, fire risk. 

14. Marketing of products.
 

iS. Estimate of operating results, funds 
 flow statement, manpower 
requirements, time schedule.
 

16. If machinery is to be imported, it must be stated whether it willbe new or re-conditioned. 
 If re-conditioned, 
reasons must be given 
as
Lto why that particular machinery is 
to be imported. Investor must
state if irvestigations to ascertain whether any or part of theproduction equipment could be locally fabricated were made. 
Also, if
investigations were made to ascertain whether prices to be paidmachinery are competitive in relations 
for 

to similar machinery in worldmarkets. Details of capacities to be installed. The productive life
of the main items of equipment and what replacements will be needed 
during this period.
 

17. Royalty payments: 
amount, oasis and period of payment, whether
 
payment of royalties is linked 
to export performance.
 

18. 
 Details of technical collaboration, technical 
service fees.
 
19. Foreign personnel 
to be employed, job description, :)eriod 
of
 
contract and 
terms of payment.
 

20. Dividends on 
foreign capital.
 

21. Foreign loans and suppliers' credits - terms of repayment, rates
of interest, period of payment.
 

22. Any other remittable recurrent 
liabilities.
 

23. Basis of Projected export programme and rate of foreign
collaborator in marketing 
the products.
 

Each 
project proposal should be supported by letter from
a
the foreign coillborator stating his willingness to join the project.Projects are evaluated in 
terms of the technology 
transfer involved,
-ccess to foreign markets, gains in foreign exchange, spread of skillsas well s the contribution to output and employment. 
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The GCEC provides one-stop shop processing for foreign investments 
that come under its purview.
 

The application for investment approval 
(in triplicate) must
 
include:
 

o a description of the projecto the cost of the project (foreign and local currency);o capital structure (issued and paid up share capital);
o details of long 
term loans (including repayment and interest
 
rates);
 

o projected amount and value of foreign and local raw materials
and components for each of the next 
five years;
o production programme for each of nextthe five years; 

o markets for the Products;
o projected cash flow statement for nextthe five years;
o the infrastructure requirements; 
o manpower;
 
o time schedule for start-up;
o proposals for training local personnel, if any.
 

If any part of an existing business is to be transferred tothe new enterprise, full details should be given of the exports, the
items of manufacture; the number of employees; the machinery,equipment, etc. 
to be transferred. Particulars of any splitting up,
reconstruction or amalgamation of an 
existing business with the new
enterprise should also be furnished.
 

The terms of approval will 
be included in the investment agreements

with the Greater Colombo Economic Commission.
 

The Ccmmission has prepared a draft agreement, which provides that theenterprise must commence business within a period of nine months, butthis can be extended.
 

The draft also provides that the enterprise must o maintain an accounting system which will clearly show itsrevenue and expenditure, and must make available t) the Commission,
whenever necessary, the quantum of the 
revenue and expenditure in
foreign currency as distinct from such 
revenue and expenditure in Sri
 
Lanka currency
 

o within four months of the end of a company's financial year,
it 
must give the GCEC a statements of accounts, audited by 
a member of
the Institute of Chartered Accountants.
 

For machinery and equipment to be imported, a certificate
from an internationally reputed firm of issurveyors required. The 
certificate should 
indicate
 

o whether the machinery is new and modern (if not new the age
of the machinery)
 
o that the price is fair, 
reasonable and competitive.
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3.03 _Qe2_QELe~.'21a
 

Gene-ally, foreign investment 
in trading will not be
 
permitted. Recently, the government has also decided to slow furtherinvestment in ga)rment manufacturing. Garments had been a major areaof interesr among foreign investors and numerous Asian investors had

started manufacrure 
 in Sri Lanka to avoid quota restrictions on
 
exports from their own countries. The government 
 does not want tobecome overiependent on 
this kind of investment, and, in the future,

only certain specialized 9arment manufacturers will be allowed to
 
invest.
 

In the case of sectors in which state enterprises are engaged
or which are reserved to them, foreign participation must be with such 
enterprises.
 

Certain other areas may be limited 
to foreign companies in
special circumstances. 
For instance, Guthrie, a Malaysian controlled

UK firm gained approval for a palm oil plantation in the Mahaweli 
area, but was not able to go ahead with the scheme. Resistance came
from the local scientific community for ecological and social 
reasons. 
 The USAID, which is assisting the Mahaweii project also 
opposed it as a misallocation of resources.
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3.04
 

Outside the export promotion Zones 
-- where even 100% foreign

shares are permitted -- foreign equity 
is theoretically limited to
49%, and the domestic shareholder must retain effective control. As a 
matter of practice, the government permits a majority foreign held 
company even outside the zones if it 
feels the project is worthwhile.
 

Transfer of business interests to foreigners requires Central
Bank permission. rccording to 
the Exchange Control Act, Central

permission (either special 

Bank
 
or general) is required for any resident


do anything that will 
to
 

cause a business which is controlled by Sri
Lanka residents to 
cease to be so controlled. Further, the Central
Bank must approve any transfers of a business in Sri 
Lanka by a
non-resident to a resident, but this does not apply 
to shares in a
 
company.
 

In the case of S star 
luxury hotels of over 200 
rooms the
equity share of the foreign investor could be as much 
as 70%. However

this percentage would refer to the hotels which are under

construction, nob 
to the hotels that 
are already in existence. In the
 case of construction projects undertaken 
for the alahaweli Development
Programme, tn-E foreign equity share could go upto 607.. 
 In contrast,
in those insItances, in 
cases where there is no significant transfer of
technology --..as 
in the garment industry, for examrle 
-- the equity
share holding of 
the foreign investor is limited 
to 25..
 

Tootal's sewing thread venture is Colombo Thread Company Ltd
is an exception; of its authorised capital of Rs 23 million, 60%
foreign. In the case of Gilbeys (Lanka) Ltd, 
is
 

a joint venture in the
liquor industry, shares were offered to the local 
public. These were
not fully subscribed. The unsubscribed amount was 
then offered to the
foreign partner which 
now has a majority shareholding.
 

In all other cases, as 
a rule, the minimum share holding for
the local investor is S1% 
and the maximum for the foreign share holder
 
is 49".
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3.0s n
 

the GCEC, sites for investment are allotted on a 

In 9 B-year
lease basis on 
the payment of an initial 
premium of Rs300,000 per acreand an annual 
ground rent of RsS,000 per acre. Companies can 
use
these only for buildings for projects approved by the GCEC, subject to
any conditions prescribed by the GCEC. 
At present, no alternations oradditions 
in the structure can 
be made without the written permission
of the GCEC. 
The company cannot sub-lease or 
part with leased
property without the GCEC's consent. 
However, right and 
interests in
the lease can ne mortgaged to 
any Bank or credit institution approved


by the GCEC.
 

All applications to construct any type of building must be
made to tne relevant local 
authority 
- i.e. Municipal Council, Urban
Council, 
Town Council, or 
Village Council. The application must state
the purpose of the proposed building, the materials and chemicals to
be used, 
and the site. This application will 
then be forwarded to the
Urban Development Authority (UDA) which comes 
under the Ministry of
Local Government, Housing 
and Construction.
 

Zoning approvals are granted by 
the UDA. In a primarily
residential area, 
industry of any sort will 
not be permitted. In a
mixed residential 
area, 
cottage industries are permitted, 
but not

large scale industry. 

The UDA would need to 
know the extent of pollution and what
measures could be taken 
to safeguard the environment, and would
require proof that 
the public sewage system will 
not be utilised for
waste matter. 
 In certain cases concessions are granted 
to industries
 
as long as they 
are not detrimental 
to the environment.
 

No new industries may be set 
up within city limits. 

A foreign investor needs investment approval 
from the Foreign

Investment Advisory Committee (FIAC) before permits for construction 
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are granted. Occasionally a foreign investment project approved by
 
the FIAC could need further approval from local governmental
 
authority. Prima Ltd, a Singapore based company obtained FIAC
 
approval for a flour milling plant in Trincomalee on the North-east
 
coast of the countrry. ,1,tho._h this compzny's project had been
 
approved, the Municipal Council (i.e. local authority) decided to
 
impose a tax on the plant.
 

If all necessary information is supplied in the application
 
form to the UDA, approvals would normally take a month or two to
 
process. There are no regional differences in UDA regulations.
 

The President heads a Cabinet Sub-committe for urban
 
development mainly to take up a specific position with regard to
 
policy, when a difference of opinion arises between the investor, and
 
the UDA.
 

At present there is some discussion about moving company
 
offices out of residential Premises in Colombo. However, in view of
 
the fact that even State Corporations are housed in such premises,
 
this will take some time to come about.
 

Besides the area which comes under the authority of the
 
Greater Colombo Economic Commi-sion and has been demarcated as the
 
investment promotion zone, the UDA has been instrumental in setting up
 
industrial 
estates. Sucrt estates have been set up on the outskirts of
 
Colombo. The Ministry of Industries has also opened up small scale
 
industrial estates.
 

Companies wili have to approach the Post and Telegraphs
 
Deparetment for telephone and telex connections; the waiting time in
 
Coloroo can be upto six months. Obtaining telegraph addresses takes
 
about one month, and post box addresses, around one year. However
 
these times may vary substantially.
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3.06
 

There is no legal restriction on the ownership of land and 
buildings by foreigners. A transfer of land or a building to a 
non-ci:i:en in subject to a tax of 100% of its value. However, the 
tax dons not apply to transfers to a company incorporated in Sri Lanka 
(even if conurolled by foreigners). 

(For land in the GCEC area, see see 3.0S). 

Unoer the Land Reform Act of 1972 the ceiling on ownership of
 
land i. SO acres. This is applicable to individuals as well as
 
companies. Exceptions may be made in special cases. For example, the
 
government allowed several agribusiness ventures land in excess of the
 
ceiling.
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3.07
 

It is impossible for a foreign firm to 
take over a Sri Lankan
 
one without Central 
Bank and FIAC permission; the Exchange Control Act
 
prohibits it.
 

If foreign companies wish 
to have 100% ownership of a local
 
company, the matter will also have 
to be taken up by the FIAC.

Usually 100% foreign ownership is not granted. In 
the event of
 
purchasing shares in 
a 
local company a foreign investor is subject to
 a tax of 100% on 
the sharesw this tax, however, is soon to be
 
abol ished.
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The :overnment encourages maximising 


for, which specific quotas are allowed. 


local content, but does 
not specify any fixed percentage. 
at least 25% domestic value added 

In the Investment Promotion Zone, 
is desired; this includes the value 

of local labor. 

Companies are allowed to import certain items under license 
For renewal of the licence a


letter is required from relevant local suppliers to say that the
 
specifications of the 
item cannot be met locally.
 

Companies may start by importing their raw material
 
requirements, and shift to 
local suppliers when possible. For

example, Lever Brothers initially sourced the plastic sachets for
Sunsilk shampoo from abroad, but have now developed a local supplier.
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3 .09 l Y m bj
 

Mernber.=hip in any business or industry a-ociation is 
entir-ly voluntary.
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The basic forms of doing business are proprietorships,

partnerships, companies, and co-operative societies. 
Companies are
 
further subdivided into private 
 and public companies. A private

company is liPiLed by 
its Memorandum or 
Articles of Association to not
 
more tnan C, sarrenolders, with 
limited rights to ,_ransfer shares;
 
public oFfers are prohibited.
 

Companies may be limited by shares, limited by guarantee, or

unlimited. The company 
is the most popular form of doing business,
 
though many firms are 
not public.
 

The procedures for incorporation are quite simple (see box).
 

No minimum capital is stipulated. Capital may be in the form

of cash or in 
the form of immovable property. A company that is
limited by 
shares must state its authorised capital at the time of
 
registnition, 
out this can be increased by an ordinary resolution, and

the Regisi:rar of Companies notif:ied within 
IS days. Reduction of

authorised capital is 
more difficult, requiring authorisation under
 
the Arti.lss of Association, a 
special resolution, and confirmation of
 
the resolution in Court.
 

If shares are allotted for consideration other than cash it
 
will be necessary 
to value such property for the purpose of paying

stamp duty. 
 Shares may be alloted against knowhow, but the government

does not favor s.ch arrangements, in 
part because of valuation
 
di fficul ties.
 

The, government stipulates that a foreign investor importing

machinery should obtain a certificate of quality and prices from a

Surveyor of international repute. 
 (e.o. Lloyds International, Bureau

Veritas) These valuations will 
be useful in determining the value of
 
machinery for stamp duty when 
shares are issued.
 

A minimum of two shareholders is required for a private
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company, and of seven for a 
public company. Non-residents or their
 
nominees need Central Bank permission to subscribe to shares -
including the qualifying shares. The company may have founders'
 
shares.
 

Public companies must have at least two directors. No
 
nationality or aoe requirement is imposed; a corporate director is 
not
 
prohibited. Directors retire from the Board at 
the age of
 
seventy-three 
save with the approval of the shareholders. There is no
 
statutory requirement of share qualification. Disclosure of interests
 
in contracts with the company is necessary. Tha company cannot pay a
 
director remuvneration free of income tax, 
and loans cannot be granted 
to directors except under certain circumstances. A company should 
have a qualified secretary if its turnover is more than Rs one million 
(Rs 1,000;000) or if it has a paid up capital of Rs five hundred
 
thousand (Rs SO0,000) or more. 
Every company must maintain a register
 
of directors or managers at its registered offices.
 

A company may appoint non-nationals or non-residents as
 
managers; howeyer 
 the necessity of foreign personnel and the grant of
 
visa will be oetermined by "he FIAC.
 

There is no requirement for labor to be represented on the
 
Board.
 

A company may hold shares, jut a partnership cannot hold 
shares in its own name; the oartners will be joint holders.
 

Every company must maintain propar books of accounts of money
received and expended, all sales and purchases and all assets and 
liabilities of the company. 
 The books must be open to inspection by
 
the Directors, the Registrar of Companies or the Company's Auditors.
 

For example, under the disclosure provisions of the Companies
 
Act No. 17 of 1982, firms must reveal emoluments of Directors (as a
 
lump sum, not individually); and also contracts of the company in
 
which its Directors have interest. 
 For e.g. Walker Tours Ltd, a local
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travel 7irm in Colombo, was required to i'eport that four of its 

directors are also directors and shareholders of John Keels Ltd and 

John Keels Holdings Ltd, with which companies they (Walker Tours) had 
to be
contracts for payment. Contracts for payment have been stated 

the rent to John keels Ltd for the premises occupied by Walker Tours 

Ltd and a fee of 1% on turnover or Rs IS0,000 oar month, whichever is 

higher for tn, provision of higher managerial services. 

Within eighteen months of incorporation and at least once in 

every calendar year, at intervals of not more than 	 fifteen months, the 
general meeting adirectors must submit to the company at its annual 

profit and loss account, a balance sheet and directors' report with 

respect to the state of the company's affairs.
 

On authorisned capital the maximum fee payable on
 

pays Rupees Three
incorporation is Rs S,000. However, if company 


thousand (Rs 3,000) on incorporation for a company have authorized
 

capital of Rs 1,000,000 and later increases the authorised capital to
 

Rs 10,000,000 the balance sum of Rs 2,000 is payable at the time of 

the increase. Stamp duty and other charges amount to Rs 300. The 

approximate stamp duty payable on issue of share certificate is Rs 

O.SO per Rs 100 share registration fee, while notification of charges 

of the directorate and other particulars amount to Rs 100. 

Shares may be ordinary or prefered. Non-voting shares are
 

permitted. If autnorised by the Articles of Association, redeemable 

preference shares may oe issued, but may be redeemed only if fully 

paid up, and out of either profits or proceeds of a new shar& issue. 

Share warrants may be issued by public ,companies subject to certain 

conditions, wiLh permission of the Central Bank if non-residents are 

involved.
 

Shares of a public company may be converted into stock. The 

common practice is for shares in public companies to be quoted in the 

share market. Non-residents' share cannot be sold or transferred 

without the permission of the Central Bank, Bonus shares may be 
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issued against revalued assets. 

Shares may be issued at a discoult if authorized by an
 
ordinary resoiution and sanctioned by court.
the There are
restrictions exist about the issue 

no 
of shares at a premium.


Commissions for subscriptions may paid a'
be if thorised by the
Articles; they cannot exceed 10% of the issue price -- or the amount
authorized by the Articles, if less. 
 A company cinnot purchase its
own shares. 
 It also cannot provide financial assistance for the
purchase of 
its shares except for employees.
 

Dividends may be paid only 
from profits and not from
 
capital. 
 They may be paid from capital gains.
 

Control of a company depends on the control of the vote atthe Directors' meeting and shareholders meetings. The usual practice
is for a director to have one vote on a 
show of hands and one vote pershare on a poll at a shareholders meeting. A resolution passed at the
directors' meeting is by majority resolution, while that passed at a
shoareholders' 
 meeting may be ordinary, extra ordinary or special. Anordinary resolution is a resolution passed by a majority of persons on
voting. An extra ordinary resolution is a resolution passed by amajority of not less than '3/4or those present with not less than 10days notice in the case of a private company 14 noticeand days in thecase of public company been Agiven. special resoultion is on which
is passed by a majority of not 
 less than 3/4 of such members of whichnot less than 14 days notice in the case of private company and 21
days notice in the case of a 
public comlpany has been given.

Companies Act No. 

The
17 of 1?9E2 provides all information with regard toamending the Memorandum and Articles of Association passed by a 

special resolution.
 

E'iery public limited company must hold a statutory meeting ofthe members of the company not thanmore three months (and not less
than one) after the date on 
which it is entitled to commence
 
business. A statutory report must be sent to every member at least 
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seven days before the meeting, and a copy filed with Register of
 
Companies. 

An annual general meeting must be held by every company in 
every calendar year, not more 1 months after the last annual general
meeting. Extraoroinary general meetings may be called either by the
directors themselves (if the articles provide for it), or on the 
request of members holding at least 10% 
of the paid up share capital,
If the articles do not provide otherwise, two or more members holding
not less than 10"' of the issued share capital may call a meeting. 
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o Draw up Memorandum and Articles of Association.
 
o 
 Print the Memorandum and Articles of Association and obtain
 
the signature of at least two subscribers on the Memorandum and
 
Articlesd of Association.
 

It is necessary that 
a Notary Public should attest the

signing, if a non-resident wishes to 
sign the Memorandum and Articles
 
of Association prior to the approval of the Central Bank.
 

File with the Registrar of Companies within 28 days of incorporation:
 

o 
 Two copies of the Memorandum and Articles of Association,
 
duly signed.
 
o A statutory declaration of compliance with the requirements
of the Ordinance, which must come 
from an attorney-ct-law of the
 
Supreme Court, 
or a Director or a Secretary of the Company;
 
o A statement of authorised capital;
 
o 
 A list of persons who have consented to be Directors of the
 
company, if it is to be a 
public company.
 
o Non-resident directors or their nominees need Central Bank
 
permission to subscribe to shares.
 
o If it is to be a public company, utni&rtakings by the

directors to take and pay 
for their qualification shares, if they have
 
not signed the Memorandum of Association as subscribers for such
 
shares;
 

Declaration of Compliance with the requirements of the

Companies Act to be signed by 
an Attorney-at-law engaged in the

formation of a person named 
in the Articles of Association as Director
 
or Secretary of the Company.
 

o Pay the reouisite registraiton fee (a maximum of Rs 5,000)
 
and stamp duty.
 
o Tne name of a company may not be similar to a company already

existing.
 

If the company is a private limited liability company the
 
words 'PRIVATE LIMITED' should be printed.
 

o A Private Comparny can commence business immediately after the
 
Certificate of Incorporation is 
received from the Registrar of

Companies. In the case of a 
Public Company it is necessary to obtain
 
a further certificate to commence business.
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aQX_'2 H1Q
 

Qff-abQZQ_CQm~nie_
 

A company incorporated in Sri Lanka or outside can apply for 
registration as an off-shore company. An off-shore company is not

entitled to carry on any business in Sri Lanka and its require-ments 
are restricted to only carry on any business outside the shores of Sri 
Lanka.
 

The documents required for registration are:
 

i) A banker's statement that the company has a minimum amount of
 
US$2S,O00 in the account.
 

ii) A registration fee of Rs 10,000.
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3.11 E£tablisbJnDaBnancb
 

Generally speaking, companies cannot do business in Sri Lanka
 
through branches, except for banks, airlines, and a very few service
 
organisations. Branches require special Ministerial permission.
 
Companies which establish a place of business in Sri Lanka must,
 
except with this permission, form a company in Sri Lanka. This does
 
not apply to banks and some other firms (see section 3.02).
 

If Ministerial permission is granted, the company must,
 
within one month from establishing a place of business, deliver to the
 
Registrar of Companies certain documents specified in the Companies
 
Act. ("Business" includes a share transfer or share registration
 
office.) These are similar, but not identical, to those required of a 
company. 

Under the Companies Act number 17 of 1982, new companies 
which are set up in Sri Lanka cannot be established as branches. They
 
need to be incorporated as companies. The Travel Corporation of India
 
sought approval to establish a branch in Sri Lanka, but was turned
 
down.
 

Incorporation does not require approval, but it is registered
 
with the Registrar of Compan-.es. Exchange Control regulations are
 
operative for remittance - i.e. a permit is required for outward
 
remittance. The Central Bank of Ceylon approves all inward
 
remittances. Taxes on branches are 5% higher than on companies.
 

Thomas Cook, and Reuters are two exceptions to the general
 
rule; they have been given permission to retain their branches.
 
However, this puts them at a tax disadvantage; branches pay 57 more.
 
(They are allowed some expense deductions for headquarters expenses,
 
but these are usually minor.) A company that decides to incorporate
 
its branch in Sri Lanka may retain 100% equity.
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4.00 RULES OF COMPETITION
 

4.01 eneral
 

There is 
no specific anti-trust or monopolies and restrictive
 
trade practices legislation in Sri Lanka.
 

Several 
cases exist in which brands of products (e.g. soap,

talcum powder, biscuits) constitute 50% of market sales of that
respective product. There 
is no antitrust or competition law which
 
restricts the marketing of these items.
 

The Consumer Protection Act No. 
1 of 1979 ensures fair
 
practice among traders. The Act deems that an act of competition

contrary to honest practices in industrial or commercial matters will
constitute an act of unfair competition. All the following acts would
constitute unfair competition: confusion with goods, services, or 
the

establishment or with industrial or commercial activities of a

competitor; fl-3se allegations; any indication of source, or
appellation of origin which 
is liable to mislead the public as to the
 nature of the goods; ary false or deceptive indication of the source
 
of goods; and imitation of an article. 
 The Business Undertakings

(Acquisition) Act No. 35 of 
1271 (see section 2.03) empowers the
government to take over any enterprise that engage in 
unfair practices.
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4.02
 

There i- no legislation regarding monopolies. Monopolies in 
the privatc secror re not unknown, and include the Ceylon Tobacco Co, 
the sole ,upplie of locally manufactured cig-3rettes. The government 
has a monopoly in the railway, petroleum and mining sectors. 

- 62 -

Business International Corporation International Business Strategies Group 



4.03 Mers
 

Unaer the Companies Act Number 17 of 1982, the proposed 

compromicp or arrangement between two companies, must be with the 

purpose of reconstruction of any company or companies, or the 

amalgamaton of two or more companies. 
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4.04 EEm__ll 

Under the Consumer Protection Act No. 
1 of 1979, refusal to
 
sell is an offence. Only with the written approval of the National
 
Prices Commission, c;n a trader engage in 
the practice of exclusive
 
dealing; this roo will 
be granted only in the national interest. It
 
is not permitted to discriminate between purchasers of goods, 
in
 
relation 
to the prices charged for the goods, discounts, allowance,
 
rebates or credit given in relation to the supply of goods, the
 
provision of services or facilities in respect of the goods or 
the
 
making of payments for services or facilities provided in respect of
 
the goods.
 

However, no recent prosecutions under this Act have occurred.
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A manufacturer cannot enforce a minimum resale price and
dealers are free to undercut margins as long as consumer price is
maintained. 
 A trader cannot sell any article at a price above the
minimum retail or wholesale price and all price lists must be
 
conspicuously displayed.
 

Prices are either controlled or supervised by the National

Prices Commission (See Section S.0). While making an application for a price revision the entire price structure should be given 
to the
authorities. The price structure would include all costs involved in

the production of any article. 
The cost of raw materials,

manufacturing costs 
like labor and packaging, and marketing costs
covering delivery and discounts to trade, would constitute the price

structure.
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District Court where an injunction may be served on the infringirg
party, rather than in the Magistrate's Court where it is treated as a
criminal offence. A permanent injunction prevents the coutinuance of 
the abuse by the infringing party. Until the case iE over, a 
temporary or interim injunction is served. 

Chemical Industries Ceslon Ltd 
(which is affiliated to
 
Imperial Chemical Industries), challenged the Swedish company, Dyrup,
which marketed a paint bearing a similar name to their own. Ceylon

Cold Stores Ltd; the established manufacturer of Elephant Brrand soft
drinks, often have infringement problems; Elephant brand labels are
used to sell other drinks. Pfizer has also found tablets for sale,

bearing brand names similar to those the manufacture. In all these
 
cases injunctions have been served 
on the infrirnging party. 

Lever Brothers Ceylon Ltd have had 
frequently encountered
 
brand piracy, with spurious brands and imitations of Lever products

being manufactured. The company's sales representatives, and
 
nominated Lever wholesalers, are always 
vigilant for such products;
when they are found, Levers tries to reach a written agreement without 
police intervention. If this is 
not possible, action is filed 
in the
 
District Court. Identifying distributors of these fake products is

rela:ively easy -- and the firm can cut off supplies, at least
temporarily; by making the arranrgement with the distributor -- but it 
is sometimes difficult to trace manufacturers of spurious products. 

Legal proceeding- would cost from Rs 10,000 to Rs IS,O00. 

No changes are anticipated in this area in the next eighteen 
months. 
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C 
 The Patent Co-operation Treaty of 1978. Sri Lanka
 
became party to this on February 26, 1982.
 

iasicL-ws - The world Intellectual Property Ordinance (WIPO) Act
 
number 52 of 1979.
 

Duration - The period of protection is 1S years from the date of the 
grant of a patent. A patentee who intends to keep a patent in force 
must pay an annual fee. (This can be paid in advance.) There is no
 
provision for renewal of the patent after the expiry of 15 years.
 

U oeiy - An invention is patentable if it is new, involves an
 
inventive step and is industrially applicable.
 

U0natentlbie
 

* 	 discoveries, scientific theories, and mathematical methods. 
* 	 plant or animal varieties, or essentially biological processes for 
production of plants or animals, other than micro-biological processes
 
and the products of such processes.

* schemes, rules, or methods For doing business, performing purely
 
mental acts or playing games.

* methods for the treatment of the human or animal body by surgery or
 
therapy, and diagnostic method practised on the human *or animal body.
 

An 	application for the grant of patent must be made to 
the
 
Register of Patents and Trademarks, Union Place, Colombo 2. It should
 
be made in the prescribed form and contain:
 
* 	 a request for the grant of the patent 
* 	 a description 

* 	 a claim or claims
 
a 
drawing or drawings where required for the" understanding of an
 

invention 
P 	 an abstract.
 

Where the applicant's ordinary residence or principal place of
 
business is outside Sri Lanka, he should be represented by an agent
residnt in Sri Lanka, whose name and address must be supplied in the 
application. The application should be accompanied by a power of
 
at.torney granted to such an agent, by the applicant. Where the
 
applicant is not the inventor, the request for the patent must be
 
accompanied by a statement justifying the applicant's right to the 
patent.
 

Provided that legalizatio, or ffyptification is not necessary, the
 
application must be accompanied by a oeclaration signed by the
 
inventor, givin , his name and address and requesting that he is named 
as 	such in the patent.
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The request should contain:
 

* a petition that that patent be granted
* 
 title of the invention
* name, address, description and any other prescribed informationconcerning the applicant, 
the inventor and the agent 
if any.
 

Pin application for the grant of a payment will not be entertained
unless the prescribed fee has been paid to the Registrar. 

ExamintionBrozeduce
 

Every applicant must submit a report of an internationalsearch typeas may be prescribed, to the Registrar in English, (or, atranslation in English).
 

In 
lieu of the international type search 
an applicant may request
the Registrar to 
refer the application to a 
local examiner, who will
examine the applicaton on the basis ofdescriptions and drawings (if any), 
the claims with regard to 

and furnish a reporet 
to the
Registrar.
 

This will not 
be refused and a 
patent will
the not be invalidated onground that the performance of any act in respect ofinvention is prohibited by any 
the claimed

law or regulation, except whereperformance of that act would be contrary to public order. 
the 

On granting the patent, 
the Registrar will:
* issue a certificate of the grant of the patent and a copy of thepatent together with a copy of the search report
* record the patent to the applicant.in the register.

* publish in the Gazette a reference to this grant.* make available to the public copies of the patent together with the

search report. 

The court may declare the patent null 
and void on grounds that the
subject matter 
is not an 
invention, is not patentable, the description
unsatisfactory, non-furnishing of drawings or that the right to thepatent does not belong to the patentee or 
has not been assigned to him.
 

The patentee may exploit the patent in'ention assign or transmitthe patent or conclude licence contracts.
 

Where a patentee intends 
at the expiration of second year from the
date of grant of the patent to keep the same in force, heprescribed annual must pay thefee, twelve months before the date of expiration. 

.There is no legislation to this effect in Sri Lanka. Foreigncompanies may extend brand names/marks to be used by 
local firms but
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these , re not ,£ubject to licensing' conditions. However, all
 
agreements with principals must be recorded with the Registrar of
 
Paten7:s :nd Traie Mrks.
 

Right Df mriority is given for applicants from any State which is 
party to the P-jris Convention for the Protection of Industrial 
Property. 
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Duraion: Registration of a mark (trademarks and service marks) may
be valid for a period of 10 
years, as of the date of receipt by the
 
Registrar.
 

Renewal: Registration of a mark may be 
renewed for consecutive
 periuds o: 10 years each on 
payment of the prescribed fee. This must
be done within the 12 months preceding the date of expiry of the
period of registration. The renewal 
is not subject to further

examination by 
the Registrar or any opposition.
 

L-qalQffe:2t: 
 The Code of Intellectual Property Act deems that the
registered owner of a mark shall have the following exclusive rights
in relation to the mark: 
 to use the mark; to assign or transmit the

registration of the mark; 
to conclude licence contracts.
 

Without the 
consent of the registered owner of the mark, third
parties are precluded from using the mark. in 

mislead the public, 

any such way as to
 
or in 
a manner that would be prejudicial to the
 

registered owner of the mark.
 

The registration of the mark does not confer on 
its registered
 
owner 
the' right to preclude third parties

* 
 from using, bona fide, their names, addresses, pseudonyms, a
geographical indications concerning the kind, quality,
name or exact 

quantity, production or of 
zupply of their goods and services in so

far as such use is confined to 
the purpose of mere identification or
information and cannot mislead the public 
as to the source of the
 
goods or services;

* goods lawfully manufactured, imported, offered, for sale, sold,

used or stocked in Sri 
Lanka under that mark, provided that such goods

have not undergone any change.
 

Arbitrary or fanciful designations, names, pseudonyms,

geographical 
names, s.ogans, devices, reliefs, letters, numbers,
labels, envelopes, emblems, prints, stamps, seats, vignettes,

selvedges, borders and edgings, combinations or arrangements of

colours and shapes of goods or containers.
 

That which consists of shapes or 
forms imposed by the inherent
 
nature of the goods or services. or by the industrial function, cannot
be registered. 
 Service marks and collective marks may be registered.
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5.00 PRICE CONTROLS
 

Under Section 61 C of the Consumer Protection Act, the
 
Commissioner of Internal Trade has the power to declare price controls 
and price supervision on items that are deemed 'essential to the life 
of the rommunity'. Items like bread, 
flour, sugar, pasteurised and
 
sterilized milk, putroleum products (diesel oil, 
kerosene oil) are
price controlled. Many items are "price-supervised" among them rice, 
soap, toothpaste, talcum powder, and aerated water. 

Permission for revision of prices may be made by the 
manufacturer or importer to 
the National Prices Commission, setting
 
out the price structure (see Section 4.05) according to which the
 
revised prices (ex-factory, wholesale and retail) are to be fixed.
 
The Commission's 
view is referred to the Minis-ry concerned for
 
consideration. 

In the case of price supervised items (items which are not
 
price controlled) the manufacturer is free to disregard the view of 
the National Prices Commission and act as he pleases. However it is 
considered unwise to do so, particularly in view of the fact that the 
National Prices Commission can advertise in tlte media that its
 
recomme.-ndation went unheeded. This has never been actually done by 
the Commission.
 

The National Prices Commission has no spe:ific legislation
regarding,price controls, but keeps a 
vigilant eye on market prices,

hoarding and black marketing. It is with the approval of this body

that rrices are fixed. Under the Consumer Protection Act No. 1 of
 
197'7 tne Commissioner 
 of Internal Trade may issue directions to 
manufacturers or traders in respect of the price marking, labelling 
and packeting of articles.
 

The Commissioner has the power to specify the maximum
 
quantity of any article to sold any day, and thebe on time during 
which -ind the places at which such an article may be sold.
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It is an offence to sell, or offer to sell any article at a 
price above the maXimum retail or wholesale price as the case may be. 

All the traders are required to display prices on a board in
 
a conspicuous place.
 

Imports are not subject to administered prices, save those 
that are imported by government Ministries, State Corporations, Boards 
and other State institutions. 

-72 -

Business International Corporation International Business Strategies Group 



6.00 L!CE*NIING
 

6.01 -OneraI
 

Proposals for technical collaboration without equity
investment 
are welcome in both public and private sectors.
companies have use-d Some
licensing agreements as a way to enter Sri Lanka
without 
an equity commitment. 
Well-known brand 
names may be licensed
to Sri 
Lankan companies (e.g. Tek toothbrushes).
 

The government reserves the right 
to invalidate a contract
it is found to be if
"detrimental to the economic development" of Sri
Lanka, but this provision is unlikely to be used under the present
government, except in 
exceptional 
cases.
 

Though licensing is not very popular in Sri 
Lanka,
companies have found some
this an inexpensive way to access Sri
tiny domestic market. Lanka's
British Paints, for instance, licenses the use
of its brand name, Permaglaze. Metal Box also has a 
licensing
agreement with Metcan Ceylon Ltd.
 

Sever-al 
foreign companies in Sri 
Lan.a 
use the brand name of
the foreign parent company, 
(and its subsidiary companies); for
instance, Eveready (Union Carbide) or Waterbury's Compound (Warners).
Lever Brotners Ceylon Ltd 

Unilever (London) Ltd, 

uses brand names of the parent company

as well as 
those of the Unilever subsidiaries,
A & F Pears Ltd, and B & W Gibbs Ltd. 
 Lever Brothers Ceylon entered
into agreements with these companies before the Code of Intellectual
Property Act No. 52 of 1979 became legislation. (The Act ordains that
all 
agreements must be registered with the Registrar of Patents and
 

Trademarks. )
 

Companies seldom seek patent protection Lanka; the
in Sri
patent office reports very few applications. Recently, Ceylon Tobacco
company won 
patents on two 
inventions relating to the manufacture of
coir dust briquettes, and Jose R. Concepcion of the Philippines was
granted a patent on 
an alcohol-powered car.
 

- 73 -

Business International Corporation International Business Strategies Group 



6.02 n
 

In 1979, the patent laws were changed from the old prewar UK
 
system to incorporate the WIPO (World Intellectual Properties

Orangization) code. The Code of Intellectual Property Act, No. 52 of

1979 protects most products. Patents have a maximum life of 15 years;

trademarks of 10 years. 
 However, trademarks can be renewed.
 

Companies are not forced to disclose the contents of patent
 
registrations..
 

Copyright protection is given to original literary, artistic,

and scientific works, and the derivative works. Copyright is
 
protected during 
the life of the last surviving author and for SO
 
years after his death. Copyright in cinematographic, radiophonic or
 
audio-visual work is protected until 
SO years after the making of the
 
work or, if the work is made available to the public during that time
 
with the consent of the author, SO years from the date of its being

made public. In the case of photographic work or a work of applied

art, the period of protection is 2S years from the making of the
 
work. On sound recordings, the maker has the exclusive right to
 
reproduction of the sound recording for SO Years from its first
 
publication.
 

Trade names are protected even prior to, or without
 
registration, against any unlawful 
act committed by a third party.
 

It is possible to obtain a 
patent from the Registrar of
 
Patrents and Tademarks within 
a year. However, obtaining a trademark 
would take longer -- anything from three to four years. An acute 
shortage of staff in the office of the Registrar of Patents and
 
Trademark has been the reason 
for this delay.
 

The Registrar does not 
protect the rights of patentees or
 
owners of trademarks, but in the case of infringment, the victimised

Darty may take legal action either in 
the country's District Court or

Magistrate's Court. Companies usually opt to 
take up the case in the
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Applications should be made to 
the Registrar of Patents and
Trademarks, Union Place, Colombo 2, in the prescribed form and should
 
con ta in:* request for the registration of the mark.

* 
 name, address and description of the applicant and if resident

outside Sri 
Lanka, a postal address for service in Sri Lanka.
* four copies of a representation of the mark.

* 
 a clear and complete list of the particular goods or services in 
respect of which registration of the mark 
is requested with an
indication of the corresponding class or classes in 
the international
 
classi fication.
 

If filed through an agent, the application should be accompanied

by a power of attorney.
 

The application is then subject 
to an examination by the Registrar.
 

The Gazette Extraordinary of 31-10-1979 carried all official fees
relating to 
filing, registration, and annual 
renewal, fees.
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Duiation: 
 The period of protection 
is five years, with renewal for
two consecutive periods of five years each, 
or, payment of renewal
fees. Protection of industrial designs applies only 
to new designs.
'Industrial designs' means any composition of lines, 
or colors, or any
three dimensional form (whether or not associated with lines orcolors), that gives a special appearance to a product of industry orhancoicraft, and is capable of serving as a 
pattern for a product of
 
industry or handicraft.
 

82iicaliD: Theapplication must be made by the owner to the
Registrar of Patents and 
Trade Marks. The application must contain:
* The name, address and description of applicant; 
if the applicant

resides away from Sri 
Lanka a postal address for service in 
Sri Lanka
 
must be included. 
* a 
specimen of the article embodying the industrial design, 
or
copies of a photographic 
or graphic representation of the industrial
design, in color where it is in color, or drawings and tracings of the 
design.

* an indication of the kind of products for which the industrial
 
design is to be used.
* a declaration that the design is new to the best of the applicant's 
knowledge.
 

Where the application is filed through an agent it must beaccompanied by 
a power of attorney. Right of priority is given to
applicant from a State which 
an
 

is party 
to the Paris Convention on
 
Industrial Property.
 

Novelty: A new industrial design shall 
mean an industrial design
which has not been made available to the public anywhere or anytime. 

The registered owner of an industrial design has the following

exclusive rights 
in relation to the industrial design:
* to reproduce and emnody such industrial design in making 
a product.
* to import, offer for sale, sell, or use, a product embodying such
 
industrial design.
* to stock for the purpose of offering for sale, selling, or using, a 
product embodying such industrial design.
* to assign or transmit the registration of the industrial design.
* to conclude licence contracts.
 
* No person shall do any of the acts earlier referred to without the 
consent of the registered owner of the industrial design.
* If done by any unauthorised person, these acts shall 
not be lawful

solely by reason 
of the fact that the reproduction of the registered
industrial 
design differs from the 
registered industrial design
miror respects, or in


that the reproduction of the registered industrial
design is embbodied in a type of product different from a product
embodying the registered industrial design.
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6.03 on-i-ie q 

The law does not state that government approval is necessary
 
for licensing agreements, although any agreements between principals

and companies must be registered with the Registrar of Patents and
 
Trade Marks. ffnational interest is involved, then the Registrar has
 
the authority to refer the matter to the Central Bank of Ceylon.
 

There is no 
priority basis for the granting of approval. The
 
Colombo Thread Company made an application for the registration of
 
'Astra' thread in 1979' to 
the Registrar of Patents. 
 It took two years

before it was approved.
 

All patent licences and technical assistance agreements must
 
be first recorded with the Registrar of National Patents and Trade
 
Marks. All royalties must be paid, to have any 
legal effect. It is
 
possible for a licensee to sue 
in his own name against infringement of
 
the licensor's patent.
 

The Controller of Imports and Exports restricts the import
 
territory of a licensee.
 

A licence agreement cannot outlast the patent right for which
 
it was granted. Before the licence contract expires, should the
 
patent application be withdrawn, or 
patent application be rejected, or
 
patent surrendered or declared null and 
void, or if registration of
 
licence contract is invalidated, then the licensee shall no longer be
 
required to make any 
payment to the licensor under the licence
 
contract. The licensee will 
be entitled to repayment of the payments
 
already made.
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6.04 £vit/~d~i~D 

Reasonable royalties and technical assistance fees will be
 
permitted. The amount of royalties payable are fixed when the
 
investment proposal is approved. The Foreign Investment Advisory
 
Committee (F]rAC) will attempt to strike a fair balance between the
 
actual services received (and the benefit to the country) and
 
royalties payable. The GCEC has not issued any guidelines.
 

Though no guidelines are actually specified, the FIAC will 
usually approve fees of 1-3., (rarely 5%) on turnover. The maximum 
period is usually 5 years. However, FIAC is flexible on the matter. 
Lumpsum payments are allowed. 

Usu.9lly, only firms in a manufacturing industry can obtain
 
the permission for technical service fees. The J. Walter Thompson
 
Company, USA, and Hindustan Thompson Associates Ltd, India, set up a 
joint venture advertising agency in Sri Lanka with local 
collaboration. Their request to the FIAC for a 3% technical service 
fee was turned down.
 

Capitalisation of technology (e.g. equity for knowhow) is
 
permitted, but not favored -- in part because of valuation problems. 
However, it is sometimes granted. In one case, even pre-operating 
expenses -- mainly travel costs -- were allowed to be capitalised. 

The government does not generally favor requests to pay 
royalty for marketing foreign brand barnes or trade marks in Sri Lanka, 
but has approved them on occasion. 

There are usually no difficulties with respect to remittance
 
of technical service fees. The Exchange Control authorities approval
 
is required, along with an auditors' certificate.
 

Though there is no legal restriction on payment of interest,
 
FIAC usually fixes the rate of interest which may be paid. 

- 78 -

Business International Corporation International Business Strategies Group 



Some examples of fees andiroyalties in Sri Lanka:
 

o 
 The Colombo Thread Company Ltd has been allowed to 
remit 2%
 
of net sales value (less 
the cif value of imported raw materials) tothe parent company as a fee for unspecified technical ser.ices. This
figure is below the company's international norm.
 

o Sri Lanka Tyre Corp, which has 
a technical collaboration -
including use of 
the trademark -- with Goodrich Tyre Co (US) was

permitted to pay 2-1/2% on 
turnover as royalties/technical service
 
fees.
 

o Two textile mills in the private sector are paying 10%, and

22% of net profits, respectively, to two Indian 
firms under management
 
contracts.
 

o When five government mills were brought under foreign
 
management contracts, the terms given were:

* Tootals of UK: 2-l/2% on inputs (costs)
* Bombay Dyeing: 2% on turnover, or 3S% of net profit to be reduced 
gradually
 
* Others: 30-3S% of net pr'ofits. The periods were for upto 7 years.
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7.00 REMITTABILITY OF FUNDS
 

7.01
 

Exchange controls are 
imposed outside the export processing

zone, but these are formalities and approved foreign projects should

anticipate little trouble with exchange controls under the present
 
gove rnment.
 

When the UNP government came to power, the former dual

exchange rate system was abulished. A unified rate of exchange was
 
introduced and the rupee permitted to float. 
 In consequence, the
 
Foreign Exchange Entitlement Certificate 
(FEEC) Scheme was abolished.

Exchange rates are announced daily by the Central 
Bank. However, in

November 198,2, the Central Bank decided to deal 
with commercial banks
 
only in US dollars 
(rather than a:r'ange of foreign currencies) and
 
allow the commercial banks a crack at 
the foreign exchange market.
 

Foreign banks may open and operate non-resident accounts

without prior approval of 
the Exchange Control Department. Domestic
 
Banks can 
operate accounts for certain categories of non-nationals.

Foreign companies need approval from the Exchange Control Department

for local borrowing. 

The Department of Exchange Control of the Central Bank is the
administrative agency. 
 The GCEC Law stipulates that investments that
fall within its sccpe (that is, under agreement with the GCEC) may be 
exempted from the Exchange Control Act; for these projects, the GCEC
 
is the Administrative Agency.
 

Capital may be imported for investments in

9overnment-approved projects. 
Investments can also be made from

blocked accounts in Sri Lanka in investments approveo by the
 
Controller of Exchange,. 
 (Blocked accounts 4are accounts which hold

funds of non-residents, repatriates and em:i.grants which are not
 
permitted to be transferred "abroad.) 
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Foreign currency investments may also be made from special
 
accounts maintained by Sri 
Lankans working abroad. If these are made
 
in 
projects approved by the Controller of Exchange, they are exempt
 
from income and wealth tax.
 

Issue or transfer of securities registered in Sri Lanka to a 
non-resident requires Central 
Bank permission. ("Securities" mean
 
shares, stock, bonds, notes other than 
promissory notes, debentures,

debenture stock, units under 
a unit trust screine and shares in an oil 
royalty.) No permission of the Central Bank is required to transfer 
shares in a company from a non-resident to a non-resident. 

Similarly, the permision of the Central Bank is required 
to
 
issue any bearer certific.ute of coupon in Sri Lanka, or to transfer it 
to a non-resident outside Sri 
Lanka. Only Sri Lankan residents need
 
this permission for transfers to or from Sri 
Lankan residents.
 

Permission of the Central 
Bank is also needed for a resident
 
in Sri Lanka to get payment of capital payable on 
a security

registered in Sri Lanka outside Sri Lanka. Further, where the
 
certificate of title 
 to a security is in Sri Lanka, similar permission
is required for a resident in 
Sri Lanka to secure the payment outside
 
Sri Lanka without production of the certificate to the person making 
the payment.
 

The GCEC has indicated that shares in companies falling under 
its authority may be transferred within or outside Sri Lanka to 
residents or non-residents, and the country of payment for such shares 
may be oecided between the buyers and sellers.
 

Loan agreements with enterprises which are not under the GCEC

require the approval of FIAC. GCEC has not yet indicated its position
relating to loan agreements. Land leased out by the GCEC cannot be 
mortgaged to a third party. 
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Controls exist on certain- other forms of remittances. 

* Commissions to agents abroad for export orders secured may be
remitted, w th a ceiling of S% of the c.i.f. value of the export

orders.
 

* Remittances by foreign 1 individuals working in Sri Lanka are
 
also controlled. Remittances 
of up to two thirds of gross income forfamily maintenance are permitted; but value limits, which may have theeffect of reducing the remittable amounts, apply in 
some cases. Rules
for Indian and Pakistani nationals are more stringent; the upper limit on remittances for these persons is 
Rs200,0O0. The individual

however, may remit the balance at the time of departure. 

* Sri Lanka nationals are not entitled to any exchange for
 
family 
remittance other than for education in specified categories.
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7.02 

Companies do not 
need spec:al permission to 
remit profits or
dividends after income 
tax clearance, th,'ough 
authorised dealers,
though 
a procedure has been sPecified. 
Interim profits or dividends
 may also be remitted; firms do not 
have to wait 
for the final annual
 
report 
to be made available.
 

The application for final dividend remittance must contain
 
the following documents:
* audited copy of the company's profit and 
los-_ account and the
balance sheet 
for the year to which the remittance relates;
* a certificate from the company's auditors confirmi,ig that the
amount sought 
to be remitted represents dividends earned during the
period to which it 
relates and does not 
include undistributed
dividends of previous years or any transfers from the conlpany's
reserve or on 
account of the sale of any of the company'_ fixed assets;


* a 
certificate front the secretary/accountant/officer
company authorized to of the
sign documents on 
its behalf confirming that the
beneficiary is, 
according to infornation available to him, resident
 
outside Sri Lanka;
 

* a schedule certified by the secretary/accountant,/officer
the company authorized 
to sign documents on of
name/names of the beneficiaries and 
its behalf indicating the
the net amount due to each of them.
 

If these conditions 
are not fulfilled, 
the Controller of
Exchange hiay 
direct that the amount be placed 
in a blocked account.
 

H11 profits and dividends from investment promotion Zone
companies can ne transferred without being subject 
to a remittance tax
 
or income tax.
 

Profits and dividends declared out of the year's profits
could be remitted freely through 
the commercial 
banks. Reinvested
earnings may count 
as original investment for purpose of the base of
calculating the percentage dividend. 
No tie up exists between the
firm's export earnings and its ability to 
remit profits.
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7.03 

Interest, royalties and technical service fees paid by
enterprises in the GCEC Area may be repatriated freely in accordance 
with the agreements entered into with the GCEC. The interest rates 
payable have to be approved by the Exchange Control Authorities and
 
should be in line with prevailing rates. One foreign joint venture
 
company has been permited to pay 3/4% over LIBOR on a loan from its 
parent company. 

Hotel Services (Ceylon) Ltd -- part-owner of Hotel Ceylon
 
Intercontinental -- is allowed to remit loan repayment instalments,
 
and inter2st at 6%, to the Export-Import Bank of the United States on 
account of the Intercontinental Hotels Corporation, New York. Accrued
 
funds have been invested in short term deposits. The current loan
 
agreement with the Export-Import Bank requires that if any cash 
dividend in excess of 6% is paid to shareholders, a dollar equivalent
of the excess must be paid to the bank against the final instalment of 
the loan due to be liquidated in 1985. 
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7.04 

(see ""03) 

Firms will have no problems in remitting fees and royalties, 
once approved. l royalties and interests are taxed at1
 source.
 
Relief is provided if 
there is a double taxation agreement.
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7.05 Z_-2atri2tion_-f_Emaital
 

For investments in the GCEC area, the GCEC guarantees
 
repatriation of capital -- including liquidation proceeds -- without
 
exchange control restrictions. The shares in a GCEC company may be
 
freely transferred to residents or nonresidents in or out of Sri Lanka.
 

The transfer of shares in companies that fall outside the
 
GCEC authority is also freely permitted, provided that the transfer
 
would not affect the prevailing ratio of non-resident shareholding 
permitted by the FIAC.
 

For FIAC investments, exchange control permission is required 
for the repatriation of capital (including liquidation proceeds).

Companies should have no problems with foreign investments in approved 
projects (other than investments made from blocked accounts). Capital
 
may include the proceeds of capital appreciation. The Exchange
 
Control Department will allow a foreign investor to repatriate his
 
capital contribution towards the equity of a company on the sale or 
liquidation of the investment, after settlement of local liabilities 
like taxes.
 

The liquidation and sales proceeds of foreign investments not
 
approved by the government may not be transferred abroad, but may be 
reinvested in approved projects or transferred to blocked accounts. 

'Reinvested profits can be transferred opce taxes have been
 
paid.
 

There is no tie-up between a firm's export earnings and its
 
ability to repatriate capital.
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7.07
 

Under current exchange control conditions, the government

does not provide guarantees against inconvertibility.
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